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Project- Paper 
H~onduras: _ Expoqrt_ Development and Services 

(Project.No. 522-0207)
 

I. Proect Summary and Recommendations
 

A. Recommendations
 

USAID/Honduras recommends authorization of a $16,000,000 Development Loan and
 
a $6,000,000 Development Grant for the Export Development and Services
 
Project. The loan would be repaid to the United States Government in U.S.
 
Dollars within forty years from the date of first Loan disbursement, including 
a grace period of not to exceed ten years, at a rate of interest of two per
 

cent during the grace period and three per cent thereafter.
 

B. Borrower/Grantee
 

The Borrower/Grantee will be the Government of Honduras (GOI). A portion of
 
the funds will be made available to the Entrepreneurial Research and
 
Development Foundation (FIDE) and to the Federation of Agricultural Export
 
Producers of Honduras (FEPROEAIWi) to finance Project-related expenditures of
 

these organizations.. The GO1 will also utilize $10 million of Loan funds to
 
establish a hard currency export financing facility. Grant funds will be
 
utilized exclusively to finance the costs of international technical
 

assistance.
 

C. ProetSummay 

Honduras' limited domestic market and poor near-term prospects for increasing
 
exports to the CACM require that an improvement in living conditions be
 
largely based on an acceleration of the trend toward diversification and
 
increased non-traditional exports to outside the CAC4 area. 

Honduras' exports increased more than 14 times from 1950 to 1982, rising from
 
$58.3 million in 1950 to a peak of $822.1 million in 1980 (40% in real
 
terms). They have declined slightly over 'he last three years. Traditional
 
exports have accounted for up to 91% of total exports over this period.
 
Exports of bananas, the leading export crop, have declined in recent years and
 
while other traditional exports, such as coffee, and other non-traditional
 
products have increased in importance.
 

The export. potential for agricultural, wood and mineral products, and for
 
labor-intensive manufactures is particularly promising, because they require
 
relatively large inputs of Honduras' !,st abundant and lowest cost assets:
 
natural resources and unskilled workers. Further, Honduras' competitiveness
 

as a potential exporter has grown by the recently-approved, 12-year provisions
 
of the Caribbean Basin InItiative (CBI).
 

Honduras' large apparent potential for increasing non-traditional exports is
 
constrained at present by the complexity of the export development process,
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which requires linkages of many components in a coherent system, beginning
 
with knowledge of the market and ending with continued sales to the market.
 
In addition, factors such as land tenure patterns, need for fixed investments
 
in industry and on the farm, and poor regulation and use of natural and human
 
resources reduce Honduras' comparative advantages in the areas of greatest
 
export potential. The foreign exchange rate and the implementation of export
 
and import regulations have negatively affected the efficiency of production
 
of, and the profits from exporting.
 

The GOH and the Honduran private sector have recognized the need to address 
the problems confronting the export sector. The GOl has established a system 
of investment incentives which will require supplementary action to achieve
 
the desired results.. The private sector has attained a moderate level of
 
export growth without much outside assistance. However, the Honduran economy
 
is open and vulnerable. In order to provide a reasonable standard of living
 
for its poor population and to stabilize its stance in the international
 
economic community, Honduras must begin to earn more foreign exchange by
 
stimulating the export sector. 

The goal of this Project is to promote econom!.c growth and employment through 
development of non-traditional exports. The purpose is to increase the 
quantity and quality of non-traditional exports. The Project seeks to create
 
a policy environment, that favors export development and helps the private
 
sector take advantage of that climate immediately and over the longer run.
 
The private sector's institutional capability to increase exports will be
 
developed, and the export of specific non-traditional products in areas which
 
have good prospects for achieving commercial success will be stimulated.
 
Foreign exchange and financing needed for investment in, and efficient
 
operation of the enterprises created through the above activities will be
 
prov'ided. The target beneficiaries of the Project are exporters and workers.
 
These include 65 agricultural production and/or exporting operations
 
(supporting 3,000 families) and 30 industrial producers. It is expected that
 
the Project will help 10,000 persons gain employment directly, while an
 
additional 10,000 jobs will be created in support areas for exporting firms.
 

In order to achieve the purpose, the following Project activities will be
 
undertaken:
 

1. Export Policy and Promotion ($14 million AID; $900,O 
Counterpart): The Project will examine, and the GO1f will legislate policies
 
to lift the imposition of several disincentives and practical constraints to
 
development of non-traditional exports. The Ministry of Economy's General
 
Directorate of Foreign Trade (DGFT) will develop its capabilities to train the
 
GOH's overseas representatives in trade functions, develop materials and
 
exhibits, provide training to those representatives, and supply exhibits and
 
information to trained personnel on a continuing basis to help in seeking
 
sales opportunities in other countries and foreign investment in Honduras.
 

2. Export Development ($9.2 million AID; $4.7 million
 
Counterpar t): This activity will assist individuals and companies who want. to
 
invest and export to: gain access to a wide variety of information and
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services to enable them to assess markets; design and manufacture industrial
 
goods; grow and process agricultural products; and market their products.
 
Private sector organizations will be assisted to provide these services, which
 
will focus on the development of manufactured and agricultural exports. The
 
specific products to be addressed are labor-intensive exports, furniture and
 
wood products, cocoa, citrus, and vegetables.
 

3. Financial Services ($10.2 million AID; $2.5 million
 
Counterpart): This component will establish a Trust Fund and other financial
 
mechanisms to provide financing and access to imports required for specific
 
export products to be developed under the manufactured and agricultural export
 
activities. Exporters of other non-traditional products will also have
 
increased access to financing and imports. Banks will be encouraged to adopt
 
practices which lower costs for exporters and lessen effective collateral
 
requirements.
 

4. Continuity of FIDE and FEFROEXAH Activities: An
 
interest-bearing Trust Fund set up in the Honduran Central Bank will provide
 
revenue for debt service on the AID Loan. It will also provide additional
 
income for FIDE and FEPROEXAH. This source of income will assure that both
 
organizations provide the level of services required during and after the life
 
of the Project.
 

5. Project Management_($1.2 Million AID): Project funds will
 
finance the servic 3 of a banking adviser for two years, a private sector
 
adviser for five years, and project liaison officers in manufactured and
 
agricultural exports for five years each to assist the Mission to implement
 
and monitor the Project..
 

A.I.D. will provide $22,000,000 for the Project. Host country contributions
 
from both public and private sector sources will total $8,100,000 or 27% of
 
project. costs. In summary, AID and Honduran funds will be used as follows:
 

SUMMARY PROJECT BUDGET
 

ACTIVITY DESCRIPTION A.I.D. GO PRIVATE SECTOR TOTAL
 

GRANT LOAN LC LC
 

Export Policy and
 
Promotion 500 900 900 2,300 

Export Development 4,100 5,100 1,600 3,100 13,900 
Financial Services 200 10,000 2,500 2,700 
AID Project Management .lp9 - _1,200 

TOTAL 6,000 16,000 2,500 5,600 30,100
 
22,000 8,100
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II. Background 

A. Honduias' Exports 

Honduras' traditional exports!1 are bananas, coffee, lumber, meat, sugar,
 

sea shrimp and lobster, and mineral ores. In 1982, they accounted for' 80% of 

total exports and 19% of GDP, and earned $527 million in foreign exchange.
 

Half of the remaining 20% of exports were non-traditional agricultural
 

products, such as fresl fruits, plants, canned juices, and pastes, and the 

other half consisted mainly of wood, textile and paper manufactures, cigars,
 

and certain non-metallic minerals and chemicals.
 

The overall trends in export earnings, and their relative share of GDP are 

shown in Table 1. The high concentration of exports in a small number of 

agricultural commodities and extractive industries leaves the Hlonduran economy 

highly vulnerable to world prices for a few commodities and to world economic . 

conditions in general. When export demand and prices for traditional 

agricultural comnodities aie high, the country generally prospers. When they 

decline, so do foreign exchange earnings, income, employment, government 

revenues, and living standards.
 

Table 1: Import ance of Exports to the Economy 

Year, 

1950 1970 1980 1982
 

Export Earnings ($ Millions) 38.3 179.1 822.1 655.5
 

Traditional Exports 53.1 143.5 633.5 3=4
 

5.2 35.6 188.6 128.1
Non-traditional Exports 

% of GDP at current prices N/A 25.0 33.0 23.4 

B. Historical Perspective of ExporlS 

londuras' exports increased more than 14-fold from 1950 to 1982, rising from 

$58.3 million in 1950 to a peak of $822.1 million in 1980. They have declined 

slightly over tie last three years. From 1952 to 1980, exports increased by 

an average rate of 4% in real terms. Over the same period, traditional
 

exports accounted for between 77% and 91% of total exports. Bananas have been 

the traditional number one export. lowever, their importance to the economy 

has been decreasing, declining from 70% of total exports in 1950 to 42% in 

1970, and to 33% in 1982. During the same time, exports of the other 

traditional products Increased from 21% to 47% as a percentage of total 

7 TiTritonal exports are defined as those products accounting for more than 

2% of total exports in 1982. 
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exports. The greatest percentage increase was in coffee. Table 2 clearly
 
evidences significant diversification away from bananas, both toward other
 
exports within the traditional products group and toward non-traditional
 
products.
 

Table 2: Export-Composition - 1950 to 1982
 

% of Total Exports - Year Indicated % Change
 

1950 1970 1980 1982 1950/82
 

Traditional Exports: 91 81 77 80 - 12
 
Bananas 70 42 28 33 -53
 
Coffee 10 15 25 23 130
 
Lumber 4 9 4 7 75
 
Metallic Ores 5 8 6 5 0
 
Beef 2 5 7 5 150
 
Sea Shrimp and Lobster, 0 1 3 4 N/C
 
Sugar 0 1 4 3 N/C
 

Non-Traditional:
 
All Other 9 19 23 20 122
 

The trend towards diversification is due in part to the dramatic increase in
 
world trade over the last 30-40 years, and reflects Honduras' increasing
 
contact with the outside world. Honduran exporters, some of them trained by
 
U.S. fruit companies that have operated here since the turn of the century,
 
have initiated productive activities to take advantage of these expanded
 
markets. The increase in non-traditional exports also has been due, in part,
 
to the incentives provided under the Central American Common Market (CACM)
 
accords, which entered into effect in the early 1960's.
 

C. Honduras' Potential for Increasing Exports
 

Honduras' limited domestic market and near-term poor prospects for increasing
 
exports to the CACM require that an improvement in living conditions be based
 
largely on an acceleration of the trend toward diversification and increased
 
non-traditional exports to outside the CACM area. On the surface, Honduras
 
appears to have excellent potential for further increasing exports. Natural
 
resources are plentiful and the relatively unregulated economy is dominated by
 
the private sector. Honduran laws provide equal treatment for foreign and
 
domestic investors, and a well run Free Trade Zone adjoins the country's
 
principal port. Tle investment climate has a number c" positive aspects.
 
Among others, infrastructure is adequate, accessibility to major markets is
 
excellent, low-cost labor is plentiful and easily trained, there is little
 
regulation ci prices, and government policy statements encourage private
 
eector initiative and investment. Honduras' advantages as a site for trade
 
and investment, including export operations, were dtscussed more fully in the
 
Mission's CBI Implementation Plan submitted in April, 1983.
 

The export potential for agricultural products, wood and mineral products, and
 
labor-intensive manufactured goods is particularly promising, because they
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require relatively large inputs of Honduras' most. abundant and lowest-cost
 

assets: natural resources and unskilled workers. Honduras has an ample
 

availability of inexpensive, unutilized and underutilized agricultural lands;
 

large and varied forest resources, made up mainly of high quality pine and
 

hardwoods; large and virtually unexploited mineral resources; and a large
 

supply of workers whose industrial productivity is generally high once they
 

are trained.
 

Honduras' competitiveness as a potential exporter has been enhanced by the
 

recently approved 12-year, duty free import provisions of the Caribbean Basin
 

Initiative (CBI). Its attractiveness as an investment site has also been
 

improved by a strong U.S. commitment to help maintain Honduras' democratic
 

form of government. An Export Incentives Law passed in 1983 should further
 

improve the competitiveness of non-traditional exports, once it is put into
 

effect.
 

D. Constraints to Increasing Exorts 

Honduras' large apparent potential for increasing non-traditional exports is
 

constrained at present by the complexity of the export development process,
 

which requires linkages of many components in a coherent system, beginning
 

with knowledge of the market and ending with continued sales to that market.
 

Among the intermediate steps for successful industrial export development are
 

design, production, quality control, packaging, transportation, and sales
 

promotion. Agricultural exports introduce additional complexities such as
 

varietal selection, the need to meet exacting market standards, the timing of
 

production for seasonal "windows," organizing production of multiple small
 

producers, and the need for facilities to cool, grade, package, process, and
 

transport products. Coping with these complexities has clearly been beyond
 

the capabilities or willingness of all but a few Honduran entrepreneurs. Some
 

specific constraints are: the lack of market information and knowledge of
 

market requirements and how to meet them; the limited capacity of individual
 

producers to take advantage of potential market demand; short term and high
 

cost of local financing and difficulty in gaining access to it; the high-cost
 

production of established producers resulting from operating in highly
 

protected domestic and Central American markets; the socio-cultural attitudes
 

of entrepreneurs and workers; the conflict between stated public policies
 

encouraging investment and bureaucratic practices that inhibit the realization 

of those policies; and the current economic problems in Honduras and political
 

problems in Central America which discourage both domestic and foreign 

investment..
 

In addition to the above constraints, there are other factors which reduce
 

Honduras' comparative advantage in the areas of greatest export potential
 

discussed above. While productive lands are plentiful and inexpenLive, land
 

tenure patterns and legal prohibitions on land ownership and use limit
 

potential exports to those which do not require extensive flat lands for
 

production. Furthermore, marked rainy and dry seasons may require investment
 

in irrigation and drainage systems or limit the return from fixed investments
 

and the use of farm machinery. While wood is plentiful, its availability to
 

wood products industries is sometimes curtailed by the effects of government
 

policies in the highly regulated and partly nationalized lumber- industry.
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Although mineral resources are ample, the government is very cautious in
 
granting concessions for exploitation, especially to foreign-owned or
 
-controlled firms, and the overall tax bite is still high despite recent
 
reductions in royalties. Finally, while labor is plentiful and trainable in
 
all areas of the country, inconsistency in application of the labor code can
 
create difficulties for export as well as domestically oriented industries.
 

In addition to the above, Honduras has experienced a shortage of foreign
 
e.zchange over the last three years. In mid-1981, the Central Bank of Honduras
 
(CBHI) imposed controls over the movement of imports and exports, and movement
 
of hard currencies into and out of Honduras. The regulations have been
 
modified several times since then. At present, dollar accounts in local banks
 
have a 100% reserve requirement (a de facto nationalization of hard currency),
 
import and export permits are required for all products entering and leaving
 
the country, all foreign exchange earned by exporters must be repatriated at
 
the official rate of 2 Lempiras for $1, registration of private foreign debt
 
is required, and prior authorization must be obtained for all transactions
 
over $1,500 requiring purchase of foreign exchange from the banking system.
 
Long delays are common for foreign exchange authorizations for imported goods
 
and repatriation of profits.
 

Imports financed with foreign exchange from sources other than the domeasic
 
banking system do not require foreign exchange authorizations, and import
 
permits are routinely granted for these imports within a short period--a de
 
facto acknowledgement of a parallel market in hard currencies. However,
 
exporters who finance some or all of Lheir imports with parallel market
 
dollars but repatriate their earnings at the official rate are at a
 
competitive disadvantage. Thus, to the extent that export products use
 
imported goods in the productive process, exporting from Honduras is now more
 
difficult. than in earlier years. The controls on movement of products and
 
capital will continue to negatively affect the efficiency of production and
 
the profits from exporting as long as they are required.
 

E. Attempts to Date to Promote Exports
 

1. GOH Efforts
 

The GOf established a system of investment incentives as part of the CACM
 
accords, and some of the production from benefitting firms produced an
 
increase in non-traditional exports, mainly to CACM countries. However, the
 
GO11 has not yet complemented these benefits with incentives specifically aimed
 
at promoting exports to outside the CAC. The Ministry of Economy has been
 
charged with promoting exports, but has yet to mount a sustained drive. As a
 
result, GOH attempts to date to promote exports can be characterized as
 
sporadic and relatively unsuccessful. The government has not tried
 
particularly hard to push for increased exports or to attract investors for
 
export operations. Long delays in obtaining government approvals, especially
 
where exploitation of natural resources is involved, have discouraged all but
 
the most determined exporters.
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The GO11, with USAID assistance, established an export promotion office in the
 

Hinistry of Economy in the mid-seventies. It eventually became an office in
 

the Directorate of External Commerce that disseminated information and
 
However, the commitment to export
participated in infrequent trade missions. 

promotion and the Directorate's budget were not sufficient to provide flr a 

trained and capable staff and an active program. Perhaps more importantly, it 

a series of actions required
was not recognized that promotion is only one of 


to stimulate exports, starting with market identification and production and
 

ending with the successful marketing of the product.
 

Another effort was the National Port Authority's establishment of a Free Trade
 

Zone in Puerto Cortes in 1976. This effort, which was partially financed by
 

the World Bank, was aimed largely at development of assembly industries,
 

Initially, six buildings were constructed and the World Trade Institute (WTI)
 

was contracted to bring clients to the Zone. WTI identified the Zone's
 

initial clients and the Zone administration built eight additional structures
 

However, WTI subsequently
in 1978, expecting that more would be found. 


cancelled its contract due to differences with the Free Zone administration,
 

and the Port. Authority did not make the effort needed to attract new clients.
 

As of December 1983, only 9 of the 14 buildings were occupied by productive
 

activities, four of which are highly profitable wearing apparel assembly
 

satisfied with the administration and operation
operations. The occupants are 


of the Zone. Since Honduras' designation as a CBI beneficiary country in
 

January, 1984, the Port Authority administration has contracted four more
 

clients and expects to fill the remaining buildings during 1984. Due to the
 

limited labor pool in the Puerto Cortes area and the lack of additional
 

investment funds, the Free Zone Administration is not aggressively pursuing
 

further expansion of the Zone. 

2. Private Sector Efforts
 

sector
The bulk of the country's exports are the result of private 


initiatives. Two of the. country's major exports--bananas and mineral ores-

are largely the result of direct investment by private U.S. companies in
 

Honduran investors and nationals of other countries, including the
Honduras. 

There have been many failures along
U.S., are responsible for the remainder. 


the way, particularly in the agricultural sector, due to the constraints
 

discussed above and to inexperience of the entrepreneurs involved. However
 

inadequate the country's present export earnings, it must be recognized that
 

private initiative, with little direct government assistance, is responsible
 

for the moderate level of exports achieved to date.
 

Until the last 18 months, AID had a very limited role in assisting private,
 

export-oriented enterprises. One successful effort resulted from the
 

Agro-Export Development Project (522-0120), through which AID financed a pilot
 

vegetable export activity in the Comayagua valley. After several years of
 

minimal production, cucumber exports in refrigerated trailers were initiated
 

in 1981. AID-financed assistance from the Standard Fruit. Company in Honduras
 

was the key factor in getting the exports going. Commercial quantities of
 

cucumbers have been exported the last three years, the growers have now formed
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a cooperative, and additional jobbers are being contacted to ensure continuity
 
and diversification of marketing arrangements. To date, the cost and time
 
spent on this project lave been great, and the effort is beginning to pay off.
 

Several efforts made over tihe last eighteen months have had very positive
 
results. A USAID/H contractor, working with beneficiaries of the Rural
 
Technologies Project (522-0157), has been successful in helping small farmers
 
grow chile peppers which are being exported to make Tabasco sauce. Using low
cost technology, cocoa has been processed to meet export quality standards,
 
and the Hershey Corporation has offered to buy beans fermented through that
 
process at world market prices. Efforts are being made to develop honey,
 
vegetables, sea shrimp, and essential oil extracts under the Rural
 
Technologies and other projects. Also, AID played a key role in convincing a
 
U.S. firm to make a recent, major investment in grapefruit exports and fruit
 
juice concentrates. Thus, AID efforts to assist in export development can
 
have positive results.
 

3. Policy Dialogue
 

The limited success of efforts to directly promote exports has r cently caused 
both the GOH and AID to look at the GOH's basic policies as they affect 
exports. These policies are summarized in Annex G.l. As a result of the 
AID-GOH policy dialogue, the GOH has become more committed to altering its 
policies to favor exports. One direct result of this dialogue was the passage 
of the Export Incentives Law of 1983, which was drafted with assistance from 
AID-financed consultants. In addition, the GOH named interagency committees 
to assess the feasibility of developing a one-stop center for government 
approvals for investors, and to develop an improved incentives package for 
export industries, especially labor-intensive assembly operations. Finally, 
contracted studies prepared during PP development helped to focus attention on 
the most critical policy issues, and led to agreement on the policy changes 
that are incorporated into the Project design. 

F. Need for the Project 

The Honduran economy is relatively open and vulnerable. It is highly
 
dependent on international prices for the country's traditional exports. A
 
fall in prices and demand for these products in wQrld markets creates a crisis
 
in Honduras. In order to provide a reasonable standard of living for its
 
overwhelmingly poor population, Honduras must begin to earn more foreign
 
exchange. With limited demand for its traditional exports, it must diversify
 
its economy. In order to do so, a strenuous effort to increase
 
non-traditional exports is needed.
 

Honduras has a resource-based comparative advantage in agricultural, wood and
 
mineral products, and a large, trainable labor pool for a wide range of labor
intensive industries. However, the potential for increasing non-traditional
 
exports has existed for many years, with very little accomplished. Prior to
 
the current crisis, Honduran entrepreneurs were oriented toward import 
substitution industries for the protected domestic and Central American 
markets. In the past three years, they have been concerned principally with 
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weathering the worldwide economic recession and the political crisis in
 

Central America.
 

The establishment of a democratically elected government in 1982 and the U.S.
 

commitment to support the democratization process have restored some degree of
 

stability and confidence. The depletion of foreign exchange reserves has
 

directed attention to the extreme need to increase export. earnings. Honduran
 

entrepreneurs, more than ever before, realize their oppurtunities lie in
 

exporting outside of the regional market.
 

The government has an important role to play: creating a system of incentives
 

and promoting investment and ex:ports. The private sector needs help in
 

strengthening its institutional capability to provide services in exporting to
 

its members. Individual entrepreneurs need help in defining and formulating
 

projects, identifying markets, collecting and evaluating market information,
 

and developing marketing arrangements, Joint ventures, licensing arrangements
 

and mutually beneficial associations with other 1[ondurai s and outside
 

investors and buyers.
 

The present financial system based on short-term, high interest rates and high
 

collateral requirements will not provide all of the financing required by
 

export enterprises. Moreover, these enterprises cannot function if
 

difficulties and delays in obtaining foreign exchange make it difficult for
 

them to obtain necessary imported inputs when these are required. Even when
 

financing and markets are in place, new enterprises need help in acquiring
 

know-how in production processes, design, quality control, packaging,
 

scheduling, and management at all levels of the production and marketing
 

processes. Entrepreneurs, especially in the agricultural sector, need
 

assistance in adopting appropriate technology and organizing production.
 

A significant involvement by U.S. businessmen in Honduras' export development
 

effort is essential if the program is to be successful. Technology transfer,
 

management, and marketing are the ingredients most needed. Gaining access to
 

them has been difficult for Honduran entrepreneurs. The exigencies of world
 

markets and competition from other exporting countries require that these
 

needs be addressed. If they are not, the potential for non-traditional
 

exports will remain unfulfilled as it has until now. That is the challenge to
 

which this Project is directed.
 

III. ,Project Descriiption
 

A. Goal and Purpose
 

The B of the Project is to promote economic growth and employment through
 

development of non-traditional exports. Goal achievement will be measured
 

through the increase in value added to GDP from exports, and the additional
 

employment g,'nerated. The increase in value added due to Project activities
 

is expected to reacn $30 million in the fifth and final year of
 

implementation. As well, the equivalent of 10,000 full-time jobs are expected
 

to be created through the Project.
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is to increase non-traditional exports. 

non-traditional exports contained in the Export Incentives Law of 1983 will be
 
used for purposes of the Project. That definition defines as non-traditional
 
any export not on a negative list to be included in the impiementing
 
regulation of the Law. The negative list in the draft regulation, which is
 
due to be made official shortly, is included in Annex G.2. The Project
 
purpose will be accomplished by simultaneously developing: a policy
 
environment that favors exports; the private sector's institutional capability
 
to provide needed services to exporters; production and marketing of specific
 
export products; and financial services needed by exporters. Sales of
 
non-traditional products stimulated through Project activities are expected to
 
reach $57 million by 1990.
 

The Project p .urse The definition of
 

B. Target Group
 

The Project will directly benefit primarily two target groups: exporters and
 
workers. Some 65 agricultural production and/or agroexporting operations
 
(comprising independent farmers, independent exporters and agricultural
 
cooperatives representing a total of over 3,000 families) and 30 industrial
 
producers will be assisted through the Project to initiate or increase
 
exports. In addition to the 10,000 workers who gain employment through the
 
Project, some 10,000 additional jobs are expected to be created indirectly.
 

C. Project Strategy
 

The Background section identified a large number of constraints to increasing
 
exports. Some of them are general constraints faced by most exporters and
 
which are inherent in the development and sale of export products, others
 
relate largely to the export of specific products, and still others have to do
 
with government policies and actions.
 

No project can hope to effectively address all these constraints
 
simultaneously for all potential exports. Each operation faces a unique set
 
of circumstances and constraints depending on the nature of the product, the
 
knowledge and capability of the entrepreneur, and the government rules and
 
regulations that apply at any given time. Attempting to make services (e.g.,
 
marketing intelligence, product development, production assistance, financing)
 
available to all potential exporters could result in a dilution of efforts and
 
minimize productive results. On the other hand, attempting to achieve
 
immediate impact by making assistance available to a few producers or for a
 
small number of exports could limit the long-term benefit to the country due
 
to lack of institutionalization and spread effects from such efforts.
 
Government policy changes must be made in such a way as to minimize
 
case-by-case "determinations" and "resolutions" which effectively negate the
 
potential benefits of policies ai.med at promoting exports.
 

These considerations call for a Project strategy which creates a policy
 
environmeiit that favors export development and helps the private sector to 
take advantage of that climate immediately and over the longer run. Under the 
Project, the policy environment will be improved through an Export Policy and 
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Promotion Activity (Subsection D, below). The private sector's institutional
 

capability to increase exports will be developel, and the export of specific
 

non-traditional products in areas which have good prospects for achieving
 

success will be stimulated through an Export Development Activity
commercial 

Foreign exchange and financing needed for investment in and
(E'ubsection E). 


efficient operation of the enterpriseb created through the above activities
 

will be provided through a Financial Services Activity (Subsection F). One
 

issue raised by this Project deserves special comment. The Financial Services
 

Activity will provide for preferential 	access by non-traditional exporters to
 

Why should we be fostering preferential
foreign exchange. The issue is this: 


access to foreign exchange in favor of non-traditonal exporters when the need
 

for such support is an outgrowth of current GOH exchange rate policy? Would
 

not non-traditional exporters have sufficient access to foreign exchange if
 

the exchange rate were competitively determined?
 

In response to these questions, the Mis ion has concluded that there are sound
 
First,
and compelling reasons for the proposed program of Financial Services. 


each of the Project subactivities makes economic sense. They all pay high
 

ot ret-urn. Hence, the foreign excLiange will in fact be
economic rates 


a] ocated to efficient users, i.e., to users who will in fact be able to pay
 

the higher exchange rate once a more appropriate foreign exchange policy is
 

put into place. Second, these efficient users are now largely excluded from
 

the current overvalued exchange rate,
access to foreign exchange because, at 

Third and most important, by
inefficient users are taking a larger share. 


anticipating corrective changes in the macro policy environment, the Project
 

will help to create a solid productive base able to respond rapidly to take
 

advantage of the right policy environment once it is in place.
 

and Promotion ($1.4 Million AID; $900,000 Counterpart)
D. Export Polic 


1. Export Policy ($550,000 AID;_$400_000 Counterpart) 

As discussed in the 3ackground section, GOH policies at present favor import
 

impose several important disincentives and
substitution industries, and 


practical constraints to development of non-traditional exports. The most
 

to improve the environment for exporting are:
important policy changes needed 


reducing the costs imposed on export operations 	by lack
a. 


of access to foreign exchange and the need to obtain import and export permits
 

and foreign exchange authorizations for each individual transaction;
 

b. 	 providing incentives to develop exports by puti-ing into
 

retaiL some
effect. appropriate investment incentives, allowing exporters to 


foreign exchange, and eneuring repatriation of profits for foreign investors;
 

c. expanding the use of industrial parks and free trade
 

to encourage the development of labor-intensive industries, especially
zones 


in areas of high unemployment;
 



UNCLASSIFIED
 

- 13 

d. increasing the profitability of drawback industries by

eliminating the bonding requirements that impose an unacceptably high cost on
 
those industries; and
 

e. 
 speeding up the process of obtaining government permits

for natural resources exploitation, and approval of investment incentives for
 
new export industries.
 

All of the above policy constraints will be addressed through the Project.

Needed legislation will be passed and additional constraints will be resolved
 
before disbursements begin, and other constraints will be worked out during

implementation.
 

Exporters of non-traditional products to areas outside of Central America will
 
be assured immediate access to foreign exchange by creation of a dollar Export
 
Trust Fund which will provide financing for imports. Foreign exchange

authorizations will not be needed as transactions financed through the Fund
 
will be considered self-financed. A once-a-year global import and export

permit and an ex s 
facto reporting system will be substituted for the
 
present system of ex ante permits for each transaction. The foreign exchange
 
paid to the exporters will enable foreign firms to repatriate profits and
 
local firms to purchase additional inputs without the need to wait for CBH
 
authorizations or incur additional debt. The arrangements for implementing

these measures are described in detail in Subsection F, below. They will be
 
put into place before disbursement of funds begins, except for funds for
 
technical assistance.
 

Legislation will be passed which will authorize the temporary importation,

without payment of taxes or charges of any kind, of raw materials, machinery
 
and equipment needed to produce products for export to areas outside of
 
Central America. This legislation will eliminate the present bonding

requirement for companies that produce solely for export, provide for a six
year income tax exemption for these companies, and simplify the procedures


for, incorporation under Honduran law. This legislation will be enacted prior
 
to disbursement of Project funds. Regulations and implementation procedures

for the Export Incentives Law passed in 1983 will be put into effect prior to
 
initiating disbursements under the Project, except for agricultural export

activities and technical assistance to manufacturing activities. The GO1I will
 
study, during the first six months of implementation, the best mechanism
 
through which to extend free zone status to private industrial parks. It is
 
expected that the legal basis for such extension will be established by early
 
1985.
 

Streamlining of internal py6cedures for review of all applications for
 
approvals cf investment incentives and for exploitation of natural resources
 
will be carried out through the establishment of a one-stop center for all
 
government appi-nvals. The Center will be in place by the end of the first
 
year of Project implementation.
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To ensure that these measures are fully implemented 
and meet their intended
 

objectives, the GOH will need technical assistance 
in several areas, staff
 

training for, Ministry of Economy and Ministry of Finance 
personnel, and
 

The services of an Export Policy

start-up costs for the one-stop center. 


Adviser for two years and short-term advisers for 
specific tasks, such as
 

streamlining GOH procedures, developing appropriate 
legislation and/or
 

zone status to industrial parks, and assisting
regulations for extending free 

will be financed at a total cost of
 in start-up of the one-stop center, 


officials to 11exico,
Observation trips for GO11 
the
 

$400,000 (AID Grant). 

the feasibility of free
 

Dominican Republic and other countries in relation 
to 


an estimated cost of $30,000 (AID Loan).
 zone development will be financed at 


funds of $120,000 (AID Loan) will be provided 
for training and
 

Additional 

Additional GOH counterpart costs, for
center.
start-up costs for the one-stop 


over the planned
estimated at $400,000
operation of the one-stop center, are 

The AID-financed inputs are described in the
 five year implementation period. 


detailed Financial Analysis (Annex F.2.).
 

$500.O00 Counterpart)
2. Export Promotion ($850,000 AID; 


Except for sporadic attendance at conferences, 
the GOH does not have an export
 

The GOl1 maintains trade ro.presentation in
 promotion program to speak of. 


eight foreign countries and the United Nations 
through ten economic and
 

commercial attaches, who form part of Honduras' relatively stable foreign
 

Honorary consuls represent Honduras in trade matters in 
28 cities,


set-vice. 

These officials are not
in a total of 13 countries.
including 15 in the U.S., 


trained to be effective representatives in trade matters, 
have no prepared
 

materials to distribute or exhibits to display 
at fairs and seminars, and
 

no organized information about. opportunities or 
business needs in
 

receive 

very effective in seeking investor's or
 Honduras. Consequently, they are not 


Their presence in overseas posts
sales opportunities in other countries. 


offers Honduras a good opportunity to expand 
its economic relations with other
 

To do this, these representatives
countries with a very small investment. 

a team seeking to
 

be trained, and more importantly, become part 
of 


must 

promote sales from and investment in Honduras.
 

Under the Project, the Ministry of Economy's 
General Directorate of Foreign
 

overseas
 
Trade (GDFT) will develop its capability to 

train the GO11's 


representatives in trade functions, develop materials 
and exhibits, provide
 

training to those representatives, and supply 
exhibits and information to the
 

The GDFT will train at least 24
 trained personnel on a continuing basis. 


representatives who will be selected on the 
basis of the importance of the
 

area in which thcy work to Honduras' economic 
development, and their
 

Both career and
 
competence and ability to abscrb and utilize 

the training. 


honorary members of Honduras' Foreign Service 
will be eligible for training.
 

The training, which will take place both in 
Honduras and overseas, will help
 

the representatives to learn appropriate 
techniques of investment and trade
 

promotion, learn about the programs of the GDFT and Honduran private sector
 

trade promotion organizations, make contact 
with the staff members of the new
 

private sector institutions that will be developed through the Project (see
 

and plan attendance at investment and trade promotion events and
 
Section E), 
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opportunities for the specific areas in which they work. An annual seminar
 
will be held in Tegucigalpa with representatives of the GOH (Ministry of
 
Economy, Ministry of Finance), and the new private sector organizations. The
 
participation of the private sector will be key to establishing the personal
 
contacts necessary for the representation to be effective. The GDFT will
 
develop a system for evaluating the effectiveness of the GOH's overseas trade
 
representatives, continue to improve the training program, provide information
 

to those representatives on a continuing basis, and design and finance
 
individual training programs for key representatives.
 

Two GDFT officials will be trained at the UI41DO Caribbean Investment Service
 
Office (CISO) in New York during the first two years of implementation. They
 
will form the core staff for an investment and export promotion office which
 
the GO1I will open in New York during the third year of project
 
implementation. Project funds will finance part of this office's operations
 
during the third to fifth years of implementation. Tie person assigned to
 
head this office will be carefully selected for his/her interest, knowledge
 
and aggressiveness. He/she will receive special training in countries with
 
successful investment promotion programs. The head of the office will hold a
 
rank (e.g., ambassador or special trade representative) which reflects his/her
 
unique and important position.
 

AID funds will finance the non-recurring costs of carrying out the above
 
activities. An Export Promotion Adviser will be brought in for one year to
 
help the GDFT and the private sector institutions develop an appropriate
 
training program and information system ($100,000 AID Grant). The cost of
 
training overseas representatives is estimated at $300,000 (AID Loan). GO11
 
participation in conferences, seminars and trade fairs is estimated to cost
 
$200,000 (AID Loan). The AID portion of the training at CISO and the
 

Investment Promotion Office to be opened in New York is estimated at $250,000
 
(AID Loan) for three years. Counterpart funds of $500,000 will cover GO1L
 
recurring costs of these activities. The AID-financed inputs are described in
 
the detailed Financial Analysis (Annex F.2.).
 

E. Export Development ($9.2 Million AID; $4.7 Million Counterpapqt) 

Products are developed and exported by individuals representing either
 
themselves or others. Individuals who want to export need access to a wide
 
variety of information and services to enable them to assess markets; design
 
and manufacture, mine or grow and process products; and make arrangements to
 
transport and receive payment. for their products. In developed countries,
 
most exporting is done by large companies wnich maintain staffs of people that
 
are highly trained in specific aspects of the production and exporting
 
process, with other, more specialized services being provided by other
 
individuals or companies contracted especially for this purpose. In a
 
developing country like Honduras, with numerous, relatively small businesses,
 
a lack of experience in exporting, and deficient services, thc export process
 
becomes a monumental task for most entrepreneurs.
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Under the Project, two private sector instiLutions will provide the services
 

needed by preser.t and potential exporters to increase their exports of
 

A recently created nonprofit Entrepreneurial
non-traditional products. 


Research and Development Foundation (Spanish acronym: FIDE) will assist
 
the Honduran
exporters of manufactured products, and another institution -


Federation of Agricultural Producers and Exporters (Spanish acronym:
 

FEPROEXAH) - will assist agricultural ecporters. These institutions will be
 

link to outside markets and production
tue Honduran export sector's major 

on policy
assistance. They will represent the export sector with the GOl 


They will provide assistance to producer organizations (producers'
matters. 

councils, producers' associations, and cooperatives) to develop a small 

number
 

They will form and provide start-up assistance
of selected export products. 


to additional producers' organizations. They will withdraw from an active
 

are able to provide therole in the producers' organizations as the latter 

services needed by their members. 

Under the Project, a producers' council for furniture and wood products, and 

producers' associations for cocoa, citrus products, 
and vegetables will be
 

developed and/or strengthened. These products have been selected because they
 

offer good long-term export prospects, because Honduras has already made 
an
 

entry into these export markets, and because the experience of donduran
 
provides a good basis
 entrepreneurs in the rigors of exporting in these areas 


for additional efforts. The producers' organizations will offer a range of
 

services based on trade requirements and the specific needs of the producers
 

of each of these export products. These services will range from simple
 

provision of technical assistance, assistance in obtaining productive 
inputs,
 

the export department of individual
 or assistance in marketing, to acting as 


firms and cooperatives through specific product export companies.
 

In addition, two private Industrial Park Management Companies (IPMC's) will be
 

developed to provide shelter and export services to labor-intensive assembly
 

operations in private industrial parks to be located in Tegucigalpa 
and San
 

Pedro Sula. The opportunities opened by the designation of Honduras as a CBI
 

beneficiary country, Honduras' demonstrated competitiveness in assembly
 

industries, and the recent interest shown by outside firms in establishing
 

this type of industry here provide strong evidence that these facilities,
 

success. Thisproperly promoted and operated, hold good promise of 

zone status is extended to
attractiveness will increase even more once free 


these zones as described under the Policy Activity.
 

1. Manufactured Exports _4.9 Million AID; $3.75 Million
 

Couierpart) 

a. Honduras' Competitive Position 

to

During PP development, a study was carried out by International Parks, 

Inc. 


assess Honduras' competitive position in manufactured products. Due to the
 

large body of relatively precise data available from the U.S. Customs Service
 

for manufac.-ures which enter the U.S. under Sections 806.3 and 807 of 
the U.S.
 

In addition to providing
Tariff Code, the study was based on these data. 


useful information regarding these categories 3f manufactures, the results are
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also indicative of Honduras' competitive position in manufactures which do not
 
enter the U.S. under those sections of the Tariff Code. The study identified
 
188 products in which Honduras is very strongly competitive vis-a-vis 21
 
leading developing countries. Of these products, 107 are in the electrical
 
and electronics industries; 35 in apparel; 10 in toys, games, and dolls; 9 in
 
transportation equipment; 9 in watches and clocks; and 8 in footwear and
 
handbags. The study noted several deficiencies in laws and incentives which
 
have been or will be eliminated by the policy changes discussed in Section D.,
 
above. The study found that present exporters are competent, but that
 
non-exporters will need a great deal of guidance and assistance before they
 
can expect to be successful. It also noted that U.S. companies know little
 
about Honduras and, except for the.largest manufacturers, do not have a bias
 
pro or con regarding the prospects of establishing business ties with Honduras.
 

b. Development of Manufactured Exports ($4.1 Million AID;
 
$65_09 CountcrUart) 

FIDE will act as catalyst for the development of manufactured products, by
 
helping Honduras' exporters to take advantage of competitive opportunities
 
such as those identified in the Industrial Parks study, and interesting U.S.
 
companies in developing business ties with Honduran producers. FIDE received
 
its legal charter on May 29, 1984, and has already initiated its activities
 
with its own resources and local currency funds provided through USAID/H. Its
 
founding members are three trade associations - the Honduran Exporters'
 
Association, the National Industrialists' Association, and the Honduran
 
American Chamber of Commerce - and the Honduran Hanagers and Entrepreneurs
 
Association (GEMAH). Additional organizations and individual entrepreneurs
 
are expected to join in the near future. FIDE has contracted its executive
 
director and one professional staff member, selected additional professional
 
staff, and rented office space. It formally opened its doors for business on
 
July 30, 1984.
 

Based on recommendations in the Industrial Parks, Inc. study and an analysis
 
of the service needs of Honduran exporters which was prepared by Price
 
Waterhouse, FIDE's principal functions under the Project will be to:
 

- organize and provide start-up assistance to Industrial Park Management
 
Companies (IPMC's) in Tegucigalpa and San Pedro Sula;
 

- organize and provide start-up assistance to a producers' council for
 
the furniture and wood products group to facilitate efficient delivery of
 
services to the organization's members;
 

- over time, assist producers of other products to develop producers'
 
organizations, including specific export management companies;
 

- provide business services (e.g. bookkeeping/accounting, data
 
processing, and central purchasing and contracting) for producer's
 
organizations on a continuing basis;
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- provide to individual entrepreneurs - both established and entry-level
 

training in export development; information on
exporters - services such as 


export markets; assistance in product design; matching producers, buyers and
 

financing,
production-sharing partners; and help in gaining access to 


transportation and export services, and training for managers and workers;
 

- assist exporters to obtain lower freight rates through combining
 
on
shipments and petitioning the Caribbean Conference with regard to rates 


behalf of Honduran producer's organizations;
 

- provide information on trading companies seeking to do business with
 

Honduras;
 

the technical arm of its founding and additional supporting
- serve as 

organizations, by preparing and widely disseminating policy analyses and
 

position papers on export-related matters, and representing the export sector
 

to the GOH;
 

" provide information services to individual exporters through the
 

Caribbean Basin Information Network (CBIN), other information services, and a
 

publications program;
 

- assist individual exporters in obtaining global import-export permits
 

with the Central Bank, and in dealings with the GOH in general; and
 

- represent the Honduran private sector in training of and contact with
 

GOH overseas representatives.
 

A more detailed description of the services FIDE will provide under the
 

Project is included in the detailed Institutional Analysis (Annex F.1.).
 

outset, FIDE will need significant assistance to carry out 
its


At tile 

sources. First,
functions effectively. This assistance will come from three 


joint venture of several companies engaged in
 a U.S. company, consortium, or 


international trade and development, investment banking, and technical
 

advisory services (U.S. Institution) will provide assistance in developing
 

information on export possibilities in Honduras, and making contact with U.S.
 

in or buy products from Honduras. The U.S.
companies that may invest 


Institution will have extensive knowledge of exporting and markets and be
 

willing to station a highly qualified Field 	Director at FIDE's Tegucigalpa
 

It will provide the services of
office during a minimum three-year period. 


specialists in specific manufacturing plant operations, and in transportation,
 

needed. After familiarizing themselves with
financial and other services as 


the country, these specialists will concentrate on identifying trade and
 

The U.S.
investment opportunities and promoting these in the United states. 


Institution will also organize seminars on doing business with Honduras in
 

At the same time, FIDE will station one
U.S. cities four to six times a year. 


of its key staff members in the home office of the U.S. Institution. This
 

arrangement will permit Honduras to develop a window on the U.S. market and
 

the U.S. business community to gain a real appreciation for the potential in
 

take on increasing

Honduras. The U.S. Institution will train FIDE's staff to 


responsibility to make contacts and follow through on deals by itself.
 



UNCLASSIFIED
 
- 19 -

Secondly, specific individuals in such areas of special interest to Honduras
 
as Miami, Atlanta, and New Orleans will be contracted to make and follow up on
 
specific contacts for Honduran firms with U.S. firms in those areas. 
Through
 
the CBI-related conferences and events of the last two years, FIDE has
 
identified indlviduals in those cities that have already demonstrated their
 
effective.. ss in lining up and following through on business deals.
 

Finally, FIDE will contract individual consultants (Short-term Advisers) for
 
special tasks such as packing and packaging, U.S. Customs Regulations, payment
 
mechanisms, developing a production sharing program, obtaining better
 
transportation rates from the Caribbean Conference, and assisting individual
 
firms wttu specific problems such as marketing and product design. It will
 
also contract with a long-term adviser for development of an additional
 
product group, eithier apparel or electronics, during the second or third year 
of the Project.
 

The cost of ,'l]DE's activities over the five-year implementation period is
 
estimated at $4.75 million, including dollar costs of $4.1 million. 
The
 
dollar costs will be financed by AID. They are: advisory services of the U.S.
 
Institution ($2 million AID Grant); FIDE's U.S. representation costs
 
($450,000); the services of three area specialists ($750,000 AID Loan); a new
 
product group adviser ($300,000 AID Loan); short-term advisers ($200,000);
 
business conferences in the U.S. ($100,000 AID Loan); equipment for FIDE
 
($50,000 AID Loan); Pnd usage of 
the CBIN over the five-year implementation
 
period ($250,000 AID Loan). FIDE's local currency operating costs will be
 
almost covered from membership fees, service charges, contributions, and a
 
portion of the interest earned on credit funds provided under the Project (qee
 
Section F), and on local currency generations that will support Project
 
activities (see Financial Analysis). In addition, the GOH will provide
 
$650,000 to cover FIDE's expected small deficit in the first three years of
 
implementation. A description of the AID-financed inputs and a projection of
 
FIDE's income and expenses is included in the detailed Financial Analysis
 
(Annex F.2.).
 

By the end of the Project, FIDE's institutional capability to carry out its
 
role as catalyst of manufactured exports will be fully developed. It will
 
have the capability to study markets and direct Honduran entrepreneurs to the
 
best sources of assistance in -:ploiting them, and be experienced in
 
developing producers' associations that can enter and hold markets for
 
specific export products. By the end of the fifth year, it will have made
 
arrangements to continue its mutually beneficial relationship with the U.S.
 
Institution and the 
contacts developed in the U.S. without additional need for
 
AID financing.
 

c. Labor Intensive Exports ($300,000 AID; $3.1 Million
 
Counterpart)
 

Tile Temporary Import Law that will be passed prior to signature will
 
facilitate the development and efficient operation of labor-intensive
 
industries. It will permit export industries to operate in a market with
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minimal contraints to inhibit the free flow of capital and products, and
 
hopefully provide a demonstration effect which will encourage the GOH to
 
further liberalize its economic policies and the regulatory environment over
 
time. With competitive labor costs and a suitable business environment,
 
Honduras should have reasonable success in attracting labor-iptensive
 
industries. Based on a pre-feasibility study carried out by lustrial Parks,
 
Inc., it is expected that some 40 companies with a total )f 8,.',0 employees
 
can be attracted to the country over che next five years, if an adequate
 
effort is made to promote Honduras as a good site for these industries. This
 
effort will be made by Industrial Parks Management Companies (IPMC's) created
 
to provide services and shelter to labor-intensive industries. A Labor-

Intensive Industries Adviser will be contracted for a three-year period to
 
assist FIDE in organizing the lMPC's and to attract clients to the industrial
 
parks. A more detailed description of the facilities needed and the income
 
and expenses of the industrial parks is included in the Financial Analysis
 

(Annex F.2.).
 

During the first year of Project implementation, FIDE, with the assistance of
 
its Labor-Intensive Industries Adviser, will carry out the following:
 

- organize two IPMC's - one in Tegucigalpa and one in San Pedro Sula;
 

- carry out a final feasibility study for industrial parks in
 
Tegucigalpa and San Pedro Sula;
 

- assist the IPMC's to obtain sites and financing for infrastructure and
 

shelter;
 

- identify and negotiate contracts with potential clients for the parks;
 

- develop and train management teams for construction and operation of
 
the parks.
 

FIDE will turn implementation over to the IPMC's when they have been legally
 
organized and are ready to take on the responsibility of effectively
 
developing, promoting and operating the parks. It is expected that this will
 
occur during the second year of implementation. FIDE's Labor-Intensive
 

Industry Adviser will provide continued advice to the IPMC's in park
 
operations, and attempt to bring additional firms to Honduras. Of the target
 
of 40 firms, 28 are expected to locate in the industrial parks. The Adviser
 
will be a consultant experienced in industrial park design and development in
 
Central America with a proven track record of bringing clients to parks in the
 
area. The cost of his/her initial three-year contract is estimated at
 
$300,000 (AID Loan). The IPMC's will pick up the cost of continuing the
 
services of the Adviser after his/her contract with FIDE ends.
 

Honduran investors will make an initial investment of at least $600,000 in the
 
IPMC's. These funds will go for organization and development costs and
 
working capital. Approximately $2.5 million will be needed for equity
 
investment in the construction of infrastructure and shelter for labor

intensive industries. The remaining funds needed for shelter and
 
infrastructure during implementation will be financed from local currency
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generations for sites approved by FIDE's Labor-Intensive Industries Adviser.
 

After the implementation period, the IPMC's will have to obtain commercial
 

loans to expand the parks for an estimated 30 additional firms over the
 

following five years. The Honduran banking system is expected to provide such
 

loans if the IPMC's are, as the Financial Analysis shows, profitable by that
 

time. The Mission has discussed the possibility of investing in IPMC's with
 

several groups of private investors and anticipates no difficulty in
 

organizing the IPMC's, raising the required investor capital, and finding
 

suitable sites.
 

By the end of the Project, it is expected that the IPMC's will have
 

established their capability to effectively operate the industrial parks, and
 

will have the contacts for attracting labor-intensive industries to Honduras.
 

The value of the goods produced in Honduras by labor-intensive industries will
 

be approximately $40 million annually. Some 7,000 additional workers will be
 

employed by labor-intensive industries that result from Project activities by
 

1990. Of these, 5,800 will be employed in plants located in industrial parks
 

operated by the IPMC's.
 

d. Furniture and Wood Products Exports ($500,000 AID)
 

Honduran furniture and wood products firms are already exporting to the U.S.
 

and other countries. Five firms are exporting furniture. In addition,
 

Honduras supplies 97% of the broom handles imported by the U.S. and is
 

beginning to supply toothpicks. The producers who have experience in
 
exporting to te U.S. form a good nucleus around which to organize an export
 

industry. However, they need help in sales, improving the management of their
 

enterprises, and ensuring an adequate supply of well dried wood for an
 

expanded level of quality exports. They could also significantly lower costs
 

by combining orders for Lmported goods and shipments to the exterior. The
 

wood products manufacturers can increase exports by moving to products with
 

higher value added (e.g. cutting boards, frames and windows, and moldings).
 

Under the Project, FIDE, with the assistance of a Furniture and Wood Products
 

Adviser, will:
 

- organize tne furniture and wood products exporters into a producers'
 

council, under FIDE's aegis;
 

- hire and train a FIDE Furniture Specialist;
 

- identify products in which Honduran furniture and wood products
 

industries can be competitive;
 

- analyze the productive capacity and weaknesses of each of the present
 

exporters, help them improve management, and locate suitable sources of
 

assistance jor them;
 

- analy..e the shipping and payment arrangements used by the furniture
 

producers;
 

- establish contact with buyers;
 

- develop suitable wood drying services;
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- provide product design, production, packaging, and sales assistance to
 
member firms;
 

- develop quality control standards and the methods of ensuring
 

compliance by the furniture producers; and
 

- interest additional entrepreneurs in the furniture manufacture for
 
export business, and find them suitable assistance in planning operations,
 
obtaining financing, and implementing their projects.
 

Eventually, the producers' association may find it advantageous to form a
 
Specific Product Export Company (SPECO) to act as the producers' selling
 
operation. A description of how the SPECO would be organized and operated is
 
inciuded in Annex G.3.
 

FIDE's adviser will be an experienced executive from a U.S. furniture
 
company. He/she will be selected with the advice of the U.S. companies who
 
are presently buying furniture from Honduran exporters. Due to the difficult
 
situation of the furniture industry at present and the long time period
 
anticipated for the producers to begin to cover his/her costs, the adviser's
 
services will be provided by FIDE for a five-year period, at an estimated cost
 
of $500,000. The producer' council will pick up the costs of any continuation
 
of the adviser's services needed after that time.
 

By the end of the Project, it is expected that FIDE will have established its
 
capability to provide effective assistance to furniture and wood products
 
exporters. The additional sales, value added, and employment expected from
 
furniture and wood products as a result of the Project activities are included
 
in the estimates for labor-intensive industries in the Economic Analysis
 
(Annex F.3.).
 

2. Agricultural Exports ($4.3 Million AID; $950,000 Counterpart)
 

a. Honduras' Competitive Position
 

Honduras' agricultural sector provides a living for over 60% of the country's
 

economically active population, and generates approximately 70% of its export
 
earnings. Honduras' competitiveness in exporting its traditional agricultural
 
products has already been demonstrated. The recently passed CBI legislation
 
and Honduras' Export Incentives Law have further increased the potential
 
profitability of new agricultural exports, especially those intended for the
 
U.S. market. Studies carried out for selected commodities during PP
 
preparation, and greatly increased buyer interest in Honduran products,
 
provide strong additional evidence of Honduras' competitiveness in
 
non-traditional agricultural export products.
 

To take advantage of the opportunity, Honduras must compete with quality
 
products at competitive prices on a timely basis. Non-traditional export
 
agriculture (NTEA) is limited at present but there have been periodic,
 
isolated successes. The country's resource endowment for NTEA is good.
 
Policies, with the improved access to foreign exchange and reduction of red
 
tape described in the Policy section, do not pose a major constraint.
 
Research in non-traditional export crops is weak, but will be strengthened
 
under the Agricultural Research Foundation Project (522-0246), through which
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research will be carried out on agricultural products to be developed for
 
export markets under this Project. Credit is not readily available for
 
investment in agriculture, but more liberal banks will enter if projects are
 
well planned and producers have the right kind of assistance. The trick is to
 
get all of the necessary components properly coordinated and managed.
 

This activity is aimed at changing the behavior of participants in Honduran
 
export agriculture tc make the country's competitive opportunity real in the
 
difficult but potentially rewarding U.S. market. The activity addresses the
 
systems, methods, markets, organizations, technology, information, and skills
 
needed for modern export agriculture. Access to foreign exchange and inputs,
 
Access to markets, and the limited capability of present and potential
 
agricultural exporters are 
the key factors that need to be addressed in order
 
to capitalize on this potential productivity. The former will be resolved
 
through the mechanism described in Section F. The latter two will be
 
addressed through this activity.
 

b. Development of Agricultural Exports ($2.45 Million AID;
 
$950,000 Counterpart)
 

FEPROEXAH will act as catalyst for the development of agricultural exports, by

helping Honduras' exporters to take advantage of competitive opportunities
 
analyzed in a study carried out during PP development by the Post Harvest
 
Institute for Perishables (PIP), and exploiting additional opportunities that
 
will be analyzed during Project implementation. FEPROEXAH was created on
 
Jan,ary 26, 1984 by four producer associations. It now has twelve members,
 
and additional organizations are expected to join in the near future.
 
FEPROEXAH has already initiated its activities with its own resources and
 
local currency funds provided through USAID/H. It has contracted its
 
executive director, and selected additional professional staff members. It
 
formally opened its offices for business on July 30, 1984.
 

FEPROEXAH's present member associations and their Spanish acronyms are:
 

- Honduran National Citrus Growers' Association (ANACIHO)
 
- Honduran Coffee Producers' Association (APROHCAFE)
 
- Cocoa Producers' Association (APROCACAO)
 
- Sula Cattlemen and Farmers' Association (AGAS)
 
--Honduran National Poultry Producers' Association (ANAVI)
 
- National Swine Producers' Association (ANAPOH) 
- National Beekeepers' Association (ANAPIH) 
- Honduran Association of Independent Sugar Producers (AHCI) 
- National Vegetable and Flower Growers' Association (AHFAH) 

National Independent Banana Producers' Assocation (ANBI)
 
- National Independent Tobacco Growers' Assocation (APROTAVIDI) 

Under the Project, FEPROEXAl's principal functions will be to:
 

- assist individual agribusinesses and the members of the above
 
organizations to increase their exports to the U.S. and other hard currency
 
countries;
 

- organize new producers' associations along commodity and/or regional 
lines; 
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- serve as an intermediary for channeling outside assistance to
 
individual producers and producer organizations;
 

- serve as the Hondutin private sector's contact point for U.S.
 
importers and investors in the agricultural sector;
 

- help producers' associations to provide and monitor training and
 
technical assistance for their members;
 

- assist produ,;ers' associations to negotiate freight rates and
 
scheduled service with the Caribbean Conference and airlines;
 

- establish standards of quality, packing, cleanliness, etc., that meet
 
the requirements of external markets and ensure compliance by Honduran
 
producers;
 

- provide management assistance and business services (e.g.,
 
bookkeeping/accounting, data processing, and central purchasing and
 
contracting) for producers' associations on a continuing basis;
 

- serve as spokesman for private agribusiness sector-GOH policy
 
negotiation on issues such as 
improving the climate for agribusiness
 
development, transportation, and fin3ncing;
 

- coordinate closely with FIDE on policy matters, using FIDE's services,

and promote their use by producer organizations and individual producers in
 
areas where FEPROEXAH does not provide services (e.g., access to CBIN,
 
publications, contacts with non-agricultural outside institutions); and
 

- assist exporters in obtaining global import-export permits from the
 
Central Bank, and in dealings with the GOH in general.
 

FEPROEXAH will increase agricultural and agroindustrial exports by providing
 
promotion and support for agroexports in general, and by developing a small
 
number of selected export commodity systems. The commodity systems that will
 
be expanded and developed under the Project are cocoa, citrus fruits, and
 
winter vegetables. In the case of cocoa and citrus fruits, the primary task
 
will be to improve the existing system. In the case of vegetables, new
 
commodity systems will be initiated, building on the success of the
 
AID-sponsored cucumber export project. FEPROEXAH will continue to evaluate
 
the marketing and production aspects of other non-traditional agricultural
 
exports, Additional commodity systems may be incorporated into the Project
 
activities at a later date, 
resources and other factors permitting.
 

The criteria which were used in selecting the commodity systems to be
 
strengthened and which will be used in selecting additional commodity systems
 
are: potential to 
penetrate and maintain export markets; attractiveness to
 
U.S. and Honduran investors; labor absorption; use of in-country know-how;
 
linkages and multiplier effects; and profitability. The latter is, of course,
 
the overriding criterion. The additional commodity systems that will be
 
evaluated during implementation are annual fruits, such as papayas and
 
pineapples; tree crops (mangoes, avocados, and macadamia nuts), on-land shrimp

production; spices and aromatics (cardamom, allspice); and specialty crops
 
(cassava, plantain).
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The commodity systems assisted through the Project will be developed through:
 
support for indigenous producers associations, joint ventures, and other
 
export-oriented agricultural ventures; international networking; technical
 
assistance; and training. The commodity systems approach for the development
 
of non-traditional export agriculture (NTEA) is discussed in Annex G. A
 
description of the services that FEPROEXAH will provide in each of these areas
 
is included in the Institutional Analysis (Annex F.1.).
 

As a new organization, FEPROEXAH will need significant assistance to help it
 
perform these functions in an effective way. Under the Project, assistance
 
will be provided to help FEPROEXAH develop its institutional capability and
 
provide effective services to existing and nascent private producer
 
organizations and specific agribusiness firms in the selected commodity
 
systems. The assistance will consist of the services of three advisers. A
 
principal adviser will be contracted for a five-year period to help FEPROEXAH
 
organize itself, train its staff, and provide assistance in management to its
 
member organizations and individual agricultural enterprises. A marketing
 
adviser, to be contracted for a three-year period, will help FEPROEXAH's
 
Marketing and Investment Services Office develop its market analysis
 
methodology and appropriate marketing contacts in the U.S. and Europe. One or
 
more new commodity systems development advisers will be needed to help
 
FEPROEXAR carry out analyses of additional commodity systems to be developed
 
in the future.
 

The cost of FEPROEXAH's activities over the five-year implementation period is
 
estimated 7 $3.4 million. AID will finance dollar costs of $2.45 million.
 
This includes the advisory services described above at an estimated cost of $1
 
million (AID Grant), and equipment, overseas training, international travel,
 
and business trips at an estimated cost of $1.45 million (AID Loan).
 
FEPROEXAH's operational costs will be financed by membership fees, service
 
charges, contributions, and a portion of the interest earned on credit funds
 
provided under the Project (see Section F), and on local currency generations
 
that will support Project activities (see FinancU l Analysis). In addition,
 
the GOH will provide $950,000 to cover FEPROEXAH's expected deficit in the
 
first two years of implementation. A description and cost breakdown of the
 
AID-financed inputs and FEPROEXAH's income and expense budget during
 
implementation are included in the detailed Financial Analysis (Annex F.2.).
 

By the end of the Project, FEPROEXAH will have expanded its capacity to
 
provide marketing and investment services, information and networking
 
services, and technical assistance and training required for successful
 
technology transfer in an increasing number of commodity systems.
 

c. Cocoa Exports ($550,000 AID)
 

There is a stable world market for cocoa beans of 1,500,000 metric tons
 
annually. At the current price of US$2,600 per metric ton, the crop has a
 
total value of $4 billion per year. Commercial trade in beans is dominated by
 
the six largest producers: Ghana, Ivory Coast, Nigeria, and Cameroon in West
 
Africa, and Brazil and Ecuador in South America. For decades, these nations
 
have produced over 90% of the world's supply. Half of the remainder is now
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supplied by the Americas. Despite occasional price volatility, cocoa offers a
 
good long-term market from which Honduras can profit by supplying good quality
 
beans to the world market.
 

Honduras has exported small quantities of cocoa for many years. In the last
 
13 years, produc iou increased from 83 tons (1970) to 800 tons (1983) on 2,135
 
hectares. Large areas have been established with superior cocoa trees from
 
the Tropical Agronomic Research and Education Center (CATIE), in Costa Rica.
 
Honduras has been relatively free of the diseases that have negatively

affected production in other countries. Despite Honduras' increase in
 
production, its 
cocoa earnings still fall well below their potential due to
 
the limited quantity of production and the low quality of the cocoa produced.
 
Cu,rrently, most beans are processed on farm after harvest. As practices vary
 
Tidely, there is a great variation in the quality of the aggregate product.
 
This variation leads to lower prices for all growers whether or not 
they
 
process their beans well, because a critical mass of high quality Honduran
 
cocoa beans is not available in the market.
 

For Honduras to become a recognized, dependable, consistent source for
 
processors, it needs to improve both the quantity and quality of its cocoa
 
exports. Once Honduras becomes a consistent source cf a sufficient quanity
 
of good quality cocoa, it can be incorporated into processors' blends on a
 
regular basis. This would earn premium prices which are not paid for even
 
high quality Honduran beans at present.
 

The cocoa producers recognize that they need to improve the quantity and
 
quality of 
their produce. They formed the Cocoa Producers Association
 
(APROCACAO) in April 1984, to assist cocoa 
growers to improve their production
 
and obtain better prices for their products. APROCACAO presently has 30
 
active independent grower and cooperative members, for a total of 167
 
families, who cultivate 1,500 hectares of cocoa. 
 it present, it has no staff,
 
and is run by volunteers.
 

Under the Project, an effort will be made to 
increase Honduras' importance as
 
a cocoa supplier for the world market. Production will be increased from 800
 
tons to 
1,840 tons in five years through a renovation program for present
 
cocoa plantings. Almost half of the current 2,135 hectares will be renovated
 
over the next five years, at a rate of about 200 hectares per year. The
 
technical knowledge and experience gained will help both present and new
 
growers in establishing new plantings during and after Project implementation
 
with non-Project resources.
 

At the outset of Project implementation, FEPROEXAH will hire a cocoa
 
productivity adviser and 2 cocoa extensionists, and provide them with
 
logistical support. 
 AID will provide the services of a Cocoa Development
 
Specialist. During the first two years of implementation, FEPROEXAH wi*ll
 
provide assistance to the cocoa growers. Through tieir activities and
 
APROCACAO sponsorship of training courses and extensionists, APROrACAO will
 
develop a positive image among the 
cocoa growers, and amplify its membership
 
base and income sources. In the third year of implementation, APROCACAO will
 
hire a director, employ the extensionists, and take over full responsibility
 



UNCLACSIFIED
 
- 27 

for providing production assistance to the cocoa growers. Throughout Project
 
implementation, FEPROEXAH will provide: assistance in improving APROCACAO's
 
intetnal management and organization, and marketing operations through
 
FEPROEXAH's principal advisers; the services of the Cocoa Development
 
Specialist and short-term consultants; information on potential buyers;
 
assistance in selling Honduran cocoa in the U.S. and Europe; and assistance in
 
negotiating freight rates and schedules. Between APROCACAO and FEPROEXAH, the
 
following services will be provided to the cocoa sector:
 

- training in quality improvement and profitability of Honduran cocoa 
specifically, in-country training courses for growers, technicians, bankers
 
and public sector extension agents; and participant training for 20 growers a
 
year for on-the-job training in model cocoa plantations in Colombia, Ecuador
 
and Belize;
 

- technical assistance to cocoa growers in all aspects of the commodity
 
system through the Cocoa Development Specialist, short-term consultants, and
 

the two cocoa extentionists;
 

- when production levels make it feasible, development and operation of
 
fermentation and drying facilities to assure sound processing management and
 
quality control;
 

- sales assistance through a major campaign to sell Honduran cocoa to
 
leading buyers in world markets through communications with small and large
 
marketing organizations and tours to Honduras for potential industrial clients;
 

- production of plant material by taking over the INA clonal garden in
 
the La Masica area, managing it, and delivering high quality seed to the cocoa
 
growers;
 

- assistance to growers to plan for renovation and expansion of new
 
plantings, prepare loan applications, obtain financing, and implement the
 
production plans;
 

- developing, together with the GOH, quarantine and other control
 
mechanisms to avoid introduction of the fungal monilia into Honduras;
 

- establishing a d'cumentation center on cocoa production and marketing;
 
and
 

- in conjunction with the Agricultural Research Foundation, assist
 
growers in proper soil and foliage testing of lots, design of proper
 
fertilizers, formulae and testing, and the selection of healthy and productive
 
genetic material.
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Initially, short-term consultants from the Hershey Corporation office in
 
Belize will provide technical assintance to the cocoa growers. Hershey's will
 
buy small quantities of acceptable product at the world market price (see
 
Annex G.4.). Over time, as cocoa production and quality improve, APROCACAO
 
will open additional markets. As production increases, two processing centers
 
will be built at strategic locations in the Atlantic coast provinces where
 
production is concentrated. The optimal size and location of the centers will
 
be determined during implementation. APROCACAO will attempt to find private
 
investors to build the processing centers. If necessary, it will build and
 
operate the centers itself. It will devel-p facilities for growers in more
 
isolated areas usirg technzology developed through the Rural Technologies
 
Project (522-0157). Production credit needed to rehabilitate 1,000 hectares
 
of cocoa producing lands and to develop processing facilities will be financed
 
fro'm local currency generations.
 

The services of tile Cocoa Development Specialist are estimated to cost
 
$300,000 (AID Loan) for a three-year contract. The Specialist will supervise
 
production, harvesting, and processing operations, and train APROCACAO
 
extensionists in all aspects of cocoa production, processing, and quality
 
control. He/she will be selected with the advice of the Hershey Corporation.
 
In addition, the services of several short-term advisers (including those
 
provided by Hershey's) will be needed to assist in improving the clonal
 
garden, establishing service charges and collection mechanisms, and developing
 
tne fermentation facilities. Tile cost of these services is estimated at
 
$250,000 (AID Loan) for 20 person-months. APROCACAO's operational costs of
 
$227,000 during the Project will be financed from membership dues, profits on
 
sales of seed from the clonal garden, service charges for processing and
 
shipping operations, and a small amount to be transferred from FEPROEXAH. A
 
budget is included in Financial Analysis. During the first two years of
 
implementation, tile Association will work out with its members methods which
 
will ensure it is paid for the services it provides. This will probably be
 
done through control of remittances received from buyers. APROCACAO is
 
expected to be a self-supporting organization by the end of its fifth year of
 
operation.
 

By the end of tile Project, APROCACAO will have developed its capability to
 
provide a full range of services to its members. In addition to production
 
assistance, these services will include: operating central fermenting and
 
drying stations, selling in the best market, and accounting for sales
 
proceeds. By tile end of the Project, it is expected that cocoa exports will
 
have increased by $1.8 million annually. This will generate additional value
 
added of $900,000 annually. By 1990, the equivalent of approximately 300
 
full-time jobs will be created in the cocoa commodity system as a result of
 
Project activities.
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d. Citrus Exports ($550,000 AID)
 

Citrus has been grown commercially in Honduras since the early 1940s, and its
 
importance to the economy has increased rapidly in the last two decades. At
 
present, there are 4,275 hectares planted in oranges, 1,540 in grapefruit, and
 
250 in limes. Fresh fruit, mostly oranges, is sold in the national market and
 
in El Salvador. Oranges and grapefruit are exported to Europe, and Persian
 
lims to the United States.
 

Honduras' prospects in the citrus market are considered to be excellent in the
 
immediate future and good over the medium term. The severe freeze in the U.S.
 
in December, 1983 reduced crops in Florida and Texas drastically -- as much as
 
75% in Texas. Tree population in Texas is expected to be reduced by as much
 
as 20%, and it is not known how many of these trees will be replaced. Limes
 
are now being shipped to the U.S. without quarantine. The CBI has provided an
 
excellent opportunity for Honduran citr'ls concentrates to displace Brazilian
 
exports to the U.S. Present citrus production and export operations are
 
profitable, and the U.S. market for juice concentrates is ample. The
 
closeness to the U.S. market and the incentives offered through one-way free
 
trade provisions of the Caribbean Basin Initiative are factors which further
 
ensure Honduras' long-term competitiveness in the citrus area. However,
 
strict import requirements will continue to make it difficult for Honduras to
 
export fresh oranges and grapefruit to the U.S. as long as such requirements
 
remain in effect.
 

The citrus producers recognize that they need to improve the quantity and
 
quality of their produce, and attack external marketing in a more organized
 
way. They formed the National Citrus Producers Association (ANACIHO), in
 
1977, to assist citrus growers to improve their production and obtain better
 
prices for their products. ANACIHO presently has 20 active members, including
 
both independent growers and cooperatives, for a total of 1,937 families.
 
They produce mainly oranges, grapefruits, and limes. A14ACIHO is staffed by
 
volunteers, including the President, and has a full-time paid secretary.
 

Under the Project, a major effort will be made to build on Honduras'
 
successful experience and good medium-term market prospects - orange juice
 
concentrate and limes for the U.S. market and fresh oranges, grapefruits, and
 
juice concentrate for the European market. An immediate market for oranges
 
will be available shortly when a Honduran juice concentrate plant recently
 
bought by a U.S. company--Griffin and Brand--starts producing frozen orange
 
juice concentrate in October 1984. This market will be exploited through the
 
Project by renovation of 1,200 hectares of orange plantings. Of these, 95%
 
are intended for juice production. The balance is expected to be sold in
 
fresh markets, both overseas and in Honduras and El Salvador. Most of the
 
hectares planned for renovation are owned by campesino cooperative groups in
 
the Aguan Valley, who were settled under the Agrarian Reform Law. Through
 
renovation, yields are expected to increase from 37.5 to 51 metric tons per
 
hectare. The experience gained in improving yields and quality will permit
 
subsequent expansion of renovation and new plantings for agrarian reform
 
groups and independent growees (wit" non-Project resources) to more fully
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exploit the medium-term market prospects. Griffin and Brand is considering
 
investing in a second juice concentrate plant in the Aguan Valley during the
 
implementation period. This should further improve medium-term marketing
 
prospects and serve as an incentive for investment in additional renovation
 

and new plantings.
 

At the outset of Project implementation, FEPROEXAH will hire a citrus
 
productivity adviser and two citrus extensionists, and provide them with
 
logistical support. AID will provide the services of a Citrus Development
 
Specialist. The Specialist will be selected with the advice of Griffin and
 
Brand. During the first two years of implementation, FEPROEXAH will provide
 
assistance to the citrus growers. Through their activities and ANACIHO
 
sponsorship of training courses and extensionists, ANACIHO will develop a
 
positive image among the citrus growers and amplify its membership base and
 

income source3. In the third year of implementation, ANACIHO will hire an
 
executive director, employ the extensionists, cnd take over full
 
responsibility for providing production assistance to the citrus growers.
 

Throughout Project implementation, FEPROEXAH will provide: assistance in
 
improving ANACIHO's management and organization, and marketing operations
 
through FEPiOEXAH's principal advisers; the services of the Citrus Develpment
 
Specialist, training services, and short-term consultants; information on
 
potential buyers; assistance to industry executives in selling citrus products
 
in U.S. and European markets through its networking system; and assistance in
 
negotiating freight rates and schedules. The Development Specialist will
 
supervise production, harvesting, and packing operations, and train
 
Association extensionists in all aspects of citrus production.
 

Between ANACIHO and FEPROEXAH, the following services will be provided to the
 

citrus sector:
 

- technical assistance and training to improve cultural practices
 

through appropriate fertilization, pruning and cost-effective pest controls;
 
and harvest and packing operation through use of filed boxes, packing houses,
 

shipping boxes, and proper use of packing chemicals;
 

- development of new markets through aggressive promotion of Honduran
 

citrus through business missions to Europe, the U.S. and Japan, and workshops
 
and business conferences in Honduras;
 

- assistance to growers to plan for renovation and expansion of new
 
plantings, identify drainage problems and solutions, prepare loan
 
applications, obtain financing, and implement the production plans;
 

- together with the GOH, expansion of the ongoing program to control the
 
Mediterranean fruit fly;
 

- in conjunction with the Agricultural Research Foundation, assistance
 

to growers in proper soil and foliage testing of lots, design of proper
 
fertilizers, formulae and testing, and the selection of healthy and productive
 
genetic material;
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- pale of appropriate inputs at competitive prices; 

- establishment and monitoring of packing standards to protect the
 

reputation of Honduran fruit;
 

- location of suitable areas for expansion of citrus plantings,
 

identification of potential new growers and provision of start--up support; and
 

- marketing information for growers.
 

These services will be complemented by technical assistance provided without
 

cost by Griffin and Brand. Credit for citrus grove renovation will be
 

financed from local currency generations to those growers who agree to comply
 

with the standards and inspection requirements established by FEPROEXAH to
 

ensure the delivery of quality fruit and concentrates to international markets.
 

The services of the Citrus Development Specialist are estimated to cost
 

$300,000 (AID Loan) for a three-year contract. The Specialist will supervise
 

production, harvesting, and processing operations, and train ANACIHO
 

extensionists in all aspects of citrus production, packing, and shipment. In
 

addition, the services of several short-term advisers (in addition to those
 

provided by Griffin and Brand) will be needed to assist in specific areas such
 

as new and cheaper spraying techniques, environmentally safe pesticide and
 

fungicide applications, and planning and developing new fresh and processed
 

citrus products. The cost of these services is estimated at $250,000 (AID
 
Loan) for 20 person-months. ANACIHO's operational costs of $579,000 during
 
the Project will be financed from dues from members, profits on sales of
 

inputs, service charges for processing and shipment operations, and a small
 

amount transferred from FEPROEXAH. A budget is included in Financial
 

Analysis. During the first two years of implementation, the Association will
 
work out with its members methods to ensure it is paid for the services it
 

provides. This will probably be done through control of remittances received
 

from buyers. ANACIHO is expected to be a self-supporting organization by the
 

end of its fifth year of operation.
 

By the end of the Project, ANACIHO will have developed its capability to
 

provide a full range of services to its members. In addition to production
 

assistance, these services will include: input supply, packing and shipping
 

services; and accounting for sales proceeds. By the end of the Project, it is
 

expected that citrus exports to countries outside Central America will nave
 

increased by $4.6 million annually. This will generate additional value added
 

at 
the farmgate level of $1.2 million annually. By 1990, the equivalent of
 

some 700 full-time jobs will have been created in the citrus commodity systems
 

as a result of Project activities.
 

e. Vegetable Exports ($750,000 AID)
 

Vegetables have been traditionally grown in Honduras for domestic
 

consumption. Repeated but unsustained efforts have been made to grow
 
vegetables for export in response to specific perceived spot market
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opportunities. 
At present, there is sustained export of cucumbers. This is
 
offset by imports of fresh vegetables from the U.S. and Guatemala which
 
increased from 110 MT in 1975 to 1,400 MT in 1980. 
 In 1980-82, imports of
 
onions alone from Guatemala averaged 892 MT.
 

Honduras has sufficient land and infrastructure to meet its own domestic
 
requirements for vegetables and 
to develop vegetable exports as a major

industry. In contrast to production of fruits from tree crops which usually

require several years to become productive, vegetable crops can be produced

within a few months. However, the highly perishable nature of the products

requires rapid and careful handling to maintain marketable quality. Adequate

packing facilities, cold rooms, and specialized port facilities do not exist
 
at present. 
Technical personnel trained for adequate post-harvest management

of vegetables, and personnel knowledgeable and skilled in aggressive

production and marketing of export-quality vegetables to external markets are
 
also lacking.
 

The U.S. market offers good opportunities for fresh vegetable exports from
 
Honduras during the winter months (November to March). This market will be
the immediate goal. 
With efficient operations and skilled marketing, eventual
 
market penetration can be developed for certain vegetables throughout the
 
year. The development of preserved vegetables either as 
traditional or
 
creatively developed products also could provide profitable opportunities,

especially for crops and products that require substantial hand labor.
 

The vegetable producers recognize that they need to develop better marketing
information, and begin to ship quality vegetables for export. 
They formed the
 
National Vegetable and Flower Growers' Association (AHFAH) in early 1984, to
 
assist vegetable and flower growers 
to improve their production and obtain
 
better prices for their products. 
AHFAH iow has 25 active members, including

both independent growers and cooperatives, which represent a total of 833
 
families.
 

At the outset of Project implementation, FEPROEXAH will hire two vegetable

productivity advisers and four extensionists, and provide them with logistical

support. 
AID will provide the services of a Vegetable Development Specialist,

who will be selected with the advice of brokers currently importing Honduran
 
vegetables into the U.S. 
 During the first two years of implementation,

FEPROEXAU will provide assistance to selected vegetable growers. Through

their activities and AHFAH sponsorship of training courses, AHFAH will develop
 
a positive image among the vegetable growers, and amplify its membership base
 
and income sources. In the third year of implementation, AHFAH will hire an
 
executive director, employ the extensionists, and takc over full
 
responsibility for providing production assistance to 
the growers. Throughout

Project implementation, FEPROEXAH will provide: assistance to AHFAH in

improving its internal management and organization, and marketing operations
 
through FEPROEXAH's principal advisers; 
the services of the Vegetable

Development Specialist, training services, and short term consultants;
 
information on potential buyers; 
assistance in contracting with U.S. buyers;

and assistance in negotiating freight rates and schedules.
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During PP development, three vegetables were selected to be produced in three
 

specific areas: 300 hectares of fresh cucumbers, 200 hectares of fresh okra
 

and 100 hectares of dry onions in the Comayagua Valley; 75 lectares of fresh
 

cucumbers and 100 hectares of dry onions in the Siguatepeque region; and 125
 

hectares of cucumbers for fresh shipment and pickles, and 175 hectares of okra
 

for fresh shipment and pickling in the Quimistan Valley. The growers include
 

independent farmers and campesino cooperatives. Two existing cooperatives 

the Fruta del Sol cucumber export cooperative in Comayagua, and the COHORSIL
 
consolidated vegetable cooperative in SiguaLepcque - will be the growers in
 

those areas. A new U.S./Honduran joint venture agribusiness is expected to be
 

the grower in Quimistan. The experience gained under these projects should
 

enable additional growers to enter the commodity system as AHFAH develops its
 

capability to provide tnem with production rssistance and linkages to
 

marketing information and services.
 

Under the Project, between AHFAH and FEPROEXAH the following services will be
 

provided to the vegetable growers:
 

- together with the Agricultural Research Foundation, test cultivars of
 

the vegetables selected for production in the three sites and develop
 

recommendations for soil preparition, fertilization, irrigation, plant
 

populations, disease control, and related practices;
 

- train farmers and technicians in all aspects of vegetable commodity
 

systems from pre-production to marketing, with special emphasis on proper
 

vegetable maturity and quality characteristics and techniques of harvesting
 

and handling to preserve quality;
 

- assist growers to plan and schedule production, prepare loan
 

applications, obtain financing, and implement production plans;
 

- provide sales of appropriate inputs at competitive prices;
 

- establish and monitor packing standards to protect the reputation of
 

Honduran vegetables;
 

- provide marketing information for growers; and
 

- carry out market analyses of additional, potentially profitable
 

vegetable export commodities and planning for future production of new
 

non-traditional agricultural exports;
 

Credit will be financed from local currency generations for growers who agree
 

to comply with the standards and inspection requirements established by
 

FEPROEXAH to ensure the delivery of quality vegetables to international
 

markets.
 

The services of :he Vegetable Development Specialist are estimated to cost
 

$500,000 (AID Loan) for a five-year contract. The Specialist will supervise
 

production, harvesting, and processing operations, and train AHFAH
 

extensionists in all aspects of vegetable production, packing, and shipment.
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In addition, the services of several short-term advisers will be needed to
 
assist in production, harvesting, packing, and shipping of specific
 
vegetables, and in planning one or more freezing plants to offer an
 
alternative to growers when prices for fresh produce are low. The cost of
 
these services is estimated at $250,000 (AID Loan) for 20 person-months.
 
AHFAH's operational costs in carrying out its activities under the project are
 
estimated at $350,000. AHFAH will finance these costs from membership dues,
 
profits on sales of inputs, service charges for processing and shipment
 
operations, and smwll transfers from FEPROEXAH. A budget is included in
 
Financial Analysis. During the first two years of implementation, the
 
Association will work out with its members methods to ensure it is paid for
 
the services it provides. This will probably be done through control of
 
remittances received frow buyers. AHFAH is expected to be a self-supporting
 
organization by the end of its fifth year of operation.
 

By Lhe end of the Project, AHIFAH will have developed its capability to provide
 
a full range of services to its members. In addition to production
 
assistance, these services will include: input supply, packing and shipping
 
services; and accounting for sales proceeds. By the end of the Project, it is
 
expected that vegetable exports financed through the Project will have
 
increased by $10.5 million annually. This will generate additional value
 
added of $6.5 million annually. By 1990, the equivalent of 2,400 full-time
 
jobs will be created.
 

F. Financial Services ($10.2 Million AID; $2.5 Million Counterpart)
 

The increase in non-traditional exports to be developed through Project
 
activities will require significant financial services. A study carried out
 
during PP development!' found, among otlier conclusions, that: bank financing
 
for investment in plant and equipment, work-ng capital and export financing is
 
generally available only to major established clients; collateral requirements
 
and interest rates are high; export finarncing tends to be based on the
 
collateral of the firm, and not on tue export shipment itself; access to
 
foreign exchange to finance imports is instufficient; and there are major
 
delays in receiving payment for shipments.
 

All of these problems will be addressed through the Project. Adequate
 
financing and access to imports will be provided to achieve the sales targets
 
for the specific export products to be developed through the manufactured and
 
agricultural export activities. Exporters of other non-traditional products
 
will have increased access to financing and imports. Banks will be encouraged
 
to adopt practices which lower costs for exporters and lessen effective
 
collateral requirements.
 

1. Dollar Financing and Access to Imported Inputs ($10 Million
 
AID)
 

The policies the GOH will initiate to make foreign exchange accessible to
 

l/ Price Waterhouse, Assessment of Export Services and Financing Needs in
 

Honduras, 1984. A copy is in the LAC/DR bulk files.
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exporters of non-traditional products and eliminate the need for foreign
 

exchange authorizations and ex ante import-export permits were described in
 

summary form in the Export Policy and Promotion Activity. The mechanism
 

through which these policies will be put into affect and used for Project
 

purposes is described in the following paragraphs.
 

A Trust Fund Agreement will be signed between AID and the Government of
 

Honduras. The principal amount of the Trust Fund will be $10 million, which
 

will be wholly financed by AID with Project funds. The principal will consist
 

of $5 million from the ARDN account and $5 million from the SDA account. The
 

Trust Fund will be administered by the Central Bank of Honduras (CBH). The CBH
 

will make the Trust Fund principal available to those private banks which
 

offer the best financial services for exporters of the non-traditional exports
 
The criteria for determining the best
to be developed through the Project. 


services will be:
 

- lowest overall cost to the exporter;
 

- lowest collateral requirements;
 

- fastest payment after shipment;
 

- existence of a specialized export finance department;
 

greatest willingness to provide dollar loans and complementary local
-

currency loans for investment and working capital to producers of the
 
non-traditional exports that will be developed under the manufactured and
 
agricultural export activities.
 

Those banks wishing to utilize Trust Fund resources will present proposals to
 

AID, which will review them with FIDE and FEPROEXAH and approve them based on 

their responsiveness to the above criteria. Among other innovations, the
 

Mission expectc the interested banks to offer lower interest rates for
 

exporters, make greater use of self-liquidating transactions, arrange for
 

factoring services in the U.S. for exporters, encourage importing firms to
 

extend letters of credit through their correspondent U.S. banks, and
 

facilitate certification of exporter compliance with the terms of importer
 

letters of credit. No participating lender will receive more than $2 million
 

of the initial Trust Fund principal.
 

The Central Bank will hold Trust Fund resources in U.S. banks and credit them
 

to the accounts of the participating lenders, as the latter approve dollar

denominated loans and finance purchases of imports needed by exporters of
 

Honduran non-traditional exports. The exporters will assign all dollars
 

generated by the export sales to the dollar account of the bank which provided
 

the financing or supplied dollars for input purchases. The banks will return
 

80% of the dollar sales to the Trust Fund and credit the remaining 20% to the
 

exporter's dollar account in a local bank of his/her choice. The latter
 

amount may be reduced by the private bank if needed to repay dollars obtained
 

for input purcnases or to service dollai debt of the exporter.
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The initial Trust Fund principal will be used only for dollar-denominated
 
working capital loans. The U.S. banks in which the Trust Fund is held will be
 
determined on the basis of the amount of additional financing they are willing
 
to provide for similar purposes from their own resources. The Trust Fund will
 
satisfy the COH's self-imposed obligation to create a Non-traditional Products
 
Export Fund ("Export Fund") in accordance with the Export Incentives Law
 
passed in November 1983. To expand dollar resources available to
"non-bankable" clients, tne Industrial and Agricultural Finance Company (FIA)
 
created through the Small Business Development Project (522-0205), will also
 
be a participating lender w.th access to the Trust Fund as long as all its
 
transactions are handled by participating private banks. During Project
 
implementation, the Central Bank may authorize FIA to become a legal foreign
 
4 j 0ange agent. At that time, it will gain direct access to Trust Fund
 
resources.
 

The increase in the Trust Fund due to export sales will be used for additional
 
dollar-denominated working capital loans, input purchases and dollar
denominated investment loans. This increase will be a dollar asset of the
 
participating lenders. They will mobilize local currency resources against
 
their Trust Fund holdings to pay the exporters for the sale. The amount to be
 
paid will be determined as follows: the current portion of dollar debt to the
 
bank and the amount credited to the account of the exporter in dollars will be
 
deducted from the dollar sale. This will yield the amount owed to the
 
exporter in dollars. The banks will convert this amount into lempiras, deduct
 
the current portion of any local currency debt owed by the exporter, and pay
 
him/her the difference in local currency.
 

The Ministry of Economy, with the advice of FIDE and FEPROEXAH, will approve
 
tie non-traditional exporters who may be financed with Trust Fund resources.
 
This will ensure that exporters of the products stimulated through the Project
 
gain access to the financing facility. However, the use of the Trust fund
 
will not be restricted to these exporters. As demonstrated in the Financial
 
Analysis (Annex F.2.), the fund will grow quickly enough to 
ensure access to
 
Project-assisted exporters without a more formal control system. The cash
 
flow projection snows tiiat the Trust Fund will grow to $100 million by the end
 
of the Project, even if 50% of the dollar increase in the principal amount
 
over $20 million is applied to medium-term loans. Should Project-assisted
 
exporters find difficulty in obtaining access to Trust Fund resources, more
 
restrictive procedures will be worked out during implementation.
 

The participating banks will pay the CBH the discount rate for industrial
 
loans for use of the initial Trust Fund resources. That rate is currently 11%
 
per year. Rates to the final borrowers will be negotiated. All foreign
 
exchange conversions will be made at the rate applicable under Central Bank
 
policies as of the date of the transaction. The participating lenders may
 
voluntarily increase the Trust Fund with their own dollars at any time, unless
 
AID and the CBI determines otherwise. Termination of the Trust Fund
 
" _ngement will be agreed to by AID and the GO at such time as both agree
 

L. at the sufficiency of foreign exchange makes their continued observance 
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unnecessary. Should the Trust Fund Agreement be terminated, USAID/H and the
 
Ministry of Finance and Public Credit will agree on an alternative use for
 

these resources in pursuance of Project goals. It is anticipated that even if
 
the exchange facility becomes unnecessary, resources will be required for
 

import financing due to the shortage of external credit lines for Honduras.
 
The interest earned by the CBH will be used as described in Section G. below.
 

The Central Bank's Department of Foreign Exchange Regulation will treat all
 
transactions financed through the Trust Fund as self-financed by the
 

exporter. Tuis Department will issue yearly global import-export permits to
 
exporters of non-traditional products who are classified as non-traditional
 

exporters by the Ministry of Economy and who are net generators of dollars.
 
FIDE and FEPROEXAH will prepare global import-export permit requests for
 
groups of exporters (i.e., producers' associations and the Furniture Producers
 

Council), and and report monthly to the Central Bank on the imports and
 

exports made on an ex post fact basis. Customs documentation for imports and
 
exports will bear a legend to the effect that import or export of the products
 
covered by these documents is authorized under a global permit. The Central
 
Bank will issue the necessary circulars to the Customs Office and Port Agents
 
to ensure that these regulations are observed. FIDE and FEPROEXAH will help
 
to maintain the Trust Fund's financial integrity by requiring the
 
entrepreneurs they assist through the Project to be jointly responsible for
 

exporting their products and assigning all sales proceeds to the bank from
 
which they receive dollars for inputs. Any dollars lost due to failure of an
 

individual exporter to make sufficient exports and/or assign all sales
 
proceeds to the bank which financed his/her imports will be replaced by having
 

the other exporters in the group draw less than the 20% of sales proceeds to
 
which tiey are entitled until the loss is made up. Exporters who obtain
 

financing or foreign exchange from the Trust Fund, but who are not in
 
producers' organizations, will receive authorizations for individual
 

transactions under the CBH's regulation for self-financing. This regulation
 
obligates the CBH to approve import requests within five days of a request,
 
and the permits are usually granted with a short period of time.
 

FIDE and FEPROEXAH will monitor the compliance of participating banks with
 
their proposals, and the private banks will be required to return their share
 
of the original Trust Fund principal to the Central Bank if they fail to
 

perform as promised. In this case, the Central Bank will then make those
 

funds available to other private banks through the procedures described above.
 

2. Local Currency Investment and Working Capital ($2.5 Million
 

Counterpart
 

The most commonly used source of investment and working capital in Honduras is
 

the cuuntry's 15 commercial banks. Banks make investment loans only to a
 
small number of very well collateralized borrowers, and terms are usually
 
limited to three years unless the loan is financed through one of the World
 
Bank-funded investment loan programs - the Industrial Development Fund
 

(FONDEI) and the Agriculture and Livestock Development Program. Most
 
commercial banks and bo:rowers find that access to these investment capital
 

sources is limited by requirements for feasibility studies, long approval
 
times, high supervision costs, and rigid requirements on the use of funds.
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These inconveniences are 
offset by long terms (up to 15 years), fixed interest
 
rates, and dollar disbursement/lempira repayment provisions. 
Working capital

loans are easier to obtain, and require somewhat less collateral. These loans
 
are usually financed with the banks' 
own funds, but some can be discounted
 
under a variety of Central Bank discount lines.
 

Accessible sources of investment and working capital for would-be exporters

without sufficient collateral are 
very limited. To expand the availability of
 
credit to these borrowers, the Mission helped five commercial banks to
 
organize a private finance company called the Industrial and Agricultural
 
Finance Company (FIA), through the Small Business Development Project

(522-0205). FIA is starting to provide medium term and working capital loans
 
to clients that the banks consider too risky given their lending policies and
 
Central Bank requirements. 
 The GOL has made the local currency equivalent of
 
$4 million available to FIA for lending resources, and the shareholder banks
 
have pledged $2 million in loans from their banks in addition to the $500,000
 
in capital they have already contributed. FIA is expected to be an answer for
 
some of the exporters who are unable to obtain bank credit.
 

Most of the exporters who will be assisted through the manufactured and
 
agricultural export activities will need access 
to local currency financing
 
for both investment and working capital. It is estimated that $24 million
 
will be needed to finance the Project's agricultural target group and the two
 
IPMC's to reach the production targets for the specific exports to be
 
developed through those activities. The 
uses of these funds were described in
 
Section E. 
To ensure that this credit is available to enterprises that
 
receive assistance under the Project, local currency generations in this
 
amount, which are now being used by the CBH for discounting working capital

loans, will be slowly converted into a medium- and long-term Agriculture and
 
Industry Fund (AIF).
 

All private banks, SANADESA, and FIA (through FONDEI) will be eligible to
 
discount loans for Project-supported activities. The maximum terms will be
 
five years for cocoa, citrus producers, and vegetable growers, and 20 years

for the IMPC's. Interest rates will be negotiated, and grace periods will be
 
allowed to cover the time until revenue generation begins. In the case of
 
cocoa and citrus renovation loans, up to two years may be needed; for the
 
IPMC's, as much as four years may be required.
 

It 
is expected that assembly Industries and furniture and wood products

manufacturers will be able to obtain medium-term financing through FO4DEI or
 
FIA. If sufficient medium-term financing is not available for those
 
activities, AID and the GOH will agree 
to make available additional local
 
currency funds through the procedures described above. The funds will be made
 
available to the banks at 
the Central Bank discount rate. Grace periods will
 
be identical to those extended by the lenders. 
 Capital reflows to the AIF
 
will be 
used for additional investment loans for producers of non-traditional
 
exports. The interest earned on the AIF will be used as 
described in
 
Section G.
 

Honduran banks are generally conservative with respect to lending to the
 
agricultural sector, especially for longer-term loans. 
 However, the Mission
 
has discussed the implementation arrangements for the Project with four local
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banks, and three have formally expressed interest in providing financing
 
investment and working capital loans for the agricultural activity (see Annex
 
G.5.). These banks (BANADESA, BANHCAFE, Occidente, ane SOGERIN) are all
 
making loans under the Small Farmer Coffee Improvement Program (522-0176).
 
The Mission's experience with them shows that they will indeed make loans for
 
medium- to long-term agricultural investments and take the risk on those
 
loans, as long as they receive an 8% spread and the lending capital is made
 

available to them on the same terms as the loans they provide. These
 
conditions are met by the above arrangements. Should these banks fail to
 
perform as expected in agricultural lending, alternative credit channels will
 
be developed during implementation.
 

The banks and FIA that make investment capital loans are expected to provide
 
any working capital needed by medium-term borrowers from their own resources.
 
It will be in their interest to do so, as otherwise they will wind up with
 
unpaid loans. Exporters of products other than those that will be developed
 
under the Project will have to be obtain financing for investment and working
 
capital needs from existing non-Project sources, i.e., the resources of
 
commercial banks, FIA, and the exporters themselves. FIDE and FEPROEXAH will
 
assist exporters of all non-traditional products to gain access to bank and
 
non-bank sources of investment and working capital.
 

3. Payment Insurance ($200,000 AID)
 

All exporters - both those who do and do not benefit from Project-financed 
creuit - will be further assisted to lower costs by development of a payment 
insurance program that will insure Honduran banks of payment by importers in
 
other countries. A study carried out during 2P development!' proposed this
 
scheme, which will allow banks to release assets pledged against bank loans
 
from the time of shipment through the time when payment for the products is
 
received. Adoption of payment insurance will increase exporter profits,
 
increase the ability of exporters to borrow addLtional working capital, and
 
increase their financial leverage by encouraging local banks to adopt
 
self-liquidating, transaction-based lending instead of the present practice of
 
lending to exporters against assets. The insurance could be provided by a
 
local insurance company, and eventually the policies could be reinsured
 
through normal trade channels. Both traditional and non-traditional exporters
 
would benefit from this system. Project funds of $200,000 have been reserved
 
to carry out a feasibility study of, and implement, the payment insurance
 
recommendation. The Payment Insurance Program is described and an 1stimate of
 
costs and benefits is included in the Financial Analysis (Annex F.2.).
 

1/ Price Wateruouse, op. cit.
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G. Continuity of FIDE and FEPROEXAH Acti tie
 

Neither FIDE nor FEPROEXAH is expected to cover their costs from memberships,
 
contributions, and service charges either during Project implementation or
 
afterwards. Also, under the Project, some of the funds that the GOH will
 
borrow from AID will be made available for use of the Honduran private sector
 
on a grant basis. Given the GOH's perception of the proper role of the public
 
sector and its present financial difficulties, the GOH desires that the
 
Project be self-financing from the point of view of government indebtedness.
 

lnterest earned by the BCH on the Trust Fund financed by AID loan ..unds and on
 
the local currency generations which are used for credit for the industrial
 
parks and medium-term agricultural credit funds will be used for debt service
 
on the AID loan funds utilized under the Project. The remainder will provide
 
additional income for FIDE and FEPROEXAH. Both Funds will be lent out at the
 
Central Bank discount rate, which is currently 11%. When they are fully
 
disbursed, $3,740,000 per year will be generated. These funds will be applied
 
as follows:
 

- Debt service on AID loan and local currency funds will be paid first; 

- Any amounts left will go (in order of priority) tu support FIDE's
 
overseas staff, and to cover part of the local costs of FIDE's and FEPROEXAH's
 
operations and programs.
 

A casti flow wtiich shows the income from and application of interest generated
 
through the Project is included in the Financial Analysis (Annex F.2.). The
 
cash flow shows that FIDE and '"PROEXAH income from the interest differential
 
peaks in the first two years after implementation is scheduled to end and then
 
declines. During the first two years of implementation, income from the
 
Interest rate differential will be insufficient to cover FIDE's and
 
FEPROEXAH's deficits. Consequently, additional counterpart funds of $1.6
 
million - $650,000 for FIDE and $950,000 for FEPROEXAH - have been programmed
 
during this period. These arrangements provide reasonable assurance that FIDE
 
and FEPROEXAI will be able to provide the level of services called for in the
 
Project design during and after implementation. Starting with the seventh
 
year after implementation begins, maintenance of service levels will depend on
 
increased support from the private sector. Should the Trust Fund (see Section
 
F.1.) be terminated at any time, arrangements will be made to ensure continued
 
income for FIDE and FEPROE1A from the initial Trust Fund principal.
 

H. A.I.D. Project Management ($1.2 Million AID)
 

The Project will require extensive monitoring by the Mission. Projei funds
 
will finance the services of a Banking Adviser for two years, a Private Sector
 
Adviser for five years, and Project Liaison Officers in manufactures and
 
agricultural exports for a period of five years each. In addition, the 
services of an executive search organization will be needed to identify and 
contract some of the key advisers. The estimated *.a.t of these services is 
$1.2 million (AID Grant $900,000 SDA Grant; $300,000 ARDN4 Grant). The roles 
of these contractors and their costs are described in the Financial Analysis 
(Annex F.2.). 
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I. Financial Plan Summary
 

Tile total cost of the Project is estimated at $30.1 million, of which $22
 

million will be provided by AID and $8.1 million by the Honduran government
 

and private sector. The Borrower/Grantee will be the GOlI, and the Ministry of
 

Finance, Ministry of Economy, and the Central Bank of Honduras will all sign
 

the Project Agreement. A summary financial plan for the Project is set forth
 

in Table 3, and a breakdown of AID financing by functional account is in Table
 

4. A detailed budget is included in the Financial Analysis (Annex F.2.).
 

IV. Program Factors
 

The Mission's recently submitted CDSS defines private sector productive
 
activities as one of the five sectors of concentration for the 1986-1990
 

period. Major emphasis is put on stimulation of employment opportunities as
 

the best way to ensure a rise in living standards for the country's poor,
 
especially for the approximately 250,000 presently unemployed and the 150,000
 
new labor force entrants expected during the CDSS period. The need to
 

increase employment is also discussed in the Mission's CBI Implementation Plan
 

which was submitted to AID/W in April, 1983, and subsequently approved.
 

Table 3: Summary Financial Plan
 

Act. Activity Description ($000) 
No. and Planned Costs AID GOH Private Total 

Grant Loan Sector 

1. Export Policy and Promotion 500 900 900 2,300 

A. Policy 7U MO W 950 
B. Promot.on 100 750 500 1,350 

2. Export Development 4,100 5,100 1,600 3,100 13,900 

A. Manufactured Exports 2,000 2,900 650 3,100 8,650 

B. Agricultural Exports 2,100 2,200 950 5,250 

3. Financial Services 200 10,000 2,500 12,700 

A. Dollar Financing 10,000 10,000 

B. Payment Ins. Feas. Study 200 200 

C. Local Curr. Investment 2,500 2,500 

4. AID Project Management 1,200 1,200 
Total 6,000 16,000 2,500 5,600 30,100 

22,000 8,100 

TablC 4: runctional Account Breakdown
 

SDA ARDN
 

Grant Loan Grant Loan
 

Sub-Total 3,600 8,800 2,400 7,200
 
Total 12,400 9,600
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With an unemployment rate of 20% or more, an underemployment rate of about
 
30%, a stagnant economy and falling exports, emphasis on generating employment
 
is well placed. Given the limited domestic market, an export-oriented
 
development strategy is vital to achieving an increase in employment, both
 
directly and indirectly. The proposed Project addresses the critical need to
 
generate more employment, and builds on ongoing AID-funded programs. 
 The
 
Mission's large investments in the cucumber project described in the
 
Background section, in infrastructure through the Agricultural Sector II
 
Program and the Rural Roads and Trails Project, in improving Honduras' human
 
resource base through numcrous projects, and planned projects such as the
 
Agricultural Research Foundation Project (522-0249), need to be complemented

by development of mechanisms to increase exports, in order for cheir full
 
benefit to Honduras to be realized.
 

In summary, then, the proposed Project is consistent with the Mission's CDSS,
 
is a logical complement 
to ongoing and planned efforts, and is a common-sense
 
solution for the enormous economic difficulties in which Honduras finds itself.
 

V. Project Analysis Summaries
 

A. Institutional Analysis
 

The Project design calls for providing assistance to Honduras' present and
 
potential exporters through two new institutions - FIDE and FEPROEXAI 
- which
 
have recently been organized, two as yet uncreated industrial park management

companies, four producers' organizations which are not yet providing any

significant services to their members, a fledgling private finance company,
 
and the country's banking system. The institutional analysis carried out for
 
the Project (Annex F.1.) provides a description of the goals, objectives, and
 
purposes of each institution, with the exception of the banking system

members. It further describes the services each of them will provide, and
 
analyzes their individual institutional capability. The banking system was
 
not analyzed, as it 
is clearly capable of playing its role in implementing the
 
Project. This section analyzes the major institutional issues posed by the
 
proposed implementation arrangements, and 
sums up the conclusion of the
 
Project Development Committee with regard to the capability of the
 
institutions that will have 
a role in Project implementation.
 

1. Rationale for Developing New Private Sector Institutions
 

Ideally, it would be possible 
to work witn one or a few well-managed,
 
well-financed Honduran organizations with years of experience in providing
 
assistance to exporters, and avoid going through a lengthy institutional
 
development task. Unfortunately, at present there are no public or private

institutions capable of providing the kind and variety of highly specialized
 
services needed by the exporters who will be assisted under the Project.

Previous efforts at working through the government have not proven adequate
 
due to lack of continuity of, and incentives for, personnel, and presently

Inadequate budgets for export promotion activities. It makes little sense to
 
expect the public sector to do more 
than provide the services described in the
 
Policy and Promotion Activity. 
The existing private sector organizations are
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largely small trade associations whose main functions appear to be criticizing
 
the government and attending to the immediate needs of their membera. Except
 
for the coffee sector institutions, none of them is strong enough financially,
 
nor has a large enough membership base, nor the kind of leadership and export
 
mentality needed, nor the incentive to successfully take on this kind of
 
challenge. Thus, even though it is not an ideal solution, new privcte sector
 
institutions are the best vehicles through which to reach the Project's
 
objectives.
 

2. Rationale for Emphasis on Producers' Organizations
 

The design team considered different approaches through which to link a
 
potentially large number of relatively small producers with the specific

services they require. The alternatives were: having FIDE and FEPROEXAH be
 
direct service providers; working with a small number of specific prodticers'
 
organizations; and working through both in such a way as to maximize their
 
strengths. The design reflects the Mission's conclusion that the final
 
service providers should be producers' organizations. At the same time, it
 
was recognized that a catalyst is needed to form and provide start-up
 
assistance to those organizations where they are noni-existent or just getting
 
started for those products with good long-term marketing prospects.
 
Consequently, the third alternative was selected.
 

The Mission's conclusion that the final service providers should be producers'
 
organizations is based on several factors. First, the example of the coffee
 
sector institutions and the Mission's hignly positive experience with the
 
Small Coffee Improvement Project (522-0176) provide strong evidence that this
 
model can work in Honduras. Second, this conclusion was supported by the
 
recommendations of a study carried out by Price Waterhouse during Project
 
development. (A copy is in the LAC/DR bulk files). The conclusions of that
 
study were partially based on Mexico's successful experience with
 
product-specific organizations. Third, it has been Mission experier.ce that
 
both public and private organizations in Honduras with broad mandates usually
 
wind up being ineffective. They become quickly overwhelmed with the enormity
 
of the task before them and fail to concentrate on doing any one thing well.
 
Fourth, the very highly specialized services needed by exporters of specific

products argues for a product-specific approach. Fifth, specialized
 
institutions are likely to botnl attract the individual producers most
 
interested in improving their productive capabilities and retain their support
 
if their needs are met. This self-selection process should save both time and
 
money in .ae delivery of services. Finally, specialized institutions are more
 
likely to survive in the long run because there is an incentive for the
 
instituti- to provide the services needed and an impetus for producers to
 
support the institution if it provides a vehi;l.e through which they can
 
improve their living standards.
 

3. FIDE and FEPROEXAH Capability to Support Producers'
 
Organizations
 

FIDE and FEPROEXAR will face the tasks of simultaneously developing their own
 
institutional capability, starting up new producers' organizations, and
 
providing some measure of direct services to them and to individual
 
exporters. These tasks will be especially demanding in the first several
 
years of tie project. This could pose an insurmountable challenge for FIDE,
 

http:experier.ce
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FEPROEXAH, or both, or delay Project implementation. There are several
 
reasons why the Mission believes that these tasks are managable. First, even
 
though they are just now formally opening their doors, both institutions have
 
been working for several months on planning their programs and building their
 
staffs. USAID/H has provided local currency funds to both of them to help
 
therm get started. Second, they have both had some success in their
 
activities, which has helped to create private sector support. FEPROEXAH was
 
instrumental in getting Griffin and Brand to invest in Honduras. 
FIDE
 
organized an invesLors' meeting in connection with the Atlanta Gift Fair which
 
should yield productive results for several Honduran companies. Third, the
 
executive directors of both institutions have been working at USAID/H on this
 
Project design for several months and know the Project inside and out. They
 
have selected very well prepared staff who are also knowledgable about the
 
Project. Finally, the large amount of technical assistance included in the
 
implementation plan should help to overcome the normal start-up problems.
 

4. Emphasis on Technical Assistance
 

A large part of the AID-financed inputs are for technical assistance, and a
 
large part of the success expected rests on the effectiveness of the
 
advisers. In effect, the Project proposes a massive technology transfer, by

having the accumulated experience of highly experienced trade executives
 
brought to bear on the development of specific export products. These
 
executives will be experienced businessmen from the U.S. private sector. They

will be the Project's real leaders, movers and shakers. 
 They will be sought
 
directly from trade sources through the mechanism described in the Project

Description and the Implementation Plan. Their services will be complemented

by training in specific production technologies provided through Honduran and
 
outside institutions (see Social Analysis).
 

The Mission believes that these arrangements represent the best way of
 
bringing the needed skills to bear on the development of the specific exports
 
that will be stimulated through the Project. The process will be long and
 
difficult, but there is no substitute we know of for having it led by people
 
who have successfully worked in the trade for a long time.
 

5. Competition for Scarce Honduran Human Resources
 

Top-notch Honduran executives are hard to find. It is possible that the
 
number of new Institutions that would be created through the Project would
 
wind up competing for scarce executive resources. This may well be a
 
problem. However, the large dose of outside technical assistance built into
 
the Project should minimize the effect of this problem, at least during the
 
earlier years of implementation. During this time, efforts will be made by
 
FIDE and iEPROEXAH, with the advice of the technical advisers, to ensure that
 
the capability of producers' organizations' executives is improved through
 
training and personal contact.
 

Finding good, professional-level personnel is not expected to be difficult.
 
Honduras now has a reasonably good supply of qualified agronomists,
 
agricultural economists, business adminstrators, engineers etc. Good field
 
personnel are also available, and they will be trained for specific tasks.
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Production foremen are in short supply and will have to be developed and
 

trained from among the ranks of the workers and farmers. Provisions have been
 

made for this training in each product-specific activity where this is
 

expected to be a problem.
 

6. Conclusion
 

Implementation of the Project through several new private sector institutions
 
has been judged to be the solution that best meets the Project's needs.
 

Export development is necessarily a long-term task, and can be sustained only
 
by an adequate array of institutional services. The capability of each
 

participating institution has been analyzed (Annex F.1.), and plans have been
 
made for developing the institutional capability that each will need in order
 

to carry out its role in the project. The human resources needed by those
 

institutions are now available in Honduras or will be developed during
 

implementation of the Project. Accordingly, the Project is considered to be
 

institutionally sound.
 

B. Financial Analysis
 

The financial analysis carried out for the Project (Annex F.2.) includes a
 
detailed budget and an analysis of the cost basis for each Project input. The
 

income and expenses of each of the participating institutions and how their
 
financial viability will be ensured is analyzed. Cash flow analyses were
 

carried out for the Trust Fund and its adequacy in terms of Project needs was
 
analyzed. This section analyzes the financial viability issues that resulted
 
from the analysis, and sums up the Mission's conclusion with regard to the
 
financial viability of the Project.
 

1. Long Term Viability of FIDE and FEPROEXAH
 

The services that FIDE and FEPROEXAH provide will not be covered by income
 

from memberships and service charges either during or after Project
 
implementation. A long-term financing source, which has been built into the
 

project design, will make up this shortfall until at least the seventh year
 
following the implementation period. However, this projection is based on the
 

current Central Bank discount rate of 11%. It is possible that this rate will
 
be lowered during or after Project implementation and result in insufficient
 

additional revenue for FIDE and FEPROEXAH. Several options are open to FIDE
 
and FEPROEXAH for dealing with unplanned revenue shortfalls. First, they can
 

redouble their efforts to increase membership, raise membership fees and
 
increase charges for services. This could result in loss of revenue or a
 

lower number of members, or both, if done too early. Second, they can reduce
 

services or start charging for services that they currently plan to provide
 
for free. Third, they can seek direct financial assistance from outside
 

organizations or even the GOH (as a last resort). Although each of the
 

options has drawbacks, all are viable. If, in the end analysis, either FIDE
 

or FEPROEXAH fails, the producers' organizations will be left to provide
 

assistance in the specific exports developed through the Project, but the
 
expected sptead effects will not have been realized.
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2. Financial Viability of the Producers' Organizations
 

A 10-year budget has been prepared for each of the producers' associations.
 
In each case, the organization is shown to be financially viable by the end of
 

the Project. The detailed cash flows are contained in the Financial Analysis
 

(Annex F.2.).
 

3. Financial Viability of the Project's Financial Services
 

Cash flows were also prepared for the Trust Fund and the IPMCs. Each of them
 

continues to grow after the implementation period, and is sized appropriately
 
in terms of Project needs.
 

4. Financial Viability of Agricultural Exports
 

Cash flows have been prepared for the agricultural exports to be stimulated
 
through the Project. They all should make money for the investors. The
 
financial soundness of individual operations will be reviewed by professional
 

bankers and finance company credit officers. These institutions will reject
 

loan applications for projects which are financially unsound.
 

5. Conclusion
 

Each activity to be undertaken by the private sector has been reviewed for
 
financial viability. All except two are financially viable. Additional
 
revenue sources have been built into the Project design for those two
 

organizations which will enable them to cover their costs. Accordingly, the
 
Project is considered to be financially viable.
 

C. Economic Analysis
 

The economic analysis prepared for the Project (Annex F.3.) analyzed the
 

economic and employment effects of the Project. The analysis shows that:
 

- non-traditional export earnings will increase by $57 million per year
 

by 1990 as a result of Project activities;
 

- value added to GDP will increase by $30 million per year by 1990 as a
 
result of Project activities;
 

- new investment of $34 million will result from implementation of the
 
Project;
 

- approximately 10,000 full-time annual equivalent jobs will be created
 
through Project activities, and approximately the same number will indirectly
 
result from Project activities;
 

-the economic internal rate of return for the Project as a whole is
 

41.7%. Decreasing the benefits by 50% without altering the costs lowers the
 
IRR to 16.7%.
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The calculations and an explanation of the methodology used are included in
 

Annex F.3. The Project shows an acceptably high level of economic benefits
 

for the Honduran economy, and is considered economically sound.
 

D. Technical Analysis
 

The technical analysis prepared during PP development concluded that:
 

- Honduras has adequate labor, land resources, climatic and rainfall 

conditions, internal transportation, and port facilities, for production,
 
assembly, and shipment of the export products that will be developed through
 

the Project;
 

- the productive technologies that will be introduced are within the
 

capabilities of the entrepreneurs who form the Project's principal target
 

group to learn and effectively utilize in their productive activities;
 

- certain processing facilities will be needed at some time during
 
implementation to enable producers to realize maximum profits from their
 

investments, and arrangements have been made to ensure that they are
 
developed; and
 

- arrangements have been made for providing appropriate technical
 

assistance and training to ensure that the Project's productive activities are
 
carried out in a technically sound manner.
 

There is no construction planned for financing with AID funds. The full
 
technical analysis is included in Annex F.4. Based on the above conclusions,
 

the project is considered technically sound.
 

E. Social Soundness
 

1. Target Group Characteristics
 

a. Manufacturing
 

Beneficiaries of the manufacturing activities are investors that will have
 

access to the financial system to be set up through the Project and the
 

workers that will be employed in the industries that will operate in Ltie free
 

zones. As indicated by the Economic Analysis, Project activities will
 

generate approximately 5,800 industrial jobs. Most of these will be jobs for
 
equipment operators but some will be jobs for skilled workers in trades such
 
as carpintry, welding and mechanics.
 

b. Agriculture
 

The Project intends to support current producers of cocoa and citrus fruits
 

and to motivate farmers to cultivate export vegetables. Available data on
 

either actual or potential producers to benefitby the Project indicate that
 
for the most part they cultivate either small- or medium-size holdings.
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Larger holdings dedicated to the cultivation of crops to be supported by the
 
Project are generally in the hands of land reform beneficiaries who work the
 
land collectively.
 

2. Social Soundness
 

a. Labor Constraints for Manufacturing Firms
 

Manufacturers in general, independently of 
the size of the firm, must confront
 
the fact that in Honduras there is a lack of skilled workers. The capability
 
of already employed skilled and semi-skilled workers needs to be upgraded, and
 
the pool of 
highly trained workers in specific trades must be increased.
 

A recent study conducted among 61 industries indicated that the need to train
 
personnel and to upgrade their skills is a priority at all levels of the
 
manufacturing sector. The lack of adequately trained personnel was reported
 
as the most generalized problem confronted by industries visited during that
 
study, and one of the important factors having a negative impact on firm
 
productivity. In addition, as a result of the appearance of large
 
manufacturing firms in Honduras, where the production process tends to be more
 
mechanized, the need for personnel that 
can install and maintain equipment and
 
machinery has increased. Training institutions are not training enough

workers in these areas 
to satisfy the demand. Firms in general organize their
 
own training programs and in many cases have the capacity to train the
 
semi-skilled personnel that they require. However, skilled workers need not
 
only practical training but also theoretical training. Both surveys and
 
statistical analyses have indicated that larger firms have difficulties in
 
filling their skilled worker and foreman positions in industrial mechanics and
 
welding. Difficulties have also been detected in the areas of carpentry and
 
electricity, althouglh on a minor scale.
 

The Mission is cognizant of these labor constraints as well as of the
 
difficulties that industries of all sizes confront in attempting 
to obtain
 
efficient training services from specialized training centers. As part of the
 
strategy to solve these problems, a Skills Training Development Project
 
(522-0257) was recently approved. The purpose of this project is to upgrade
 
worker training programs in Honduras, Through the project, the private sector
 
will assist training centers in defining their curricula, skill certification
 
standards will be introduced, new training materials will be adapted for use
 
in Honduras, and the practice of long training courses will be replaced by
 
that of short training modules. Training activities under this project will
 
be initiated on a pilot basis in two of the trades where the pool of skilled
 
workers needs to be increased or where complementary skills training needs to
 
be implemented: industrial mechanics and carpentry. Expansion of these
 
training activities to other trades is anticipated. This future expansion
 
will be responsive to the training needs of export industries. It is
 
anticipated that export industries that may start operations in Honduras uill
 
be able to tap the improved training services developed through Project
 
522-0257.
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b. Skills Deficiencies in the Agricultural Sector
 

Inefficient agricultural practices have been detected among cocoa and citrus
 

producers. Inefficient agriculture, particularly among smaller producers, is
 

generally a result of the lack of know-how, lack of needed financial resources
 

to buy inputs and equipment, and lack of adequate marketing incentives.
 

Technical, financial and marketing constraints will have to be eliminated if
 

current growers of these two crops are to become efficient producers and,
 

eventually, efficient exporters. Similar constraints would have to be
 

eliminated among farmers that could be motivated through Project activities to
 

cultivate export vegetables.
 

Experience to date in Honduras in helping producers technify their farms
 

indicates that teclnical and financial constraints can be overcome if adequate
 

extension and credit programs are organized. The Mission is currently
 

supporting small coffee producers interested in protecting themselves from
 

coffee rust and in technifying their farms. This support is made available
 

through the Small Farmer Coffee Improvement Project (522-0176). A recent
 

evaluation of this project has indicated that the technification of farms is
 

becoming a success story. Accomplishments to date are a result of two
 

factors: tihe implementation of a farmer education program to replace a system
 

of on-farm supervisory visits, and access to a formal credit system where
 

interest on loans may be up to 5 points lower than that charged through
 

informal credit channels previously used.
 

The lessons learned from this experience are that an extension program can be
 

it based on in-service training for extensi.nists, adequate
successful if 

service coverage responsibilities through optimal farmer/extensionist ratios,
 

and extension methodologies that can reach a larger number of producers and
 

that can progressively allow farmers to reduce their reliance on external
 

help. The success of credit programs for similar kinds of farmers will depend
 

on the terms under woich loans are authorized, and the commitment on the part
 

of banks to provide enough field staff to allow efficient credit assistance
 

and efficient credit recovery.
 

It is anticipated that the foreign technical assistance to be provided to
 

FEPROEXAH in the area of agricultural extension will allow this federation to
 

organize an efficient and effective extension program. It is also anticipated
 

that experience accumulated through this program will be transferred
 

eventually to the associations of producers when the latter organize their own
 

extension activities.
 

Banks that are likely to participate in this Project are also participating in
 

the Small Farmer Coffee Improvement Project. They have already gained
 

experience in working with small producers. It is anticipated that this
 

experience will be transferred to future agricultural credit programs and that
 

in so doing, the factors that have previously determined success will be
 

incorporated into activities sponsored through this Project.
 

Agricultural activities sponsored under this Project are designed for
 

production, processing and marketing to be elements of a vertically integrated
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process which will allow producers to retain a higher share of profits. The
 
fact that cocoa producers will be able to have access to drying facilities
 
will permit them to add value to production, sell a processed product, and
 
thus retain a higher share of the export value of the beans. Coffee
 
producers, especially the smaller ones, do not have access to processing
 
facilities and are obligated to sell their production to eithler middlemen or
 

exporters who themselves do all the processing. In the case of coffee
 
producers, the share of the export value of production that is retained by the
 
producer is minimal and, as a consequence, the living conditions of this
 
export crop are often similar to those of small farmers producing basic grains
 
for the local market. The construction of either small collective processing
 
facilities or a centralized processing plant for cocoa producers will provide
 
alternatives to present marketing arrangements and will enable the producers
 
to increase their income through the retention of some of the value added by
 
processing/exporting. The same is true for eventual vegetable producers.
 
Through the export commodity system approach adopted by this Project, farmers
 
will benefit from open market opportunities. Previous producers of export
 
vegetables have confronted marketing arrangements with local intermediaries
 
which have been prejudicial to their interests. Through Project activities,
 
however, they will have direct access to international brokers and will be
 
able to sell production to intermediaries that charge less for their services
 
and offer better prices.
 

Specific training needs anticipated in carrying out the Project will also be
 
addressed through Project-funded training activities. These needs will be met
 
by providing training through the Pan American Agricultural School (EAP) at
 

Zamorano. The EAP is a widely recognized international university level
 
school whichi trains agronomists. It is clearly capable of meeting the
 
Project's domestic training needs.
 

c. Management Limitations in Medium and Large Firms in
 

Honduras
 

A study conducted by the American Ianagement Association in 1984 indicated
 
that medium and large firms are in need of assistance in four basic areas:
 
organization, planning, communication and human resources. These problems are
 
less common in medium and large firms that are now producing export products.
 
However, they are present in those firms where there is a manifest interest in
 
producing for the international market. In these latter firms, the need to
 
improve financial skills has also been detected, in addition to the
 
limitations listed.
 

These needs will be met through the recently approved Management Skills
 

Development Project (522-0256). Under that project, the American Management
 
Association (AMA) will begin to offer its excellent curriculum of management
 
courses through the Honduran Association of Managers and Entrepreneurs 
(GEMAH). In addition, it is expected that local entrepreneurs participating
 
in manufacturing activities implementad Lhrough this Project will be partners
 
with experienced foreign entreprencurs. This will serve as a partial
 
guarantee that corrections will take place and that technology transfer in
 
adequate management and production assistance will occur, particularly when
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local entrepreneurs are beginners in the production of export commodities.
 

Additional needs in management training will be satisfied through FIDEo which
 

will also function as an intermediary in identifying and establishing needed
 

contacts with management training centers and institutions.
 

3. Conclusion
 

There are no major social considerations related to Project implementation.
 

The desire of Hondurans at all strata and in all occupations for better jobs
 

and income-earning opportunities has been demonstrated by the numerous
 

applicants for all available jobs and by the eagerness of Hondurans to take
 

advantage of training opportunities and assistance aimed at improving income.
 

The adaptability of Honduran entrepreneurs to the rigors of exporting and the
 

skills needed by the agricultural entrepreneurs and manufacturing industry
 

workers will be developed through a combination of Project-financed technical
 

assistance and training activities, and access to the services being provided
 

under other AID-financed projects. These arrangements provide assurance that
 

the Project is socially sound.
 

F. Environmental Impact
 

A negative determination was approved by the LAC/DR Environmental Officer. In
 

the I.E.E., the Mission agreed that Project funds would not finance logging,
 

procurement or use of pesticides, activities that would threaten endangered
 

species or biologically unique habitats, or large-scale mining operations.
 

This restriction will be included in the Amplified Project Description.
 

G. Compliance with Policy Determination 71
 

Policy Determination 71 provides that AID/W review proposed projects involving
 

production, processing, or marketing of citrus for export for possible injury
 

to U.S. producers. The Mission forwarded the data required by PD71 to AID/W
 

That data shows that the volume of production that
via 84 TEGUCIGALPA 09355. 


would result from this Project is so small in comparison to U.S. production
 

that injury to U.S. producers is highly unlikely. Furthermore, any imports
 

from Honduras would be likely to substitute for imports from other foreign
 

producers, such as Brazil. The Mission hereby requests AID/W approval to
 

proceed with the financing of the citrus production and marketing activity of
 

the Project.
 

VI. Implementation Arrangements
 

A. Implementation Plan
 

The Project has been designed so that AID will fund all of the dollar costs
 

needed during implementation, as well as a few local currency expenses. A
 

five-and-one-half-year implementation period is planned. During the first six
 

months, conditions precedent will be met and the key advisers will be
 

contracted as indicated in B. below. The implementation of the planned
 

Project activities is expected to take a full five years.
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Project funds will be earmarked and disbursed as follows:
 

1. Technical Services ($8.8 million). The USAID/H Project
 
management staff will prepare PIO/T's, the USAID/H Contracts Officer will
 
carry out all procurement, and the Mission Controller's Office will make
 
direct payment for all technical services contracts. GOH clearance will be
 
obtained on Loan-funded procurements.
 

2. OH Costs ($900,000). AID will issue PIL's earmarking funds
 
for GOH expenditures. Dollar advances will be made for costs to be incurred
 
in dollars. No advances are planned ior local currency costs. The OH will
 
make the necessary expenditures and submit documentation to AID as agreed to
 
in the earmarking PIL.
 

3. FIDE/FEPROEXAH Costs Other than Advisers ($2.3 million).
 
These are all dollar costs which FIDE and FEPROEXAH expect to incur during
 
implementation. The Project Agreement will autaorize AID to approve
 
expenditures on the basis of periodic budget requests from FIDE and
 
FEPROEXAH. Should this prove difficult or impossible to negotiate with the
 
GOH, a trust fund will be set up for disbursements to FIDE and FEPROEXAH.
 
This is clearly less preferable as it will reduce flexibility during
 
implementation, especially if Grant funds are inLrementally obligated, as has
 
been planned. Regardless of how expenditures are approved, FIDE and FEPROEXAH
 
will do their own procurement. AID will make payments directly to suppliers
 
or dollar advances directly to FIDE and FEPROEXAH, depending on the nature of
 
the expense and on supplier .equirements, to enable them to pay for the goods
 
and services needed. FIDE and FEPROEXAH will provide expenditure
 
documentation directly to AID, and AID will advise the GOH of expenditures
 
made under the Project by means of a document similar to an advice-of-charge
 
memo.
 

4. Trust Fund ($10 million). Disbursement of AID Loan funds to
 
the Trust Fund will be made through periodic dollar advances to the U.S. Bank
 
holding the Trust Fund resources. The Central Bank will request issuance of
 
these advances based on the estimated drawdowns included in the proposals from
 
the participating lenders. The participating lenders will provide required
 
AID documentation to the Central Bank for subsequent transmission to AID.
 
Eligible imports will include, but not be limited to, raw materials, spare
 
parts, and agricultural inputs. The Ministry of Finance will forward the
 
required AID documentation to the USAID/H Controller, and AID will disburse
 
dollars directly to the Trust Fund.
 

B. Procurement Plan
 

The AID role in procurement is to obtain the $8.5 million in technical
 
assistance services called for in the Project design. These services and the
 
plan for obtaining them is as follows:
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Cost
Act. 

No. Services Required Duration Start Date ($000) Procurement Mode
 

1. 	Export Policy Adviser 2 Years Immediately 200 PSC - Competitive
 

Year 2 200 To be determined
2. Short-Term GOH Advisers 	 Variable 


3. 	Export Promotion Adviser 1 Year Immediately 100 PSC - Competitive
 
2,000 RFP - Competitive
4. 	FIDE - U.S. Institution 5 Years Immediately 


750 PSC - Sole Source
5. 	FIDE Area Specialists Variable Immediately 

3 Years Year 3 300 PSC - Competitive
6. New Prod. 	Devel. Adv. 


7. 	Short-Term Consultant Variable Variable 200 To be determined
 

Ind. Adviser 3 Years Immediately 300 PSC - Competitive
 8. Lab. Int. 

5 Years Immediately 500 	 PSC - Competitive
9. Furn./Wood Prod. Adv. 


10. 	 FEPROEXAH Adviser 5 Years Immediately 500 PSC - Competitive
 

11. 	 Marketing Adviser 3 Years Immediately 300 PSC - Competitive
 

New Agric. CS Devel. Adv. Variable Year 3 300 To be determined
12. 

13. 	 Cocoa Dev. Specialist 3 Years Immediately 300 PSC - Competitive
 

Variable 250 To be determined
14. 	 Short-Term Cocoa Adv. Variable 


15. 	 Citrus Dev. Spec. 3 Years Immediately 300 PSC - Competitive
 

To be determined
16 Short-Term Citrus Adv. 	 Variable Variable 250 

5 Years Immediately 500 PSC - Competitive
17. 	 Vegetable Dev. Spec. 

Variable Variable 250 To be determined
18. 	 Short-Term Veg. Spec. 


19. 	 Payment Ins. 2eas. Study 6 Months Immediately 200 RFP - Competitive
 

20. 	 Ba.iking Adviser 2 Years Immediately 200 PSC - Competitive
 

21. 	 Private Sector Adviser 5 Years Immediately 400 PSC - Sole Source
 

22. 	 Project Liaison Officer 5 Years Immediately 250 PSC - Sole Source
 

23. 	 Agric. Proj. Liaison Off. 5 Years Immediately 250 PSC - Sole Source
 

Of the 23 actions listed above, 16 need 	to be carried out at the beginning of
 

the Project. 	 The Mission Contracting Officer will contract the individuals
 
needed to assist in USAID/H Project management (actions 20 co 	23 inclusive).
 

Their services are needed to prepare full job descriptions and solicitation
 

documents for 	the remaining contract actions, and cndidates for three of
 

these positions have already been selected. The Mission intends to approve
 

sole source waivers for these 	individuals, as they were contracted by the
 

Mission on a competitive basis to assist 	in Project development and their
 

services are needed to ensure 	that the Project-is carried out as planned.
 

For the 10 actions marked Immediate and PSC - Competitive, advertisements will
 

be place in trade journals, or candidates will be sought through the
 

International Executive Service Corps, and/or a commercial U.S. executive
 

search firm willing to work on a fixed-fee basis. The 	organizations
 

identified in 	the Project Description will also recommend candidates.
 

Candidates identified through 	this process will be reviewed and approved by
 

AID, wkich will contract the candidates 	selected. The area specialists
 

(Action No. 5) have already been selected on the basis 	of their excellent past
 

performance in carrying out a very specific task for 	which unique knowledge
 

and abilities 	are required. The Mission intends to approve sole source
 

waivers for these individuals. The remaining two immediate actions will be
 

carried out through normal procedures for solicitation of services and will be 

contracted by the Mission. An ad hoc delegation of authority is hereby 

requested for the Mission Contracting COficer to carry out the contracting of 
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the U.S. Institution (Action 2), which is expected to cost $2 million. The
 
advisers needed later in the Project will be contracted by the Mission
 
Contracting Officer as required.
 

C. Monitoring Plan
 

Tile Mission's Private Sector Office is headed by a Project Development
 
Officer, who will be responsible for overall monitoring of the
 
non-agricultural and agribusiness activities of the Project and preparation of
 
quarterly reports for regular Mission Project Implementation reviews and
 
reporting to AID/W for his/her activities. The Project-funded Senior Private
 
Sector Adviser and Project Liaison Officer will be responsible for monitoring
 
day to day implementatica of the Project. The Pural Development Office has a
 
USDH employee specifically c'iarged with export-orlented agribusiness
 
development. He/she will be the Project Officer of the agricultural and
 
agribusiness activities, including quarterly report preparation and reporting
 
to AID/W, and will be assisted by the Project-funded Agricultural Projects
 
Liaison Officer for purposes of day-to-day monitoring. This personnel should
 
be sufficient to adequately monitor the Project.
 

D. Evaluation Plan
 

Baseline data on agricultural producers will ba provided by the producers
 
associations. FIDE will be responsible for developing baseline data on
 
manufacturers participating in the Project. The Mission Social Science
 
Analyst will assist these organizations by designing appropriate formats and
 
collection procedures. The Project will be evaluated near the second year of
 
implementation through a mid-ProjecL evaluation to be carried out by an
 
independent consultant. The evaluation will focus on implementation progress
 
and recommend any design changes needed to ensure needed improvements. A
 
final evaluation will be carried out near the end of the Project to assess the
 
effectiveness of the services provided through the Project, and the degree to
 
which the Project is meeting its output targets, purpose, EOPS, and
 
contribution to achievement of the goal. This evaluation will also be carried
 
out by an independent consultant. Both evaluations will be financed from PD&S
 
funds.
 

E. Conditions and Covenants
 

1. Condition Precedent to Initial Disbursement
 

Prior to any disbursement or to the issuance of commitment documentation
 
pursuant to which disbursement will be made, the Cooperating Country shall,
 
except as A.I.D. may otherwise agree in writing, enact the Temporary Import
 
Law which provides incentives for the establishment or expansion of
 
non-traditional export activities.
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Condition Precedent to Initial Disbursement, 
except for
 

2. 


Technical Cooperation
 

to the issuance of
 
Prior to the initial disbursement of the assistance, 

or 


documentation pursuant to which disbursement will 
be made, except for
 

Technical Cooperation, the Cooperating Country 
and A.I.D. shall sign a Trust
 

resources for
 use of A.I.D.-financed credit 
Fund agreement which governs the 


financing of imported goods needed in the production 
of non-traditional
 

of
 
exports, and the Central Bank shall issue regulations 

governing the use 


Trust Fund resources.
 

Condition Precedent to First Disbursement for the Policy and
 
3. 


Promotion and Labor-Intensive Industries Activities, except for Technical
 

Cooperation
 

to the issuance of
 
Prior to the first disbursement of the assistance, or 


documentation pursuant to which disbursement will 
be made for the Policy and
 

Promotion and Labor Intensive Industries Activities, 
except for Technical
 

Cooperation, the Borrower/Grantee shall approve the implementing regulations
 

for the legislation referred to in 1. above and for 
the Export Incentives Law
 

of 1983.
 

4. Condition Precedent to Disbursement for Assistance to 
FIDE and
 

FEPROEXAH
 

the first disbursement of the assistance, or to the issuance of
 Prior to 


documentation pursuant to which disbursement 
will be made, for FIDE and
 

FIDE and FEPROEXAH to submit to
 
FEPROEXAH, the Borrower/Grantee shall 

cause 

the membership fees and services
 A.I.D. policy decisions with regard to 


charges whiclh have been approved by the 
Boards of Directors of FIDE and
 

FEPROEXAH.
 

5. Special Covenants
 

The Cooperating Country shall covenant that, unless 
A.I.D. otherwise agrees in
 

writing, it will carry out a study to examine the legal 
basis required to
 

zone status for existing and new industrial 
parks whose primary


provide free 

The study will examine the
 to accommodate assembly industries.
function is 


zone status to new parks, including the
 feasibility of extending current free 


overall effect on the economy. The conclusions of the study will be piesented
 

to the appropriate governmental institutions for their 
consic.!ration.
 

A1NEXES:
 

A. PID Approval Message
 

B. Log Frame Matrix
 

C. Statutory Checklist
 

D. Borrower/Grantee Request for Assistance
 

E. FAA Section 611(e) Certification
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F. 	 Project Analyses
 
1. 	 Institutional Analysis
 
2. 	 Financial Analysis
 
3. 	 Economic Analysis
 
4. 	 Technical Analysis
 

G. 	 Project Details
 
1. 	 GO11 Policies Relating to Export Development
 
2. 	 Draft Regulation of Export Incentives Law
 
3. 	 Description of a Specific Product Export Company
 
4. 	 Hershey Corporation Interest in Cocoa Production in Honduras
 
5. 	 Letters of Intent from Banks and Commodity Company
 
6. 	 Relationship of the Agricultural Research Foundation to the
 

Export Development and Services Project
 
7. 	 Non-Traditional Agricultural Export Development (Approach and
 

Concepts)
 

UNATTACHED ANNEXES
 

List of Materials sent to LAC/DR Bulk File
 

A) 	 An Assessment of Export Services and Financing Needs in Honduras, Price
 
Waterhouse, June 15, 1984.
 

B) 	 Promoting Investment in Non-Traditional Honduran Export Industries,
 
Manchester Associates, Ltd., July 25, 1984.
 

C) 	 Promoting New Exports of Manufactures from Honduras, International
 
Parks, Inc., May 24, 1984.
 

D) 	 The Policy Framework for Export Development in Honduras, Arthur D.
 
Little International, Inc. May 1984.
 

E) 	 Ley de Fomento a las Exportaciones (Export Promotion Law, Honduras),
 
November 25, 1983.
 

F) 	 Project Feasibility Analysis for Commodity Systems Approach to
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ACTION: AID INFO: AMB DCM ECON CHRON/5
 

VZCZC, ,,1 ~LOC: 301 387 
.PP RU"T. 14 FEB 84 1442 
DR RUEHC 44239/01 0450559 CN: 09157 

CHUG: AID
ZNR UUUUU ZZH 

P 140313Z.FFB q DIST: AID
 
FM SECSTATF 41ASHDC
 
TO AMhMBASSY T,3?UCIvALPA PRIORITY 84,95
 
BT
 
UNCLAS SECTION 01 OF 02 STATE 04423=;
 

AIDAC
 

E.O. 12356: N/A
 
TAGS:
 
SUBJECT: EXPORT DEVELOPMENT AND SERVICES PID (522-0207)
 

1. THE DAEC REVIEWED T1.E SUBJFCT PID ON JANtJkRY 16, 
1984. THE PIP WAS AI'PROV'D AND THE MISSION IS AUTHORIZ 
TO PROCV'D WITj DFVELOPMNT 07 TH" PP, ALTHOUG:H A SHFAP 
FOCUS ,VILL BI NECISSARY TO PROJECT DESIGN. TH.E FOLLO'IN
 
COMMF,',TS AND GUIDANC, Aif; PtOJIDED TO ASSIST TJE MISSION
 
IN PROJECT D0VFLOPMENT AiD PPE0 ARATION OF THE PFOJFCT
 
PAPER.
 

2. POI.I CY CONSIDERATIO'S 

-- A. THE iF-Y POLICY ISSUE TEAT WILL INFLUENCE TIRP 
OUTCOME OF TdE SUBJECT PROJZCT CONCERNS ACCV'SS TO 3%OR.EI'A) 
EXC}IAN[;E. IT AAS DFCIDF.D, THAT Tb*E BEST FOgdP1 FOR 
DISCUSSION AND REISOLUTION OF THS' ISSIJP, AND TRP.' MANt 
QUFST1C4S APISING ?RO, IT vOULD Ri, THE UPCOMI,3 GOO-IMF 
AND OOr-USG !SF N;GCFIATIONS. dAS AGRFD THAT IF
 
THESE N OTIATIONS DO NOT GO gFT,L (AND PART'ICULAPLf If ACTICN.
 
NEW 1I:): IrP ,QS'TANDBY ARR.,1;MEAT IS NUT AGRi."D UPON)
 
MISSION UILL KI,-- D TO CONSULT iTH AILD/W..ON ALTEENATIV 11FO
 

FORh1%'GN :XCHANJ STRAT'IFS THAT MIGHT BE EMPLOYED IN 1
 
CONT*P.T OF TIE SUBJECT PROJECT.
 

3. EXPORT/INV.t'SVIKENT STRATFGIES . 

-- 4. THE PP SiIOULD ,XAA41 NF A VARIETY OY ATET7RNATIVFE r.2=
 
FOR INVE.TIENT STRATTGIGS, PAPTICUIAT-LY TEO2-,' THAT TO
 
UPON Ph(0D1lCTION S11ARING Aki INVS'MEN'T PiOMOT ION. AL
 
THE "TL , Til! PP S IOULUbA ,S (1) r'O O'IONAT, w "' 
ACTIVITIES C ,;OIJLD FUNLL OF) "iA:,. 13SF EYISTIN G PLAN r 
CAPACITY ,"ITdIN T,1. .RE., ZONE, PARTICULARLY IN VIEv OF 
THE IMPORTANT- E"PLOY HNT IM1PACT O' PRODUCTIO1i S-:ARINI/ 
AND (?) fti,. POSSI!ILITY FOR I1ORE Aa.T?SScIVF I,(PANSION4 
TIE ',KISTI:; F'':. TRADF ZONF, OR. :H& DEVET.0 ' ? ,CNT ONOF 
OR ,10.3S N.V ONES. 

r . ..4. ORGANIZATIONAL/FINANCIAL CONSIDOPRATIONS 

-- A. INVT:VT>h!2NT CORPORATION (!C-/FINS.: IT WAS 
DECID],,P THAT i'Hi CONCFPT OY THE IC AND ITS H-LATIONSHI 

TJ l'J.T. n , . t ;2A '-"T VT T AT 
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TO FINSA SHOULD BY THE SU*BJECT OF A SEPARATE PAPER TO
 
SUBMITTED FORAID/W REVIEW ONC" THE PP FOR THE SMALL
 
BUSIN-SS DEVELOPMENT PROJECT (5-32-' 2Z!) U:ICH 9ILL
 
ESTABLISd FINSA, HAS BLEd; COMPLETED, ANID PRIOR TO THE
 
SUBMISSION OF THE PP FOR THIS "OROJECT. THF CONCEPTS
 
PAPER SHOULD ADDRESS THE OLLOWING POINTS:
 

1) EXISTING FINANCIAL CON-DITIONS IN HONDURAS. TE
 
PAPER SHOULD GIVE A CL;AP. PICTURE OY TP.:E CPR, I T SUPPLY
 
AND DE'IAND SITUATION AND FVALUATE THE INVESTMENT
 
POTENTIAL/CLIMATE IN THE COUNTRY. 

2) THP LOCATION O. THE' IC. THE PAPER SFOULD GIVE
 
REALISTIC tATIONAL FOR TI1F ASL" L:,!AVINC IC A SVPAPATE
 
ENTITY SHOULD IT 1EF DECI)ED NOT TO MERI.E IT WITH FINSA
 
SHOULD IT BE DECIDED BY THE MISSION THA? MERG*R 9ITH
 
FINSA IS TIE WAY TO 3O, T'4E PAPER SHOULD DISCUSS HOW A
 
VENTUP:i; CAPITAL ENTITY SUC; AS THE IC FITS IN ,,1ITH A 
SMALL BUSIIESS LE NDER SUC9 AS FINSA, W'HA2 PR021,7MS MIG 
ARISE FRO1 A MERGER OF THIS &iND, AND FOW THEY MIGHT 
ADDRESSED.
 

3) EXPANDED FINSA FUNCTIONS. THE PAPER -LSO SHOUL
 
EXAMINE THE FEASI3ILITY OF EXPANDINg FINSAS rUNCTIONS
 

INCLUDF THAT CF EXPORT PROMOTION'. '.)USTIONS TO BE
 
CONSIDERFD HERE vOULD INCLUDE IiHETHFR FINSA CPN TA&E 0 
THESE ADDITIOiA, RSiSPOtlSIBIITI ,S EFFICI.-'NTT,Y, WHAT
 
PROBLhvS 'lIGHT ARISE IN DOING SO, AND HOW TJHEI MIGHT B 
SOLVED.
 

IT WAS TE'TATIVY.LY AGRE]E THAT THE PAPE. COULd BE 
COM1Pl'TID AND SPNT TO AID/t' BY LATE FEBRUARY. 

-- B. FIDE
 

IT WAS DECIDED THPT THE PP SHOULD ADDRESS THE NEED FOR 
FIDE TO BECOME SELF-SUFFICINT OR EVEN A PROFIT-MAtLING 
ENTITY. WITHI.N T.IS CONTEXT, THE. MISSION S:OUID EYAMI 
VARIOUS FINANCING MCHANISMS INCLU:)ING A COMBINATION 0 
INTIREST RATE. SPREADS TO SUPORT FIDE'S OPERATIN3 
F.XPENSES, THE USE OF LOCAL CURRENCIES TO UN!)ER4RITE A 
PORTION' OF THlI OVIRHFAD, ANT) CONTP.I UTIONS FROM MEMBEP 
TO PAY FOR SERVICS PROVIDED BY FIDE.
 

LASTLY, THE, MISSION SHOULD CONSIDER STRUCTURIANG FIDT I 
SUCH A dlAY AS TO ALLO'W THE CREATION OF A TRADING COMPAN
 
AS A SEPARATE ENTITYAT SOMETIME IN'THE lUTURE.
 

-- C. ARTISAN PRODUCT MA#,ETING PROJECT
 

THE PP SHOULD ADDRESS, AS WITH FIDE, THE NEED FOR THE
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ARTISAN PRODUCT MAR&ETING PROJECT TO BECOME 
SELF-SU.1FFICIENT OR EVEN A PROFIT-MA&ING IENTITY. 

-- D. BANADESA
 

IN VIE4 OF ITS PAST PERFORMANCE RECORD, THE MISSION HA
 
AGREED T-) LOO, FOR AN ALT:iRNATIVE AGRICULTURAL LENDING
 
FACILITY. IF .AN ALTVRNATIVE IS NOT AVAILA3LE, k SOLID
 
INSrTIT UTIO,!AL 9NALYSIS SHOULD BE PRESENTED IN T E PP 
WHICH I O)rNTI FIES IE N11SS'4S 1:4 THE BAN% WHICH WOULD 
EFFECT THE SUBJECT PPOJhCT AND SETS OUT PROPOSED REMED 
ACTIONS. 

5. SCOPE OF THE PROJECT
 

-- A. IT WAS DECIDED THAT THE PP DESI(?N SHOULD IVE
 
MUCH ATU'f2NTION AS POSSIEL!: TO SHARPENINO T:IE SOCUS OF
 
PROJ 'O I L01ENTS SO AS TO MINIMIZE IMDLEMENTATION
 
AC'4'iVITE'S (AND Rb'SULTANT CiANCES OF PFOBLEMS). THE &E
 

ELYAI7NT IS TO SELEC T A FEW, GOOD, EXPORT POSSIEILITI 
ON '-HICH THY PROJ}ECT CAN CONCENTRAT'1 ITS ENERGIES. TH 
SHOULD LAY OUT A CLEAR SET OF CRITERIA FOR CHOOSIN'- A 
FUNU.INy YXPOPT PROJECTS. TFL2 PP SHOULD INCLUDE A FEI 
FXA!'IPTA 'S U? PROJECTS W'4ICH FOLLOW THAT CRITERIA AND 'd 
THE PROJECT MAY EVENTUALLf FUND.
 

CONTRACTOR CHOICI

- A. IT WAS DECIDED THAT A BUSINESS ENTERPRISF WHI 
HAS 11ANLS ON EXPERIENCE IN MANU4FACTURING/EXPORTING FR 
THh: C.:,',TRAL A1i11,ICAN REGION, WOULD BE A MOrE APPROPRI" 
CHOICE TOIMPLEMENT THE PROJI:CT THAN A GENERAL CONSULT 
FIRM. TH - PP S6OULD SPECIff THE SCOPE OF WOR,, FOR TH 
LARm%' CONTIACT AS kliELL AS THE CRITERIA TO BE USED TO 
YVAI,11Al!", RESPONS'S TO AN PFP. 

-- B. THE PP OESIGN SHOULD ALSO CONSIOEP dEHIRE AND A
WuT S'rA:"E IN T!I; FROJECT IT 'WO.JLD ?', APPROPRIATF TO D 

ON "'III, SLILLS O' THP DFPARTIENT OF COMMERCF'S EXPORT 
TRADING COMPANY AND /OR THEIR FOREIGN COMMERCIAL SERV
 
OFFICES.
 

7. OTHER 

-- A. IT WAS DECIDED THAT OWING TO THE EDUCATIONAL 
VALUE OF THIS PROJECT TO THE LAC BUREAU, THi PP IS TO 
PRES-ENTED IN WASHINGTON, T). C. 

-- B. AS A RESULT OF DISCUSSIONS PRIOR TO TEE DAFC
 
MEETING, PETIEEN TLPC/DR FCON"OMIST AND MISSION 
REP1.E,'JTATIVE RIC ZALLMAN, IT WAS AGREED THAT LkC/DR 
WILL PREPARE A S"'PTEL fOR TiE MISSION DF"AILING THE 
AGRE:T'IYNTS REAC:-Fl VERBALLY ON THE ECONOMIC ANALYSIS TO 
]BE C\N [4UCT ED FOR tHE PP. 

-- C. ISSIoN 1?,PRESKNTATIVE. HAVE AGPEED TO AMEND TH 
IE}; IN SUCH A wAY A. TO PPOJ"PMAPR, FINANCFD 

UNCLASSIFI FD STATE 0442-.-9/02 
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i.AVC'1 TO THr. .NVIRONI..NT CONTING'NT UIPON COMPLETION 

T:',PONvENTAL AFS:SSMENT TO 4E REVIEdED AND APPROV:D B 
:.TJ.!.,;. SUCH PPOJT CTS aOULD I',CLUDE: LOGGING, 

2,OCUP1ENT iAw USE 0? PE,STICIDES, PCTIVITIES TqAT WOU
 
ENDA2'C. ID SPECIES OR BIOLO"ICALLY UNIQUE
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Logical Framework - Export Development and Services
 

Objectively Verifiable Indicators Means of Verification Important Assumptions
Narrative 

Central Bank statistics Improved political cli-
Goal: Promote economic growth and 	 $30 million increase in GDP 


10,000 jobs created through pro- CONSUPLANE estimates mate in the region
employment 

ject by 1990 Mission calculations
 

P : Increase nontradi- Policy environment favors exports Implementing agency New Tariff System does
 

tional exports Export instit. capability estab. records not eliminate incen

$53 	million in value added from Evaluation which ob- tives for exports
 

developed through
Project-aided exports by 1990 tains data needed 


Adequate financial services from beneficiaries project
 

available to exporters
 

Outputs:
 
Implementing Agency Commodity prices do not
1. 	Exports from labor int. indus. 


decrease below proand furn. wood products $43 million in sales in 1990 records 

duction costs on a
2. Agricultural Exports 	 $16 million in sales in 1990 Project files 


3. 	Trust Fund for exports $73 in dollar resources Project evaluations sustained basis
 

$5.1 million in equity investments
4. Investment Capital Fund 


AID GO Private
Inputs ($ millions)/Source: 

Grant Loan Sector
 

0.9 	 USAID Controllers Private Sector contri1. Export Policy and Promotion 0.5 0.9 

5.1 1.6 3.1 Office records butes as expected to
2. Export Development 	 4.2 

10.0 	 2.5 FIDE, FEPROEXAH its associations
0.2
3. Financial Services 


4. AID Project Management 	 1.1 0. 0. 0.
 

6.0 16.0 2.5 5.6Total 
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5C(I) - COUNTRY CHECKLIST 5C(l) - COUNTRY CHECKLIST 

Listed below are statutory criteria 

applicable generally to FAA funds, and 

criteria applicable to individual fund 

sources: Development Assistance and 

Economic Support Fund. 

A. GENERAL CRITERIA FOR COUNTRY A. GENERAL CRITERIA FOR COUNTRY 

ELIGIBILITY ELIGIBILITY 

1. FAA Sec. 481; FY 1984 Continuing 

Resolution. Has it been 

1. FAA Sec. 481; FY 1984 Continuing 

Resolution. 

determined or certified to the 

Congress by the President that 

the government has failed to take 

No such determination has been 
made. 

adequate measures or steps to 

prevent narcotic and psychotropic 

drugs or other controlled 

substances (as listed in the 
schedules in section 202 of the 

Comprehensive Drug Abuse and 

Prevention control Act of 1971) 
which are cultivated, produced or 

processed illicitly, in whole or 

in part, in such country or 
transported through such country, 

from being sold illegally within 

the jurisdiction of such country, 
to Unites States government 

personnel or their dependents or 

from entering the United States 

unlawfully? 

2. FAA Sec. 620(c). If assistance 2. FAA Sec. 620(c). 

is to a government, is the 
government liable as debtor or 

unconditional guarantor 
on any 

The GOH is not liable as a debtorunder these conditions. 

debt to a U.S. citizen for goods 

or services furnished or ordered 

where (a) such citizen has 
exhausted available legal 

remedies and (b) the debt is not 

denied or contested by such 
government? 
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3. 	 FAA Sec. 620(e)(1). If 

assistance is to a government,
 
has it (including government 

agencies or subdivisions) taken 

any action which has the effect
 
of nationalizing, expropriating,
 

or otherwise seizing ownership or
 
control of property of U.S.
 
citizens or entities beneficially
 
owned by them without taking
 
steps to discharge its
 
obligations toward such citizens
 
or entities?
 

4. 	 FAA Sec. 532(c), 520(a) 620(f), 

620D; FY 1982 Appropriation Act 

Secs. 512 and 513. Is recipient 

country a Communist country?
 
Will assistance be provided to 

Angola, Cambodia, Cuba, Laos, 

Vietnam, Syria, Libya, Iraq, or 

South Yemen? Will assistance be 

provide to Afghanistan or
 
Mozambique without a waiver?
 

5. 	 ISDCA of 1981 Secs. 724, 727 and 

730. For specific restrictions 

on assistance to Nicaragua, see
 
Sec. 724 of the ISDCA of 1981. 

For specific restrictions on
 
assistance to El Salvador, see
 
Secs. 727 and 730 of the ISDCA of
 
1981.
 

6. 	FAA Sec. 620 (J). Has the 

country permitted, or failed to
 
take adequate measures to 

prevent, the damage or 
destruction by mob action of U.S. 
property? 

3. 	 FAA Sec. 620(e)(1).
 

There is no evidence of such an
 
action.
 

4. 	 FAA Sec. 532(c), 520(a) 620(f),
 
620D; FY 1982 Appropriation Act
 
Seca. 512 and 513.
 

Honduras is not a Communist
 
country nor will any assistance
 
be provided to any of the
 
listed countries.
 

5. 	 ISDCA of 1981 Secs. 724, 727 and
 
730.
 

N/A
 

6. 	 FAA Sec. 620 (J).
 

In the past there have been
 
incidents where the CO11 has 
been 	 unsuccessful in constrain
ing demonstrations against the 
U.S. 	Embassy; but this has not 
been the case for over fourteen
 
years.
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7. 	 FAA Sec. 620(1). Has the country 


failed to enter into an agreement 


with OPIC? 


8. 	 FAA Sec. 620(o); Fishermen's 

Protective Act of 1967, as 

amended, Sec. 5. (a) Has the 

country seized, or imposed any
 
penalty or sanction against, any
 
U.S. fishing activities in
 

international waters?
 

(b) If so, has any deduction 

required by the Fishermen's
 
Protective Act been made? 


9. 	 FAA Sec. 620(g); FY 1982 

Appropriation Act Sec. 517. (a) 

Has the government of the
 

recipient country been in default 


for more than six months on
 

interest or principal of any 

A.I.D. loan to the country? (b) 

Has the country been in default
 

for more than one year on
 

interest or principal on any U.S.
 

loan under a program for which
 

the appropriation bill
 

appropriates funds?
 

10. 	 FAA Sec 620(s). If contemplated 


assistance is development loan or
 

from Economic Support Fund, has 


the Administrator taken into 


account the amount of foreign 


exchange or other resources which 
the country has spent on military 

equipment? (Reference may be to 

the annual "Taking into
 

Consideration" memo: "Yes, taken
 
into account by the Administrator
 

at time of approval of Agency
 

OYB." This approval by the
 

Administrator of the Operational
 

Year 	Budget can be the basis for
 

an affirmative answer during the
 

fiscal year unless significant
 

changes in circumstances occur.)
 

7. 	 FAA Sec. 620(1).
 

The OPIC Investment Guaranty
 

Program is in effect in Honduras.
 

8. 	 FAA Sec. 620(o); Fishermen's
 

Protective Act of 1967, as
 
amended, Sec. 5.
 

(a) 	No
 

(b) 	N/A
 

9. 	FAA Sec. 620(g); FY 1982
 
Appropriation Act Sec. 517.
 

(a) 	No
 

(h) 	No
 

10. 	 FAA Sec 620(s).
 

Yes, taken into account by the
 

Administration at the time of
 

approval of the Agency OYB.
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11. 	 FAA Sec. 620(t). Has the country 


severed diplomatic relations with
 

the United States? If so, have 

they been resumed and have new
 

bilateral assistance agreements
 

been negotiated and entered into
 

since such resumption?
 

12. 	 FAA Suc. 620(u). What is the 
payment status ot the country's
 
U.N. obligations? If the country 

is in arrears, were such 

arrearages taken into account by 


the A.I.D. Administrator in 

determining the current A.I.D. 


Operational Year Budget? 

(Reference may be made to tie
 

Taking into Consideration memo.)
 

13. 	 FAA Sec. 620A; FY 1982 

Appropriation Act Sec. 520. Has 


the country aided or abetted, by
 

granting sanctuary from 

prosecution to, any individual or
 

group which has committed an act
 

of international terrorism? Has
 

the country aided or abetted, by
 

granting sanctuary from
 
prosecution to, any individual or
 

group which has committed a war
 

crime?
 

14. 	 FAA Sec. 666. Does the country 


object, on the basis of race,
 

religion, national origin or sex, 


to the Dresence of any officer or
 

employee of the U.S. who is
 

present in such country to carry
 

out economic development programs
 

under the FAA?
 

l. FAA Sec. 620(t).
 

No
 

12. 	 FAA Sec. 620(u). 

h1onduras is not in arrears to 
the extent described in Article
 
19 of the U.N. Charter. This
 

was taken into consideration by
 
the Administration in determin

ing the current AID OYB.
 

13. 	 FAA Sec. 620A; FY 1982
 
Appropriation Act Sec. 520.
 

No
 

14. 	 FAA Sec. 666.
 

No
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15. 	 FAA Sec. 669, 670. Has the 

country, after August 3, 1977,
 

delivered or received nuclear 

enrichment or reprocessing,
 
equipment, materials, or
 
technology, without specified
 

arrangements or safeguards? Has
 

it transferred a nuclear
 
explosive device to a non-nuclear
 
weapon state, or if such a state,
 

either received or detonated a
 
nuclear explosive device, after
 

August 3, 1977? (FAA Sec. 620E
 
permits a special waiver of Sec.
 

669 for Pakistan.)
 

16. 	 ISDCA of 1981 Sec. 720. Was the 

country represented at the
 
Meeting of Ministers of Foreign 

Affairs and Heads of Delegations 

of the Non-Aligned Countries to 


the 36th General Session of the 

General Assembly of the U.N. of
 
Sept. 25 and 28, 1981, and failed
 

to disassociate itself from the
 
communique issued? If so, has
 

the President taken it into
 
account? (Reference may be made
 
to the Taking into Consideration
 
memo.)
 

17. 	 ISDCA of 1981 Sec. 721. See 

special requirements for
 
assistance to Haiti. 


18. 	 FY 1984 Continuing Resolution. 

ins the recipient country been
 
determined by the President to 


have engaged in a consistent 

paLtern of opposition to the
 

foreign policy of the United
 
States?
 

15. 	 FAA Sec. 669, 670.
 

No
 

16. 	 ISDCA of 1981 Sec. 720.
 

This has been taken into consi
deration by the Administration
 
at the time of approval of the
 

Agency OYB.
 

17. 	 ISDCA of 1981 Sec. 721.
 

This 	assistance is not to
 
Haiti.
 

18. 	 FY 1984 Continuing Resolution.
 

No such determination has been
 
made.
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B. FUNDING SOURCE CRITERIA FOR COUNTRY 

ELIGIBILITY 

B. FUNDING SOURCE CRITERIA FOR COUNTRY 

ELIGIBILITY 

1. Development Assistance Country 
Criteria. 

1. Developmen 
Criteria. 

Assistance Country 

a. FAA Sec. 116. Has the 
Department of State determined 

that this government has engaged 
in a consistent pattern of gross 
violations of internationally 
recognized human rights? If so, 
can it be demonstrated that 
contemplated assistance will 
directly benefit the needy? 

a. FAA Sec. it. 

No such determination has 
been made. 

2. Economic Support Fund Country 
Criteria 

2. Economic Support Fund Country 
Criteria 

a. FAA Sec. 502B. Has it been 
determined that the country has 

engaged in a consistent pattern 
of gross violations of 
internationally recognized human 

rights? If so, has the country 
made such significant improvement 

in its human rights record that 
furnishing such assistance is in 
the national interest? 

a. FAA Sec 502B. 

N/A 

b. ISDCA of 1981, Ec. 725(b). 
If ESF is to be furnished to 
Argentina, has the President 
certified that (1) the Govt. of 
Argentina has made significant 
progress in human rights; and (2) 
that the provision of such 

assistance is in the national 
interests of the U.S.? 

b. ISUCA of 1981p EC. 725(b). 

N/A 

c. ISDCA of 1981, Sec. 726(b). 

If ESF assistance is to be 

furnished to Chile, has the 
President certified that (1) the 
Govt. of Chile has made 

c. ISDCA of 1981, Sec. 726(b). 

N/A 

\j
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significant progress in human
 

rights; (2) it is in the national
 
interest of the U.S.; and (3) the
 
Govt. of Chile is not aiding
 
international terrorism and has
 
taken steps to bring to justice
 

those indicted in connection with
 
the murder of Orlando Letelier?
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Listed below are statutory criteria 
applicable to projects. This section is 
divided into two parts. Part A includes 
Criteria applicable to all projects. Part 
B applies to projects funded from specific 
sources only: B.1. applies to all 
projects funded with Development 
Assistance Funds, B.2. applies to projects 
funded with Development Assistance loans, 
and B.3. applies to projects funded from 
ESF. 

CROSS REFERENCES: IS COUNTRY CHECKLIST UP 
TO DATE? HAS STANDARD Yes 
ITE1 CHECKLIST BEEN 
REVIEWED FOR THIS 
PROJECT? Yes 

A. GENERAL CRITERIA FOR PROJECT A. GENERAL CRITERIA FOR PROJECT 

CR Sec. 133. Notwithstanding any 
other provision of this joint 
resolution, none nf the funds 
appropriate under section 101 (b) of 
this joint resolution may be available 
for any country during any 3-month 
period beginnihg on or after October 
1, 1982, immediately following the 
certification of the President to the 
Congress that such country is not 
taking adequate steps to cooperate 
with the United States to prevent 
narcotic drugs and other controlled 
substances (as listed in the schedules 
in section 202 of the Comprehensive 
Drug Abuse and Prevention Control Act 
of 1971 (21 U.S.C. 812)) which are 
produced, processed, or transported in 
such country from entering the Unites 
States unlawfully." 



1. 	 FY 1982 Appropriate Act Sec. 523; 

FAA Sec. 634A; Sec. 653(b). 


(a) Describe haw authorizing and 

appropriations committees of 

Senate and House have been or 

will be notified concerning the 

project; (b) is assistance within 

(Operational Year Budget) country
 
or international organization 

allocation reported to Congress
 
(or not more than $1 million oer
 
that amount)?
 

2. 	 FAA Sec. 611 (a) (1). Prior to 

obligation in excess of $100,00,
 
will there be (a) engineering, 

financial or other plans
 
necessary to carry out the 

assistance and (b) a reasonably
 
firm estimated of the cost to the
 
U.S. 	of the assistance?
 

3. 	 FAA Sec. 611 (a) (2). If further 

legislative action is required
 
within recipient country, what is 

basis for reasonable expectation 

that such action will be 

completed in time to permit 

orderly accomplishment of purpose 

of the assistance? 


4. 	 FAA Sec. 611 (b); FY 1982 

Appropriation Act Sec. 501. If 

for water or water-related land
 
resource construction, has 

project met the standards and
 
criteria as set forth in the
 
Principles and Stardards for
 
Planning Water and Related Land
 
Renourcen, dated October 25,
 
19737 (See A.L.D. Handbook 3 for
 
new guidelines.)
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1. 	 FY 1982 Appropriate Act Sec. 523;
 
FAA Sec. 634A; Sec. 653(b).
 

(a) 	Both houses of Congress were
 
notified of the project and
 
projected level of spending
 
through Congressional notifi
cations issued in June 1984.
 

(b) 	Yes
 

2. 	 FAA Sec. 611 (a) (1).
 

(a) 	Yes
 

(b) 	Yes
 

3. 	 FAA Sec. 611 (a) (2).
 

The Honduran Congress will
 
authorize the Ministry of
 
Finance to sign the loan and
 
will 	ratify it afterwards. This
 
will 	be completed in a timely
 
manner since both authorization
 
and ratification tend to be
 
proforma rather than substantive.
 

4. 	 FAA Sec._611 (b); FY 1982
 
Appropriation Act Sec. 501.
 

N/A
 



5. FAA Sec. 611(e). If project is 

capital assistance (e.g.,
 
construction), and all U.S. 

assistance for it will exceed $1 

million, has Mission Director
 
certified and Regional Assistant
 
Administrator taken into
 
consideration the country's
 
capability effectively to
 
maintain and utilize the project?
 

6. 	 FAA Sec. 209. Is project 

susceptible tc execution as part
 
of regional or multilateral 

project? If so, why is project
 
not so executed? Information and
 
conclusion whether assistance
 
will encourage regional
 
development programs.
 

7. 	 FAA Sec. 601(a). Information and 

conclusions whether project will 

encourage efforts of the country
to: (while


o:(a) flow of
increase the 
international trade; (b) foster 

private initiative and 

competition; and (c) encourage 

development and use of 

cooperatives, and credit unions,

and savings and loan 


associations; (d) discourage 

monopolistic practices; (e) 

improve technical efficiency of 

industry, agriculture and 

commerce; and (f) strengthen free 

labor unions.
 

8. 	 FAA Sec. 601(b). Information and 

conclusions on how project will 

encourage U.S. private tradet and 

investment abroad and ence. rage 

private U.S. participation in 

foreign assistance programs 

(including use of private trade 

channels and the services of U.S. 

private enterprise.) 
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5. 	 FAA Sec. 611(e).
 

611(e) certification is
 
a1t.tached.
 

6. FAA Sec. 209.
 

No
 

7. 	 FAA Sec. 601(a).
 
The purpose of this Project seeks
 
to directly increase exports,

providing resources for the
tirchases of necessary imports. 
tt [' HpCC i iCaiIly a imtd lIt I

staLin4 rivtto sec tor initiativttliroug I _le 'ornmation a1d Ut iI izaltion of cooperatives and produ
cers 	associations. It supports
 
the private sectors ability to

find 	markets through the institutionalization of FIDE and FEPRO-

EXAH. This Project improves
 
technical efficiency in industry,
 
agriculture and commerce to small,
 
medium, and larger producers in
 
Honduras.
 

8. 	 FAA Sec. 601(b), 
The U.S. private sector has a 
strong role in the Honduran indu
strial agricultural sectors. This 
project seeks to stimulate their 
pa rt icilpat'inn :id ilnvostln( 
through si rengiLhlnlug commui I Cl
tion channels and through policy 
channels, business tours, and 
joint projects with the Honduran 
private sector. A major portion
 
of technical assistance will be
 
procured from U.S. sources.
 

\N
 



9. 	 FAA Sec. 612(b), 636(h); FY 1982 

Appropriation Act Sec. 507. 

Describe steps taken to assure
 
that, to the maximum extent 

possible, the country is 

contributing local currencies to 

meet the cost of contractual and
 
other services, and foreign
 
currencies owned by the U.S. are
 
utilized in lieu of dollars.
 

10. 	 FAA Sec. 612(d). Does the U.S. 

own excess foreign currency of
 
the country and, if so, what 

arrangements have been made for
 
its release?
 

11. 	 FAA Sec. 601(e). Will the 

project utilize competitive
 
selection procedures for the 

awarding of contracLs, except
 
where applicable procurement
 
rules allow otherwise?
 

12. 	 FY 1982 Appropriation Act Sec. 

521. If assistance is for the 

production of any commodity for
 
export, is the commodity likely 

to be in surplus on world markets 

at the time the resulting 

productive capacity becomes 

operative, and is such assistance 

likely to cause substantial 

injury to U.S. producers of the
 
same, similar or competing
 
commodity?
 

13. 	 Faa 118(c) and (d). Does the 

project comply with the
 
environmental procedures set 

forth in A.I.D. Regulation 16? 

Does the project or program take 

into consideration the problem of 

the destruction of tropical
 
forests?
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9. 	 FAA Sec. 612(b), 636(h); FY 1982
 
Appropriation Act Sec. 507.
 

Honduras has agreed to orovide
 
counterpart financing of local
 
costs to the extent possible.
 

10. 	 FAA Sec. 612(d).
 

No
 

11. 	 FAA Sec. 601(e).
 

Yes
 

12. 	 FY 1982 Appropriation Act Sec.
 
521.
 

It is anticipated that the
 
commodities will not be in sur
plus 	on world markets. The
 
commodities produced will not
 
cause substantial injury to U.S.
 
producers.
 

13. 	 FAA 118(c) and (d).
 

A.I.D. Environmental Regulations
 
have been followed. The Project
 
received a Negative Determination
 
for The Threshold decision.
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14. FAA 121(d). If a Sahel project, 14. FAA 121(d). 
has a determination been made 
that the host government has an N/A 
adequate system for accounting 
for and controlling receipt and 
expenditures of project funds 
(dollars or local currency 
generated therefrom)? 

B. FUNDING CRITERIA FOR PROJECT B. FUNDING CRITERIA FOR PROJECT 

Development Assistance Project 1. Development Assistance Project 
Criteria. Criteria. 

a. FAA Sec. 102(b), 111, 113, a. FAA Sec. 102(b), 111, 113, 
281(a). Extent to which activity 281(a 
will (a) effectively involve the 
poor in development, by extending The Project's main focus is on 
access to economy at local level, small and medium producers in 

increasing labor-intensive the rural areas. The Project 

production and the use of will greatly increa..e small 

appropriate technology, spreading farmer production and rural 

investment out from cities to employment opportunities. The 
small towns and rural areas, and intermediaries for this project 

insuring wide participation of will be cooperatives and producer 

the poor in the benefits of associations. The greatest self

development on a sustained basis, help for this country will be the 

using the appropriate U.S. stimulation of the private sector. 

institutions; (b) help develop The activities will increase 

cooperatives, especially by women's participation in the 

technical assistance, to assist national economy. 

rural and urban poor to help 
themselves toward a better life, 
and otherwise encourage 
democratic private and local 
governmental institutions; (c) 
support the self-help efforts of 
developing countries; (d) promote 
the participation of women in the 
national economies of developing 
countries and the improvement of 
women's status; and (e) utilize 
and encourage regional 
cooperation by developing 
countries? 
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b. FAA Sec. 103, 103A, 104, 105, b. FAA Sec. 103, 103A, 104, 105,
 
106. Does the project fit the 106.
 
criteria for the type of funds
 
(functional account) being used? Yes, 103, lO3A, 106
 

c. FAA Sec. 107. Is emphasis on c. FAA Sec. 107.
 
use of appropriate technology
 
(relatively smaller, cost-saving, Yes
 
labor-using technologies that are
 
generally most appropriate for
 
the small farms, small
 
businesses, and small incomes of
 
the poor)?
 

d. FAA Sec. 110(a). Will the d. FAA Sec. 110(a).
 
recipient country provide at
 
least 25% of the costs of the Yes. At least 25% of the
 
program, project, or activit) project costs.
 
with respect to which the
 
assistance is to be furnished (or
 
is the latter cost-sharing
 
requirement being waived for a
 
"relaLively least developed"
 

country)?
 

e. FAA Sec. 110(b). Will grant e. FAA Sec. 110(b).
 
capital assistance be disbursed
 
for project over more than 3 No
 
years? If so, has justification
 
satisfactory to Congress been
 
made, and efforts for other
 
financing, or is the recipient
 
country "relatively least
 
developed"? (M.O. 1232.1 defined
 
capital project as "the
 
construction, expansion,
 
equipping or alteration of a
 
physical facility or facilities
 
financed by A.I.D. dollar
 
assistance of not less than
 
$100,000, including related
 
advisory, managerial and training
 
services, and not undertaken as
 
part of a project of a
 
predominantly technical
 
assistance character."
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f. FAA Sec. 122(b). Does the f. FAA Sec. 122(b). 
activity give reasonable promise 
of contributing to the Yes. The Project will increase 

development of economic the productive capacities in 

resources, or to the increase of the manufacturing and agri

productive capacities and cultural sectors. 

self-sustaining economic growth? 

g. FAA Sec. 281(b). Describe g. FAA Sec. 281(b). 
extent to which program The Honduran manufacturing and 
recognizes the particular needs, agricultural sectors have 
desires, and capacities of thepeople of thle country; utilizes agricultr s rsexpressed their desires toto 
the country'; intellectual increase production, exports,

O i cdtherehy invreativ the ir 
resources to encourage 
institutional development; and ilincon. T's iiro Ject utili 

supports civil education and 
training in skills required for 

hu 
ptillal 

rvsttty.L 
r s.lcrt't 

t Vt1ll tV 
toVC io,l, Vl'te. 

effective participation in priwatu sector dlvtIolhienl. 
governmental processes essential 

to self-government. 

2. Development Assii.;tance Project 2. Development Assistance Project 
Criteria (Loans 0-.y Criteria (Loans Only) 

a. FAA Sec. 122(b). Information and a. FAA Sec. 122(b). 
conclusion on capacity of the The Mission has determined that 
country to repay the loan, at a the loan is within the capacity 
reasonable rate of interest. of the GOH to repay. 

b. FAA Sec. 620(d). If assistance b. FAA Sec. 620(d). 
is for any productive enterprise 
which will compete with U.S. The Honduran productive enter
enterprisea, is there an prises will ht compel'ing with 
agreement by the recipient thti r foreign fipolttel-, , id 
country to prevent export to the not with .S. enterprlrses. 
U.S. of more than 20% of the 
enterprise's annual production 
during the life of the loan? 

c. ISDCA of 1981, Sec. 724(c) and c. ISDCA of 1981, Sec. 724(c) and 
(d). If for Nicaragua, does the (d). 
loan agreement require that the 
funds be used to the maximum N/A 

/
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extent possible for the private 
sector? Does the project provide 

for monitoring under FAA Sec. 

624(g)? 

3. Economic Support Fund Project Criteria 3. Economic Support Fund Project Criteria 

a. FAA Sec. 531(a). Will this 
assistance promote economic or 
political stability? To the 
extent possible, does it reflect 
the policy directions of FAA 
Section 102? 

a. FAA Sec. 531(a). 

N/A 

b. FAA Sec. 531(c). Will assistance 
under this chapter be used for 
military, or paramilitary 
activities? 

b. FAA Sec. 531(c). 

N/A 

c. FAA Sec. 534. Will ESF funds be 
used to finance the construction 
of the operation or maintenance 
of, or the surplying of fuel for, 
a nuclear facility? If so, has 
the President certified that such 
use of funds is indispensable to 
nonproliferation objectives? 

c. FAA Sec. 534. 

N/A 

d. FAA Sec. 609. If commodities are 
to be granted so that sale 
proceeds will accrue to the 
recipient country, have Special 
Account (counterpart) 
arranguments been made? 

d. FAA Sec. 609. 

N/A 



5C(3) - STANDARD ITEM CHECKLIST 

Listed below are the statutory items which 
normally will be covered routinely in 
those provisions of an assistance 
agreement dealing with its implementation, 
or covered in the agreement by imposing 
limits on certain uses of funds. 

These items are arranged under the general 
headings of (A) Procurement, (B)
 
Construction, and (C) Other Restrictions.
 

A. 	PROCUREMENT 


1. 	 FAA Sec. 602. Are there 

arrangements to permit U.S. small
 
business to participate equitably 

in the furnishing of commodities 

and services financed?
 

2. 	 FAA Sec. 604(a). Will all 

procurement be from the U.S.
 
except as otherwise determined by 

the President or under delegation
 
from him?
 

3. 	 FAA Sec. 604(d). If the 

cooperating country discriminates
 
against marine insurance 

companies authorized to do 

business in the U.S., will
 
commodities be insured in the
 
United States against marine risk
 
with such a company?
 

4. 	 FAA Sec. 604(e); ISDCA of 1980 

Sec. /05(a). If offshore 

procurement of agricultural
 
commodity or product is to be 

financed, is there provision 

against such procurement when the 
domestic price of such commodity
 
is less than parity? (Exception
 
where commodity financed could
 
not reasonably be pLocured in
 
U.S.)
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A. 	PROCUREMENT
 

1. 	 FAA Sec. 602.
 

Yes, normal A.I.D. procedures
 
will be followed.
 

2. 	 FAA Sec. 604(a).
 

Yes
 

3. 	 FAA Sec. 604(d).
 

Honduras does not practice such
 
discrimination.
 

4. 	 FAA Sec. 604(e); ISDCA of 1980
 
Sec. 705(a).
 

No offshore procurement of agri
cultural commodities or products
 
are 	contemplated. 



AN1NEX C
 
Page 17 of 20
 

5. 	 FAA Sec. 604(g). Will 

construction or engineering
 
services be procured from firms 

of countries otherwise eligible 


under Code 941, but which have 

attained a competitive capability
 
in international markets in one
 
or more of these areas?
 

6. 	 FAA Sec. 603. Is the shipping 

excluded from compliance with
 
requirements in section 901(b) of 

the Herchant Marine Act of 1936, 


as amended, that at least 50 per
 
centum of the gross tonnage of
 
commodities (computed separately
 
for dry bulk carriers, dry cargo
 
liners, and tankers) financed
 
shall be transported on privately
 
owned U.S. flag commercial
 
vessels to the extent that such
 
vessels are available at fair and
 
reasonable rates?
 

7. 	 FAA Sec. 621. If technical 

assistance is financed, will such
 
assistance be furnished by 

private enterprise on a contract
 
basis to the fullest extent 

practicable? If the facilities 

of other Federal agencies will be 


utilized, are they particularly
 
suitable, not competitive with
 
private enterprise, and made
 
available without undue
 
interference with domestic
 
programs?
 

8. 	 International Air Transport. 

Fair Competitive Practices Act_, 

1974. If air transportation of 

persons or property is financed
 
on grant basis, will U.S. 

carriers be used to the extent
 
such service is available?
 

5. 	 FAA Sec. 604(g).
 

No major construction or engi
neering activities are contem
plated.
 

6. 	 FAA Sec. 603.
 

Shipping is not excluded from
 
these requirements.
 

7. 	 FAA Sec. 621.
 

(a) 	Yes
 

(b) 	The Project will not utilize
 
the facilities of other
 
Federal Agencies.
 

8. 	 International Air Transport.
 
Fair Competitive Practices Act,
 
1974.
 

Yes
 



9. FY 1982 Appropriation Act Sec. 

504. If the U.S. Government is a 

party to a contract for
 
procurement, does the contract 

contain a provision authorizing
 
termination of such contract for
 
the convenience of the United
 
States?
 

B. Construction 


I. 	 FAA Sec. 601(d). If capital 

(e.g., construction) project, 

will U.S. engineering and
 
professional services be used?
 

2. 	 FAA Sec. 611(c). If contracts 

for construction are to be
 
financed, will they be let on a 

competitive basis to maximum
 

extent practicable?
 

3. 	 FAA Sec. 620(k). If for 

construction of productive
 
enterprise, will aggregate value 

of assistance to be furnished by
 
the U.S. not exceed $100 million
 
(except for productive
 
enterprises in Egypt that were
 
described in the CP)?
 

C. Other Restrictions 


1. FAA Sec. 122(b). If development 

loan, is interest rate at least
 

2% per annum during grace period 


and at least 3% per annum
 
thereafter?
 

2. 	 FAA Sec. 301(d). If fund is 

established solely by U.S.
 
contributions and administered by 


an international organization,
 
does Comptroller General have
 
audit rights?
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9. 	 FY 1982 Appropriation Act Sec.
 
504.
 

Yes
 

B. 	Construction
 

1. 	 FAA Sec. 601(d).
 
N/A
 

2. 	 FAA Sec. 611(c).
 

N/A
 

3. 	 FAA Sec. 620(k).
 

N/A
 

C. 	Other Restrictions
 

1. 	 FAA Sec. 122(b).
 

Yes
 

2. 	 FAA Sec. 301(d).
 

N/A
 

,[ 
N 
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3. FAA Sec. 620(h). Do arrangements 3. FAA Sec. 620(h). 

exists to insure that United 

States foreign aid is not used in Yes 

a manner which, contrary to the 
best interests of the United 

States, promotes or assists the 

foreign aid projects or 
activities of the CommunisL-bloc 

countries? 

4. Will arrangements preclude use of 4. 
financing: 

a. FAA Sec. 104(f); FY 1982 a. FAA Sec. 104(f); FY 1982 

Appropriation Act Sec. 525: (1) Appropriation Act Sec. 525: 
To pay for performance of 
abortions as a method of family Arrangements preclude use of 

planning or to motivate or coerce funds for this purpose. 

persons to practice abortions; 
(2) to pay for performance of 
involuntary sterilization as a 
method of family planning, or to 
coerce or provide financial 
incentive to any person to 
undergo sterilization; (3) to pay 
for any biomedical research which 

relates, in whole or part, to 
methods or the performance of 

abortions or involuntary 
sterilization as a means of 
family planning; (4) to lobby for 
abortion? 

b. FAA Sec. 620(g). To b. FAA Sec. 620(g). 
compensate owners for 
expropriated nationalized Arrangt mtnts preclude use 

property? of funds for this purpose. 

c. FAA Sec. 660. To provide c. FAA Sec. 660. 
training or advice or provide any 
financial support for police, Arrangements preclude use 

prisons, or other law enforcement of funds for this purpose. 

forces, except for narcotics 

programs? 

d. FAA Sec. 662. For CIA d. FAA Sec. 662. 

activities? 
Arrangements preclude use 
of funds for this purpose. 
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e. FAA Sec. 636(i). For 
purchase, sale, long-term lease, 
exchange or guaranty of the sale 
of motor vehicles manufactured 
outside the U.S., unless a waiver 
is obtained? 

e. FAA Sec. 636(i). 

Arrangements preclude use 
of funds for this purpose. 

f. FY 1982 Appropriation Act. 
Sec. 503. To pay pensions, 
annuities, retirement pay, or 
adjusted service compensation for 
military personnel? 

f. FY 1982 Appropriation Act. 
Sec. 503. 

Arrangements preclude use 
of funds for this purpose. 

g. FY 1982 Appropriation Act, 
Sec. 505. To pay U.N. 
assessments arrearage or dues? 

h. FY 1982 Appropriation Act, 
Sec. 506. To carry out 
provisions of FAA section 209(d) 
(Transfer of FAA funds to 
multilateral organizations for 
lending)? 

g. FY 1982 Appropriation Act, 
Sec. 505. 
Arrangements preclude use 
of funds for this purpose. 
h. FY 1982 Appropriation Act, 
Sec. 506. 

Arrangement preclAide use 
of funds for this purpose. 

i. FY 1982 Appropriation Act, 
Sec. 510. To finance the export 
oT nuclear equipment, fuel, or 
technology or to train foreign 
nationals in nuclear fields? 

i. FY 1982 Appropriation Act, 
Sec. 510. 

Arrangements preclude use 
of funds for this purpose. 

J. FY 1982 Appropriation Act, 
Sec. 511. Will assiance be 
provided for the purpose of 
aiding the efforts of the 

government of such country to 
represr, the legitimate rights of 
the population of such country 
contrary to the Universal 
Declaration of Human Rights? 

.J. FY 1982 Approprintion Act, 
Sec. 511. 

Arrangeni(:its prLcICde use 

of funds for this purpose. 

k. FY 1982 Apropriation Act, 

Sec. 515. To be used for 
publicity or propaganda purpose±s 

within U.S. not authorized by 

Congress? 

k. FY 1982 Appropriation Act, 

Sec. 515. 

Arrangements preclude use 

Of funds For this purpose. 
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CERTIFICATION PURSUANT TO_611(e) OF THE 

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Anthony J. Cauterucci, the principal officer of the Agency for 
International Development in Honduras, having taken into account'
 

among other factors, the maintenance and utilization of projects in
 

Honduras previously financed or assisted by the United States, do
 

hereby certify that, in my Judgement, Honduras has both the 

financial capability and human resources capability to effectively
 

maintain and utilize the Project: EXPORT DEVELOPMENT AND SERVICES.
 

[.Ji-C-uteruc-c. 

Mi .fvirect or, USAID/Honduras 

Date: August 6, 1984
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DRAFT
 

PROJECT AUTHORIZATIO1N
 

Name of Country: Honduras 

Name of Project: Export Development and Services
 

Number of Project.: 522-0207 

Number of Loan: 522

1. Pursuant to Sections 103 and 106 of the Foreign Assistance Act of 1961, 
as amended, I "ereby authorize the Export Development and Services project for 
Honduras (the "Cooperating Country"), involving planned obligations of not to 
exceed Sixteen Million United States Dollars ($16,000,000) in loan funds 

("Loan") and Six Million United States Dollars ($6,000,000) in grant funds 
("Grant") over a five-year period from the date of authorization, subject to 
the availability of funds in accordance with the A.I.D. OYB/allotment process, 
to help in financing foreign exchange and local currency costs for the 
project. The planned life of the project is five years from the date of 

initial obligation.
 

2. The project ("Project") will increase non-traditional exports from
 

Honduras by developing simultaneously a policy environment that favors
 

exports; the institutional capacity of the private sector to provide needed
 
services to exporters; production and marketing of specific export products;
 
and financial services needed by exporters.
 

3. The Project Agreement which may be negotiated and executed by the officer.
 
to whom such authority is delegated in accordance with A.I.D. regulations and
 
Delegations of Authority shall be subject to the following essential terms,
 

covenants, and major conditions, together with such other terms and conditions
 

as A.I.D. may deem appropriate.
 

a. Interest Rate and Terms of Reament _Loan) 

The Government of Honduras (GOH) shall repay the Loan to A.I.D. in U.S.
 
Dollars within forty (40) years from the date of first disbursement of
 
the Loan, including a grace period of not to exceed ten (10) years. The
 

Cooperating Country shall pay to A.I.D. in U.S. Dollars interest from the 
date of first disbursement of the Loan at the rate of (i) two percent 
(2%) per annum during the first ten (10) years, and (ii) three percent 
(3%) per annum thereafter, on the outstanding disbursed balance of the
 
Loan and on any due and unpaid intereet accrued thereon. 
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b. Source and Orginof Commodities, Nationality oi Services (Loan) 

Commodities financed by A.L.D. under the Loan shall have their source and
 
origin in countries wnich are members of the Central American Common
 

Market or in countries included in A.I.D. Geographic Code 941, except as
 

A.I.D. may otherwise agree in writing. Except for ocean shipping, the
 
suppliers of commodities or services shall have countries which are
 

members of the Central American Common Market or countries included in
 
A.I.D. Geographic Code 941 as their p],ce of nationality, except as
 

A.I.D. may otherwise agree in writing. Noean shipping financed by A.I.D.
 
under the Loan shall be financed only on flag vessels of countries which
 

are members of the Central American Common Market or countries included
 
in A.I.D. Geographic Code 941, except as A.I.D. may otherwise agree in
 
writ ing.
 

Ond Commoditles,c. Source rigin of Nationality of Services (Grant.) 

Commodities financed by A.I.D. under the Grant shall have their source
 
and origin in countries which are members of the Central American Common
 
Market or in the United SLates, except as A.I.D. may otherwise agree in
 
writing. Except for ocean shipping, the suppliers uf commodities or
 
services shall have countries which are members of the Central American
 
Common Market or the United States as their place of nationality, except
 
as A.I.D. may otherwise agree in writing. Ocean shipping financed by
 
A.I.D. under the Grant shall be financed only on flag vessels of the
 
United States, except as A.I.D, may otherwise agree in writing.
 

d. Condition Precedent to Disbursement
 

Prior to any disbursement or to the issuance of commitment ducumentation 
pursuant to which disbursement will be made, the Cooperating Country 
shall, except as A.I.D. may otherwise agree in writing, enact the 
Temporary Import Law which provides incentives for the establishment or 
expansion of non-tralitional export activities. 

e. Condit ion Pecedent to lisbtysement _exept for Techni-al Assistance 

Prior to any disbursement of the assistance, or to the iseJuance of 
documentation pursuant to which disbursement will be made, except for
 
Technical Assistance, the Cooperating Country and A.I.D. shall sign a
 
Trust Fund agreement which governs the use of A.I.D.-financed credit
 
resources for financing of imported goods needed in the production of
 
non-tiaditional exports, and the Central Bank shall issue regulations
 
governing the use of Trust Fund resources.
 

f. Condition Precedent to Disbursement for the Policy and Promotion and
 
Labor-Intensive Industries Activities, except for Technical Assistance
 

Prior to the first disbursement of the assistance, or to the issuance of 
documentation pursuant to which disbursement will be made for the Policy 
a1Ld Promotion and Labor-Intensive Industries Activities, except for 
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Technical Assistance, the GO1L shall approve the implementing regulations
 
for the legislation referred to in d. above and for the Export Incentives
 
Law of 1983.
 

g. Condition Precedent 'o Di bursement for Assistance to FIDE and
 
FEPROEXAH
 

Prior to the first disbursement of the assistance, or to the issuance of
 

documentation pursuant to whicu disbursement will be made, for FIDE and
 
FEROEXA11, the GO1L shall cause FIDE and FEPROEXAH to submit to A.I.D.
 

policy decisions with regard to the membership fees and services charges
 
which have been approved by the Boards of Directors of FIDE and FEPROEXA11. 

h. Spec'aIn Covenant 

The GOlf sial1 covenant tIhIt, unless A.I.D. ot herwise agrees in writing, 

it will car y oul a study to examine theI lgal basis requited to piovide 
free zone status for existing and new industrial parks whose primary 

function is to accommodate assembly industries. The study will examine
 

the feasibility of extending current free zone status to new parks, 
including the overall effect on the economy. The conclusions of the
 

study will be presented to the appropriate governmental institutions for
 
their consideration.
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Detailed Institutional Analysis
 

This Annex describes the goals, objectives, organization, and services
 
provided by each of the participating institutions, and analyzes the
 
institutional capability of each of them.
 

I. Entrepreneurial Research and Development Foundation (FIDE)
 

A. FIDE's Objectives
 

FIDE is a private sector institution whose founding members are the following
 
organizations: National Industrialist Association (ANDI), National
 
Association of Honduran Exporters (ANEXHON), Honduran-American Chamber of
 
Commerce (11amCham), and Association of Managers and Entrepreneurs of Honduras
 
(GEMAH). FIDE was conceived to serve as the technical support arm of the
 
founding members. FIDE's objectives include:
 

--to contribute to the creation and strengthening of a policy and economic
 
environment conducive to the expansion and diversification of the country's
 
productive base;
 

--to offer direct technical services to business firms geared to improving
 
their productive efficiency, increasing their volumes of production, and
 
raising the competitive levels of their products; and
 

--to assist the firms in the marketing of their products, particularly in
 
the international markets.
 

Prior to the establishment of FIDE, Honduras did not have a single institution
 
in the public or private sector that was capable of performing the functions
 
that FIDE has set out to do. In June 1984, A.I.D. provided initial bridge
 
financing to FIDE in the amount of L950,000 to cover start-up costs of
 
installation, organization, and operations during its first year. FIDE has
 
been working to develop solid institutional and operating foundations on which
 
to base the expansion and coverage of its services on behalf of Honduran
 
business firms, and to pursue and cortribute to national development goals in
 
subsequent years. FIDE is expected to be one of the key implementing
 
organizations for the Export Development and Services Project.
 

FIDE's strategy In its first year of operations, with bridge financing from
 
A.I.D., has been to select a relatively small group of enterprises in
 
woodworking, agroindustry, and assembly, whose products are market ready but
 
who lack the marketing know-how to sell successfully, or whose products are
 
capable of being adapted to meet market specifications relatively easily. At
 
the outset, FIDE is concentrating its efforts on a
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small group of enterprises, offering them market information, technical
 
assistance, and guidance to take advantage of the business opportunities
 
identified for them. FIDE is working with selected entepreneurs as part of
 
its pilot effort to gain experience in selecting potential exporters and
 
providing them .ith the necessary assistance to get their products Into the
 
e-port market. During this initial phase, FIDE is determining in more detail
 
what specific services are needed and how to provide them. Once FIDE has
 
established its track record, it will expand the universe of exporting firms
 
by identifying export and investment opportunities and giving wide
 
distribution to that information among the local and foreign business
 
comm..Ity, through its information network, seminars, and publications program.
 

B. FIDE's Activities
 

In order to achieve its objectives, FIDE will undertake several activities
 
within the following four major areas of work: First, in the area of research
 
and studies, FIDE will identify and assess the economic, technical and legal
 
factors that hinder the development of private sector productive units and
 
will propose the changes and/or measures to overcome them. Second, in the
 
area of information and publications, FIDE will collect, produce, and
 
distribute information about export and investment opportunities to
 
individuals, firms, investors, and private and public sector organizations,
 
both locally and abroad. A third area of work for FIDE will be in the
 
provision of technical assistance in production, finance, P-d management to
 
business firms and private sector organizations in order to improve or
 
increase production, productivity a'.d profitability. The fourth and last area
 
in which FIDE willi concentrate its efforts will be in the area of
 
communications, business facilitation and promotion; ft will establish a
 
network of linkc between local and foreign individuals, business firms and
 
private sector organizations, and with government agencies, in order to
 
encourage expoits and investments. FIDE's activities in these four areas will
 
be directed mainly to industrial, agroindustrial, and service-providing firms
 
that are capable or have the potential to export on a competitive basis.
 

These activities are described i-t more detail below.
 

1. Research and Studies
 

Objective: Identify and assess the economic, technical, and legal
 
factors that hinder the development of private sector productive units and to
 
propose the changes and/or measures to overcome them.
 

a. Position Papers
 

FIDE staff will undertake the preparation of position papers of immediate and
 
practical use for the business firms and private sector associations of
 
Honduras. The position papers will cover subjects such as: legal and
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bureaucratic impediments to exports; ways to improve tile effective use of the
 
drawback system; use of tariff structures as an economic policy instrument;
 
effective use oi fiscal and financial production incentives; restrictions to
 
imports. Final selection of the specific subjects will be made by FIDE's
 
Board and Executive Secretary in view of most pressing needs of the Honduran
 
private sector. These position papers will define the current situation in
 
Honduras, identify factors which hinder the development of the private sector
 
productive units, and recommend specific measures, actions and strategies to
 
tackle those problems. The recommendations will be submitted by FIDE to its
 
founding member organizations. They, in turn, will lobby and negotiate with
 
the Government of Honduras for implementation of the recommendations. It is
 
anticipated that such action will help create an economic and business policy
 
environment coud,i.ve to increasing exports and productive investments.
 

b. Opportunity Studies
 

The second major activity in this category will be to conduct opporLuniry
 
studies for business investment and exports. At present, FIDE staff are
 
drawing upon the private sector survey work that was conducted during tile
 
development phase of A.I.D.'s Export Development and Services Project. These
 
studies identified specific product development opportunities in product areas
 
such as wood manufactures, ladies apparel, agroindustry, and mineral
 
products. FIDE will elaborate on the findings of these studies and prepare
 
materials for publication and distribution among potential investors and
 
buyers of Honduran products identified in these studies.
 

c. Out-of-Country Study
 

A third vehicle for research and study is the examination of other countries
 
that have stimulated economic growth through increased exports and
 
investments. Possible countries of study are Kotea, Taiwan, and Singapore in
 
Asia; Colombia, Costa Rica, and Jamaica in Latin America and the Caribbean;
 
and Ireland, which has a successful Institutional operation similar to FIDE.
 
This activity is viewed as an imports:nt mechanism for staff training.
 

2. Information and Publicatione
 

Objective: Collect, produce, and distribute information about
 
export and investment opportunities to Individuals, firrus, investors, private
 
and public sector organizations.
 

a. Computerized Information System
 

FIDE will establish a daia bank offering information of a general and specific
 
nature on the economic, social and legal conditions in the country, including
 
production and trade figures, labor statistics, GOH laws and regulations,
 
etc., as well as information on the major current economic, investment and
 

http:coud,i.ve
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The bank will also maintain an
trade trends in the international market. 


updated list of investment opportunity projects, potential investors, export
 

products and commercial demands from the international market. This Is
 

an opportunity to provide
considered a high priority activity, giving FIDE 


quick and immediate services to the private sector.
 

With A.I.D. bridge financing, FIDE will have procured and installed a computer
 

terminal and will have gained access to information networks, such as the
 

C/CAA network, OPIC, CARINET, the Agribusiness Council, and/or the U.S.
 

FIDE will charge a users' fee to members and outsiders
Chambers of Commerce. 

alike.
 

b. Reference Library
 

FluE will establish a library of reference materials to complement the data
 
the The .s Register
bank. The reference library will include items such as 


and Dunn and Bradstreet; general business periodicals; specialized
 

field of technology transfer, transportation, packaging,
publications in the 

trade and investment.
and quality control; and select books on the subject of 


c. FIDE Newsletter
 

During its first year, FIDE will publish and distributn a monthly newsletter
 

to its membership and other subscribers for a nominal fee. It will cover
 

information on major international and local events in exporting and
 

Investment; reproduce Information of practical use gathered through its data
 

bank; and report on the activities and Gervices performed by FIDE.
 

To assist its membership campaign, the first newsletters will be of a more
 

general nature, promoting the objectives and activities of FIDE. Bridge
 

financing will cover the costs of design, printing, and distribution.
 

d. Promotional Packets
 

The last major activity under this category is the design and production of
 

They will contain
information packets promoting investments in Honduras. 


general economic and social information regarding Honduras with different
 

inserts describing particular product groups and/or Investment projects.
 

These packets will be used to attract foreign investors, and primary
 

distribution points will be trade fairs, conferences, and business trips.
 

Product group inserts will be prepared and printed as the different
 

opportunltj7 studies (described under the research and studies category) are
 

completed.
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3. Business Assistance
 

Objective: Provide technical assistance on production, finance,
 

and management to business firms and private sector organizations in order to
 

improve and/or increase productivity and profitability.
 

a. Business Assessments
 

At the core of the business assistance program is the in-depth analysis of
 

individual firms, assessing the major constraints they face in improving
 

production and successfully exporting. These assessments will build on the
 

initial surveys of the private sector done by AID in preparation of the Export
 

Development and Services Project. The information gathered on each firm will
 

become basic data for overall design of a technical assistance program for
 

local entrepreneurs. FIDE's technical staff will perform some of these
 

in other cases they will contract short-term consultants to
analyses, but 

augment their efforts.
 

b. TechnLcal Assistance 

Based on those assessments, FIDE staff will design technical assistance
 

packages tailored to the needs of individual firms. FIDE also will maintain a
 

list of potential technical assistance sources primarily in the areas of
 
It is expected that
production, finance, and marketing, which firms can tap. 


firms will eventually cover the full cost of this technical assistance;
 

however, a small amount of funds has been earmarked to help defray the initial
 

costs of technical assistance primarily to small businesses. FIDU will
 

develop a technicn] assistance contracting system that will be offered to
 

firms in need of special technical services from foreign consulting firms.
 

This will be an additional source of revenue for FIDE as the contracting
 

service wilL be offered on a fee basis.
 

c. Seminar Series
 

Another direct service to businesses and entreprzneurs will be the provision
 

of seminars related to the substantive concerns of the private sector and
 

Vf[I)I's objectives.
 

Two different types of seminars will be offered. The first type will be a
 

series of one and two-day sessions about the Caribbean Basin Initiative
 

(CBI). The purpose will be to raise the level of awareness in the Honduran
 

private sector about the potential benefits of the CBI. Initially, FIDE will
 

cover general CBI legislation and regulations, incentives and policy
 

conditions. Subsequently, it will organize the seminars by product line group
 

(e.g. textiles, wood, etc.) so that more specialized information on marketing
 

requirements can be discussed. A secondary benefit of this series will be to
 

facilitate networking, discussion and the assessment of needs among
 

entrepreneurs of common endeavors.
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The second type of seminars to be sponsored by FIDE are longer-term and skills
 

oriented. FIDE will co-sponsor one 12-day seminar in export management.
 

Plans for this activity are already being made by INCAE.
 

4. Business Promotion
 

Objective: Establish a network of links and contacts between
 

local and foreign individuals, business firms and private sector
 

organizations, with the purpose of encouraging exports and investments.
 

a. Business Information Networks
 

The computerized Information System described earlier will be central to
 

establishing networks between Honduran and foreign entrepreneurs and firms.
 

The wealth of information to be derived through this system will be offered to
 

interested members or other potential users on an individual fee basis.
 

Individuals will use the FIDE facility for the purpose of obtaining or
 

responding quickly to market opportunities, or to establish contacts with
 

potential investors seeking opportunities in Honduras. Information gathered
 

through this system which is of general interest to the business community
 

will be used and sold in FIDE's publications.
 

b. Trade Fairs and Conferences
 

FIDE will implement a concrete strategy for promoting Honduran enterprises at
 

trade fairs and conferences abroad. In addition to the promotional packets,
 

described under the information and publications category, FIDE will also act
 

as a liaison for different groups of the private sector to see how to best
 

represent them to their counterpart groups in the cities/regions hosting the
 

conferences. Examples of what might be contained in such a strategy would be
 

a list of Honduran banking needs, invitations to U.S. bankers to visit
 

Honduras, and steps toward production agreements along product lines between
 

industries in the U.S. and Honduras.
 

c. Other Promotional Activities
 

From time to time, FIDE sponsors the visits of an exceptional resource persons
 

to Honduras. An example is Mr. Steve Sugarman, a U.S. businessman, who
 

occasionally offers his assistance in export development on a travel and per
 

diem basis. Plans are being made to bring Mr. Sugarman to Honduras for a
 

two-day brainstorming session with representatives of the public and private
 

sectors. Opportunities like this are frequently picked up by FIDE.
 

C. FIDE Instituional Capability
 

FIDE is a new organization and its capability to play the role described here
 

will be developed during Project implementation. FIDE has strong executive
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leadership, a lean organizational structure, and careful]v selected
 
personnel. It will receive a strong dose of outside assistance that will help
 
it to develop its capability. The financing provided through the Project
 
should enable it to effectively carrying out its role. Its effectiveness will
 
be assessed in an evaluation during the second year of Project implementation,
 
and any needed adjustments to its operating structure, personnel, or financing
 
will be identified and acted on at that time.
 

The task of FIDE is an ambitious one and the institution will need to develop
 

its capability over a period of several years. It is anticipated that
 
membership and services will expand steadily during the next five years.
 

1. Governing Structure
 

The governing structure will be composed of an Assembly of Governors, and a
 

Board of Directors. In order to assure continuity, the Assembly of Governors
 
will be formed by two representatives of each of the four founding
 
associations; it will be later expanded to include other Special or General
 

members 3f FIDE. The Assembly will be responsible for determining the overall
 
direction of the Fo.,ndation, approving the work plans and annual budget, and
 
naming representatives to the Board of Directors.
 

The Board of Directors will. be composed of six representatives from the
 
Assembly of Governors, four Special members, and two General members. Major
 
responsibilities of the Board will be to approve the work program and budget
 

of the Foundation and supervise their implementation, to make final decisions
 
on hiring foreign personnel, and to nominate individuals or firms for special
 
and honorary memberships.
 

As the Chief Executive Officer, the Executive Secretary will be the formal
 

link between the staff and governir structure. The Executive Secretary will
 
receive strategy guidance from the lard of Directors, submit work plans for
 

their approval, and report esoential findings from FIDE's technical studies.
 

At the outset, FIDE will be governed by a Provisional Board of Directors. Once
 
half of the first year membership is acquired, the Provisional Board will
 

begin the transition into the permanent governing structure defined in the
 
By-Laws.
 

In devising a course of action for the first year of FlDE'. operations, the
 
Provisional Board considered such factors as: phased staffing to assure a
 
balanced approach and integration of activities and focus; identification of
 

the cpntral elements of its technical infrastructure; and activities which
 
would address a multiplicity of objectives simultaneously. This latter point
 
was fv,'ther defined into a set of criteria for determining priorities.
 

K
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Initial activities will:
 

- contribute to institutional development efforts, i.e. focus on
 

visibility, networking, and acquiring memberships.
 

- contribute to formation of a technical base for providing range of
 

services in future years.
 

- provide professional training opportunities to the new staff.
 

- be feasible in terms of staff, time, and available technical
 
expertise.
 

- be attractive to new and potential supporters.
 

2. Staffing
 

The strategy for FIDE's institutional development has been to design an
 

organizational structure and modus operandi which could respond to a variety
 

and growing nu, ber of needd in the private sector without substantial
 

increases in staff. i'IDE will serve as the technical arm in the promotion and
 

development of the private sector. The founding members envision FIDE as a
 

conduit of information and services for business entrepreneurs and
 

associations, and a channel of communications and networking between
 

businesses, and between business and government. The use of computer
 

technology, particularly in information collection and market analysis, is
 

viewed as one of the keys. FIDE will operate with a small staff composed of
 

the following:
 

- Executive Secretary
 
- Technical Director
 
- Industrial Engineer
 
- Business Administration Expert
 
- Information and Communication Specialist
 

- Librarian
 
- Office Manager
 
- Accountant/Bookkeeper
 
- 2 Bilingual Secretaries
 
- Driver/Messenger
 

It will also contract the part-time services of a legal counsel and auditor,
 

and other technical expertise on a case-by-case basis as short-term assistance
 

for specialized and specific technical work.
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3. Membership
 

Acquiring members is a main institutional development activity during the
 

first few years of FIDE's existence. The provisional board has undertaken a
 
membership campaign, which is described below. It will be the Executive
 
Secretary's direct responsibility to implement the campaign with assistance
 
from the founding members. The two main thrusts in the initial membership
 
campaign will be personal contacts and activities of high visibility.
 

Several aspects of the membership campaign and a schedule of actions will be
 

defined by the Provisional Board and Executive SeL tary during the early
 
months of operations. Further definition is needed of the membership
 
categories outlined in the By-laws: founding members, special members (i.e.
 
those making a significant contribution to FIDE), general members, and
 
honorary members. Also, a tentative list of potential members nee s to be
 
prepared, selection criteria needs to be determined, and an Executive
 
Coininttee formed for applicant review and approval. 

By 1989, it is projected that FIDE can reasonably target 225 members. For the
 
first year a target of 45 paying members has been set. Projections for the
 
first five years follow.
 

FIDE Membership Projections
 

Year 1 2 3 4 5 
Type Member 

1. Founders 4 4 4 4 4 

2. General
 
a. Firms 15 35 50 70 90
 

b. Person 15 35 60 84 109
 

3. Special
 
a. Large Firms 4 5 7 7 7 
h. Banks 4 6 8 8 8 
c. Savings & Loan 1 2 2 2 2
 
d. Other Institutions 2 3 4 5 5
 

T 0 T A L 45 90 135 180 225
 

Additionally, several non-paying memberships identified as honorary will be
 
awarded to individuals from the Honduran private sector or from abroad, whose
 
inclusion in FIDE's membership list could facilitate its work.
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4. Executive Committee Formation
 

FIDE's technical assistance programs will be planned and implemented through
 

the work of specific task-oriented Executive Committees, formed with the
 
participation of knowledgeable member firms or individuals, selected and
 
appointed to the Committees by the Board on the basis of their potential
 
contributions to the work assigned to the Committee. FIDE's staff will
 
provide all the administrative and technical support to the work of the
 
Executive Committees. The Board of Directors will be responsible for the
 

creation of appropriate Executive Committees. Certain committees will be
 
long-standing and formed around key administrative functions such as financ

and membership. Also, a long-standing agribusiness development committee is
 
envisioned to coordinate efforts with FEPROEXAH. Others will be of varying
 
duration, formed to support specific substant!ve activities such as trade
 
fairs or conferences, position papers, and the identification of clients in
 
specific product line groups.
 

The committee system will enable the staff to benefit from the varied
 

expertise contained in the membership. Additionally, it will provide a
 
mechanism fer volunteer Lime and contributions to the work of the Foundation.
 

5. Technical AssisLance to FIDE Staff
 

A.I.D.'s Export Development and Services Project provides extensive financing
 

for technical assistance and training to FIDE and Honduran businesses in
 
export development to complement the activities undertaken in the first year
 
under bridge financing. During the first year, the emphasis of technical
 
assistance and training to FIDE staff will be on organizational development
 
needs. In addition, the A.I.D. contracted services provided for the
 
development of the Export Development and Services Project will be of direct
 
benefit to FIDE's initial year of operations. It is expected that a major
 

source of assistance during the first year will be the USAID/H project
 
management efforts. Two private sector advisors in the Private Sector
 
Programs (PSP) Office of USAID/11 have worked intimately with the FIDE founding
 
members since its inception. At least part of one private sector advisor's
 
worktime should be devoted to FIDE in the first year. He/She will work
 

closely with the Executive Secretary in finalizing job descriptions and hiring
 
staff, finalizing plans and strategies, coordinating with Export Development
 
and Services Project development efforts and other relevant private sector
 
initiatives.
 

Additionally, more specific and occasional short-term assistance is envisioned
 

in the areas of management development, financial planning, and marketing. A
 
possible source of expertise in these areas is the International Executive
 
Service Corps (IESC), which only requires travel and per diem costs, paid in
 
local currency. Further plans for this technical assistance and tratning will
 
be elaborated by the Executive Secretary, USAID project officers, and the IESC
 
representative in Honduras.
 



Annex F.1
 

Page 11 of 35
 

6. Interinstitutilonal Arrangements
 

Another important aspect of FIDE's institutional development will be to create
 

and maintain cooperative working relationships with relevant public and
 

private sector organizations, domestically and abroad.
 

a. GOH Agencies
 

Several key agencies in the public sector have been identified as important to
 

They are the Ministry of Economy and
the accomplishment of work objectives. 


the Central Bank of Honduras. Both government institutions are sources and
 

recipients of business and economic-related information which will have a
 

bearing on FIDE's work. Together with the Ministry of Finance, they are the
 

key government entities In the process of establishing and/or running business
 

firms in Honduras. Thus, FIDE will need to maintain constant contact with
 

them in order to facilitate business development in the country. The
 

Foundation will maintain a working relationship with those and other
 

government institutions at the technical level but will refrain from assuming
 
a function that
political representation on behalf of its members, as that is 


can be more properly carried out by FIDE's founding members.
 

b. FEPROEXAH
 

The hilsly specialized nature of production and marketing in the agricultural
 

area require a separate set of services to be provided by the Federaci8n de
 

Productores y Exportadores Agropecuarios (FEPROEXAH). The Federation will
 

concentrate on developing agricultuial production for export and jointly with
 

FIDE will develop agroindustrial production for export. The specific roles of
 

FEPROEXAH and FIDE with respect to the development of agroindustrial projects
 

will be agreed on a case-by-case basis. In general, FIDE will provide overall
 

coordination of networking activities and provision of services for all
 

industrial development. FEPROEXAH will be responsible for providing the
 

vertical linkages integrating agricultural production with agroindustrial
 

processing. More specifically, FIDE will refer entrepreneurs interested in
 

agricultural Investments and exports to FEPROEXAH, will share communication
 

channels, reference materials, and technical assistance and information with
 

FEPROEXAII and its member associations.
 

To formalize their working relationship, an inter-institutional agreement will
 

be formulated between FIDE and FEPROEXAH. This agreement will outline the
 

areas and mechanisms of .ooperation. Mechanisms already identified include
 

the formation of an agribusiness executive committee in FIDE; a FEPROEXAH
 

column in FIDE's monthly newsletter; and jointly sponsored seminars and
 

the CBI and export management.
workshops of mutual interest, such as 
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c. International Institutions
 

FIDE will establish linksges with key institutions and networks abroad for the
 

accessing of information, production partners, and technical assisLance. Such
 

institutions include the World Trade Institute, IESC, the Caribbean/Central
 

America Action group (C/CAA), the Chambers of Commerce from different
 

localities, the American Management Associations (AMA), and a whole array of
 

other public and private sector institutions in the U.S. and in other
 

cuuntrieo of Europe and Latin America. Special efforts will be devoted to
 

establishing relationships with the international financial community members,
 

particularly the larg..r banks and their trading and financial arms, as well as
 

with specialized trade and investment offices of the United Nations such as
 

UNIDO and ITC/GATT, and of the Organization of American States (OAS). From
 

the outset, FIDE will open lines of communications with these institutions and
 

organizations trying to develop the basis for an exchange of information,
 

obtain references and design joint technical assistance programs.
 

7. Physical facilities
 

FIDE .,-,ned its offices on July 30, 1984. The By-laws have made provision for
 

the establishment of branch offices, agents, or representatives in other parts
 

of Honduras or abroad, if the development of FIDE's work so requires.
 

D. Target Group
 

1. Client Identification in Honduras
 

FIDE's clients in the domestic market will be identified from a target group
 

consisting of the following: industrial and agroindustrial enterprises, of
 

which there are in the country more than 1,000 on the scale of medium to large
 

size, and nearly 8,000 small firms; the business firms that provide financial,
 

insurance, transportation, and other services to the productive units; and the
 

individuals who are willing and capable of entering into new business ventures.
 

Most of the enterprises in the productive and service sector of the country's
 

economy focus mainly on producing and selling for the domestic market and, to
 

a lesser extent, for the Central American regional market. FIDE will provide
 

services to those firms trying to identify and open new opportunities to
 

expand and improve production through investment and export to foreign
 

markets, mainly the U.S. market.
 

At the outset, FIDE will concentrate its efforts on product groups and
 

producers with the clearest potential for improving their productive
 

efficiency and successfully export in the shortest possible time. The studies
 

which the A.I.D. Mission commissioned in preparation of the Export Development
 

and Servicen Project has identified a group of firms with good export
 

potential. FIDE's technical staff will pursue and follow up the
 

recommendations formulated in those studies directly with the identified
 

firms. Initially, FIDE will work with a relatively small cluster of 10-15
 

firms, providing them with direct business assistance and working with them
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until they are clearly established in the export markets and competitive with
 
other imports. Later on, as FIDE's staff develops its capabilities and gains
 
more experience, the initial list of firms will be expanded to include other
 
potential exporters.
 

FIDE's staff, in close collaboraLion with its founding business associations,
 
will identify additional new firms with export potential during the first
 
year. FIDE will take the market and investment information it generates
 
through its own information network and transform it into business opportunity
 
information that will be passed on to interested firms. Those firms will be
 
selected from a general list of business firms that will be prepared by FIDE
 
from the public business records held by the Chambers of Commerce and also
 
from the membership list of FIDE's founding members.
 

FIDE will reach the larger business community through its publications
 
program. It will mail export and investment opportunity informatioL to the
 
enterprises on the general list of business firms. FIDE will also develop a
 
strategy of direct contacts with business firms, by telephone and through
 
visits to prospective FIDE clients or users of its services. The Executive
 
Secretary and founding members will play key roles in personally contacting
 
and inviting individuals, firms, and institutions to become members and users
 
of FIDE's services. The founding members will be responsible for promoting
 
FIDE in their respective organizations, with follow-up made by the Executive
 
Secretary. Visits will be made to the major Chambers of Commerce in
 
Tegucigalpa, San Pedro Sula, and La Ceiba, the 15 private banks, and savings
 
and loan institutions. The purpose of these visits will be both to solicit
 
members and to establish direct and reciprocal working relationships between
 
these groups and FIDE. Thus, FIDE will become a channel of communication
 
between the banking communities in Honduras and the U.S. during its trips to
 
trade fairs and conferences. FIDE will also organize visits to its offices,
 
thereby giving individuals an opportunity to review the library materials and
 
data bank operations.
 

From the outset, FIDE will let it be known that is interested in compiling
 
lists of new investment/export projects and in assisting its proponents to
 
gather additional required information, locating prospective partners and, in
 
general, to provide business guidance, through FIDE's network of information
 
and contacts in the local business community as well as abroad. FIDE will
 
work to establish its reputation as an institution which could be of concrete
 
and effective use to advance new project ideas. By identifying firms and
 
individuals with new projects, FIDE will encourage such firms to seek its
 
assistance. During the first year of operations, FIDE will develop a detailed
 
strategy to pursue the identification of new business projects and to
 
determine which are most likely to succeed.
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2. Client Identification in the US
 

FIDE will conduct a search in the US market for potential buyers of Honduran
 
products and potential investors in new business ventures in tile country,
 
through a two-pronged strategy. First, FIDE will promote the export products
 
and investment oppotunities of Honduras, through the participation in selected
 
trade fairs and conferences in the US, where special publications, formal
 
presentations, and promotional materials advertising what Honduras has to
 
offer will be distributed and made available to attending American
 
businessman. Second, specially directed effcrts for the promotion of
 
previously identified trading and investment opportunities will be conducted
 
through an individual or consulting firm contracted by FIDE on a retainer
 
basis, to scout interested buyers or potential investors in localized regions
 
of the US. This individual/firm wilL identify the potential US trading or
 
investment partner, and make the initial contact on behalf of Honduran
 
businessman.
 

E. Financial Capacity
 

An important task in FIDE's institutional development will be to develop a
 
plan to ensure its financial viability. This objective will be examined
 
closely during the first operating year. In addition to A.I.D. assistance,
 
FIDE's sources of income are contributions and membership fees, service
 
charges, and a portion of the interest rate spread on A.I.D.-financed creeit
 

to export development. FIDE plans to contract with IESC for a professional
 
with background in business foundation work, to assist FIDE in identifying
 
other potential sources of income.
 

1. Contributions and Membership Fees
 

The four founding associations are contributing L10,O00 each as FIDE's initial
 
capitalization. Contributions of L5,000 each will be sought from large firms
 
and commercial banks. It is hoped that savings and loan and other private
 
sector institutions will contribute L3,000 each. At the outset, annual
 
membership fees charged to companies will be L600 and to individuals L240.
 
The annual income from these sources is estimated to be near L250,000 by the
 
fifth year, as shown below:
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VLDE REVENUE - Contributions + Membership 
(Lps) 

Year 1 2 3 4 

Type Member Fee Fee
 

1. Founding Members 10,000/
 
5,000 40,000 20,000 5,000 20,000 20,000 20,000
 

2. Membership
 
a. Firms 600 9,000 21,000 800 40,000 56,000 72,000
 

b. Persons 240 3,600 8,400 350 21,000 29,400 38,150
 

3. Contributions
 
a. Large Firms 5,000 20,000 25,000 6,000 42,000 42,000 42,000 

b. Banks 5,000 20,000 30,000 6,000 48,000 48,000 48,000 

c. Savings & Loan 3,000 3,000 6,000 4,000 8,000 8,000 8,000 
d. Other 3,000 6,000 9,000 4,000 16,000 20,000 20,000 

Institutions 

T 0 T A L 101,60U 119,400 195,000 223,400 248,150
 

2. Service Charges
 

FIDE will establish a fee structure for the different services it provides.
 
At the outset, services will be offered at a nominal fee, but they will be
 

progressively raised over a five-year period to a price level that covers
 
their full cost and provides sufficient margin to build and expand FIDE's
 
services to its clientele. Revenue generating services will include the
 
following: specialized publications which will be sold as subscriptions or on
 
a price per issue basis; seminars which will be offered on a fee per
 
participant basis; information from the data bank which will be charged on an
 
individual consultation fee basis; assistance to businesses which will be
 
offered on a man/time cost basis; and others such as a contracting service
 
system that FIDE may develojp on behalf of its clientele; or a percentage
 
participation in successful commercial or financial transactions arranged by
 
FIDE, etc. Revenue projections will be prepared during FIDE's first year of
 
operations and a pricing mechanism and marketing system will be developed for
 
FIDE's services over a five-year period. During the first two months of
 
FIDE's operatiot,., its technical staff will prepare a marketing plan,
 
including an initial pricing mechanism for the services offered throughout the
 
first year.
 

3. Interest Rate Spread
 

Under the Support Services Activity, A.I.D.'s Export Development and Services
 
Project will create a Trust Fund to finance exporters' foreign exchange needs,
 

with a part of the Fund's interest rate spread to go to FIDE. In the long
 

run, this will provide a significant and constant source of revenue for FIDE.
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II. Federation of Agricultural Producers and Exporters (FEPROEXAH)
 

Under the Project, FEPROEXAH's principal functions will be to assist
 
individual entrepreneurs to increase exports of agricultural products, form
 

and assist fledgling producers' associations to stimulate exports of specific
 

agricultural products, and to serve as the technical arm of the Honduran
 
private sector in helping it represent agricultural exporters' interests with
 

the GOH. FEPROEXAH's goals, objectives and organization, the services it will
 
provide, and its capability to carry out its role in the project are discussed
 

below.
 

A. FEPROEXAH's Goals, Objectives, and Organization
 

FEPROEXAH is P non-profit commercial organization registered under Honduras
 

Commercial Code. The goal of FEPROEXAH and itu member associations is to
 

improve the socioeconomic well-being of the rural population through
 
profitable agribusiness. This goal will be reached through the following
 
processes: (a) develop and promote food self-reliance as well as the quality
 

and quantity of export commodities; (b) encourage and facilitate investments,
 
both domestic and foreign, in Honduran agribusiness ventures; (c) enhance
 
productivity through cost-effective technological transfer; (d) improve the
 

policy environment; (e) organize the agricultural and agroindustrial private
 

sector; and (f) enc arage innovative entrepreneurial behavior. The Federation
 

held its first general assembly on February 11-12, 1984. A board of directors
 

has been elected. FEPROEXAH's Articles of Incorporation received GOH approval
 

on April 2, 1984.
 

Membership in the Federation is open to small, medium, and large producers,
 

through commodity and regional organizations, agrarian reform and independent
 
cooperatives, and agro-service companies. At present, FEPROEXAH is composed
 
of ten producer associations:
 

Asociacibn de Productores de Cacao (APROCACAO)
 
Asociaci~n de Ganaderos y Agricultores de Sula (AGAS)
 
Asociacibn Nacional de Citricultores de Honduras (ANACIHO)
 
Asociaci~n Nacional de Avicultores de Honduras (ANAVI)
 

Cooperativa de Plataneros Independientes (COCOPLAIN)
 
Asciaci8n Nacional de Porcicultores (ANAPOH)
 
Asuciacibn Nacional de Apicultures (ANAPIH)
 
Asociacin Hondurena de Caneros Independientes (AHCI)
 
Asociacibn de Horticultores, Flores y Afines (AHFAH)
 
Asociacibn Nacional de Bananeros Independientes (AWBI)
 
Asociacibn Naclonal de Tabaqueros Independientes (APROTAVIDI)
 

Asociaci8n Nacional de Productores de Caf6 (APROCAFE)
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B. FEPROEXAH's Services
 

FEPROEXAH's activities will include the following:
 

Institutional Strengthening: The Project will continue to support and
 
strengthen FEPROEXAH. With Project resources, the Federation will expand its
 
operations and services for member associations as well as agroindustrial and
 
agricultural producers, exporters, and investors.
 

Technology Transfer: This activity includes both technical assistance and
 
training. The technical assistance will provide agroexporters with technology
 
transfer. The Project will provide a highly controlled and supervised private
 
sector alternative to GOlI sources of assistance. Three long-term foreign
 
experts and four local specialists (productivity advisors) will supply
 
assistance in cacao, citrus, and vegetables through selected outreach
 
mechanisms. Additionally, the Project will finance up to 95 person/months of
 
short-term technical assistance. The Project will establish the use of
 
mass-media channels for technological transfer, as well as the operating
 
mechanisms required to transfer appropriate technologies successfully
 
researched by the Honduran Agricultural Research Foundation (FHIA) and other
 
research centers. With regard to training, the Federation will sponsor
 
workshops, field days, seminars, overseas and domestic work-study programs,
 
and educational trips in order to transfer know-how in agroexport-related
 
topics to production export aystems. This training will highlight marketing
 
and its requirements--specifically compliance with USDA, APHIS, and FDA
 
regulations and quality and costs controls--as well as on-the-job and hands-on
 
production training programs.
 

Export and Investment Services: The Project will finance highly focused
 
business missions of Honduran agro-exporters as well as U.S. agribusiness
 
investors and importers. Project funds will help provide exporters,
 
producers, and Investors with in-country services which are currently
 
non-existent or of poor quality. It will also establish a systematic approach
 
to search for, attract, and support foreign investors and buyers.
 

Information and Networking: The Project will make use of existing information
 
through operational agreements with other data-collecting institutions,
 
including FIDE. It will develop the production and export information
 
required by its members and, through implementation of a computerized data
 
base, will compile a roster of locally available expertise and experience in
 
production and export.
 

These activities are described in detail below.
 

1. Institutional Support
 

FEPROEXAH will function at several levels. Its Board of Directors, elected
 

from the presidents of FEPROEXAH's member Associations, will be directly
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involved in policy dialogue with both public and private sector policy-making
 

bodies on such topics as agricultural and agroexport legislation and the
 

Impact of the legal framework on financial markets.
 

Through Its presence in the Board of Directors of several other organizations,
 

FEPROEXAH will share in the decision-making processes of agribusiness-related
 

institutions, such as the Honduran Agricultural Research Foundation, the
 

Export Promotion Council, and the Joint Agricultural Consultative Corporation
 

counterpart to visiting agribusiness missions
(JACC). The Board will act as 


and independent investors who explore possible business ventures in Honduras.
 

Board members, as well as authorized Association members, will officially
 

represent the Federation's interests and views in policy-making, financial,
 

production, transportation, trade, and educational forums. Specifically, the
 

FEPROEXAH Board will support FIDE in the latter's discussions with
 

governmental officials to promote policy changes which facilitate the export
 

These include financial policies and foreign exchange regulations,
process. 

At the same time, FIDE
 as well as regulation of the Export Promotion Law. 


will assist FEPROEXAH in its policy dialogue with the government on
 

agricultural and agribusiness-related themes.
 

Internally, the Board will formulate FEPROEXAI's own policies while it
 
The Executive
delegates the management functions to the Executive Director. 


Director will manage the Federation and will oversee the integration of the
 

three service departments. Ilis administrative secretary will supervise the
 

support services.
 

FEPROEXAH will have an administrative department and three service
 

the Center for Agricultural and Agroindustrial Productivity
departments: 

and the Marketing and
(CAAP); the Information and Networking Unit (IiNU); 


The three service departments are
Investment Services Office (MISO). 


discussed under the description of activities below.
 

FEPROEXAH's administrative department provides the accounting, contracts, and
 

financial controls required by FEPROEXAH. From its Inception, accounting
 

control and contract procedures will be fully computerized, following a format
 

which facilitates Project implementation. The department will also assist its
 

member associations in these areas. Another key task of this unit will be
 

rigorous cost accounting. FEPROEXAH's management and Board of Directors will
 

be continously advised as to what services have been funded with Project
 

funds. The analysis of these costs and their benefits should assist in the
 

internal decision making process.
 

2. Te-hnology Transfer
 

The main function of the Center for Agricultural and Agroindustrial
 

Productivity will be technulogical transfer th-o'gii technical assistance and
 

training. Its key purpose is to develop and service exportable products.
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a. Technical Assistance
 

Through the networking and marketing activities described below, specific
 
export opportunities will be identified and arrangements made for exploiting
 
them. The activities needed to develop a specific agribusiness commodity
 
could demand technical assistance throughout the production/marketing/
 
processing chain. In some cases, the buyer and/or production partner may be
 
willing to provide technical assistance at no explicit cost to Honduran
 
producers and processors. In other cases, the technical assistance will be
 
fully or partially financed under the Project. FEPROEXAH will be responsible
 
for arranging technical assistance, and will keep files on domestic and
 
foreign consultants, their specialties, charges, and capabilities, in order to
 
become more proficient in providing technical assistance services.
 

The Project will provide technical assistance at three different levels:
 
FZPROEXAH, Association, and farmers/exporters. For FEPROEXAH, the Project
 
will finance one long-term adviser: an agribusiness investment, organization,
 
and policy expert for five years. This advisor will assist the Federation
 
attract investors into agroexport ventures, organize its service activities,
 
promote appropriate policy measures, establish priorities, and provide
 
guidance to the individual FEPROEXAH service units. The Project will also
 
provide a long-term production and marketing adviser to FEPROEXAH for a period
 
of three years.
 

These twu advisers will work at FEPROEXJI and maintain links to its colleagues
 
working with FIDE. They will meet the following requirements: agribusiness
 
ard cultural experience; broad understanding of, and relationship with, the
 
U.S. food system; proven capability to manage complex technical assistance
 
packages; agroexport and agroprocessing expertise; and flexibility to work
 
within the demanding conditions found among Honduran producers. These
 
advisers will design and help implement revenue enhancement mechanisms which
 

allow FEPROEXAH attain the maximum possible financial sustainability as soon
 
as possible. They will also be responsible for assisting Honduran producers
 
to identify viable commodity systems having export potential; search for,
 
attract, and support both foreign and national investors; organize viable
 
production structures and producers organizations; make marketing
 
arrangements; obtain and efficiently use technological and financial resources
 
to produce export products; and coordinate resources from AID/W centrally
 
funded projects as well as from other donors.
 

In addition, three long-term commodity-systems advisers will be provided:
 
cocoa and citrus specialists for three years each, and a vegetables expert for
 
five years. In addition to the international advisers, FEPROEXAH will hire
 
four local productivity advisers for the three initial commodity systems (one
 
each for cacao and citrus and two for vegetables). These productivity
 
advisors will be supported by eight field technicians.
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local direct-hire productivity advisors in
Both the International and the 


cocoa, citrus, and vegetables will work for FEPROEXAI1. Under the supervision
 

of CAAP's director, they will support the respective commodity associations
 

and their members. Through the Associations, these specialists will assist
 

commercial farmers and agroindustrialists.
 

program and support advisors more than as extension agents.
fhey will act as 


Their major direct roles will be the supervision of and provision 
of support
 

for growers in their initial crop rehabilitation or first commercial 
trials as
 

technical back-up for investors. These specialists will assist in
well as 

channelling available technological resources to the Associations' 

membership
 

and will find ways to make these commodity associations financially 
viable.
 

individual units and
This support to the Associations will strengthen them as 


to those designed and implemented
will organize their programs to correspond 


by FEPROEXAH (i.e., Information and Networking Unit and Marketing and
 

Investment Service Office).
 

Complementing the direct-hire expertise, FEPROEXAH will contract 
specific
 

short-term consultants in cocoa, citrus, and vegetables, for 
up to
 

This short-term assistance will
 approximately 95 person-months of services. 


allow agroexporters and commercial farmers capitalize on readily 
available and
 

The use of short-term consultants allows for the
 cost effective know-how. 

flexibility which recent experience has shown necessary in responding 

to
 

investors with highly tailored support.
 

The CAAP director will manage the technical assistance provided 
to the
 

He will also act as FEPROEXAH's official
Associations and their members. 


liaison to related international, regional, and domestic 
technical assistance
 

programs aimed at the agricultural sector. When specific tasks not within the
 

expertise of the long-term advisers are identified, FEPROEXAH will first 
look
 

If they are unable or unwilling to arrange
to the networking institutions. 


suitable assistance, FEPROEXA1I will locate suitable assistance 
from the
 

International Executive Service Corps, Project SUSTAIN, volunteers 
from
 

these
 
bilateral programs, and several specialized organizations. 

Several of 


technical assistance sources provide highly qualified experts and 
specil-ists
 

to the users, except for local expenses. When the most economical
 at no cost 

sources have been exhausted, short-term consultants will be contracted.
 

In addition, CAAP will take advantage of the USAID-funded Rural 
Technologies
 

test production of selected commodities. The

Project to establish pilot or 


Rural Technologies Project can undertake test growing, packaging, storage, and
 

small farms located in promising areas . The
 
processing. This can be done on 


technicians at FEPROEXAH or the Associations will help set up 
production and
 

marketing tests in those selected areas, and will provide 
support through
 

FEPROEXAH's Project resources.
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Inter-Association technological transfer will be a key responsibility of the
 

For example, beekeeping could become an additional income source for
CAAP. 

citrus exporters. Ornamental producers could expand into coifee regions.
 

Plantain exporters could enter swine production. Irrigated sugar cane land
 

could produce export quality melons and grassland could become pineapple
 

plantations. Accelerated agroexport diversification should result. The
 

guiding principle should be profits which reward entrepreneurial initiative.
 

A better informed and supported agribusiness community should optimize the
 

financial returns to their asset mix.
 

FE1?ROEXAJI anticipates that no technical assistance will be given without some
 

user's fee charged for the services. It is expected that local technical
 

assistance, through well established contracts, will be self-supporting within
 

five years.
 

b. Training
 

From the onset, agribusiness ventures will usually require a small number of
 

capable farmers who can respond quickly to market opportunities and
 

collectively produce the minimum volumes needed for efficient marketing.
 

Smaller farmers, most of them in AID's target group, will need special
 

assistance if they are to gain the benefits of Project activities. To help
 

them get a head start on being able to keep up with their more experienced
 

neighbors, training in basic agricultural techniques will be needed. Small
 

and medium-scale farmers in particular will need training and hands-on
 

experience in the rigors of producing for export before they can be tempted to
 

take on the well-known risks of export crops. Such presently unfamiliar
 

skills as vegetable cultural practices, field packing, and quality control
 

will have to be stressed over and over again. Rehabilitation costs could be
 

lost if strict follow-up is not pursued or if marketing requirements are
 

bypassed.
 

As the key implementing unit, FEPROEXAH's CAAP will be responsible for:
 

identifying training needs, designing specific action to address those needs,
 

integrating other training delivery organizations into its program, and
 

supervising the effectiveness of the training activities. The most qualified
 

instH1,,tion in Honduras to provide this work-study training is the Panamerican
 

Agricultural School (EAP) at El Zamorano, which has agreed to collaborate with
 

the tratning activity. EAP will embark on a major departure from its
 

educational policy. For the first time in its 40-year history, it will
 

implement a major producer-oriented training program. EMP, collaborating with
 

FEPROEXAH's CAAP, will design training curricula and hire a program
 

coordi na tor. 

In line with the Project's strategy of utilizing available resources whenever
 

possible, several other organizations besides EAP will address the training
 

needs of FEPROEXAH's constituency. General export and investment training
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will be offered by FIDE and managerial training 
by GEMAH (Honduran Association
 

Most of the training will be carried out in
 of Managers and Entrepreneurs). 

be complemented by

Honduras, but In-country training resources will 
courses abroad incountries. Short-term

opportunities made available in other 

pertinent subjects, as well as attendance to workshops 
and seminars in 

agro-marketing and related topics will be funded.
 

The major thrust of overseas training will consist of placing qualified
 

Honduran participants on work fellowships in 
U.S. agribusiness companies as
 

well as in other countries. Overseas, they will work in packing sheds, 
citrus
 

groves, cacao plantations, and vegetables fields 
through the overall
 
Quality assurance measures
 

preproduction, production, and postharvest 
cycle. 


This approach will
 
stressed throughout their on-the-job training.
will be 


have the added advantage of stimulating links 
between the U.S. agribusiness
 

community, investors in other countries, and Honduran 
entrepreneurs.
 

For the overseas training, the Project will provide $450,000 in loan funds 
to
 

to Costa Pica, Belize,
the costs of two-month training trips
pay a portion of 

to the U.S., Guatemala, Costa Rica, and
 Colombia, or Ecuador for cacao; 


Colombia for vegetables; and to the U.S. and Brazil for citrus.
 

users will share in the costs of these
 As with technical assistance, the 
 training activities are
 neither the overseas nor domestic
services. However, 


expected to become financially self-sustainable because 
they are activities
 

which precede revenue generation by the participants.
 

3. Marketing and Investment Services
 

MISO's main purpose is to find markets for, 
and promote investments in
 

Besides the department chief, the executive
 agriculture and agroindustry. 
 The two
 
director will place high priority on supporting 

this activity. 


long-term FEPROEXAH1 advisors will be contracted 
based on their qualifications
 

MISO will assist in international and domestic
 to support MISO's operations. 

facilitate investment in agribusiness.
marketing as well as 


Agricultural Export Services (AES) and Agribusiness 
Investment Services (AIS)
 

will form the central focus of 141SO's operations. 
Through AIS and AES,
 

well as
 
agroexporters, especially those with little 

or no prior experience, as 


investors will be guided through the complicated 
maze of Honduran
 

obtaining export and import permits, arranging for
 regulations--such as 


drawback benefits, working through fcreign exchange 
constraints, dealing with
 

foreign investors legislations, and handling 
shipping and financial procedures.
 

Additionally, this compouent will support marketing links 
between U.S. brokers
 

and investors and Honduran agribusiness. This activity will finance export
 

tours of local entrepreneurs who should become 
acquainted with marketing
 

conditions and brokering arrangements in the 
U.S. and will finance certain
 

local costs of visiting trade missions.
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Activities will also include two- to three-day workshops by U.S. brokers in
 
Honduras. During these events, brokers will explain their general method of
 
operation as well as make specific contacts with Honduran entrepreneurs.
 
Complementary workshops and seminars related to agricultural export and
 
production policies will also be held for senior and middle-level management
 

in the GOH.
 

Similar events will bring down experts from such agencies as the U.S.
 
Department of Agriculture, the Commerce Department, and the Food and Drug
 
Administration to Honduras to explain U.S. tariff and quality control
 
requirements to potential agroexporters.
 

Besides export markets, diversified agricultural production necessitates
 
domestic pricing information and internal marketing arrangements. Although
 
initially assigned a low priority, MISO will assist in this arena by closely
 
collaborating with public sector agencies (i.e., Honduran Institute for
 
Agricultural Marketing (IRMA); Minister of Natural Resources) in basic grain
 
and produce marketing activities. It will initiate a process which should
 
culminate with a private sector-managed, comprehensive (i.e., international
 
and domestic) marketing network.
 

MISO's assistance to agribusiness investors parallels its marketing services.
 
The AIS mandate is to promote and develop investments in agroexports.
 
Investors in commercial agriculture and agroindustry face a plethora of needs
 
which only a systemic approach can meet. MISO is uniquely suited to perform
 
this delicate role. MISO, with the active collaboration of FIDE, will act as
 
the agroinvestor broker, bringing together investors, production, markets,
 
services and policies. Investor search, follow-up on leads, promotional
 
campaigns, joint-venture matching, in-country support, and overall
 
trouble-shooting will form the core of the AIS services.
 

During the life of the Project, MISO will sponsor two major agroinvestor
 
conferencas, several well targeted foreign investor missions, and market
 
search missions in the U.S. and Europe for Honduran investors. Through its
 
relationships with outside networks, FEPROEXAH will encourage joint ventures,
 
identify market opportunities for non-traditional agricultural exports, and
 
develop the mechanisms to exploit them. It will organize and carry out
 
business trips to identify and follow up on product-specific export
 
opportunities. Business missions will be rigorously organized, including
 
in-depth preparatory work, coaching in selling techniques, and follow-up
 
activities.
 

Recent successful experiences in agroinvestment have demonstrated that such an
 

integrated approach produces effective results. A foreign investor generally
 
prefers to negotiate with a well-orchestrated comprehensive group and/or
 

service system rather than with multiple isolated suppliers or fragmented
 
entities.
 

\'
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FEPROEXAH for agroexports and FIDE for manufactures will act as the private
 

sector counterparts to the Honduran Central Bank in the operation of the
 

Dollar Export Trust Fund. FEPROEXAH will submit to the Central Bank the
 

consolidated list of imported inputs required by net agroexporters who will
 

benefit from this dollar facility. Within FEPROEXAH, MISO will provide this
 

service.
 

4. Information and Networking
 

The Project will support FEPROEXAH's Information and Networking Unit. This
 

user-oriented department will establish a systema which will provide individual
 

producers and organizations with up-to-date details on variables such as price
 

fluctuations (both weekly and monthly) on a product-by-product basis, sudden
 

'.n other countries, and docking and
supply short-falls by competing suppliers 

INU will
unloading congestions at receiving ports in the U.S. and Europe. 

In
operate a computerized information system to provide this service. 


addition to this up-dated price, supply/demnand, and shipping information, INU
 

will also act as a clearinghouse and repository for agricultural product
 

information on grades and standards for products imported into the U.S. and
 

Europe, the latest legislation on plant quarantine restrictions, shipping
 
sea and by air),
regulations, agreements, tariffs and requi-ements (both by 


various ports of entry, lists of importing
latest costs of transportation to 


countries' broker by agricultural product, analyses of changing consumer
 

demand for non-traditional agricultural products, agribusiness input
 

availability (including packaging materials), and local and foreign
 

availability of credit lines for agribusiness, including supplier's credit.
 

Documentation on
Productive information will complement marketing data. 


technological packages, cultural practices, and production systems will be
 

collected, archived, and made accessible to associations and their members, as
 

A special collection will be
well as to the agribusiness community at large. 


made of the agricultural diversification experiences in other CBI countries.
 

Huwever, it is expected that the main agronomic reference library will be the
 

excellent collection of the Foundation for Agricultural Research.
 

Each commodity system will require general and specialized marketing
 

will obtain some of this information directly from trade
information. It 

sources, and some through the Caribbean Basin Information Network (CBIN), for
 

The San Pedro Sula Chamber of Commerce, to
which FIDE is Honduras' affiliate. 

which FEPROEXAM will belong, is also a subscriber.
 

Tae Honduran agribusiness community seldom knows what agricultural and
 

agroindustrial projects the public sector or international donors support.
 

INU will provide a consolidated and continuously updated inventory of such
 

programs. INU's information link-ups will grow P,
, justified on a
 

cost-effective basis. Its networking function will begin with domestic
 
the Agricultural Reseerch
information centers such as those managed by FIDE; 


the Ministry of Natural Resources,
Foundation; the National University Center; 
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National Agricultural Information Center; the Central Bank's Documentation
 
Center; and the Ministry of Economy, International Trade Department.
 
Depending on costs, revenues, and effectiveness, INU will establish formal
 
links with international netwo-ks such as the CBI Network, the Postharvest
 
Institute for Perishables' Data Bank, the Bank for Scientific and
 
Technological Information of the United Nations (Vienna), the International
 
Trade Center (UNCTAD/GATT; Geneva), the Interamerican Center for Professional
 
Training (CINTEFOR, Montevideo), AGRIS (FAO, Rome) and AGRINTER (IICA, San
 
Jos6).
 

Finally, INU will organize and service a human resources data bank where the
 
In-country available expertise, both individually and in terms of technical
 
assistance firms are registered and documented. Publications will be
 
reproduced and distributed on a ost-plus basis to cover expenses.
 

Initially, the Information and Networking Unit will communicate its findings
 
through mass media channels. Eventually, it may publish a specialized
 
self-financed newsletter. Due to FEPROEXAH's relatively large illiterate
 
clientele, a radio program, financed through advertisement revenue, will be
 
given the highest priority among several communication alternatives.
 

FEPROEXAH already has two microcomputers -- one placed at FEPROEXAH'p
 
headquarters apd the other a portable, compatible unit. But the information
 
networks envisioned for FEPROEXAH call for a more powerful unit. A
 
minicomputer, with the adequate configuration to meet FEPROEXAH's information
 
and administrative needs, will be procured with Project funds. INU will also
 
subscribe to several specialized trade journals (i.e., the Packer; USDA's
 
Foreign Agriculture publications; International Trade Center Material).
 
Following FEPROEXAH's financial strategy, a fee for informational services
 
will be charged.
 

C. Project Outputs
 

1. Institutional Support:
 

By the end of the Project, FEPROEXAH will have produced the following outputs:
 

a. FEPROEXAH's three service divisions and administrative
 
division will have been fully operational for four years, providing Nervices
 
to approximately 2000 investors, exporters, growers, and overseas/regional
 
importers.
 

b. Policy Dialogue
 

FEPROEXAH will have played an active role in policy dialogue. FEPROEXAH has
 
adopted, in principle, the recommendations issued by the Presidential
 
Agricultural Task Force as the centerpiece of its policy program.
 
Specifically, the Agricultural Development Law will have been reviewed with
 
GO1i authorities and agroliudustry legislation will have been approved by
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Congress. Improved financial policies with public and private banks will have
 

FEPROEXAH will have actively participated
been established and implemented. 


in the regulation and enforcement of the Export Promotion Law and in the
 

more flexible foreign exchange regulations. FEPROEXAH will
implementacion of 


have hosted at least one agroexport policy workshop.
 

c. Financial Viability
 

By the end of the Project, the Federation will have implemented a revenue
 

enhancement program (REP) which should strengthen its financial viability and
 

growth. REP will center around:
 

--a cess on agroexports (duty levied by the producer associations with the
 

approval of the government)
 
--users' fees
 
--technical assistance contracts
 

--admission and monthly member:jhip fees
 

--endowment contributions, and grants for budgetary support
 

--implementation of programs sponsored by foreign and domestic agencies.
 

2. Technology Transfer:
 

By the end of the Project, FEPROEXAH will be servicing the agroexport
 

community through:
 

a. 	training courses and seminars--each year, one workshop on each
 

workshop with an export-oriented
selected commodity/cluster system and one 


association will have been carried out;
 

b. liaison and coordination of Honduras agroenterprises with U.S.
 

and other foreign companies--approximately 20 U.S. investors and/or companies
 

will be assisted annually;
 

c. coordination of technical assistance to association members
 

through CAAP's Productivity Advisors--at least four technical interventions
 

will be promoted per selected commodity system or commodity cluster each year;
 

d. services of the Information and Networking Unit (i.e., telex;
 

computer center; duplication equipment)--approximately 240 inquiries would
 

have been addressed each year;
 

e. mass media programs-- dedicated radio and newspaper coverage;
 

a half-hour weekly radio program would have been established and at least one
 

newspaper will carry a weekly FEPROEXAH section covering production and export
 

themes;
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The following outputs are expected in the training area:
 

a. The EAP will have implemented the training programs required
 

by FEPROEXAH's membership.
 

b. FEPROEXAH will have collaborated with different donor and
 
domestic entities in training and technical assistance.
 

c. An active promotional campaign for project SUSTAIN and other
 

U.S. food industry programs will have been successfully launched.
 

d. On-the-job training in the U.S. and other countries for 30
 

participants will have been carried out annually.
 

e. Evaluations to assess effectiveness of training programs will
 
have been carried out.
 

3. Marketing and Investment Services
 

The Marketing and Ivestment Office will have:
 

a. Compiled a trade portfolio detailing who is producing
 

agroexports or is interes,-ed in producing for exports, its experience,
 
history, current location, and resource base;
 

b. Organized four business missions each year: one for each of
 
the three selected crops--vegetables, cacao, and tree crops--and a
 

multipurpose mission. Four to five Honduran private sector entities will
 

participate in each one. These trade missions will have in-depth preparatory
 
and follow-up phases.
 

c. Sponsored three commercial missions to Honduras annually.
 
Besides its liaison services, FEPROEXAH will provide the administrative,
 

technical, commercial, and legal support required by these agribusiness
 
missions.
 

d. Assisted 150 foreign and local investors and exporters
 

annually.
 

e. Organized two importers/brokers.
 

f. Organized two agroinvestors conferences in Honduras.
 

4. Information and Networking
 

The information and networking unit will have:
 

a. Entablished operational protocols with existing domestic
 
information centers and will have shared information with those centers.
 

Collaboration protocols will have been signed and implemented.
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to the associations
b. Implemented the procedures to reach out 


and their members and to respond to their information needs; an average of 20
 

monthly 	inquires will be successfully answered.
 

c. Broadcasted a self-financed radio program and edited a
 

newspaper weekly section.
 

d. Compiled, categorized, and maintained a current listing of
 

available domestic expertise of both individuals and companies.
 

e. 	Compiled and maintained a current listing of services and
 

funding available through domestic agencies, as well as local 
and foreign
 

donors for commercial agriculture, agroexports and agroindustries.
 

f. 	Designed a user-accessible data base.
 

D. Project Inputs
 

A detailed budget is found in Annex F.2 of this Project Paper.
 

resources to develop and service competitive
The Project 	will provide 

agroexports. FEPROEXAH, as the implementing organization for this activity,
 

will manage 	the following resources:
 

a. 	Long-term International Specialists (19 person years/Grant 
$1,900,000)
 

Management and Organization Advisor (5 years/$500,000)
(i) 

International Agricultural Marketing Advisor (3 years/$300,000)
(ii) 


(iii) Three Commodity 	Advisors:
 
- Cocoa (3 years/$300,000)


0)
- Citrus (3 years/$300,00
 

- Vegetables (5 years/$500,000)
 

Short-term Specialist (95 months/$200,000) Grant; $750,000 loan)
b. 


- New Commodity Systems (20 months/$200,000)
(i) 

(ii) 	 - Cocoa (25 months/$250,O00)
 

(iii) 	 - Citrus (25 months/$250,000)
 
0 )
(iv) 	 - Vegetables (25 months/$250,00


(150 participants; 300--t-alning months/loan
c. 	International Training 

$450,000)
 

d. 	Equipment (Loan $272,000)
 

(6 work vehicles, one microbus, 8 motorcycles, spare
(i) 	 -Vehicles 

parts, and tools/$169,000)
 

(ii) -Mini Computer 	System ($50,000)
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(iii) -Training Equipment ($20,000)
 

(iv) -Office Equipment ($10,000)
 

(v) -Communications System ($23,000)
 

e. 	International Travel, Business Conferences, and International Networking
 

(Loan $ 728,000)
 

f. 	Operational Support (GOH $950,000)
 

During the first year of operations, FEPROEXAH will initiate a revenue
 

enhancement program to begin generating internal resources. It is anticipated
 

that FEPROEXA11 will receive revenue from admission fees from each Association
 

(L200) and monthly membership dues (L50), as well as other financial sources
 

such as: (i) a percentage of the cess on exports from member associations;
 

(ii) users' fees; (iii) revenue from the interest rate spread; (iv) endowment
 

contributions from other consolidated associations (i.e., APROCAFE, Fondo
 

Canero); and (v) support from other donors. The objective of this program
 

will be to make FEPROEXAH self-sufficient as soon as possible. Table F.1.1
 

provides a projection of FEPROEXAH's income over a ten-year period.
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Table F.1.1: FEPROEXAH Income Projection
 

($000)
 

Year 
 TOTAL
123 
 4 5 68Income: 9 10 
Memberships 4 5 5 6 7 9 11 13 15 17 27Services 
 37 50 92 
 115 133 146 
 160 177 194 246 427
Sales of Ag. Inputs (net) 26 53 
 90 113 150 165 
 182 200 224 242 
 432
AID Loan Funds 
 484 273 279 285 129 
 1,450
Int. Rate Diff. 
 105 635 770 1095 1355 1320 1310 1005 415 145
Transfers to/from Assoc. 3,960
(16) 9 (38) 
 54 (105) 
 (96)
Addl. LC Generations 
 750 200 

Total Income 439 1,225 ,1-98 1,668 
950

1,66 9 1,640 1,663 1,395 848 650 7,150 
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By the end of the Project, FEPROEXAH will have:
 

a) assisted at least thirty investors in the agroexport field.
 

b) assisted in the rehabilitation of at least 1200 Has. in citrus, and
 
identified expansion areas for new plantings.
 

c) assisted in the rehabilitation of at least 1000 Has. in cacao and
 
identified new expansion areas.
 

d) supported the establishment of two new horticultural export areas in
 
the Siguatepeque and Quimistan as well as the expansion in the Comayagua
 
Valley. Cucumbers, okra, and onions will be developed, or expanded as the
 
initial crops.
 

e) identified at least eight additional commercially viable crops and
 

their sites.
 

f) begun production on at least four of the eight additional qualified
 

commodity systems.
 

g) identified and start up at least four vegetable processing ventures.
 

It) provided assistance in improved farm management systems for at least
 
100 growers.
 

i) improved organizational and administrative procedures in at least 10
 
associations.
 

J) develop the proper quality control mechanisms to ensure the
 
application of pesticides approved for export crops to the U.S. and
 
European markets.
 

4. Training Services
 

The above services cover all of the service needs that have been Identified as
 
necessary to facilitate the development of increased non-traditional products
 
from Honduras, except for worker and management training. The Mission
 
reviewed the adequacy of these services during PP preparation. They were
 
found to be generally adequate for the expanded level of nontraditional
 
exports that are expected to result from the Project. They are described
 
below.
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lIT. The Producers' Associations
 

A study of Agricultural Producers' Associations was carried out for USAID
 
during intensive Project review. The study, which included an analysis of the
 
pot-itial of FEPROEXA11, was done by Antbal Boccardi in March 1984; the USAID/11
 
bulk files contain a copy.
 

In sum, the study accounts for the lack of success of producers'
 
associations In the past by pointing out that, with the exception of the
 
Coffee Growers' Association and the more recently formed associations, the
 

cxistence of these associationu was more nominal than operative. The main
 
obstacle to the viability of the associations was in their reason for
 
c:ziating. They were not created for the purpose of providing services and
 
aspisting in the development of their members' productive activities, but
 
rathe: as pressure groups to defend members before political authorities to
 
safeguard their land tenure when it was threateuLed by campesino invasions.
 
The associations were prevented from achieving this purpose by the Government
 
expropriatLion and redistribution of lands under the Agrarian Reform. Unable
 
to ensure land tenure for their members, the associations could only hold on
 
to their members through the acquisition of personal political power.
 

Following the passage in 1974 of the Agrarian Reform law, the traditional
 
associations locked public support and met with long periods of government
 
indifference and outright hostility from campesinos and political leaders.
 
They had accesc to neither technical assistance nor training. Agricultural
 
production relaained dependent on the abilities of individual producers, handed 
down from generation to generation. The associations had no access to credit,
 
since neither their lands nor their production could serve as collatera.
 
With the exception of ornamental pla.nts and citrus, the associations pruduced
 
for a limited internal market, run by middlemen, without quality standards or
 
diversity, and based on volume demand--all of which closed the door to
 
expansion and improvements. The associations also lacked information about
 
the possibilities, demands, and requirements of the external market.
 

Since 1983, however, imporLint changes have taken place, providing the
 
associations with possibilities for an orderly development. Three events have
 
been particularly notable: the visit of the U.S. Presidential Agricultural
 
Task Force; promotion of the Caribbean Basin Initiative; and the visit of the
 
National Bilateral Committee on Central America (NBCCA) which resulted in tne
 
formulation of the Jacks n Plan. The decision of the Government of Honduras
 
to take advantage of these opportunities has provided stagnant producers'
 
associations with new expectations and a new dynamism and has resulted in the
 
creation of new associations for other agricultural products as well as the
 
impetus for the formation of a federation of associations---FEPROEXA[.
 

The ProjecL will help to strengthen FEPROEXAH and two of its recently
 
formed member associations--APROCACAO and AHFAH--as well as to provide support
 
for one association with a successful track record-- ANACIHIO. VEPROEXAH is
 
discussed above, and the three producers' associations are discussed here.
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A. ANACIHO
 

In 1977, the National Organization of Citrus Growers of Honduras (ANACIHO) was
 

established for the purpose of assisting citrus growers to improve the quality
 
and quantity of their production, to obtain better pt 2s for their products,
 
and to attack the external market in a more organized dy. ANACIHO's
 

producers have demonstrated the viability of citrus production and export
 

abroad, particularly to Europe, prior to the opening of markets in the United
 
States by the CBI. The expansion of the citrus industry in Honduras over the
 

next several years is assured, in part, as a result of a joint-venture with
 
the U.S. firm Griffin and Brand which includes the provision of significant
 

technical assistance. At present, this Association has 900 members,
 

representing 2,500 hectares of oranges, grapefruit, and limes. It is
 

estimated that approximately 12,000 family members depend directly on these
 

members.
 

ANACIHO's primary concern at present is to bring all Honduran citrus
 

producers, no matter what their size and particularly including agricultural
 
reform sector producers organizations, into the Association. The Association
 

is now in the process of incorporating the producers from regions such as the
 
Lower Aguan.
 

Examples of ANACIHO's achievements include the following:
 

- opening of the European market to a greater percentage of the fruit
 
produced in Honduras.
 

- better organization and coordination of exporting activities to Europe
 
and the United States
 

- better negotiations with officers of the Honduras government, as well
 

as international organizations such as the USAID Mission
 
- participation in seminars, conferences and other meetings that have
 

taken place both in Honduras and foreign countries.
 
- the motivation of current producers to increase the yield and quality
 

of their crops.
 
- improvement of the relation between citrus producers and the GOH
 

As a principal founding member of FEPROEXAH, and with its President serving as
 
President of FEPROEXAH, A1ACIHO is very closely linked with FEPROEXAH and has
 
very high hopes for its success. The efficiency and dedication with which the
 
President has worked to establish FEPROEXAH can provide a model of agroexport
 
development for the entire Latin American region. The end objective of this
 
effort is to create agroexport leaders who will form a strong national team
 
and who will provide mutual support to other agroexporters. This will take
 

place through a common effort to develop Honduran human resources, to locate
 
leaders and place them in positions of responsibility, and to transfer
 
technical know-how and ability from the overly bureaucratized public sector to
 
private agroexporters. To this end, the FEPROEXAH team of experts which will
 
be assembled to implement the agroexport portion of the proposed Project will
 
use the lessons of past experience to build a more successful future for
 
Honduran exporters.
 

\ \
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During Project implementation, ANACIHO will receive substantial technical
 
assistance through FEPROEXAH, which will permit it to expand on its current
 
activities and Impiove the services being provided to its members. The main
 
objective of FEPROEXAH is to organize and coordinate the activities of all
 
exporters through the producers' associations, in order to increase exports to
 
the United StateG ai~d the European Common Market. The Federation will provide
 
assistance to ANACI1O to achieve the following objectives:
 

1. To increase purchasing power in obtaining all types of input items.
 
2. To increase bargaining power to negotiate existing and increased
 

export sales contracts, both in amount exported and prices obtained
 
for their commodity.
 

3. To channel requests and offers of economic and educational assistance.
 
4. To address the needs of independent and cooperative producers.
 
5. To provide a link between association members and the public sector.
 

ANACIHO has had considerable success so far, but much remains to be
 
accomplished. There are many producers, both large and small, that are not
 
members of the association as yet. If larger producers in the Atl~ntida area
 
were to join, it would increase significantly the status of the Association
 
and FEPROEXAI and would diminish internal competition that decreases the
 
effectiveness of export activities in Honduras. ANACIHO needs additional
 
personnel, office staff and general facilities to imorove its effectiveness,
 
as well as faster and better communications, both internally between members,
 
and between the association and buyers, shippers, and markets. Existing
 
members pay a contribution to the association on the basis of exported
 
commodities. Contributions from members are at times slow in being received,
 
which places an additional burden on the small staff currently conducting the
 
business of the association.
 

During Project implementation, ANACIHO will:
 

Secure offices, personnel and equipment, in coordination with the needs of
 
FEPROEXAH, and improve general office procedures to increase efficiency in
 
conducting the affairs of both ANACIHO and FEPROEXAH.
 

Increase grower participation to reach preferably 100% of all producers,
 
or at least 90%.
 

Continue to improve the favorable and positive relations between the GOH
 
and the Association in order to facilitate the necessary steps in securing
 
inputs, negotiations related to export activities, and overall negotiation
 
between GOH entities and the association. This is particularly important with
 
the following offices: INA, the Dept. of Natural Resources, the Council for
 
Economic Planning, and the Central Bank.
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B. APROCACAO
 

The Cacao Producers' Association was formed in early 1984 and is still
 
in the process of organization. Its first undertaking was to support the
 
national cadastre of cacao producers now underway. It has close ties to
 
FEPROEXAH.
 

While still a fledgling organization, APROCACAO will receive
 
assistance through the Project and FEPROEXAH to establish its administrative
 
system and to develop the services which it will provide to producers.
 
FEPROEXAH will provide the technical assistance required to establish a
 
national program of production of different varieties of cacao, a project for
 
the integrated processing of cacao, training for the association's members at
 
all levels, as well as immediate assistance in structuring the association and
 
its operations. This assistance began with the implementation of the AID-

FEPROEXAH bridge financing agreement and will continue with the proposed
 
Project. 1 

C. AHFAH
 

The Honduran Association of Growers of Vegetables, Flowers, and
 
Similar Products (AHFAH) was also formed in early 1984 of private producers
 
and cooperatives, as well as agrarian reform sector producers. Members
 
include cooperatives which have successfully exported cucumbers and melons.
 

Like APROCACAO, AHFAH is in the process of organization and will
 
receive assistance through the Project and FEPROEXAH to establish its
 
administrative system and to develop the services which it will provide to
 
producers. FEPROEXAH will provide the technical assistance required to
 
establish a program of production initially for three vegetables: cucumbers,
 
okra, and dried onions. FEPROEXAH will also provide training for the
 
association's members at all levels, as well as immediate assistance in
 
structuring the association and its operations. This assistance began with
 
the implementation of the AID- FEPROEXAH bridge financing agreement and will
 
continue with Project 522-0207.
 

I
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Detailed Financial Analysis
 

I. Detailed Budget
 

A. Activity Costs
 

Act. Activity Description 	 ($000).
 
No. and Planned Costs AID GOt! Private Total
 

Grant Loan Sector
 

1. Exrqt Policy and Piomotion 500 900 900 2.300
 
A. Policy 	 wo Mo- TOi5 

1. Export Policy Adviser 200
 
2. Short Term Consultants 200 	 200
 
3. Observation Trips 30 	 30
 
4. Training/One-Stop Center 120 	 120
 
5. GOll Costs 	 400 400
 

B. Promotion 	 100 750 500 1 350
 
1. Export Promotion Adv. 	 

2. Trng. of Overseas Reps. 300 300 	 600
 
3. Pnrtic. in Conferences
 

Seminars, etc. 200 200
 
4. U.N. Invest. Prom. Off. 250 200 	 450
 

Ii. Export Development 	 4 5,100 3 ,19 
A. Manufactured Exports 2,000 2,900 650 3,106 

1. Manuf. Exp. Devel. 20 2,10 650 4j750 
a. TA from U.S. Instit. 2,000 	 2,000
 
b. Area Specialists 750 	 750
 
c. FIDE U.S. Represent. 450 	 450
 
d. New Prod. Devel. Adv. 300 	 300
 
e. Short Term Consultants 200 	 200
 
f. CBIN Infor. Sys. Usage 250 	 250 
g. FIDE Equipment 50 	 50
 
h. Business Conferences 100 	 100
 
i. FIDE Local Expenses 	 650 650
 

2. Labor Intensive Exports 300 33400
 
a. Lab. Int. Ind. Adviser 300 	 300
 
b. Mgmt. Co. Capitaliz. 	 600 600
 
c. Industrial Parks 	 2,500 2,500
 

3. Furn./Wood Prod. Adv. 500 	 500
 
B. Agricultural Exports 2,0 2950 

1. Exp. 	 1OOd 950D0vel. 	 4 
a. FEPROEXAIL Adviser 500 	 500
 
b. Marketing Adviser 300 	 300
 
c. New CS Development 200 	 200
 
d. Training outside Hond. 450 	 450
 
e. Equipment 272 	 272
 
f. International Travel 304 	 304
 
f. Business Missions 424 	 424
 
g. FEPROEXAI Local Exp. 	 950 950
 

2. Cocoa Syst.m Devel. 300 250 	 550
 
a. Cocoa Dev. Special. 300 	 300
 
b. Short. Term Adv. 250 	 250
 

3. Citrus System Devel. 300 250 	 550
 
a. Cittus Dev. Spec. 300 	 300
 
b. Short Term Adv. 250 	 250
 

4. Vegetable System Devel. 500 250 	 750
 
a. Vegetable Dev. Spec. 500 	 500
 

b. Short Term Spec. 250 	 250
 

III. Financial Services 200 1 	 2
 
a. Dollar Financin0 10,000
 

Trust Fund 10,000 10,000
 
b. Payment. Ins. Feas. Study 200 	 200
 
c. Local Currency Invest. 	 2,500 2
 

IV. AID Project lianagement 1,200
 

a. Banking Adv. 200 	 200
 

b. Private Sector Adviser 400 	 400
 
c. Project Liaison Officer 250 	 250
 
d. Agric. Proj. Liaison Off. 250 	 250
 
e. Recruitment of Advisers 100 	 100 
Total 	 6,0 16,000 2,500 5,600 30,100
 

22,000 3,100
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B. Functional Account Breakdown of AID Resources
 

Act. Activity Description 	 ($000)
 
No. and Planned Costs 
 SDA ARDN
 

Giant Loan Grant Loan
 
1. Export Promotion 	 500 900
 
2. Export Development 
 129L 	 2,200 

a. Manuf. Exports 	 2,000 2,900
 
b. Agric. Exports 	 2,100 2,200
 

3. Financial Services 	 200 5,000 5,000
 
4. AID Proect ana aement: 	 900 300
 

Total 	 3,600 8,800 2,400 7P200 
4_12,400 9 _00 

II. Description of AID-FinancedInputs b Activity
 

The AID-financed inputs, except for the Trust. Fund, are described in this
 
section.
 

A. ExportPolicyand Promotion
 

1. Policy Activity 

a. Export Plicy Adviser$20%20O,_0OOGrant)
 

The Export Policy Adviser will assist the 	GO'l to completely review its
 
export policies and develop a revised set 	of export incentives. He will
 
help personnel of the one-stop center for 	government approvals to analyze
 
and design new procedures for streamlining of internal procedures for
 
government approvals. He will train GO11 personnel working in the one-stop
 
center on how best to deal with actual and potential investors, and assist
 
in the preparation of instructions and publications for those investors.
 
Approximately two years services will be needed at an estimated cost of
 
$100,000 per year.
 

b. Short-Term Consultants _$200,_000 Grant)
 

Short-term consultants will be needed to assist the Export Policy Adviser in
 
certain specific tasks, such as streamlining GO1 procedures, analyzing the
 
feasibility of free zone status for industrial parks, assisting in start-up
 
of the one-stop center, developing an efficient system of control of free
 
zone operations, and training of Ministry of Finance and Customs Service
 
employees in its implementation. Approximately 16 months of such services
 
will be needed. It is anticipated that some of this assistance will be
 
obtained through a PASA agreement with the DOC. Costs are estimated at
 
$12,500 per person month.
 

'\
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c. Observations Tr s $(30,_000Loan) 

These will include observation trips to privately operated industrial parks
 
in Mexico, the Dominican Republic and Haiti. The observation trips will be
 
taken by an average 8 persons (for example 4 GOI officers, 2 FIDE officials
 
and 2 persons from the private sector). Trips are estimated to average 7
 
days each.
 

d. Training/Start-Up Costs for One-Stop Center ($120,000 Loan)
 

In order to function effectively, the MinIstry of Economy will need to train
 

its personnel in international trade development and ensure that they can
 

deal effectively with the problems of potential investors in obtaining GOH
 

approvals. The Project will finance the costs of five participants for long
 

term training in economic development. These officials will be responsible
 
for preparing and updating the inputs the training of Honduras' overseas
 

representatives. Short term training will be provided for these and
 
additional Ministry of Economy officials who work in the One Stop Center.
 
The long term training costs are is estimated at $90,000 for five person
 
years. Short terms courses are estimated at $10,000. Equipment for the One
 
Stop Center are estimated at $20,000. This includes financing the office
 
furniture and a small computer/word processor and software.
 

2. Promotion Activit
 

a. Export Promotion Adviser $100,O00 Loan)
 

The adviser will help the Rinf try of Economy to plan its program of
 
.Laining for GOL overseat representatives, and develop its izuformation
 
system to support those representatives on a continuing basis. He is
 
expected to be a PASA employee from the Department of Commerce Foreign
 
Commercial Service. The cost of $100,000 is estimated on the basis of PASA
 
agreements with other USG agencies for GS 15 level employees.
 

b. Trainingof Overseas Re(resentatives$_300,000 Loan) 

A selcetion of Honduras' diplomatic missions will be made to establish and
 

strengthen trade and investment activities. These will include Honduran
 
Consuls in at least 12 cities in the United States, and the Commercial
 
Attaches in the Honduran Embassies in Washington, Canada, at least 5
 
European capitals in Caribbean and South American countries. Honorary
 
Consuls will be considered as well as career foreign service personnel.
 
These are the links between diplomatic missions and the GDFT/ Foreign
 
Ministry investment and trade development program.
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A total of 24 individuals will be selected and given an orientation program
 
in Honduras and an initial set of promotional materials. They wiil
 

establish permanent communication links with the GDFT and FIDE. During the
 
course of their careers they will be selected to participate in programs
 
sponsored by UNDP/GATT/UNIDO,, OAS and other multilateral and bilateral
 
donors.
 

The GDFT will give each of the 24 investment and trade representative one
 
copy eacti of the 4 audiovisual presentations, at an estimated cost of $300
 
each, $1,200 the set. They will also receive a basic library of
 
informational and promotional brochures, costing about $3,000. An initial
 
training seminar will be given for them in Tegucigalpa with the assistance
 

of the UI4DP/UNCTAB/GATT for the following purposes:
 

- To learn about FIDE/FEPROEXAH/DGFT programs, to meet with the 
private sector, and to discuss Honduras' prospects for trade and investment 

over the next 5 years. 
- To learn techniques of investment and trade promotion. 
- To discuss specific investment and trade programs for the individual 

areas: goals over the next 6 months and next 5 years; systems for achieving 
the goals, reporting and follow-up mechanisms and procedures.
 

The representatives will be encouraged to visit FIDE, FEPROEXAH and DGFT
 

offices and the offices of the businessmen with investment and trade
 
interests, to get first hand information and to establish personal
 
relationships. The least costly and most effective communication links
 
should be determined and the system for maintaining regular contact.
 

An example of the composition of participants is:
 
Official overseas representatives 24
 
FIDE/FEPROEXAH 6
 
DGFT 6
 
Ministry of Finance, Central Bank 6
 
Private Sector 50
 
AID 3 
Others 5 

The cost of the annual seminar during project implementation is estimated at
 
$121,000. The cost of the initial "kits" given to the representatives is
 
estimated $28,800 for audio-visual kits, and $3,000 for publications kits, for
 
a total of $100,800. The remaining $78,200 will be used for establishing an
 
appropriate communication system, such as teletype, in the offices of the key
 
representatives, to establish direct communication links with FIDE and the
 
GDFT.
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c. Participation in Conferences and Seminars ($200,000 Loan)
 

Honduras will participate in CBI related conferences generally sponsored by
 
the DOC and U.S. regional groups, and also with six regions in the country
 
with which it will develop continuing relationships. Three of these regions
 

have been selected and relationshiops have been established: Atlanta,
 
Georgia, with access to the southeastern U.S.; New Orleans, Louisiana with
 

access to the Mississipppi river basin states; and Mobile, Alabama.
 
Additional relationships will be established with at least three Other areas,
 
from among the "silicon valley" region of California, the Boston "Route 128"
 
region, Chicago, New York and Miami.
 

Project funds will finance promotion material at a cost of $50,000. This
 

includes 6 folding transportable exhibits at a total cost of $12,000,
 
informational/ promotional brochures at a cost of $15,000, four audio visual
 
presentations at a cost of $20,000, and contingencies of $3,000.
 

The cost of GOH participation in 3 CBI sponsored conferences annually and 12
 
area conferences annually are estimated at $150,000. This includes air travel
 
of $75,000, per diem of $131,250, and contingencies of $18,750.
 

d. Investment Promotion Office ($250,O00 AID Loan)
 

The United Nations Industrial Development Office (UNIDO) operates a Caribbean
 
Investment Service Office (CISO) in a building near the U.N. headquarters in
 

New York. CISO provides office space, secretarial service, phones, and
 

training for investment promotion officers from developing countries in the
 
Caribbean. Normally two officers are sent for training - one to learn about
 

promoting investment in the developed world, the other to learn how to provide
 

support from the home base. Normally, two years of CISO services, at an
 

approximate annual cost of $75,000 are required to complete training. AID
 

funds will finance the training program at a cost of $150,000. An additional
 
$100,000 will be used to set up an Investment Promotion Office in New York as
 
described in the Project Description. These funds will be used for equipment,
 

furnishings, an initial stock of promotional material developed by the GDFT,
 
and U.S. domestic and international travel costs of personnel. The GOH will
 

pay salaries, settling in costs of personnel assigned to the office, and
 

personal expenses in accordance with its normal policy for overseas
 

representatives.
 

B. Export Development
 

1. Manufactured Export Development
 

a. Technical Assistance from a U.S. Institution ($2,000,000 Grant)
 

The U.S. Institution will be the principal source of assistance to FIDE and
 

!
 

* I 
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its link with the U.S. business community. It will help FIDE to identify
 

opportunitics, entrepreneurs willing and able to act on these opportunities,
 

and the promotion of these opportunities leading to their implementation. It
 

will offer continuity of effort over a five year period.
 

The U.S. Institution will provide a field director for a period of three
 

years. The director will be an industrial engineer, also capable of project
 

financial analysis, who will be coordinator of the UST's activities in
 

Honduras, through FIDE. His principal activity will je to assist FIDE with
 

the sector and other studies conducted to identify potential projects, with
 

the preliminary evaluation of the projects, and with assistance to the
 

entrepreneurs involved with the projects in preparing the pre-financing
 

technical evaluations, plant design and loan applications; and with the
 

eventual plant. installation and operations. ie will coordinate his activities
 

with those of the mission's senior private sector advisor. The director will
 

assist FIDE to identify the specialists the U.S. Institution will supply and
 

to schedule their time and activities in Honduras. The services of the field
 

director are estimated to cost $435,000 for three years of continuous service
 

in Honduras. 

The U.S. Institution will also provide short term advisors specialized in
 

production and marketing in specific sectors, specialists in specific
 

manufacturing plant operations and in transportation, financial and other
 

services as needed. After familiarizing tihemselves with the country they will
 

concentrate on identifying trade and investment opportunities and promoting
 

these in the United States. This staff will be backed up and coordinated by a
 

home office staff. It is anticipated that the U.S. Institution will have its
 

own offices, or will have an associate with offices, in various key cities in
 

the United States, from which these potential promotional activities can be
 

organized on a regional basis.
 

The U.S. Institution will also provide office space and secretarial assistance
 

for a FIDE representative who will be integrated into the operations on behalf
 

of Honduras, of the U.S. Institution.
 

A total of 55 person months of short-term advisors will be needed at a cost of
 

$857,292. Of these, 32 person months are for production/marketing specialists
 

with industry specific knowledge e.g. apparel, electronics, pharmaceuticals.
 

Each short-term advisor will take an initial 2 week familiarization trip to
 

Honduras and will spend an average of two weeks in Honduras and one month in
 

the U.S. each year helping to develop and promote projects. The services of
 

these specialists are estimated to cost t493,420 during implementation.
 

Project and subject specific specialists (e.g. steel foundry operations,
 

transportation) will be needed for approximately 15 person months at a cost of
 

$224,400. The remaining 8 person months are for, Financial Specialists, who
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will assist in financial planning of major projects and in arranging sources
 
of funding in the U.S. and elsewhere. The services of the Financial
 
Specialists are estimated to cost $137,472 for 8 person months during the five
 
year implementation period.
 

The field staff will be supported by a home office staff consisting of a U.S.
 
coordinator (average 5 months annually), a senior officer, of the institution
 
(average 0.5 months annually) for overall direction, and another senior
 
officer (average 1 month annually) for direct supervision. The total cost of
 
these services is estimated at $342,000 for 33 person months during Project
 
Implementation.
 

In summary, personnel assigned to the project will be the field director
 
during 36 months at a total cost of $435,000, and approximately 55 person
 
months of short term advisers at a cost of $857,292, and approximately 33
 
person months of U.S. office personnel at a cost of $342,000, for a total
 
personnel cost of $1,634,292. In addition, the U.S. Institution will incur
 
other expenses of $240,000 during implementation. These expenses include
 
$150,000 for 6 promotional seminars and lunches; $40,000 for printed material,
 
reports, and publications; and $50,000 for phone, cable, entertainment, etc.
 
Total reimburseable expenses are therefore expected to total $240,000 during
 
implementation. A provision for contingencies in the amount of $125,708 added
 
to the total personnel and reimbursable costs of $1,874,292, makes the total
 
budget for the U.S. Institution $2,000,000.
 

b. Area Specialists ($750,000 Loan)
 

The area specialists are individuals who will assist FIDE to develop a
 
regional approach to penetrate the US market in search of buyers for honduran
 
export products and partners for honduran business firms. The regional
 
approach is desired because of the complexities and vastness of the US market,
 
particularly for inexperienced relatively small new exporters. The area
 
specialists will:
 

- Assist FIDE to develop a network of institutional relationships with
 
trade associations, chambers of commerce and city or state governments, that
 
will serve as a base to conduct business in their respective regions.
 

-
 Identify and communicate through FIDE about business opportunities and
 
potential in the region.
 

- Arrange and coordinate business meetings for Honduran exporters and
 
entrepreneurs.
 

- Advise Hondurans on business practices in the US and the region.
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FIDE expects to contract 5 area specialists, who are each expected to work on
 

Honduras opportunities about 2 months per year. Three regions have already
 

being selected: Miami, New Orleans, and Atlanta. Other regions being
 

considered are Chicago, Los Angeles, and Mobile, Alabama. Final selection of
 

the regions will depend on its potential to advance the business development
 

opportunities of the products or product areas that will receive priority
 

attention in the project. The area specialists will be retained under
 

contract by FIDE for a period of 2 years. Performance under the contract will
 

be evaluated every 6 months and the continuation of the contract will depend
 

on concrete business results. Specific targets will be set in the contracts.
 

It is estimated that the cost of the area specialists contract will be the
 

following:
 

Cost Items juantities Unit Prices Total
 

Professional services 50 person/months 10,000 500,000
 
Travel 25 trips 5,000 125,000
 
Communications 7,500/yr 75,000
 

Representation 5,000/yr
 
750,000
 

c. FIDE U.S. Repr.esentation_($450,000 _Lon) 

FIDE will place a member of its staff at the offices of the U.S. Institution. 

lie will be Honduras' point man in opening doors of U.S. businesses to Honduran
 

firms and products. He will have to travel extensively in the U.S. and make
 

occasional trips to Honduras in carrying out his reponsibilities. The costs
 

of maintaining the representative in the U.S. are estimated at $90,000 per
 

year, which includes $60,000 for salary and expenses, $10,000 for
 

communications, $15,000 for travel, and $5,000 for other costs.
 

d. Jew Products Develoment Adviser- $300,O0_OLoan) 

The Manufactured Exports Activity concentrates on the labor intensive apparel
 
industry, and on wood products industries, as Honduras is already exporting
 
these products and they have good growth potential. Another obvious choice
 
for Honduras is electronics, which accounts for well over 60% of all 806.3/807
 
exports to the U.S., but which is still a nascent industry in Honduras.
 

Serious interest by U.S. and Honduran entrepreneurs has been expressed in
 
initiating assembly operations at the low-technology end of the scale.
 

The advisor will have had production experience in the electronics industry as
 

an electronics engineer, or qimilar experience, and will have a wide range of
 

contacts that will facilitate marketing connections. He will evaluate the
 

potential for electronics assembly work and will assist in developing and
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implementing projects. lie will also be capable of advising on the development
 
of other product lines. The estimated costs of the adviser are estimated at
 
$300,000, which includes salary, post differential, housing, and other direct
 
costs of $252,000; transportation of household effects, car, travel, etc. of
 
$21,000; and trips to the U.S. and other expenses of $27,000.
 

a. Short-Term Consultants ($200,000 Loan)
 

Honduras' principal assets for generating new industrial exports are low-cost
 
trainable labor, proximity to market, and good transportation facilities.
 
They provide a basis for many industrial activities other than the
 
apparel/wood products/electronics sectors that are considered to be the
 
priority activities in the near future. For example, a manufacturer of luxury
 
yachts is successfully exporting to the U.S., and a group of investors is
 
negotiating to buy a steel foundry to make custom moldings for the U.S.
 
market. Other opportunities will surface as entrepreneurs follow up their
 
individual interests. Short term consultants will be hired to assist
 
individual enterprises in feasibility analysis for new labor intensive
 
manufacturing activities.
 

Agro-industrial products will also come under the purview of these
 
consultants. FEPROEXAH, FIDE's sister organization, will be identifying and
 
supporting agro-industrial activities that become part of integrated
 
agricultural-processing systems, but these will not cover the universe of
 
agro-industrial proyects that in some way process agricultural raw materials.
 
These short-term consultants will be an additional source of services for
 
those projects that do not otherwise have adequate coverage.
 

The estimated costs of 20 person months of services from short term
 
consultants are $125,000 for personal services, $12,500 for air transport,
 
t67,600 for per diem, and $4,6000 for other costs. I
 

f. CBIN Information System Usage_($250,000 Loan)
 

The CBIN (Caribbean Basin Information Network) is an electronic data
 
transmission system that was set-up to facilitate economic development,
 
technology transfer and the growth of businesses of the countries in the
 
Caribbean Basin. FIDE will become an affiliate of the CBIN. Through its
 
affiliation, it will obtain information related to foreign markets, export and
 
import laws, regulations and tariffs, business conditions in other Caribbean
 
3asin countries, specific business opportunities. It will advertise specific
 
Honduran business and investment opportunities to potential foreign investors,
 
and request technical assistance on behalf of Honduran business firms.
 

The cost. estimate for setting up (excluding equipment) and operating two
 
systems for a 5 year period, is:
 

(AV
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- Teclnical Feasibility Study 15,000 
- Marketing Strategy Study 10,000 
- Subocription Fees Analysis 17,000 
- Usage Hours 30,000 

- Access and Usage of Add. Data Banks 40,000 
- Staff Training 33,000 

- Promotion 25,000 

- Telecommunications 55,000 

- Ep.uipment Maintenance 10,000 
- Technical Assistance 13O00_ 

250,000 

g. FIE E!ipnent C50,00 oan) 

FIDE's extensive and constant contact with Honduran business firms, expected
 

frequent staff travel between Tegucigalpa and San Pedro Sula, and visits to
 
industrial sites with potential foreign investors and business partners will
 

require two vehicles at an estimated cost of $28,000. In addition, equipment,
 
installation, and software needed to implement the electronic data
 
transmission system (CBIN) and for other office needs, will require purchase
 
of 2 small computers and a modem. The cost for the computer equipment,
 
software, and installation is estimated at $22,000.
 

h. Business Conferences $100,000 Loan)
 

One of FIDE's major objectives is to promote the image of the country as a
 
good place to invest in and do business with. FIDE's staff will attend
 
business conferences and participate as panelists, and accompany honduran
 
businessman to specialized trade shows. The latter is one of the best ways tp
 
establish direct contact between buyers and producers, learn about the latest
 
products and technological innovatfans in the market, and become familiar with
 
market trends. Additionally, FIDE's staff will travel by itself or with
 
honduran businessman to several regions in the U.S. where special market
 
penetration efforts are being made with the assistance of area specialists.
 
The average cost of the participation in a business meeting or conference is
 

estimated at $2,000, which includes overseas travel ($1,100), local travel
 
($300), telecommunications ($150), inscription fees and representation
 
expenses ($450). An average of ten (10) business trips per year are planned
 

at. a total cost of $100,000.
 

i. Labor-Intensive Industries Adviser _$300,000 Loan)
 

This will be a specialist in 806.3/807 assembly operations, and in the
 

creation of privately operated industrial parks in free trade zones. The
 

parks will provide external economies, services and incentives (through Free
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Zones status) to encourage the attraction and development of labor intensive
 
industries.
 

The adviser will help to establish two Industrial Park Management Companies
 
(IPMC)--one in Tegucigalpa and one in San Pedro Sula. The IPMCs will own,
 
operate, manage and promote the industrial parks. The advisor will train the
 
IP14C staff, and organize the services the IPMC will provide, and advise FIDE
 
and the IPMCs on the planning of the development of the physical facilities in
 
the industrial parks. 

The advisory services -will require two persons, one skilled in the physical
 
layout of industrial parks and the other in the management and promotional
 
aspects. The services will be contracted through a firm experienced in this
 
kind of development. The cost of an advisor for overall planning, management
 
and promotion of the industrial parks Ls estimated at $168,480, which includes
 
1 month of services in Honduras, I month of services in the U.S., and 20 days
 
of home office time each year at a total cost of $131,040; air transportation
 
between the U.S. and Honduras of $9,000, per diem of $8,640; travel in the
 
U.S. of $10,800; and per diem in the U.S. of $9,000.
 

The cost of the advisor for physical planning of industrial parks and
 
construction is estimated at $71,850, which includes 15 days in Honduras, 10
 
days travel in the U.S., and 10 days in the home office each year at a total
 
cost of $57,330; air transportation between the U.S. and Honduras of $4,500;
 
per diem in Honduras of $4,320; travel in the U.S. of $2,700; and per diem in
 
the U.S. of $3,000.
 

In addition, seminars, entertainment, communications, and publications, etc.
 
are estimated at $45,000, and contingencies at $14,670. The total cost of
 
these services is $300,000.
 

J. Furniture/Wood Products Adviser ($500,000 Loan)
 

This will be a specialist in wood products manufacturing who has had
 
manufacturing experience himself and who can supply technical assistance to a
 
range of wood products industries, most of them likely to be furniture and
 
construction products. This latter includes present exports such as doors,
 
molding, dowel sticks, frames and windows; and potential new exports such as
 
wooden toys, tongue depressors, etc.
 

The advisor will provide assistance in areas such as product design and
 
introduction of new products, improvement of finishing, improvement of the
 
production process and quality control, effective and minimum cost packing and
 
transportation; marketing channels and handling of the products in foreign
 
markeis, such as customs clearance, warehousing, shipping, and billing. The
 
advisor will also identify areas where groups of manufacturers might profit by
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cooperating through development of a specific product export company that may
 

be formed among the producers, successful exporters sub-contracting with
 

smaller producers, and consolidation of shipments of two or more exporters.
 

Since the range of needed services is so wide, it is expected that the advisoi
 

will be a consulting company or a prime contractor who will sub-contract as
 

needed. The estimated costs are estimated at $500,000 over five years, which
 

includes: the services of the principal adviser for 5 months a year in
 

Honduras and 1 month a year in the U.S. at an estimated cost of $356,700, the
 

services of short-term consultants at $132,100, and contingencies at $11,200.
 

The principal adviser's costs include personal services of $250,000, air
 

travel between the U.S. and Honduras of $12,500; per diem in Honduras of
 

per dien in the U.S. of $7,500; and
72,200; air travel in the U.S. of $4,500; 

The costs of the short term
communications and other costs of $10,000. 


a cost of
advisers are estimated at personal services of 40 person weeks at 


$383,300; air transportation of $20,000, and per diem of $28,800.
 

2. Agricultural Exports 

a. FEPROGXA1 Adviser ($500,pOGrant) 

This specialist will assist FEPROEXAH{ and its members supply cost effective
 

services to producers anid agroexporters, attract foreign and domestic
 

investments into agroexport ventures, and negotiate a sound policy
 

The adviser will assist the Board of Directors and Senior
environment. 

Management of FEPROEXA11 and the three producer's associations to establish
 

appropriate organizational structures; execute membership drives; establish
 

dues and fees and collection procedures; develop operating procedures, user
 

oriented information networks, investors services, and training technical
 

assistance programs; plan and implement their service delivery programs, and
 

The advisor will provide immediate
negotiate policy reforms with the GOH. 


assistance in management and org .nization to FEPROEXAB's line departments
 

(Information and Networking Unit; Marketing and Investment Service Office and
 

the Center for Agricultural and Agroindustrial Productivity). His counterpar 
After an initial consolidation phase
will be FEPROEXAJI's Executive Director. 


at FEPROEXAI, he will ollaboration with each commodity specific team, he will
 

provide progressivel:; increasing assistance to the three producer's
 
during projectassociations, and to any others that may be formed 


implementation. The cost of this specialist, including support needs, are
 

estimated at $500,000 over three years.
 

b. Marketing Adviser _($300,OO Grant) 

This adviser will help design and implement agricultural export promotion
 

His priority tasks will be to identify marketing channels for
activities. 

which could be produced in Honduras; assist
products currently produced, or 
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producers and exporters to negotiate sales and-transportation contracts;
 
assist the producer's associations in marketing their commodities; and help
 

organize the services provided by FEPROEXAH in the areas of exports and
 
transportation support.
 

He will provide technical assistance, aid train local specialists, in post
 
harvest marketing techniques covering-harvesting, packaging, stowing and
 
quality controls through the establishment and enforcement of commercially
 
used grades and standards to ensure consumer acceptance in the target markets.
 
The adviser must have full knowledge of how to comply with USDA and APHIS
 

controls. The cost. of the Marketing Specialist is estimated at $300,000 for 3
 
years of services.
 

c. New Commodity System Adviser $200,_000 Grant)
 

This will be one or more short term consultants who assist FEPROEXAH to
 
analyze the next most viable commodity systems that should be developed. They
 
will play the same role during implementation that the Post-Harvest Institute
 

for Perishables played during project development. A total of $200,000 will
 
fund twenty person months at an estimated cost of $10,000/month.
 

d. International Training ($450,O000Loan)
 

Hands on training in model farms, orchards and training centers in countries
 

more advanced than Honduras in the three selected commodity systems will be
 
the preferred educational mode supported through this project. As new
 

commodity systems come on stream, growers and technicians belonging to those
 
commodity systems will benefit from this activity. The cost per participant
 
has been estimated at $3000 per two months of work training ($1000 for travel,
 
$1500 for living expenses; and $500 for other costs.
 

During the first three years of implementation, 30 participants por year, ten
 
from each commodity system, will benefit from this training. During the last
 

two years, it is expected that participants from new qualified commodity
 
systems will form part of the 30 participants per year profiting from the work
 

training program. The total cost of $450,000 will provide training for a
 
total of 150 participants over the five years of implementation.
 

e. EqLi$ment ($272 000 Loan)
 

FEPROEXAH's program, although based in the agricultural and agroindustrial
 
heartland of Honduras, San Pedro Sula, is nationwide in coverage. The
 

advisers, productivity speciali-sts, and extensionists will travel extensively
 
to support investors, growers, and exporters. The following transportation
 

equipment will be purchased: a work vehicle for each long term advisor, for a
 

total of five vehicles ($80,000); a microbus for FEPROEXAH's central office
 

~)
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($25,000), and motorcycles for each of the eight field technicians ($12,000).
 

Each vehicle will need a radio. The cost of a radio system --a central plant
 
and a unit per work-vehicle-- is estimated at $23,000. The total cost of
 
transportation equipment is therefore $192,000.
 

FEPROEXAH will have to provide current production and marketing information
 

both from Honduran and foreign sources. Additio.ally, it will have to keep a
 

strict control of imported agroinputs by buyer, item, time period and
 

financial plan. It will also have to provide an accounting of Project
 

implementation costs, keep accounting records and baseline data for the
 
producer's associations. A small computer, peripheral equipment, software,
 

electrical protection regulators, installation, services and training are
 

expected to cost $50,000.
 

The 'ederation and its associations have a large functionally illiterate
 

clientele and it will have to train these growers. The following equipment
 

will be needed for training uses: 2 complete BETAMAX systems, 3 additional
 

BETAMAX tap( ecorder/players, 100 Betamax tapes, two (2) 16 mm. projectors, 2
 

carrousel slide projectors, two 35 mm camaras and complementary equipment, 2
 

overhead projectors, one opaque projector, recorders, one conference audio
 

system (microphones, speakers, amplifier), 2 flip charts, 3 blackboards, and 3
 

portable projection screens. The cost of this equipment has been estimated at
 

$20,000.
 

To implement this Project, the Federation will have to expand its staff, and
 

the office equipment necessary to support this expansion. Project funds will
 

finance the procurement of 2 metallic program boards, one programable and two
 
regular desk calculators, three electric typewriters, one copier, library
 

equipment (i.e. microfiche reader and copier, magazine displays), and other
 

office equipment. The cost of these items has been estimated at $10,000.
 

f. International Travel, Business Conferences and International
 

Networking (AID Loan $ 00) 

After the current lack of competitive, exportable production, the most serious
 

constraint endangering a successful Honduran export drive is misinformation.
 

This "wrong knowledge" precludes U. S and European investors from even
 
remotely considering Honduras as an investment site. This problem will be
 

addressed through agroinvestors and marketing conferences in Honduras. In
 

addition, U.S. investors groups will be invited to visit the country in
 
prearranged business missions. The cost of two agroinvestors conferences, two
 

marketing conferences, and four business missions is estimated at $250,000
 

over the five project years.
 

The efforts to change Honduras' image among foreigners will be complemented by
 

visits of Honduran producers, exporters and investors to the U. S and Europe
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to promote sell their products and seek investors. Well trained small groups
 
will visit the U.S., attend carefully selected workshops and seminars,
 
participate in trade fairs, and follow up on leads previously identified.
 
These groups will target those agribusiness with high labor costs, weather
 
risks, and/or investments overseas, specifically in Mexico. They will also
 
visit succesful agroexport ventures and/or programs in other Caribbean Basin
 

countries or in Latin America. The cost of this activity has been estimated at
 
$200,000 over the planned project time horizon.
 

FEPROEXAH staff and members should be constant and effective private sector
 
promotors for Honduran agroexports. They should be well aware of how the
 

market is changing, be ready to negotiate and protect the interests of the
 
Honduran agroexporters in their trade with foreign companies, and project an
 

overseas image of effective response. An export oriented institution must be
 
able to deal with their potential buyers where those entrepreneurs are. This
 
project element will allocate $3500 per month to support FEPROEXAH's direct
 

international travel nee's. The cost reaches $210,000.
 

FEPROEXAR must establisli an adequate, albeit small, reference documentation
 

center, with publications and sources providing intelligence on foreign
 
markets, competing countries, and investment circles. This component will
 
finance the start vp of this collection with approximately $53,000.
 
Additionally the membership to several trade organizations, subscription to
 
trade j3urnals and market intelligence services will be funded at the rate of
 

$3000 a year, for a project life total of $15,000. The total cost of this
 
element has been estimated at $68,000.
 

i. Cocoa Development Specialist ($300,000 Loan)
 

This adviser will form part of, and receive support from FEPROEXAH's CAAP. lie
 
will assist both current and potential cocoa growers in an active search for,
 
and support of, foreign and domestic investors in cacao production and
 
processed goods. lis main responsibility is to eliminate the knowledge-gap
 

existing in the Honduras cocoa industry by transferring appropriate
 
preproduction, production and post harvest technology. He will help APROCACAO
 
to identify existing problems (e.g. weeds and plagues, improper plant spacing,
 
little or no fermentation, drainage); design solutions and the mechanisms
 
required to implement them. Through APROCACAO, he will assist the GO in the
 

formulation of a proper policy to foster the cocoa industry, and establish the
 
required quarantine measures to impede the introduction of monilia and other
 
plagues into Honduras.
 

The advisor will assist in the establishment and/or expansion of needed clonal
 
gardens and the construction and operation of on farm and regional processing
 
centers. In close collaboration with the local cocoa technical staff, he will
 

recommend cost effective technological packages, including the economic use
 



Annex F.2.
 
Page 16 of 37
 

of required inputs. The adviser will assist APROCACAO and the FEPROEXAH to
 

develop the mechanisms (i.e. sales of seed and other inputs, technical
 

assistance and training contracts, user's fees) needed to ensure the financial
 

viability of both institutions. Three years of the adviser's services are
 

expected to cost approximately $300,000.
 

i. Cocoa Short-Term Advisors ($250A000 Loan)
 

The short-term consultants will complement the industry wide expertise of the
 

long term adviser by providing assistance outside his areas of expertise.
 

Improper soil macagement, weed control, and drainage are areas in which
 

assistance will be needed. Management of the clonal garden and processing of
 

cocoa beans will require highly specialized assistance. The permanent cocoa
 

team will identify the short-term assistance needed. Twenty-five person 

months, at an average cost of $10,000 per month are expected to cost 
approximately $250,000. 

J. Citrus Development Specialist ($300 000 Loan) 

This adviser will form part of, and receive support from, FEPROEXAH's Center
 

for Agricultural and Agroindustrial Productivity. Through his citrus industry
 

background lhe will provide comprehensive assistance to the commodity system.
 

His main functions will be to transfer cost effective technology to Honduran
 

technicians and growers, and facilitate linkages with U.S. markets and
 

investors in the citrus industry. The Adviser will work primarily with
 

technicians and trainers, supervise their effectiveness with the growers and
 

advise FEPROEXAH on policy issues relating to citrus industry development.
 

Working with the local cirrus team and in close collaboration with the 
Agricultural Research Foundation (FHIA), as well as with existing and expected
 

processing plsnts, the advisor will: assess current production and post
 

harvest practices and problems, (i.e. drainage, quality controls, site
 

selection for expansion, packing and shipping), identify solutions, and
 

establish technical assistance, training and financial programs to improve
 

existing conditions. In conjunction with FEPROEXAL's Marketing and Investment 

Service Office, he will assist in identifying new markets for fresh fruit as 

well as for processed products and by products, and collaborate in attracting 

and supporting domestic and foreign investors. The specialist will also 

design and set up a financially self-sustaining technical assistance and 

training system. The costs of the 3 years of assistance from the adviser are 

estimated to cost o300,000. 

k. Short-Term Citrus Advisers $250,000 Loan) 

The industry-wide expertise of the Citrus Development Specialist will require
 

complementary support from short-term advisers in areas such as: formulation
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of the most economical fertilizer mix, low cost solutions for drainage
 
problems, and finding good uses for rejected fruit. The cost of approximately
 
20 months of short term assistance is estimated at $250,000.
 

1. Vegetable Development Specialist ($500,000 Grant)
 

This specialist will work through FEPROEXAH and AHFAH to transfer cost
 
effective technology to local technicians and growers, facilitate linkages
 
with the U.S. food industry, and assist in the institutional strengthening,
 
through the supply of revenue generating services, of FEPROEXAH and the
 
Horticultural Association.
 

From his broad expertise in the produce industry, he will apply cost effective
 
technological packages which anticipate the significant production and post
 
harvest risks associated with the vegetable industry. This assistance,
 
focussed on technological transfer, will span the whole commodity system of
 
the three vegetables (cucumber; onions; okra) selected to initiate the
 
agricultu'al export drive.
 

Specifically, the specialist will provide assistance in introduction of
 
adaptable commercial cultivars; identification, and use of existing marketing
 
channels for specific vegetables and lines; application of post harvest
 
treatments and (d) identification of agroindustrialization opportunities,
 
their problems and solutions (i.e. pickle okra and cucumbers). In
 
collaboration with FIA, he will provide solutions to unexpected agronomic
 
and/or post harvest .problems. The identification of additional money making
 
vegetable opportunities and expansion areas and the mechanisms to benefit from
 
these opportunities will be an equally important task.
 

The adviser's industry contacts should facilitate an increased interest on the
 
part of the U.S. food industry in Honduras as a source of competitive supplies
 
and/or as a rewarding investment site. Working in close collaboration with
 
the local Horticultural productivity advisors and staff --his/her immediate
 
technological transfer target-- this advisor will design and set up a
 
financially self-sustaining technical assistance and training system. The
 
adviser's services are expected to cost $500,000 for 
five years of assistance.
 

m. Veretable Short Term Technical Adviser ($250,00 Loan). 

The varied number of potentially profitable vegetables, and the multiple post 
harvest treatment as well as marketing channels found in the produce business 
necessitates a broad range of expertise which probably cannot be found in a 
single specialist. Thus, some of the tasks assigned to the Vegetable 
Development Specialist will require additional assistance from shot-term 
advisers. The cost of 20 months of this assistance is estimated at $250,000.
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3. FeAsibilit Study forPaqymet Insurance ($2OO,OO Loan)
 

Among the general conclusions of the Price Waterh;,ise study of Export Services
 
and Financing Needs in Honduras is that the mK;%r need of exporters of
 
non-traditional products is for working capical. In spite of the high
 
liquidity position of most Honduran banks, funding for working capital
 
requirements -- or for any other requirements -- is available only if the
 
borrower can satisfy the banks' traditionally high collateral guarantees. The
 
banks usually require this collateral in the form of real property in urban
 
areas. A typical form of working capital financing in use in Honduras is a
 
direct bridge loan to an exporter who has previously been given a general
 
purpose line of credit adequately secured. The underlying ex*port transaction
 
is not considered the primary, or even a signicant source of !epayment for the
 
financing. The banks' lending criteria are not transaction-oriented. Under
 
the circumstances, assets suitable for collateral requirements are usually
 
already encumbered, or there are not sufficient unencumbered assets to secure
 
any major development of export industries. The banks' insistence in
 
maintaining their collateral requirements will effectively block any possible
 
expansion of non-traditional exports.
 

The project includes an activity to persuade and assist at least some, of the
 
commercial banks to move toward transaction-based financing. However, a
 
simultaneous approach must be to seek ways of replacing at least part of the
 
collateral requirements on which the banks insist, with same other acceptable
 
form of guarantee.
 

Four actions that. can be taken to reduce collateral requirements are:
 

- Encourage banks to utilize export transaction based financing
 
mechanisms as the princi,l source of repayment.
 

- Encourage the estaDlishment of international trade departmento in
 
commercial banks.
 

- Encourage export receivable factoring activities with U.S. financial
 
institutions.
 

- Establish and implement an export insurance program.
 

The first three will be achieved through the process of qualifying for Trust
 
Fund resources. This section deals with the latter, a credit insurance
 
program. The program establishes an export credit insurance fund that would
 
provide commercial risk gurantees to banks as an incentive to increase credit
 
available to exporters. The insurance would reduce the collateral requirement
 
in relation to the proportion of the risk it covers, and would encourage
 
transferring loan resources to export activities.
 

The insurance system would require establishing a reserve fund that would
 
cover about five times the value of the fund in export credit ineurance
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coverage. If this insurance coverage were 50% of the normal collateral
 
requirement, it would induce an export value of 10 times the value of the
 
fund. If the insurance coverage were 60% of '.he normal collateral
 
requirement, it would induce an export value of 8.3 times the value of the
 
fund, but collateral requirements would drop from 50% to 40%, as illustrated
 
below.
 

Credit Insurance Percent Risk Total Export Collateral
 
Reserve Fund Coverage Covered Value Requirements
 

$1 5 50% T10 $5 (50%) 
$1 5 60% 8.3 3.3 (40%) 

The higher the percentage of the risk covered by the fund, the lower the
 
collateral requirements would be and the larger the number of nontraditional
 
exporting firms could participate. The trade-off is that the total value of
 
export shipments covered would be lower with a given amount in the fund.
 

Since the insurance would reduce the commercial exposure of the participating
 
banks, the banks could afford to reduce interest charges for the loan. One
 
banker estimated the program could enable him to charge two percent above his
 
borrowing cost of funds which he estimated ranged between 11 and 14 percent.
 
In general, interest rates of 17 to 19% currently being charged for short/term
 
(130 day) loans could be lowered to between 13 and 16 percent.
 

The exporters would benefit by gaining access to short-term credit with
 
reduced interest and collateral requirements. The insured bank could provide
 
working capital pre-exporting needs, and post-shipment financing in advance of
 
payment by the importer. In the event of default by either the exporter or
 
the importer, the lending bank would be paid the agreed 50 to 60 percent of
 
the face valtie of the loan, and the insurer would take action to collect from
 
the defaulting party.
 

A feasibility study J.s needed to develop the credit insurance concept, to
 
assess demand for the insurance among exporters, to undertake a risk analysis
 
to determine the cost of the premium and to design the implementation
 
procedures and mechanisms in the context of current Honduran banking and 
commercial practices. The study would have to determine the appropriate
 
sponsoring entity and assess the advantages and disadvantages of public,
 
private or mixed sponsorship of the export credit insurance program. Careful
 
analysis of the costs and benefits would have to be made and the effects on 
the GOl1 external debt or fiscal burden, and its commitments to the IMF and 
other external agencies 

If feasibility is demonstrated, local currency generations will be used to
 
establish a Reserve Fund in the Central Bank. The management and operation of 
the Fund would be done through one or more insurance companies in Honduras, 

I( 




Annex F.2.
 
Page 20 of 37
 

FIA, a new export development corporation or some other suitable mechanism.
 
The program would be "marketed" to the banks with the intention of peisuading
 
them that the FIDE affiliates who participate in this program will be lower
 

commercial risks. The purpose will be to encourage the banks to move toward
 
transaction financing and to factor the reduced commercial risks into less
 
stringent collateral requirements and more favorable loan terms.
 

The estimated increase in exports, total working capital requirements, and the
 
proportion and amounts of working capital that will be provided by the
 
investor, the bank under the insurance program, and the bank with
 
collateralized guarantees is shown below:
 

Source of Workin& Capital Requirements
 

Loans
 

Increase Working Capital Investor Total Insured Collateralized 
Year in Exports Req remeOns 0%) (20%) (80%) (6-6) (40%) 

($000) ($000) ($000) ($000 ($000) ($000) 
1 10,000 4,000 800 3,200 1,900 1,300 
2 20,000 8,000 1,600 6,400 3,800 2,600 
3 35,000 14,000 2,800 11,200 6,700 4,500 

4 55,000 22,000 4,400 17,600 10,600 7,000 

5 75,000 30,000 6,000 24,000 14,400 9,600 

To sustain a projected level of exports of $75 million, working capital credit
 
insurance of about $14.4 million will be needed, which requires a Reserve Fund
 
of about $2.9 million (20%).
 

Assuming the fund were fully employed and the charge to the user was 1% to 2%
 

annually, the interest payments to the fund would be in the range of $144,000
 
to $280,000 annually when the insured amounts reached $14.4 million in the 5th
 

year. The cumulative total in five years would be $374,000 - $748,000 if
 

there were no defaults.
 

Interest. Charge Collected -(-000) 

Year Insurance Premium Cumulative
 

Issued 1% 2% 1% 2%
 

2 3,800 38 76 57 114
 
3 6,700 67 134 124 243
 
4 10,600 106 212 230 460
 

5 14,400 144 288 374 
 748
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4. AID Project Management
 

a. Banking Adviser ($200,_000 Grant)
 

This will be a senior executive from a U.S. commercial or investment bank.
 
Candidates are now being identified by a U.S. executive talent search
 

company. The adviser will assist AID and FIDE in evaluating the proposals
 
from local banks for participating in the Trust Fund, analyze the cost of the
 
proposed services, and monitor the implementation of the Trust Fund. He will
 

also advise AID on ways of mobilizing U.S. and Honduran capital for equity
 
investments. He will assess the development possibilities of a capital market
 
in Honduras, and design investment schemes, e.g., joint partnerships, joint
 
equity investment funds, trading companies that are needed for specific
 
investment opportunities. The cost of the adviser's services is estimated at
 
$200,000 for two years.
 

b. Private Sector Development Adviser ($400,000 AID Grant)
 

These funds will finance a continuation of the services of the Mission's
 
Senior Private Sector Adviser who has worked on development of the Project for
 
the last year on PD&S funds. An extension of 5 years will be needed. Based
 
on present costs this would amount to $400,000 over the five-year period. The
 
Adviser will assist FIDE an-' the Producer's Association on the institutional
 
development aspects of their prograts. Specifically, he will assist FIDE with
 

internal organization and managemenc, external staff training, program
 
planning and budgeting, costing of services, policy statements, publications,
 
and information systems. He will monitor FIDE's implementation of tile
 
Manunfactured Exports Activity.
 

c. Project Liaison Officer, (250q,000 AID Grant) 

The services of this contractor will needed throughout the life of the Project
 
to maintain liaison with all participating institutions, advise the USAID/H
 
Private Sector Officer of implementation progress and problems, and initiate
 

corrective actions. The Liaison Officer has already been contracted with PD&S
 
funds to assist in initial implementation actions. Based on her present
 

contract, five additional years of services have been budgeted at an annual
 
cost of $50,000 per year for 5 years.
 

d. AaricultureProject Liaison Officer ($250,A00, AID Grant)
 

The s-r.vices of this contractor will needed throughout the life of the Project
 
to maintain liaison with all participating institutions, advise the USAID/H
 
Agric,..ltural Office of implementation progress and problems in the
 

agricultural export activities, and initiate corrective actions. A contract
 
with a Honduran citizen or resident is contemplated at an annual cost of
 

$50,000 per year for 5 years.
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III. Financial Viabilit of Implementing Aaencies 

A. FIDE
 

1. Income and Expenses durin Project_Implementation
 

FIDE's budget for* the first ten years of operations is shown in Table 1. As
 

is seen, income from memberships, contributions and service charges covers a
 
small portion of FIDE's costs. Membership fees will be charged to companies
 

and individuals and will entitle them to reduced rates for services provided
 
by the Foundation. Contributions will be sought from other private sector
 
associations, the country's 15 commercial banks, savings and loan
 
associations, insurance companies, multinational companies operating in
 

Honduras, and major industries. The income from these sources is estimated at
 
$275,000 during the first five years. Service charges will also contribute to
 

FIDE's income. The income from this source is estimated at $370,000 during
 
the first five years. As FIDE's Board has not yet set the rates for
 
memberships and service charges, a Condition Precedent has been included in
 
the Project Authorization requiting that this be done prior to first
 
disbursement for assistance to FIDE.
 

In order to bridge the income gap that FIDE will experience during Project
 
implementation, the Project design includes several additional sources of
 

income that will help FIDE maintain financial viability during this period.
 

These sources of income are: Dollar costs financed from the AID Loan ($2.1
 
million); the interest rate differential described in Section II.G. of the
 
project description ($4,650,000), and a counterpart contribution to the
 
project ($650,000). The calculations for the income from the interest rate
 

differential are shown in Table 2. With the additional income from these
 
sources, FIDE will be able to provide the required level of services during
 
project implementation.
 

2. Income and Expenses after Implementation
 

After implementation is over, income from the AID Loan and counterpart
 
contributicns are not expected to be available to FIDE. However, income from
 
the interest rate differential will continue and will peak in years six and
 

seven, FIDE's income from charges for services and the support from the
 
private sector, are expected to continue rising as income from the interest
 

rate differential starts to decline. Even with conservative assumptions
 
regarding these sources of iLlcome, FIDE should be viable through at least the
 
10th year after the start of implementation as shown in Table 1. FIDE may
 

experience some difficulty in obtaining dollars for its U.S. staff and other
 

dollar costs and will have to rely on the banks benefitting from the program
 

to make dollar- conversions if a dollar, shortage still exists at that time.
 

The arrangements made to ensure that FIDE will be able to continue
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providing a high level of services after implementation ends hold a reasonable
 
chance of achieving that purpose.
 

B. FEPROEXAH
 

1. Income and Expenses durin Project Implementation
 

FEPROEXAII's budget for the first ten years of operation is shown in Table 4.
 
FEPROEXAH's income from memberships, contributions and service charges will
 
cover a small portion of its costs. Memberships will come from initial
 
registration of member associations and individual enterprises, and monthly
 
fees from each of them. An extraordinary contribution is required at the end
 
of each year. The income from these sources is estimated at $27,000 during
 
the first five years. Charges are made for the following services: sale of
 
accounting manuals for each productive activity; management and technical
 
courses; computer services; preparation of credit requrests to the banking
 
system; use of telephone and telex; and photocopies. The income from service
 
charges is estimated at $411,000 during the first five years. FEPROEXAH will
 
also impor, and sell agricultural inputs to its members at competi.tive
 
prices. The net. income from these sales during the implementation period is
 

estimated at $435,000. As FEPROEXAH's Board has not yet set the rates for
 
memberships and service charges, nor established its pricing policy for
 
agricultural inputs, a Condition Precedent has been included in the project
 
authorization requiring that this be done prior to first disbursement for
 
assistance to FEPROEXAL.
 

In order to bridge the income gap that FEPROEXAH will experience during
 
project implementation, the Project design includes several additional sources
 
of income. They are: Dollar costs financed from the AID Loan ($2.2
 
million); the interest rate differential described in Section II.G. of the
 
project description ($3,950,000), and a counterpart contribution of $950,000.
 
The calculations for the income from the interest rate differential are shown
 
in Table 2. With the additionil income from these sources, FEPROEXAH will be
 
able to provide the required level of services during project implementation.
 

2. Income and Expenses afterImplementation
 

After Project implementation is over, income from the AID Loan and counterpart
 
contributions will not be available to FEPROEXAI1. However, income from the
 
interest rate differential will continue and will peak in years six and
 
seven. FEPROEXAI's income from service charges and the sale of agricultural
 
inputs are expected to continue rising after, the income from the interest rate
 
diffeiential starts to decline. Even with conservative assumptions regarding
 
these sources of income, FEPROEXAH should be viable through at least the 10th 
year after the start of implementation as shown in Table 4. FEPROEXAH may
 



Annex F.2.
 
Page 24 of 37
 

Table 1: FIDE Income and Expenses 
($000) 

1 2 3 4 
Year 

5 6 7 8 9 10 
TOTAL 

Income 
AID Loan Funds 385 370 405 450 490 - - - - - 2,100 
Interest Rate Diff. 104 635 770 1095 1355 1620 1630 1335 855 645 10,044 
Addl. Local Currency 400 125 125 - - - - - - 650 
Membership Fees 40 45 50 60 85 100 120 175 200 250 1,125 
Service Charges 40 50 70 85 129 150 200 300 350 400 17774 

Total Income 96-9 1,225 1,420 1,690 2,059 1,870 1,950 1,810 1,405 1,295 15,693 

Expenses 
Membership Campaign 10 12 15 18 22 30 35 40 45 50 277 
Information System 40 45 50 55 60 65 70 75 80 85 625 
Seminars and Publications 80 130 150 180 180 120 180 125 100 100 1,345 
Business Conferences 20 22 25 27 30 35 40 45 50 55 349 
1kt. and Prod. Asses. 90 180 195 230 210 175 200 140 100 50 1,570 
Area Specialists 100 120 145 175 300 200 275 250 - - 1,565 
Overseas Represent. 75 80 85 90 180 300 320 350 350 350 2,180 
New Prod. Dev. 60 120 200 250 500 350 260 150 100 85 2,075 
Short-Term Consult. 40 40 40 40 40 50 55 60 65 70 500 
Operations 320 370 380 420 450 475 500 525 500 450 4,390 
Equipment 50 - - - - 50 - - - - 100 
Contingencies 84 106 135 205 87 20 15 50 15 - 717 

Total 969 1,225 1,420 1,690 2,059 1,870 1,950 1,810 1,405 1,295 15,693 
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Table 2: Interest Earned and Applications
 
($000)
 

1985 1986 1937 1988 1989 1990 1991 1992 1993 1994 1995 
 1996
 
Disb. of Credit Funds:
 

Trust Fund 10000
 
Invest. Cap. Fund 1400 2100 3400 4800 
 2800
 
Indust. Parks 1100 1800 2000 
 2100 2500
 

Total 12500 3900 5400 6900 5300
Cum. Total 1/ 12500 16400 21300 28700 34000 34000 34000 
34000 33420 32650 31540 30430
 

Interest Earned 344 1590 1980 2780 3450 3740 3740 3740 
 3680 3590 3470 3350
 

Applications:
 

Total Debt 2/ 13500 18400 25300 
33700 40000 40000 40000 40000 39420 32450 31140 29830
 

AID Debt Serv. 135 320 440 590 
 740 800 800 1380 1730 2320 2680 3080
 

Bal. Avail. 209 1270 1540 2190 2710 2940 2940 2360 1950 
 1270 790 270
 

Applied to:
 
FIDE Over. Repr.3/ 
 300 320 350 390 440 500 270
 
FIDE Local Costs 104 635 770 1095 1355 1320 1310 1005 780 415 145
 
FEPRO. Local Costs 
 105 635 770 1095 1355 1320 1310 1005 780 415 145
 

1/ Starting in 1992, this amount is reduced by the amount of principal repaid to AID.
 
2/ This inclules the $16 million borrowed under this project plus the $24 million in local currency used
 
for industrial parks and agricultural export credit.
 
3/ FIDE's overseas 
costs are AID Loan financed during project implementation.
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Table 3: Local Currency Uses and Sources
 

Sou rce 	_ _O)_ oTotal 

Use 	 Local Currency Interest
 
Generations l/ Generations 2/
 

I. ExporL Policy and Promotion
 

II. Export Developmen 9600 33,600 

A. Manufactured Exports 9500 4 650 14P150 

1. Manuf. Exp. Devel. 4 

a. FIDE Local Expenses
2. Labor IntensiveExpo~t~s 9 0 

4,650 4,650 

a. Loans for Industrial Parks 9,500 9,500 

B. Agricultural Exports P 19,450 

1. Agric. Exp. Devel. 4 

a. FEPROEXA1 Local Costs 4,950 4,950 
2. CocoaSystem Devel. 3 3.000 

a. Investment Credit 3,000 

3. Citrus System Devel. 000 
a. Investment Credit 9,000 9,000 

4. Vegetable System Devel. 
a. Investment Credit 

2 
2,500 

2P50 
2,500 

III. 	 Financial Services 2500
 

Private Investment 2,900 2,500
 

IV. AID Pro0ject Management 

Total 	 26,500 9,600 36,100
 

l/ These funds will be made available by converting the Private Sector
 

Working Capital Fund now financed by ESF generations into Ln Export
 

Development Fund.
 

2/ These funds will be generated from the interest earned on the Trust Fund
 

T$10 million), the Agricultural Export Fund ($14.5 million) and the Industrial
 

Parks Infrastructure Loans ($9.5 million).
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Table 4: FEPROEXAH Income and Expenses 
($000) 

Year TOTAL 
1 2 3 4 5 6 7 8 9 10 

Income: 
Memberships 4 5 5 6 7 9 11 13 15 17 27 
Services 37 50 92 115 133 146 160 177 194 246 427 
Sales of Ag. Inputs (net) 26 53 90 1i3 150 165 182 200 224 242 432 
AID Loan Funds 484 273 279 285 129 1,450 
Int. Rate Diff. 105 635 770 1095 1355 1320 1310 1005 415 145 3,960 
Transfers to/from Assoc. (16) 9 (38) 54 (105) (96) 
Addl. LC Generations 750 200 950 

Total Income 1,390 1 1,198 , 8 1,663 0 848 650 

Expenditures: 

Management unit 124 137 150 165 184 198 203 213 224 235 760 
Tech. specialist 131 144 142 139 - 556 
Admin. support 37 40 40 49 53 56 58 61 64 68 219 
Support services 8 9 10 11 12 13 13 14 14 15 50 
Contract services 79 87 96 - - 262 
In-Country Training 190 195 145 155 - 685 
Overseas Training 150 100 100 100 450 
Equipment 172 50 50 50 50 50 50 272 
hew Com. Sys. Devel. 500 1,000 840 840 600 160 1,500 
Operational Support 292 322 325 313 257 270 285 271 200 200 1,509 
Int. Travel/Bus. Missions 162 123 129 185 129 135 135 119 100 100 728 
Contingencies 45 18 11 51 34 78 79 67 36 32 159 

Total Expenditures 1,390 1,225 1 1,668 1,6 1,663 1,395 848 650----
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experience some difficulty in obtaining dollars for its U.S. staff and other
 
dollar costs and will have to rely on the banks benefitting from the program
 
to make dollar conversions if a dollar shortage still exists at that time.
 
The arrangements made to ensure that FEPROEXAL will be able to continue
 
providing a high level of services after implementation ends hold a reasonable
 
chance of achieving that purpose.
 

C. Financial Viability of the Industrial Park Management Companies
 

To analyze the financial viability of the industrial parks, an area selected
 
by Industrial Parks, Inc. one kilometer from the Toncontin International
 
Airport in Tegucigalpa, was used as a model. The area is 40 hectares and has
 

a capacity for 65 factory structures. The prototype factory used in the
 
analysis is 20,000 square feet, employing 200 production workers and 34
 
supervision, management, administrative personnel. Although only 28
 
structures will be built under the project, the costs and returns are based on
 
the model site and it is assumed that the additional structures will be built
 
with non-project funds starting in the sixth year after implementation
 

begins. The results of an analysis based on the Tegucigalpa site are expected
 
to be applicable to either city. Economies of scale will have minimal effects
 
on the financial viability of the activity, as the sites in either case will
 
be adjacent to access roads and reasonably close to water, power, sewerage and
 
communications lines. Thus, infrastructure costs will be modest and will be
 
recovered through payments for the services of the IPMCs.
 

Under present cost and market conditions, it will cost about $200 per square
 
meter to cover the costs of the building shell and all related on-site
 
infrastructure. The related costs include preparation of the site, extending
 
water, power, sewerage, and communications lines to each building site, the
 
transport circulation system and landscaping and lighting. The internal
 
infrastructure will be phased with the construction of the factory shells. No 
allowance has been made for promotion as this will be financed from AID loan
 

funds during the first five years, and from operating profits from the sixth
 
year on. It is assumed the land will be leased at a nominal price which is
 
included in the $200/m 2 construction cost. The renter will be responsible
 
for finishing work at his expense: installing air conditioning, lowering
 
ceilings, well finishing, special flooring, partitioning, etc. These
 
improvements remain the property of the developers when the tenant moves. 

The rental charge is assumed to be $3.50 per square feet annually. Of this 
amount, (in 1985 prices) $3.00 is earmarked for payment of debt service and
 
eventual return on investment and $.50 is earmarked for operating expenses and
 
profit. The development plan is to construct one or two units ahead of the
 
demand. The estimated phasing is 4 units the first year and 6 each additional
 

year for 10 years. The total of 64 units will be constructed by the eleventh 
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year. The cost of each factory. shell is $400,000 in 1935 prices. Assuming
 
the construction program starts in 1985, and assuming an inflation rate
 

averaging 8% annually, the total investment cost outlay will rise from about
 

$1.6 million the first year to $5.2 million in the final year. The total
 

outlay in current prices for the 64 bulding development will be about $39
 
million over the 11 year period, as shown in the overall cash flow, Table 5.
 

The financial plan of the development is assumed to be 30% eqjity and 70%
 

financing at 15 year term (including I year grace) and 19% annual interest.
 

The summary of debt service payments is shown in Table 5. The loans needed by
 

the IP14Cs will be financed from local currency funds now available in the
 

Central Bank. The funds will be channeled from the Central Bank through the
 

domestic banking system to the IPHCs. Any commercial bank will be eligible to
 

draw on these funds to make loans to the IPMCs on a long term basis at an
 

interest rate to be negotiated in each case based on the expected returns of
 

the investment. AID will approve each loan made to the I1'Cs. Where the
 

zones are developed on municipal or national land, a rental will be negotiated
 

with the municipality or the national government, and the facilities will
 

revert to the appropriate government agency within 50 years of the date of the
 

lease agreement with the developer.
 

Projected rental collections assumes that full rentals will be collected from
 

all factories operating in previous years and one-half of the rentals will be
 

collected from the factories collected in the year when new construction is
 
taking place. In the Private Industrial Parks in Mexico, renters must pay in
 

advance and to guarantee payment for a minimum period of five years. This
 

possibility is not taken into consideration in these projections.
 

Rental payments in current prices are estimated at $120,000 the first year and
 

rise to $2.0 mi.llion in the fifth year, $7.9 million the final year of
 
construction (11th year), and increase at an annual rate of 8% from the 13th
 

year on, reflecting the assumed inflation rate.
 

In the cash flow, an additional $300,000 is added to the equity requirements
 

the first year to cover studies, legal fees, organization expenses etc. (The
 
project budget includes $600,000 because two IPMCs will be organized. This is
 

not expected to materially affect the financial viability of the IPMCs.)
 

Slight deficits are shown for the 2nd ($3,400) and 3rd years ($8,500). Tie
 

net annual flow is a positive $43,000 in the 4th year, increased to $2 million
 

in the 10th year and to $7 million in the 15th year, after debt service
 

payments. The return to equity before taxes in current prices is 25.9% and in
 

constant prices is 16.6%.
 

The working capital requirements of the private development group will be
 

partly supplied from internal generation of funds from the project, and partly
 
by investor resources.
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Table 5: Industrial Park Activity Cash Flow
 
($0O0) 

Source of Funds Use of Funds Net Flow 
(1) (2) (3) (4) (5) (6) (7) (8)=(4)-(7) (9)=(8)-(2) 

Net Debt 
Year Loan Equity Income Total Invest. Service Total Annual To Equity 

1 1,120.0 780 1/ 120.0 2020 1900 2/ 106 2006 14 (766) 
2 1,314.4 777.6 453.6 3045.6 2592 457 3049 (3.4) (781) 

3 1,958.9 839.5 909.5 37G7.9 2798.4 918 3716.4 (8.5) (848) 
4 2,116.8 907.2 1436.4 4460.4 3024 1393 4417 43.4 (863.8) 
5 2,286.5 979.9 2041.5 5307.9 3266.4 1882 5148.4 159.5 (820.4) 
6 2,467.9 1,057.7 2,732.3 6257.9 3525.6 2387 5912.6 345.3 (712.4) 
7 2,666.2 1,142.6 3523.1 7331.9 3808.8 2908 6716.8 615.1 (527.5) 
8 2,379.5 1,234.1 4422.1 3535.7 4113.6 3449 7562.6 973.1 (261.C) 
9 3,109.7 1,332.7 5441.9 9884.3 4442.4 4013 8455.4 1428.9 96.2 

10 3,353.3 1,439.3 6996.7 11394.3 4797.6 4587 9384.6 2009.7 570.4 
11 3,627.1 1,554.5 7901.9 13083.5 5181.6 5188 10369.6 2713.9 1159.4 
12 3951.0 8951.0 5446 5446 3505 3505 
13 9669.1 9669.1 5074 5074 4595.1 4595.1 
14 10444.8 10444.8 4728 4728 5716.3 5716.8 
15 11278.1 11278.1 4327 4327 6951.1 6951.1 
16 12130.5 12180.5 3876 3876 8304.5 8304.5 
17 13155.8 13155.8 3406 3406 9749.8 9749.8 
18 14208.0 14208.0 2938 2938 11270 11270.0 
19 15344.6 15344.6 2498 2498 12846.6 12846.6 
20 16573.4 16573.4 2073 2073 14500.4 14500.4 
21 17898.2 17893.2 1671 1671 16227.2 16227.2 
22 19330.6 19330.6 1289 1289 18041.6 18041.6 
23 20878.1 20378.1 920 920 19958.1 19958.1 
24 22544.6 22544.6 593 593 21931.6 21951.6 
25 24349.4 24349.4 271 271 24078.4 24078.4 

27,405.0 12,045.1 39,450.4 

IRR=25.89% in current prices; 1.2389 = 16.6% in constant prices 
1.08
 

1/ $480,000 equity portion of loan plus $300,000 for studies, legal fees etc.
 

2/ $1,600,000 cost of construction plus $300,000 expenditures on studies, legal fees etc.
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The renters will p3y for all services provided. The principal operating cost
 
components to be borne by the operators are personnel costs, travel,
 
communications and promotion. 
It is estimated that the personnel budget will
 
be about $136,000 the first year and will increase to about $230,000 the 5th
 
year and about $300,000 from the 10th year on, all in constant 1985 prices.
2
The $0.50/ft rental fee earmarked for operating expenses will eventually
 
cover these expenses, and after about the 6th year will provide a surplus that
 
could contribute to earnings, but deficits can be estimated for the first five
 
years. The accumulative negative total of these operating expenses increases
 
to its maximum point of $353,000 the fifth year and then declines as the
 
rental payments used to defer operating costs increase more rapidly than the
 
costs.
 

To the degree tiese operating costs may be underestimated, increases may be
 
necessary in rental charges, in thc initial working capital fund, and/or
 
working capital financing arranged.
 

This analysis takes into account only income from rental of factory space.

There are other sources of income that will probably accrue. Some services
 
can be offered at a price that 
more than covers costs. Shelter plan
 
operations can be provided and probably will.
 

It is the general practice that building "fit up" improvements made to the
 
shell by the user at nIls expenses, remain in place when he leaves. Average
 
turnover may be 25% aitually. These improvements may increase the value of
 
the original shells by a much as 4 times the original cost, which would
 

2
Justify raising rentals to $12-14ft . In practice, the difference can be
 
split with the new tenant giving him a rate of about $8/fr 2 . lie perceives

this as a bargain while the operators double their income with no additional
 
investment.
 

To offset these possible windfalls, of course, are periods when depressed
 
economic conditions may cause slow-downs in the building schedule and
 
vacancies in constructed buildings. The managers will have to 
be extremely
 
skillful in accumulating surpluses during good times to tide them over 
the
 
troughs. 

With reasonable effort in and success 
from promotion of the industrial parks,
 
the above analysis indicates that they will be financially viable. The
 
Project's financial plan assumes an 80-20 loan-equity split instead of the
 
70-30 split 
used in the financial analysis. A final analysis will be done
 
prior to the use of local currency funds for infrastructure and shelter 
construction loans. 
 Should the smaller equity contribution significantly

affect the Project's financial viability, the terms on the loans will be
 
extended beyond the planned 15-year term to compensate.
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D. Viability of the Producers' Associations
 

1. During Project Implementation
 

The projected budgets for the Cocoa, Citrus and Vegetable Producers'
 

Associations are shcown in Tables 6, 7, and 8. Each of them will have
 

difficulties during the implementation period in financing the level of
 

services required by the Project design, since at the outset they will depend
 

almost exclusively on membership dues for their income. Each of them will
 

receive assistance in developing its service charges and fee structures. They
 

will all have their charges established by the end of the second year of tht
 

Project. FEPROEXAL will include within its budget the costs of the
 

productivity advisers and extensionists for thc first two years. Furthermore,
 

FEPROEXA11 will provide cash contributions to the Associationb as needed during
 

tne first five years to enable them to survive and improve their service
 

delivery and maintain financial solvency. With these arrangements, the
 

Associations are expected to be financially viable during implementation.
 

2. After Implementation
 

In the first five years after implementation ends, the Associations should be
 

able to make ends meet with their own income. By that time, each of t'em will
 

have developed revenue-generating services for their members that will allow
 

for small surpluses sufficient to cover overhead and technical assistance.
 

These services are described in the Project description. 

E. Trust Fund Viabilit-y 

1. Growth of the Fund 

A cash flow was prepared for the Trust Fund using the following assumptions:
 

- During the first year, 50% of the $10 million AID loan finances
 

working capital for manufacturing industries with loan maturities of 6 months,
 

the other 50% finances working capital for agricultural and agroindustrial
 

production with loan maturities of up to 12 months.
 

- Once the fund resources exceed $10 million, exporters can use the
 

exchange facility without having to finance their inputs. This was done to
 

ensure that the original Trust Fund capital is always earning interest for
 

FIDE and FEPROEXAiI. 

- Beginning in the third year fixed asset investment financing,
 

represents 25% of the cash-flow generated from the working capital financing.
 

These loans are assumed to have an average maturity of 5 years, including 1
 

year of grace.
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Table 6: APROCACAO Income and Expenses 
($ 000) 

Year TOTAL 
1 2 3 4 5 6 7 8 9 10 

Income: 
Contributions 6 6 7 3 8 9 10 11 12 77 
Services - 9 15 27 28 36 41 44 47 50 297 
Sales of Agric. Inputs - - - 15 20 27 31 33 35 37 i98 
Tech. Assistance Contracts 45 49 55 60 66 275 
Transfers to/from FEPROEXAH 6 (6) 31 6 50 - - - - - 87 

Total 5T 106 -16 To- -12 5--3 - 34 

Expe nses: 
Management Unit 1 1 16 17 19 19 23 25 28 31 180 
Technical Specialists 7 7 41 45 49 55 60 66 330 
Adminstrative Support 3 3 3 3 3 4 4 5 5 5 38 
Operating Costs 2 2 23 25 33 38 42 44 46 48 308 
Contingencies 3 3 3 5 10 12 13 14 15 78 

TsLal 6 52 575 1 1 1 T 1-
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Table 7: ANACIHO Income and Expenses
 
(o oo0) 

Year TOTAL 
1 2 3 4 5 6 7 8 9 10 

Income: 
Contributions 3 3 4 4 5 5 6 6 7 7 19 
Services 35 71 104 176 217 239 263 289 318 349 603 
Tech. Cont. - - - - - 70 77 85 94 103 430 
Transfers to/from FEPROEXAIH 

Total 
9 

47 
_3) 
72 

6 
114 

L 
124 

__Q) 
222 314 346 380 418 460 

(45) 
577 

Expenses: 
Management 13 16 18 20 22 24 27 29 32 35 89 
Technical - 7 16 17 64 70 77 85 94 103 104 
Administrative Support 10 11 12 13 14 15 17 19 20 23 60 
Operating Costs 22 34 62 67 110 121 133 146 161 177 296 
Contingencies - 3 5 6 11 83 91 101 iI 122 28 

Total 47 72 114 124 221 314 346 380 418 460 577 



Annex F.2.
 
Page 35 of 37
 

Table 8: AHFAH Income and Expenses 
($ 000) 

1 2 3 4 
Year

5 6 7 8 9 10 
TOTAL 

Income: 

Contributions 4 5 6 6 7 8 9 10 11 12 28 

Services - - - 115 153 168 285 204 224 246 268 

Tech. Cont. - - - - - 74 81 89 98 108 450 

Transfers to/from FEPROEXAH 1 - 1 _ 56 54 

Total ' ! 7 117 216 250 27-5 303- 333 366 350 

Expenditures: 
Management unit 
Technical specialists 

1 
-

1 
-

1 
-

25 
17 

27 
67 

3') 
74 

33 
81 

36 
89 

40 
98 

43 
108 

55 
84 

Administrative Support 2 2 2 11 11 12 13 15 16 18 28 

Support Services 1 1 1 3 3 3 4 5 5 5 9 

Operational Support 1 1 2 56 98 108 119 130 143 158 158 

Conningencies 
Total 5 5 

1 
T 

5 10 
216 

23 
250 

26 
275 

28 
30-3 

31 
333 

34 
366 

16 
350 
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2. Dollar Availabilitz in Relation to Project Needs
 

The dollars generated by the Trust Fund increase to $163 million by the end of
 
the fifth year of implementation. Given the large size of the Fund, an
 
estimate of $100 million has been used as the maximum amount so that, as the
 
Mission has proposed to the Central Bank, when growth of the Fund so permits,
 
part of the dollars will be made available to the Central Bank to help finance
 
the imports of other importers. The amount of $100 million will clearly
 
sustain a much higher level of imports than the $59 million of yearly exports
 
in the fifth years of the Project will require. Accordingly, the Trust Fund
 
will serve its intended purpose and leave significant possibilities of helping
 
exporters not producing the exports directly assisted by the Project. The
 
Fund is therefore appropriately sized in relation to Project needs.
 

Table 9: Trust Fund Cash Flow
 

YEARS 1 2 3 4 5
 

Beginning Balance 10.0 26.31 34.76 72.39 108.24 
Loan Placements 12.18 42.44 41.45 75.61 113.29 

Working Capital 12.18 29.28 32.76 58.46 87.60 
6 month financing 7.18 9.54 19.72 32.74 49.06 
12 month financing 5.0 6.58 13.04 25.72 38.54 

Fixed Assets - 13.16 8.69 17.15 25.69 
Gross Proceeds from Exports 29.84 39.42 82.12 152.53 230.10 

6 months 11.09 14.74 33.22 56.08 95.57 
12 months 18.75 24.68 48.90 96.45 134.53 

Loan/ Inputs Purchase Recovery 12.18 16.12 36.05 63.95 97.35 
Working Capital/Inputs Purch. 12.18 16.12 32.76 58.46 87.60 
Fixed Assets - - 3.29 5.46 9.75 

Operations Balance 17.66 23.30 46.06 88.58 132.75
 
Distribution of Balance:'
 

Trust Fund 14.13 18.64 36.34 44.29 66.33
 
Central Bank - - - 26.57 39.82
 

Exporter 3.54 4.66 9.22 17.72 26.55
 
Ending Balance 26.31 34.76 72.39 108.24 163.73
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F. Financial Viability of Private Expor, t Operations
 

The Project's mechanisms for channeling financial assistance to private export
 
operations use commercial banks and credit companies to provide such
 

assistance. Each of them, except BANADESA and FIA, are proven competent
 

lenders with years of experience in the banking business. They will ensure
 
viability of private export operations financed under the project by lending
 

only to capable firms for good export projects. If they err, it will be on
 

the side of conservatism, but. they won't go broke. The assistance provided
 

through the project to potential exporters wiJ7 add insurance that their
 
operations are viable. FIA will soon start receiving technical assistance in
 

risk analysis and resourcc mobilization under the Small Business Development
 
Project. It should be able to pick out viable operations for assistance,
 

given that its Board of Directors has five bankers among its six members.
 
BANADESA has not had an overwhelmingly good record in picking viable
 

enterprises. BA1ADESA will want to help campesino cooperatives get into
 
exporting, in tile hopes of recovering past debts by improved future
 

performance. The Mission will watch this closely, and may approve all loans
 

that BANAPESA makes to help ensure that only viable operations are financed.
 

G. Conclusions
 

The above analysis examined the financial viability of each of the Project
 

funded activities. Each of them has been shown to be financially viable and
 

sized appropriately to meet Project needs. Accordingly, the Project is
 

considered financially viable.
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FINANCIAL FEASIBILITY OF THE COI4ODITY SYSTEMS
 
SELECTED TO INITIATE THE NTEA PROGRAM
 

The financial analysis of the three vertically coordinated commodity systems
 
demonstrates the financial viability of the project and also stresses the
 
requirement for assured placement of products in the export market. The three
 
proposed activities generate internal rates of return (IRR) above the 12 per
 
cent cut-off.
 

Detailed description of key assumptions and data sources used for the analysis
 
are provided in the sections below. However, there are several common
 
parameters which bound the analyses.
 

First, conservatism dominated the projection of likely areas and levels of
 
production. Given the organizational maturity of the supporting commodity
 
associations and FEPROEXAH, and the requirement for significant changes in
 
producer behavior to realize production goals, prudence prevailed.
 

Second, production yields are given in terms of export-quality produce.
 
Domestic markets have no value in the analysis. While evidence exists to
 
challenge this assumption, the size of the local market suggests that expanded
 
production may, at same time, depress local prices below the marketing
 
variable cost of the culls. The exception was cocoa, where the domestic price
 
is reported to be higher than the export price for substandard cocoa, because
 
of active buying from El Salvador. These "irrational" sales are motivated
 
more by a Salvadoran need to acquire hard currency than by the market value of
 
cocoa.
 

Third, the analysis of the citrus commodity system uses only the value of
 
extracted juice in contrast to fresh exports. The concentration on Valencia
 
orange orchards for juice will benefit from a relatively short pay back period
 
and optimizes the benefits of the CBI. Honduran frozen orange concentrates do
 
not have to pay the hefty US duty ($0.34/lb or $2.43/gallon) that importers of
 
Brazilian frozen concentrate orange juice must pay.
 

Fourth, the analysis does not capture the entire commodity system: producer to
 
foreign buyer. It is built on direct project costs and benefits accruing to
 
the growers.
 

Fifth, the internal rates of return for the rehabilitation activities (cocoa
 
and oranges) are very high. This is normally the case in rehabilitation 
projects of any kind. Not only does new money capture the sunk costs of 
establishing the orchards, but the time requirement from investment to return 
is considerably shortened. 

I 
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Sixth, it is important to stress that the financial feasibility is absolutely

dependent on access to foreign markets. The production levels prices paid to
 
producers and incorporation of directed technical assistance to growers flow
 
from this basic condition.
 

In summary, the activities proposed under the project are financially feasible,
 

A. Financial Analysis of tie Citrus Rehabilitation Commodity System
 

The financial anaysis of tle proposed citrus commodity system is presented in
 
Tables No. C.l. and C.2.. This is an analysis of the rehabilitation of 1200
 
existing hectares of oranges. Knowledgeable sources in the Honduran citrus
 
industry claim that a well-cared-for orchard has a productive life of as many
 
as fifty years. However, a twenty-five year life was assumed for tile 
rehabilitation component.
 

The citrus system analyzed was developed from tile research carried out by tile 
PIP-directed citrus commodity team as documented in their June 6, 1984 report.
 

The rehabilitation program analysis covers a total of 1,200 hectares, of which
 
200 hectares will be rehabilitated in year one, 300 in year two, 500 in year

ttiree and 200 in year four. Of tis total, 600 hectares are expected to 
require drainage improvements: 100 in year one, 150 in year two, 250 in year
 
three, and 100 hectares in year four. All rehabilitation was assumed to be
 
accomplished in year four of the rehabilitation cycle. Rehabilitation costs
 
were estimated at $2180 per hectare for maintenance. These costs are found in
 
the citrus commodity team report. Total rehabilitation costs are the sum of
 
drainage and maintenance costs during years one through four, and only
 
maintenance costs in years five through twenty-five. 

Yields were taken from the citrus commodity system report. Existing yields of 
37.5 metric tons per hectare were assumed to increase linearly to the proposed
yield of 51 metric tons per hectare five years after the beginning of orchard 
improvement. This is a yield increase of 2.7 metric tons per hectare per 
year. When the 1200 hectares have received the benefi.'s of the full 
rehabilitation cycle, they will produce 61,200 MT of juicing oranges, or an
 
annual increase of 36 per cent over the 45,000 MT which would have been
 
produced in the target area withouth the rehabilitation effort.. Perhaps more
 
significant is tile fact that the economic life of the groves will be extended
 
substantially beyond their present life expectancy.
 

According to the citrus commodity report, 65 per cent of the total orange

yield can be used for juice concentrate. The analysis did not include any

marketable use of tile 35 per cent remainder, because of price uncertainties
 
caused by the large increase in supply. However, the percentage not sold for
 
juice can be expected to provide some additional marginal income for the
 
producer from local and regional markets, up to the point where domestic or
 
regional sales revenues cover the variable marketing cost.
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Two production models were designed: One covers 600 hectares with drainage
 
problems, and another covers 600 hectares on already well-drained land. The
 
analysis uses a price for the producer of $75 per metric ton. This is a
 
current contract price offered by a recently established, CBI-lured, U.S.
 
company.
 

The analysis shows an internal rate of return of 22.3 per cent for the
 
rehabilitation of 1200 hectares of orange orchards for production of juicing
 
oranges.
 

Without tile project, tile target groves would have generated a given level of
 
revenues. When these revenues are substracted from revenues projected under
 
tile project, the IRR drops to 16.7 per cent. According to several private and
 
public sector sources, many orange groves are abandoned after the cost of
 
harvesting overtakes farmgate revenues. Following this criterion, the
 
non-project groves cease to earn a positive return in the eigth year, and are
 
abandoned.
 

The citrus reuabilitation component will create a demand estimated at 153
 
person-days/ha. for the area requiring drainage, while well-drained lands
 
employ 123 person-days/ha. During the five project years, these ratios add up
 
to 313,650 person-days or the equivalent of 1,255 jobs annually. From the
 
sixtii year on, approximately 165,000 workdays will be generated (the
 
equivalent of 662 full-time rural jobs) in the rehabilitated area targetted
 
for direct project impact.
 

Tile citrus renabllitation component, with an IRR of 22.3 per cent, is 
profitable and should be undertaken. The production of oranges from 
rehabilitated orchards can be viewed as a mechanism for the entrance of
 
Honduran citrus (oranges) into the export arena. It will provide growers with
 
the opportunity to learn production techniques necessary for producing an
 
exporL-quality fruit while rewarding them witl profits for doing so. In
 
addition, it will provide Hondurans with additional experience in exporting
 
their agricultural products. This experience will be valuable for the
 
continued export of juice products, and could be easily brought to bear upon
 
the problems which fresh o'anges, grapefruit or Persian limes might encounter
 
when their export on a larger scale become feasible.
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The marketing expertise developed by Honduron exporters and the production
 
expertise developed by Honduran growers represent an external benefit, not
 
included in the above analysis. However, developing the knowledge and skills
 
of these two groups of the citrus commodity system should generate returns to
 
the citrus industry far beyond those calculated for this juice project.
 

B. Financial Analysis of the Cocoa Rehabilitation Commodity System
 

While cocoa hias been grown commercially in Honduras since the early 1940's,
 
production levels have remained insignificant. It is widely agreed thaL the
 
cocoa growers' lack of access to international markets has foreclosed their
 
incentive to seek out advanced technology. Likewise, because production
 
levels are low, public resources have not been channeled to research,
 
technical assistance, or training programs.
 

The analysis is premised on (1) the strong likelihood of market access
 
facilitated by this pruject, and (2) the application of improved technology to
 
increase yields. Based on project investigations, both assumptions are judged
 
to be sound. The project will support rehabilitation of existing plantings.
 
Tile rehabilitation program targets one half of existing acreage ovec a four
year period. Based on the researci: carried out by the PIP-led cocoa commodity
 
team, the following yield and cost data formed the basis of the analysis.
 

REHABILITATION: ONE HECTARE OF COCOA
 

YEAR YIELD (kgs/ha) MAINTENANCE COSTS
 

1 265 1143
 
2 535 437
 
3 805 512
 
4 1000 590
 

Yield in the first year represents average yields in Honduras. The yield
 
increases over a four-year period to the expected 1000 kgs. per hectare. This
 
upper limit represents about one half the yields attained in other parts of
 
the world using the same basic technology. Table CA-l summarizes the cocoa
 
component production and financial data.
 

Maintenance costs are heavy in the first years as intensive cleaning and
 
pruning is required. Costs decrease in year two but then increase as
 
harvesting and processing costs rise with higher production levels. Yields
 
and costs level off in the fourth year and are assumed to remain constant over
 
the 25-year period adopted for the analysis, although the economic life of the
 
cocoa tree extends beyond 25 years.
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The farmgate price of cocoa was difficult to establish. The international
 
market for cocoa is famous for wide fluctuations seemingly unrelated to supply
 
levels. An FOB price of $1.00 a pound was used, after discussion with
 
officials of the Hershey Corporation. Further, the associated marketing
 
margin was assumed to be 40 per cent, a high estimate by Hershey and other
 
sources. Tlus, the farngate price used in the anolysis was $0.60 per pound or
 
$1.32 per kg.
 

The schedule of net benefits is derived for a 25-year period for the
 
rehabilitation program. The IRR for cocoa was calculated based on this
 
25-year revenue flow.
 

A very higii 61.9 per cent IRR for the rehabilitation program is generated
 
because the additional expenditure for rehabilitation is capturing the sunk
 
cost and time associated with tue original planting. The cocoa program is
 
financially feasible.
 

Even when tae stream of net revenue for the non-project cocoa orchards was
 
deducted from project benefits, the IRR dropped to only 30.9 per cent, still a
 
healtuy return.
 

By the fifth project year, tue renabilitated orchards will generate the
 
equivalent of 276 full-time jobs, or 69,000 person-days (see Table LB.2).
 
This project will directly cause tue production of 835 MT, or a 215 per cent
 
jump, over the production (265 MT) which would havr; been supplied by the
 
target area witiout tue project. 

C. Financial Analysis of the Vegetable Commodity Systems
 

The financial analysis of the three-crop vegetable system is summarized in
 
tables V-1 and V-2. The system analyzed included cucumbers, onions, and okra,
 
grown in three locations in Hondura3: Comayagua, SIguatepeque, and Quimistan.
 
The area under vegetable cultivation will be increased by 600 has. in
 
Comayagua, 175 has. in Siguatepeque, and 125 has. in Quimistan, for a combined
 
project vegetable target area of 900 hectares. The analysis was for a period
 
of seven years. Production of all three crops was assumed to be exported. No
 
provision was aide for including any local sales revenue from non-exported
 
production.
 

The financial analysis indicates that at a 17 per cent discount rate, the net
 
present value of the project, once the non-project revenue was deducted,
 
.- This analysis was carried out
eached $17.3 million for tLue vegetable system. 

under a number of assumptions, which are discussed below. The vegetable
 
system analyzed was developed by the PIP vegetable team. Data on acreage,
 
exportable yield per hectare, and variable production costs used here were
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taken from their report. Packing costs and fixed production costs were taken
 
from Emil Belibasis (An Examination of the Feasibility of Exporting Honduran
 
Fresh Cucumbers to the United States Winter Market, 1983, University of
 
Florida, unpublished thesis).
 

The farmgate price used for cucumbers in this study was $240 per MT. This
 
price was arrived at by removing export costs (see Belibasis, op. cit.) of
 
$4.02 per 58-pound box from a CIF Miami price of $13.50 per box, adjusted to a
 
metric ton basis. $13.50 per box is a conservative estimate of the Miami
 
price Honduran producers are currently facing, and are likely to face in the 
future. The post-harvest cost, estimated at $110 per MT were further 
substracted to arrive at the farmgate price. 

The farmgate prices for onions and okra were determined by subtracting from 
price figures, listed in the PIP team vegetable report, the same post-harvest 
cost per metric ton used for cucumbers. 

Export-quality vegetable production demands a high labor content. One hectare
 
in cucumbers provides 822 person-days of productive rural employment. (See
 
Table LB-l for the analysis of tne vegetable component demand for labor). By
 
the end of the project, 2,010 productive annual jobs will have been created.
 

In the last project year, farmgate net revenue will increase by $3.9 Million.
 
Cucumber output will have increased by 3,800 MT, okra by 1,925 1T, and onions
 
by 8,100 MT. (See Table V-1 and V-2 for the producLion and financial details.)
 

The selected vegetable commodity systems meet the criteria selected for the
 
introduction of new commodities or expansion of existing ones (i.e. investor
 
interest, labor advantage, and profitability). Although the potential exists
 
for a faster expansion into other valleys and vegetable crops as a direct
 
result of project-sponsored services, the high-risk nature of vegetable 
production and tile volatility of its markets counsels against a more
 
aggressive approacih.
 

Of the three selected commodity systems, vegetables will be the most
 
fundamentally affected by the market-driven, entrepreneur-determined strategy
 
selected for tiiis Project.
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SDIMARY TABLES FOR VEGETABLES, CITRUS, 

COCOA AND LABOR GENERATION 

CITRUS VEGETABLES 

Table C-i Table V-i 
Table C-2 Talle V-2 
Table C-3 

COCOA LABOR GENERATION 

Table CA.1 Table LB:IA
 
Table CA.2 Table LB:lB
 
Table CA.3 Table LB:2
 

Table LB:3
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Table C-I
 

C- -T- R- U -S R -E - H-A - B- I - L- I- T- A- T-I-O- N 

(in USS and MT' s)!/ 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (it) (12) (13) (14) (15) (16)
Citrus Drainage Cost Total Mainten- Maint. Total Total 
 Rehabilitation
 
Renab. (Has) Per Ha. Drainage ance Cost Maint. Rehab. 
 Yields 
 Rehabilitation

Year Cost (Has) Per Ha Cost Cost 
 (MT/Ha) ----------. ......--.. Ha by Year-----------

(1) (2) (3) (4) (1) (2) (3) (4)
 

One 100 216 21600 200 2180 436000 457600 38 0 
 0 0 200 0 0 0
Two 150 216 
 32400 500 2180 1090000 1122400 40 
 38 0 0 200 300 0 0
Three 
 250 216 54000 1000 2180 2180000 223Z,000 43 40 38 0 200 
 300 500 0

Four 
 100 216 21600 1200 2180 2616000 2637600 
 46 43 40 38 200 300 500 200
Five 
 1200 2180 2616000 2616000 48 46 43 40 
 200 300 500 200

Six 
 1200 2180 2616000 2616000 
 51 48 46 43 200 300 500 200

Seven 1200 
 2180 2616000 2616000 51 51 48 
 46 200 300 500 200
Eight 
 1200 2180 2616000 2616000 
 51 51 51 48 200 300 500 200 
Nine to 
Twenty-five 1200 2180 2616000 2616000 51 
 51 51 51 200 300 500 200
 

I/ Computations were calculated with their decimals. 
 Therefore, the numbers will not corresponu to calculations made directly with values shown on this
 
table.
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Table C-2
 

C- I-T-R-U-S R-E-H-A-B- I-L- I-T-A-T- I-O-N 

(In US3 and MT' s) I / 

(17) (18) (19) (20) (21) (22) (23) 
Citrus Total Juice Juice Price per Total Net 
Rehabil. Product.2/ Convertion (MT) MT Juice Revenue Benefits 
Year Factor (4) 

One 7500 0.65 4675 75 365625 -91975
 
Two 19290 0.65 12539 75 940388 -182013
 
Three 39390 0.65 25604 75 1920263 -313738
 
Four 49590 0.65 32234 75 2417513 -220088
 
Five 52830 0.65 34340 75 2575463 -40538
 
Six 56070 0.65 36440 75 2733413 117413
 
Seven 58770 0.65 38201 75 2865038 249038
 
Eight 60660 0.65 39429 75 2957175 341175
 
Nine to
 
Twenty-five 61200 0.65 39780 75 2983500 367500
 

1/ Computations were calculated with their decimals. Therefore, the numbers will not 
correspond to caiculations made directly with the values shown on this table. 

2/ Column (18) is the product of the vector formed by columns (9; 10; 11; 12;)
 
times the vector formed by columns (13; 14; 15; 16)
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Table C-3 
C - I- T- R- U -S R -E - H-A - B- I - L- I -T -A -T- I -O_-

FINANCIAL ANALYSIS OF CITRUS GROVES WITHOUT PROJECT 

(24) 

Year 

(25) 
Has. 

(26) 
Prod. 

MT/Ha 

(27) (28) 
Juice Price 

Con/Fact. MT/Jce 

(29) 
Total 
Reven. 

(30' 
Total 
Cost 

(31) 
Total 
Costs 

(32) 
Net w/o 
Project 

Project 
Benefits 

Net 
Benefits 

/Ha Reven. 

1 
2 
3 
4 
5 
6 
7 
8 
9-25 

200 
500 

1000 
1200 
1200 
1200 
1200 
1200 

38.00 
37.24 
36.50 
35.77 
35.05 
34.35 
33.66 
32.99 

0.55 
0.55 
0.54 
0.54 
0.54 
0.54 
0.53 
0.53 

75.00 
75.00 
75.00 
75.00 
75.00 
75.00 
75.00 
75.00 

313500 
764235 

1490410 
1743959 
1700534 
1658191 
1616902 
1576641 

1400 
1393 
1379 
1365 
1352 
1338 
1325 
1313 

280000 
696500 

1379070 
1638335 
1621952 
1605732 
1589675 
L573778 

33500 
67735 
11340 

105624 
78583 
52459 
27227 
2863 

-91975 
182013 

-313738 
-220088 
-40538 
117413 
249038 
341175 
367500 

-125475 
-249748 
-425078 
-325712 
-119121 
64954 

221811 
338312 
367500 

IRR: DIRECT PROJECT BENEFITS. .2233149 
NET PROJECT BENEFITS: .1675889 
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Table CA.1 

C-O-C-O-A- R-E-H-A-B-I-L- I-T-A-T-I-O-N 

(1200 Hectares, 1985-1989) 

(1) 
YEAR 

(2) (3) 
HAS. 

(4) 
YIELD 

(5) 
PROD. 

(6) 
PRICE 

(7) 
REVENUE 

(8) 
MAINT. 

KGS/HA KGS. 3/7 1 COST/HA. 

ONE Rehab.(1/A) 250 265 66250 1.32 87450 1143 

TwO Rehab.(I/B) 250 535 133750 1.32 176550 437 
Rehab.(2/A) 250 265 66250 1.32 87450 1143 

THREE Rehab.(I/C) 250 805 201250 1.32 265650 596 
Rehab.(2/B) 250 535 133750 1.32 176550 437 
Rehab.(3/A) 250 265 66250 1.32 87450 1143 

FOUR Rehab.(1/D) 250 1000 250000 1.32 330000 589 
Rehab.(2/C) 250 805 201250 1.32 265650 596 
Rehab.(3/B) 250 535 133750 1.32 176550 437 
Rehab.(4/A) 250 265 66250 1.32 87450 1143 

FIVE Rehab.(1:2/D) 500 1000 500000 1.32 660000 589 
Rehab.(3/C) 250 805 201250 1.32 265650 596 
Rehab.(4/B) 250 535 133750 1.32 176550 437 

SIX Rehab.(1:2:3/D) 750 1000 750000 1.32 990000 589 
Rehab.(4/C) 250 805 201250 1.32 265650 596 

SEVEN TO 
TWENTY-
FIVE Re(1:2:3:4/D) 1000 1000 1000000 1.32 1320000 589 
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Table CA.2
 

C 0 C 0- A- R-O- - E - H - A- B - I - L - I - T -A- T- 0-O N 

(1200 Hectares, 1985-1989) 

(1) (2) (3) 
 (4) (5) (7)
(6) (8)

YEAR LABOR INPUT TTL/CCLE TOTAL NET NET REVEN. 

COST COST COST ANN/CST REVEN YEAR
 

ONE Rehab.(1/A) 75750 210000 
 285750 285750 -198300 -198300
 

TWO Rehab.(l/B) 6200047250 109250 67300 
Rehab.(2/A) 75750 
 210000 285750 395000 
 -198300
 

-131000
 

THREE Rehab.(l/C) 51750 
 97375 149125 
 116525
 
Rehab.(2/B) 47250 
 62000 109250 
 67300
 
Rehab.(3/A) 75750 
 210000 
 285750 544125 -198300
 

-14475
 

FOUR Rehab.(1/D) 54000 93250 
 147250 
 182750
 
Rehab.(2/C) 51750 
 97375 149125 
 116525
 
Rehab.(3/B) 47250 
 62000 109250 
 67300
 
Rehab.(4/A) 75750 210000 285750 
 691375 -198300
 

168275
 

FIVE Rehab.(1:2/D) 108000 186500 
 294500 
 365500
 
Rehab.(3/C) 51750 
 97375 149125 
 116525
 
Rehab.(4/B) 
 47250 62000 109250 552875 67300
 

549325
 

SIX Rehdb.(1:2:3/D) 162000 279750 441750 548250
 
Rehab.(4/C) 51750 97375 
 149125 590875 
 116525
 

664775
 

SEVEN TO 
TWE NTY-
FIVE Re(1:2:3:4/D) 216000 
 373000 589000 216000000 731000 731000
 

Internal Rate of Return: 
 61.98835
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C- 0 - C- 0- A- R- E 

TABLE CA.3 

- H - A - B - I - L-I T- A- T- 1- O- N 

WIO PROJECT COCOA FINANCIAL ANALYSIS 

(1) 

YEAR 

(2) 
GROSS REV. 

W/O PRJT 

(3) 
TOTAL 

GROSS REV. 

(1200 Hectares, 1985-1989) 

(4) (5) (6) (7) 
TOTAL TOTAL LABOR INPUT 

CST/CCLE COSTS COST COST 

(8) 
NET REV. 
W/O PRJT 

NET PROJECT 
BENEFITS 

ONE 87450 87450 25000 25000 17250 7750 62450 -260750 

TWO 87450 
87450 174900 

25000 
25000 50000 

17250 
17250 

7750 
7750 124900 -193450 

THREE 87450 

87450 
87450 262350 

25000 

25000 
25000 75000 

17250 

17250 
17250 

7750 

7750 
7750 187350 -226825 

FOUR 87450 

87450 

87450 
87450 349800 

25000 

25000 

25000 
25000 100000 

17250 

17250 

17250 
17250 

7750 

7750 
7750 
7750 249800 -131525 

FIVE 174900 

87450 
87450 349800 

50000 

25000 
25000 100000 

34500 

17250 
17250 

15500 

7750 
7750 249800 249525 

SIX 262350 
87450 349800 

75000 
25000 100000 

51750 
17250 

23250 
7750 249800 414975 

SEVEN TO 

TWENTY-
FIVE 349800 349800 100000 100000 69000 31000 249800 481200 

IRR: 30.97672 
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Area:I / 

Comm. 

Sys.
(CS) 

---
1 2 

Hectares 
3 

----

Total 
CS 
Has 

Total 
Prod. 
Has 

FIVE 
Xport 
Yield 
It/Ha 

YEARS 
Total 
Prod. 
Mts. 

/ 
Prod. 
Cost/ 

Ha 

THREE 
Price 
IT 

COMMODITY 
Total Total 
Prod. Proj. 
Costs Area 

Costs 

Total 
Labor 
Costs 

SYSTEMS 
Total 
Proj. 
Area 

Labor 
Cost 

Total 

Input 

Cost 

Total 
Proj. 
Area 

Input 
Cost 

Total 
Farm 
Revet. 

Per CS 

Total 
Net 
Farm 

Reven. 
Per CS 

Annual 
Net 
Reven. 

YEAR ONE 
Cucumber 

Onion 
Okra 

130 

0 
0 

25 

0 
0 

0 

0 
0 

155 

0 
0 15! 

50.72 

27.00 
11.0 

7862 

0 
0 

3800 

1632 
1250 

240 

90 
170 

589000 

0 
0 589000 

382850 

0 
0 382850 

206150 

0 
0 206150 

1886957 1297957 

YEAR TWO 
Cucumber 
Onion 
Okra 

180 
50 
25 

50 
20 

0 

25 
0 

25 

255 
70 
50 375 

50.72 
27.00 
11.00 

12935 
189u 
550 

3800 
1632 
1250 

240 
90 

170 

96900 
114240 
62500 1145740 

629850 
74256 
40625 744731 

339150 
39984 
21875 401009 

3104348 
170100 
93500 

2135348 
55860 
31000 

1297957 

YEAR THREE 
Cucumber 
Onion 
Okra 

230 
l0C 
50 

75 
50 
0 

Z.0 
0 

50 

345 
150 
100 595 

50.72 
27.00 
11.00 

17500 
4050 
1100 

3800 
1632 
1250 

240 
90 

170 

1311000 
244800 
125000 1680800 

852150 
159120 
81250 1092520 

458850 
85680 
43750 588280 

4200000 
364500 
187000 

2889000 
119700 
62000 

2222208 

3070700 
YEAR FOUR 
Cucumer 
Onion 
Okra 

275 
15c, 
75 

75 
75 
0 

50 
0 

75 

400 
255 
150 775 

50.72 
27.00 
11.00 

20290 
6075 
1650 

3800 
1632 
1250 

240 1520000 
90 367200 

170 187500 2074700 

988000 
238680 
121875 1348555 

532000 
128520 
65625 726145 

4869565 
546750 
280500 

3349565 
179550 
93000 

3622115 

YEAR FIVE TO SEVEN 
Cucumber 300 75 
Onion 200 100 
Okra 100 0 

50 
0 

75 

425 
300 
175 900 

50.72 
27.00 
11.0 

21558 
8100 
1925 

3800 
1632 
1250 

240 
90 

170 

1615000 
489600 
218750 2.*_3350 

1049750 
318240 
142188 1510178 

565250 
171360 
76563 813173 

5173913 
729000 
327250 

3558913 
239400 
108500 3906813 

1/ Area No. 1 = Comayagua; Area No. 2 = Siguatepeque; Area No. 3 = Quimist5n. 
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TAELE V-2 
CORN FINANCIAL ANALYSIS 4/ 

(In US3 and MT' s) 

Total 
CS 

Has. 

C-O-R-N 
Total 

Project 
Has. 

Total 
Costs 

F- I-N-A-N-C-I-A 
Total Total 
Project Labor 
Area Costs 
Costs 

Total 
Project 
Labor 
Cobts 

L 
Total 
Implem. 
Costs 

R-E-T-U-R-N-S 
Total Gross Net 

Project Reven. Benefits 
Implem. /Ha /Has 
Costs 

Total 
Net 
Benef. 

Total 
Corn Net 
Benefits 

Net 
Project 
Benefits 

Corn 
NET 

PRESENT VALUE 
/.17 

Project CS 
NET 

PRESENT VALUE 
/.17 

YEAR ONE 
155 512 348 164 664 152 23614 

155 
512 
512 79360 

348 
348 53965 

164 
164 25395 

512 
512 

23614 1274342 23614 604322 1274342 17279961 
YEAR TWO

255 
70 
50 375 

512 
512 
512 192000 

348 
348 
348 130560 

164 
164 
164 61440 

664 
664 
664 

152 
152 
152 

38849 
10665 
7618 

57131 
118071 
137115 

2165077 
2987669 
3504044 

57131 2165077 137115 3769698 

YEAR THREE
345 
100 
100 5 

512 
512 
512 279040 

348 
348 
348 189747 

164 
164 
164 89293 

664 
664 
664 

152 
152 
152 

42561 
15235 
15235 

137115 
137115 
137115 

3769698 
3769698 
3769698 

83031 2986779 137115 3769698 
YEAR FOUR
400 
225 
150 775 

512 
512 
512 396800 

348 
348 
348 269824 

164 
164 
164 126976 

664 
664 
664 

152 
152 
152 

60940 
34279 
22853 

137115 
137115 
137115 

3769698 
3769698 
3769698 

118071 3504044 137115 3769698 
YEAR FIVE TO SEVEN

425 
300 
175 900 

512 
512 
512 460800 

348 
348 
348 313344 

164 
164 
164 147456 

664 
664 
664 

152 
152 
152 

64749 
45705 
26661 

137115 
137115 
137115 

3769698 
3769698 
3769698 

137115 3769698 137115 3769698 

1/ Comodity was u-ed as a surrogate variable to compare with and without project benefits. 
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CREATED BY INITIAL CCMMODITY SYSTEM 

SEVEN YEARS THREE INITIAL CCMMODITY SYSTEMS IN VEGETABLES 

CQ4MODITY 
SYSTEMS 

VALLEYS 

PRJ/YEAR 

COMAYAGUA 

HECTARES 

SIGUATEPEQUE QUIMISTAN 
TOTAL 
CS/HAS 

TOTAL 
PJT/HAS 

PKS/DAYS/ 
CS 

TTL DAYS/ 
CS 

TTL PJT 
PRS/DAYS PRS/YEAR!/ 

YEAR 1 

CUCLM BER 
ONION 
OKRA 

130 
0 
0 

25 
0 
0 

0 
0 
0 

155 
0 
0 155 

822 
353 
270 

127410 

0 127410 510 

YEAR 2 

CUClMBER 
ONION 
OKRA 

180 
50 
25 

50 
20 
0 

25 
0 

25 

255 
70 
50 375 

822 
353 
270 

209610 
24710 
13500 247820 991 

YEAR 3 

CUCLM BER 
ONION 
OKRA 

230 
100 
50 

75 
50 
0 

40 
0 

50 

345 
150 
100 595 

822 
353 
270 

283590 
52950 
27000 363540 1454 

YEAR 4 

CUCIM BER 
ONION 
OKRA 

275 
150 
75 

75 
75 
0 

50 
0 

75 

400 
225 
150 775 

822 
353 
270 

328800 
79425 
40500 448725 1795 
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TABLE LB :lB PROJECT LABOR GENERATION/VEGETABLES
Page 2 of 2 

NLMBER OF PERSON/DAYS (PRS/DAY)
 

CREATED BY INITIAL CCMMODITY SYSTEM 

SEVEN YEARS THREE INITIAL CCMMODITY SYSTEMS IN VEGETABLES 

C(AMODITY 
SYSTEM S HECTARES 

TOTAL TOTAL PRS/DAYS TTL DAYS TTL PJT PRS/YEARL_' 
VALLEYS COMAYAGUA SIGUATEPEQUE Q4ISTN CS/HAS PRS/HAS PRS/CS PER/CS PRS/DAYS PRS/YEAR 
PRJ/YEAR
 

YEAR 5
 

CUCLIM BER 300 75 50 425 822 349350
 
ONION 200 100 0 300 353 105900
 
OKRA 100 0 75 175 900 270 47250 502500 2010
 

YEAR 6
 

CUCLM BER 300 75 50 425 822 349350 
ONION 200 100 0 300 353 105900 
OKRA 100 0 75 175 900 270 47250 502500 2010 

YEAR 7
 

CUCLM BER 300 75 50 425 822 349350 
ONION 200 100 0 300 353 105900 
OKRA 100 0 75 175 900 270 47250 502500 2010 

1/ Person year = 250 person days.
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TABLE LB:2 PROJECT LABOR GENERATION/COCOA
 

NUMBER OF PERSON/DAYS (PRS/DAY) 

COCOA SEVEN YEARS 
CYCLES IST 

HECTARES IN ECAH CYCLE 
2ND 3RD 4TH 5TH 6TH 7TH 

HAS/PRS 

YR LABOR 
PERSON 

YEAR 
PRS/CYCLE 

HA 
PRS/PJT 
YEAR 

PRJ/YEAR 

1ST YEAR 

2ND YEAR 
3RD YEAR 
4TH YEAR 
5TH YEAR 

6TH YEAR 

7TH YEAR 

' 

250 

250 
250 

250 

0 

250 
250 

250 
250 

0 

0 
250 

250 
250 

250 

0 

0 
0 

250 
250 

250 

250 

0 

0 
0 

0 
250 

250 

250 

0 

0 
0 

0 
0 

250 

250 

0 

0 
0 

0 
0 

0 

250 

250 

500 
750 

1000 
1000 

1000 

1000 

25250 

41000 
58250 

76250 
69000 

71250 

72000 

101 

164 
233 

305 
276 

285 

288 

101 

63 
69 

72 
72 

72 

72 

101000 

63000 
69000 

72000 
54000 

36000 

18000 
TOTAL 100 1000 1000 1000 750 500 250 41300 1652 41300 

1/ Person year = 250 person days. 
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TABLE LB:3 PROJECT LABOR GENERATION/CITRICS
 

NLMBER OF PERSON/DAYS (PRS/DAY) 

CITRUS SEVEN YEARS HECTARES IN ECAH CYCLE TOTAL TOTAL LABOR COEFICIENT PERSON/DAYS PERSONJ/ 

CYCLES 1ST 2ND 3RD 4TH 5TH 6TH 7TH HAS. LABOR PRS CYCLE PRS/PJT/YEAR YEARS 

W/DRAINAGE 
PJT/YEAR 

1ST YEAR 100 0 0 0 0 0 0 100 15300 153 91800 367 

2ND YEAR 150 100 0 0 0 0 0 250 36050 131 78600 314 

3RD YEAR 250 150 100 0 0 0 0 500 71300 134 80400 322 

4TH YEAR 100 250 150 100 0 0 0 600 81650 135 8100 324 

5TH YEAR 100 250 150 100 0 0 600 80550 137 68500 274 

6TH YEAR 100 250 150 100 0 600 81400 137 34250 137 

7TH YEAR 100 250 150 100 600 82000 137 13700 55 

SUBTOTAL 600 600 600 600 500 250 100 448250 448250 1793 

W/O DRANGE 

1ST YEAR 100 0 0 0 0 0 0 100 12300 123 73800 295 

2ND YEAR 150 100 0 0 0 0 0 250 30950 125 75000 300 

3RD YEAR 250 150 100 0 0 0 0 500 62300 128 76800 307 

4TH YEAR 100 250 150 100 0 0 0 600 75650 129 77400 310 

5TH YEAR 100 250 150 100 0 0 600 76950 131 65500 262 

6TH YEAR 100 250 150 100 0 600 77800 131 32750 131 

7TH YEAR 100 250 150 100 600 78400 131 13100 52 

SUBTOTAL 600 600 600 600 500 250 100 414350 415350 1657 

TOTAL CITRUS PROJECT FIELD LABOR 862600 3450 

----------------------- ----------

I/ Person year = 250 person days. 
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The Economic Analysis of the Project 

The costs that must be estimated and included in this economic evaluation are
 

of two types: costs that are part of this AID project that will stimulate
 

export activity, and the costs of each individual export activity that result
 

in generating export income. The former are designated as, "external
 

investment costs".
 

The external investment costs 	consist of the following:
 

1. AID loans and grants expended on technical assistance, training, travel
 

and equipment for GOI and private sector institutions involved in implementing
 

the project: $12.0 million
 

These $12 million will be expended during the five years of the project. The
 

programming over this five years is projected to be:
 

TABLE 1. PROGRAMMING OF EXTERNAL INVESTMENT COSTS
 

YEAR
 

1 2 3 4 5 TOTAL
 

Amount expended ($000,000) 3.3 2.7 2.4 2.1 1.5 $12
 

2. Private Sector expenditures to Support FIDE and FEPROEXAH and to provide
 

equity for an Industrial Park Management Company: $10 million
 

For FEPROEXAH Operating Expenses $4,750
 

For FIDE Operating Expenses 4,650
 

Equity for the IPMC 600
 

The programming of private sector contributions is projected as follows:
 

TABLE 2. PROGRAMMING OF PRIVATE SECTOR CONTRIBUTION 
-	 ($ 000) 

YEAR
 

1 2 3 4 5 TOTAL 

FIDE 	 184 730 390 1,246 1,600 4,650
 

Mgt. Co. 	 600 

156 752 919 1,383 1 4,750
FEDPROEXA!1 

1,482 2,629 10,000Total 	 940 1,809 3,140 


600 
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A considerable share of these FIDE and FEDPROEXAI! costs paid by the private
 

sector are financed by a portion of the interest rate spread from a $10
 

million trust fund loan to the GOH which will be used through the
 

participating Honduran commercial banks to finance business foreign exchange
 

payments. The loan itself is not a cost in the economic analysis but the
 

interest generated used to contribute to payment of FIDE and FEDPROEXAH
 

expenses and incorporated in the above figures, is taken as a cost.
 

3. GOI costs associated with the project are at least partly personnel and
 

supporting costs of government officials already on the payroll who will now
 

be used to support project activities. Additional costs resulting from the
 

project are estimated to be:
 

* Export Policy and Promotion (75% of $900,000): $ 675,000
 
$1,600,000
 

TOTAL: $2,275,000
 
* Contribution to FIDE and FEPROEXAH: 


The programming is estimated to be: (In $ 000)
 

YEAR
 
1.. 2 .. .. 4 5 TOTAL
 

1,285 460 260 135 135 2,275
 

Additional amounts are programmed for GOH lines of credit for the export fund,
 

the three commodity systems and industrial park development. These are
 

financing flows which are not included in the economic analysis. The effect
 

of loans from these sources of financing will be reflected in the economic
 

activity they generate, which is incorporated in the economic analysis.
 

A summary of the project costs follows (in $ millions):
 

TABLE 3. SUMMARY OF PROJECT EXTERNAL COSTS
 
($000a,000)
 

1 23 ... . 4 . . ...5 - TOTAL
 

Expenditures From 
A.I.D. Direct T.A. Grant 
and Loans 3.2 2.7 2.4 2.1 1.6 12.0 

Private Sector Contribution 
to Support Institions 
CO11 Budgetory Support 

.940 
1.285 

1.482 
0.460 

1.809 
0.260 

2.629 
0.135 

3.140 
0.135 

10.0 
2.275 

TOTAL 5.425 4.642 4.469 4.864 4.875 24.275 



Annex F.3
 
Page 3 of 34
 

These are considered to be the external investment costs, external to the
 
costs that are associated directly with the agricultural and industrial
 

activities stimulated by this proyect. The "internal costs" are estimated
 

separately with the calculation of the costs and benefits associated with each
 

type of productive activity.
 

These external costs are in current prices. For the economic analyss they
 
should be converted to constant 1985 prices assuming an inflation rate of 6%
 

(a blended average of U.S. and Honduran changes in price levels).
 

TABLE 4. PROJECT "EXTERNAL" INVESTMENT IN CONSTANT PRICES
 

.. 000,000) 

IN CURRENT PRICES PRICE INDEX IN CONSTANT PRICES 

5.43 1.0 5.43 
4.64 1.06 4.38 
4.47 1.124 3.98 
4.86 1.191 4.08 

4.88 1.262 3.87
 

Economic Activities Stimulated by the External Investment Costs
 

There are six groupings of economic activities that will be stimulated by
 

this project. In the agricultural sector they are three commodity groups,
 
cocoa, citrus and vegetables, for which detailed and comprehensive production
 
and marketing programs are being prepared. Although these commodity groups
 

are the focus of the agricultural export development program, the assistance
 

provided by the FEPROEDXAH and individual advisors and of credit programs will
 

assist many additional producers not directly included in these three programs.
 

In the industrial sector the main thrust will be the location of new
 

export industries in the expanded free zone areas under privately operated
 
industrial parks manageiht..,t. mainly in apparel and e.ectronic/electric assembly
 

operations, and wood products. It is felt that the most conducive environment
 

for encouraging investment in export industries can be created in these
 

parks. However, the promotional efforts related to the parks, an improved
 

drawback law, the efforts of FIDE and other factors will also stimulate
 

Industrial export development outside of the parks. The six groupings of
 

economic activity benefiting from this project and that are examined
 
separately are:
 

The cocoa commoCity system
 
The citrus comr3dity system
 
The vegetable commodity system
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"Other "agricultural exports
 
Export industries established in privately operated industrial free
 

zones.
 
"Other" industrial exports
 

In each of the six groupings, estimates are made of investment and
 

All prices for the balance of this analysis are
operating costs and income. 

These calculations determine the profitability to
in constant 1985 dollars. 


the private investor. The economic analysis is similar to the financial
 

analysis in that both assess the profit of an investment. However, the
 

economic analysis measures the effect of the project from the point of view of
 

the nation rather than from that of the individual entrepreneur. There are
 

different concepts of costs and benefits in each type of evaluation.
 

Basically, the economic evaluation requires adjustments of certain values In
 

the financial analysis that reflect these differences.
 

Adjustments Reguied by the Economy
 

In the first instance, depreciation and transfer costs, (interest and
 
Secondly, for reasons
subsidies) ait eliminated from the financial analysis. 


of market imperfections or policy limitations, actual market prices may differ
 
relative scarcities of
significantly, from prices that would reflect the 


In this ca3e, economic prices must be substituted
various kinds of resources. 

Shadow pricing is used when
for financial prices where the two diverge. 


market prices are clearly innacurate measures of real economic costs of
 
a
inputs, or the real value (benefits) of outputs. The real economic cost of 


factor of production is the marginal opportunity cost, i.e. the loss in output
 

an input that would result if the marginal unit
in the present marginal use of 


of the factor of production were transferred to the project.
 

The market prices that are considered to be most in need of adjustment are
 

those for unskilled labor and foreign exchange. Unemployment is over 20% of
 

There are some 30,000 new
the labor force and underemployment another 30%. 


entrants to the labor force each year with fewer employment opportunities than
 

existed when the CACM was gxuwing, political conditions in Central America
 

were relatively stable and economic activity world wide was more vigorous.
 

There may be no alternative employment for many of those employed in the
 

That is, labor employed in the project
activities generated by this project. 


would be otherwise employed without the project in activitLes that contributed
 

at all, to GDP growth. Given the capidly increasing
considerably less or not 


numbers of unemployed that may be expected for the indefinite future without
 

this export development pioject, the opportunity cost of the unskilled labor
 

would approach zero. A much more
employed as a result of the project 

.6 has been selected as the shadow price.
coiservative adjustment factor of 


The other price that seems to require a significant adjustment is that of
 

foreign exchange. The parallel market in Honduras has offered dollars at
 

about a 25-30% premium over the official rate of 2 lempiras per dollar during
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this past year. It is higher in Miami by several percent. An adjustment
 
factor of 30% has been selected as a reasonable approximation of the
 
difference between the official rate and what would be the equilibrium
 
exchange rate in a free market.
 

Export. Industries Operating from Industrial Park Free Zones 

The project anticipates the establishment of 28 factories In one or more 
industrial parks with free zone status in Tegucigalpa and/or San Pedro Sula in 
5 years. Most of the factories are expected to be in the apparel, 
electric/electronic assembly, and wood working industries. Others could come
 
from a wide range of 188 product groups, in which Honduras has a competitive
 
advantage according to a recent study of comparative competitive advantages in
 
assembly operations. I/
 

Although apparel manufacturers are likely to be the most numerous group
 
occupying the trade zones (most foreign owned companies in the Puerto Cortes
 
Free Zone are in the apparel industry), an eventual imposition of quotas can
 
be anticipated. For that reason appa'el manufacturers are limited to about
 
40% of the total. The wood working industry is the next highest category with
 
about 30%, the electric/electronic assembly operations with about 18% and
 
"other" industries about 14%.
 

TABLE 5.
 
ILLLUSTRATIVE LIST OF PRODUCERS IN THE INDUSTRIAL PARK FREE ZONES
 

ELECTRIC/ WOOD ALL TOTAL
 
YEAR APPAREL ELECTRONIC WORKING OTHER 

1 2 1 1 - 4
 
2 3 1 1 1 6
 
3 2 1 2 1 6
 
4 2 1 2 1 6
 
5 2 1 2 1 6


TI 5 8 4 28 

Factory output each year will be equivalent to the production of thc
 
factories built the previous year plus one quarter of the production of the
 
factories started in the current year.
 

1/ Promoting New Exports of Manufactures from Honduras, International Parks,
 
Inc. 1984.
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The cost of construction of the factory shells and industrial park
 
infrastructure is estimated to be $200 per square meter, an average of
 
$400,000 per unit. The projected construction schedule (in 1985 prices) is:
 

YEAR
 
($000,00)
 

1 2 3 4 5 TOTAL
 

1.6 2.4 2.4 2.4 2.4 11.2
 

The economic cost is:
 

ECONOMIC COST
 
($000,000)
 

FINANCIAL IMPORTED DOMESTIC INDIRECT 
YEAR COST LABOR 1/ MATERIALS 2/ MATERIALS TAXES 3/ TOTAL 

(1) ...(2) (3) (4) (l)+(2)+(3)-4 

1 1.6 .192 .624 .800 .128 1.488
 
2 2.4 .288 .936 1.200 .192 2.232
 
3 2.4 .288 .936 1.200 .192 2.232
 
4 2.4 .288 .936 1.200 .192 2.232
 
5 2.4 .288 .936 1.200 .192 2.232
 

I/ Labor is 20% of total cost. Adjustment factor is .6
 
2/ Imported materials are 30% of total cost. Adjustment factor is 1.3
 
T/ 10% of material costs
 

Apgarel Industry Assembly Operation
 

The prototypical model for this category is a recently completed
 
evaluation of the men's dress shirt assembly operation.2/ The following table
 
illustrates the production costs before using adjustment factors to convert to
 
economic prices and after using the adjustment factor.
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TABLE 6.
 
MEN'S DRESS ?P:IRT ASSEMBLY (TSUS 807) OPERATION: OPERATING COSTS
 

($ 000 1985 PRICES)
 

ADJUSTMENT ADJUSTED
 
FACTOR COST
 

Direct Labor 360 .6 48
 
Factory Overhead
 

Supervisory/Technical Personnel 48 1.0 48
 
Fringe on:
 
Direct Labor 140 .6 84
 
Sup./Tech. Personnel 17 1.0 17
 

Labor Variances 30 1.0 30
 
Mis. Operating Costs 11 1.1 12
 
Power 22 1.1 24
 
Rent 67 1.0 67
 
Depreciation 94 0 0
 

Subtotal Factory Overhead 429 282
 
G and A
 

Personnel 61 1.15 70
 
Fringe 20 1.15 23
 

Insurance 10 1.1 11
 
Legal 5 1.0 5 
Account ing 5 1.0 5 
Travel 13 1.3 23 
Computer Service 2 1.0 2 
Tzo!nhone and Telex 4 1.0 4 
Employee Housing 5 1.0 5 
Inland Freight 9 1.2 11 

Subtotal G and A 139 159 
Total Costs 928 657
 

Nominal Profit 6% (56)
 
Value of Export 984 984
 
Net Income 327
 
With a Honduran owned factory:
 
Total Costs 928 657
 
Interest 94 0 0
 
Total Assembly Costs 1622 657
 
Profit Margin 20% 204
 
Value of Exports 1226 1226
 

NET INCOME 569
 

2/ Comparative Analysis of Investment Factors for Production Sharing
 
Ventures. Production Sharing International and Free Zone Authority Services
 
1984.
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The illustrated case is of a wholly owned U.S. subsidiary that arbitrarity
 
assigns a 6% profit margin to the Honduran operation. This margin is
 

increased to 20% for a Honduran owned contract operation.
 

The financial costs total $928,000. The arbitrary nominal 6% profit
 
totals $56,000 with the value of exports at. $984,000. The economic costs,
 
after shadow pricing unskilled labor, the imported material inputs, and
 
foreign employees salaries, totals $657,000. If the exporter exchanges the
 
proceeds in the parallel market there are no futher benefits for the country.
 
If the dollar proceeds are changed in the Central Bank an upward adjustment
 
factor of 30% can be applied to each dollar exchanged.
 

The investment cost including finishing of the rented building, machinery,
 
equipment and furnishing is estimated at $3,000 per production worker, a total
 
of $600,000 per factory. These are essentially costs in foreign exchange.
 

TABLE 7. INVESTMENT COSTS FOR APPAREL FACTORIES
 
(in dollars)
 

NUMBER COST TOTAL ADJUSTMENT COST IN ECONOMIC
 
YEAR PER YEAR EACH COST FACTOR PRICES
 

1 2 600,000 1,200,000 1.19 1,428,000
 
2 3 600,000 1,800,000 1.19 2,142,000
 
3 2 600,000 1,200,000 1.19 1,428,000
 

4 2 000,000 1,200,000 1.19 1,428,000
 
5 2 600,000 A 1.19 

11 6,603,000 7.854,000 

Approximately 6% of the costs is payment to unskilled labor which is
 
shadow priced at 60% resulting in a downward adjustment factor of 3.6%.
 
Indirect taxes bring this adjustment factor to 5%.. The shadow price for
 

foreign exchange, however, is 30% on 80% of the investment costs. This brings
 
the final adjustment factor to 1.19.
 

The assumption is that the new zones will operate similarly to the Puerto
 
Cortes Free Zone and that the occupants will be able to purchase tGieir
 
lempiras freely at the market rate in the parallel market.
 

It is not clear to what degree the occupants of the new zones will retain
 
the privilege that occupants of the Puerto Cortes Free Trade Zone have, of
 
being able to purchase lempiras freely at the market rate outside of Honduras,
 
and of not having to repatriate profits to Honduras. The simplifying
 

assumption is made that Hondurans will retain control over sufficient foreign
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exchange to pay for necessary imported inputs and will repatriate the balance,
 
and that foreign firms will re-invest the nominal profits attributed to the
 
off-shore operation. However, no foreign exchange adjustment (30%) is applied
 
to the export receipts, allowing for the extreme case that foreign exchange
 
earnings will not be repatriated.
 

The opera.'ng costs at economic prices are $657,000 and the value of exports
 
at the o.Hclal rate is $984,000 leaving a margin of $327,000. If the factory
 
were owned by a Honduran in the zone, he would work on a normal profit margin
 
rather than a nominal one, in this case estimated at 20%. With the same
 
operating costs, at economic prices the value of exports would be $1,226,000
 
and the net would be $569,000.
 

TABLE 8.
 
Net Economic Income fromA arel Oerations in Free Zones
 

YEARS 1 2 3 4 5 6 7 8 
 9 10
 

U.S. 82 327 327 327 327 327 327 327 327 327 
Honduran 142 569 569 569 569 569 569 569 569 569 
U.S. 82 327 327 327 327 327 327 327 327 
U.S. 82 327 327 327 327 327 327 327 327
 
Honduran 142 569 569 569 569 569 569 569 569
 
U.S. 82 327 327 327 327 327 327 327
 
Honduran 142 569 569 569 569 569 569 569
 
U.S. 82 327 327 327 327 327 327 
Honduran 142 569 569 569 569 569 569 
U.S. 82 327 327 327 327 327
 
Honduran 142 569 569 569 569 569
 

224 1202 _MT 323-T 4T1= 807 'T70 M W" 

Electric/Electronic Assc!mbio_ Operations
 

Table 9 presents the calculations converting the operating costs to
 
economic prices.
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TABLE 9.
 

SPECIALTY POWER SUPPLY ASSEMBLY TSUS 807) OPERATIONS: OPERATING COSTS
($000)
 

ADJUSTMENT ADJUSTMENT 
FACTOR COST 

Direct Labor 202 .6 121
 

Factory Overhead
 
Supervisory/Technical Perdonnel 131 1.0 131
 

Fringe on:
 
Direct Labor 79 .6 47
 

Super./Tech./Personnel 46 1.0 46
 
1.0 12
Labor Variances 12 


Training Materials 5 1.15 6
 

Spare Parts 5 1.3 7
 
1.1 15
Miscellaneous Costs 14 


18 1.1 20
Power 

Rent 42 1.0 42
 

Depreciation 60 0
 

Subtotal Factory Overhead 412 326
 

G and A
 
Mgt./Adm./Clerical Personnel 52 1.15 60
 

Fringe 17 1.15 20
 
1.1 12Insurance 11 

5 1.0 5
Legal 

5 1.0 5
Accounting 

9 1.3 12
Travel 


Computor Service 2 1.0 2
 

5 1.0 5
Employee Housing 

121
Subtotal G and A 112 

Inland Freight 6 1.2 7 

Total Offshore Assembly Costs 732 575 

Nominal Profit 6% 44
 

Value of Exports 776 776
 
201
Net Income 


With Honduran Owned Factory:
 
Total Costs 
 732
 

17
Interest 

Total Costs 749 575
 

Profit Margin 20% 150
 

Value of Exports 899 899
 
324
Net Income 150 
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The annual net economic income projection is as follows:
 

TABLE 10.
 
NET ECONOMIC INCOME FROM ELECTRIC/ELECTRONIC ASSEMBLY


OPERATIONS IN FREE ZONES 
($000) 

YEARS 1 2 3 4 5 6 7 8
 

U.S. 50 200 200 200 200 200 200 200 
Honduran 81 324 324 324 324 324 324
 
U.S. 50 200 200 200 200 200 
Honduran 81 324 324324 324 

Honduran 
 81 324 324 324
 

TOTAL 
 50 281 574 805 1129 1372 1372 1372
 

The investment in the electric/electronic assembly operations can vary
from $3,000 to $40,000 and more per worker. The operations expected for 
Honduras during the first five years are simple assembly operations that 
require a slightly higher investment than in the apparel industry or about 
$500,000 per factory of 100 workers. 

TABLE 11.
 
INVESTMENT COSTS FOR ELECTRIC/ELECTRONIC ASSEMBLY
 

(In dollars)
 

NUMBER 
 COST TOTAL ADJUSTMENT COST IN ECONOMIC
 
YEAR PER YEAR EACH 
 COST FACTOR PRICES
 

1 1 500,000 500,000 1.19 595,000
 
2 1 500,000 500,000 1.19 595,000 
3 1 500,000 500,000 1.19 595,000 
4 1 500,000 500,000 1.19 595,000 
5 1 500,000 500,000 1.19 595,000 
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Wood Working Operations
 

The projections for the 8 wood working operations are based on discussions
 

with exporters of wood products in Ionduras. Of the eight producers, 4 are
 
assumed to be in operations with export sales averaging $1 million and the
 
other 4 in operations averaging $2 million.
 

The investment requirement for a production level of $1 million (value of
 
sales) is approximately $500,000 finishing the rented buildiag, furnishings,
 
machinery and equipment. An additional $300,000 would be required to double
 
production to $2 million. Assuming an even mix of the two sizes, an estimate
 

of the investment costs follows:
 

TABLE 12.
 
INVESTMENT COSTS FOR WOOD WORKING FACTORIES
 

(In dollars)
 

$1 MILLION $2 MILLION ADJUSTMENT ECONOMIC 
YEAR OUTPUT OUTPUT TOTAL FACTOR COSTS 

1 500,000 500,000 1,19 595,000 
2 800,000 800,000 1,19 952,000 
3 500,000 800,000 1,300,000 1,19 1,547,000 
4 500,000 800,000 1,300,000 1,19 1,547,000 
5 50?.0 800-00 00P.0 1,19 P5700 

TOTAL 2,000,000 3,200,000 5,200,000 6,110,000 

The estimated net income for each of the two scales of operation is shown
 

in tables 13 and 14, and the total net income from the wood working industries
 
in the industrial park free zones, is shown in table 15, all in economic
 

prices. The ownership of all woodworking factories is assumed to be Honduran.
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TABLE 13. 
WOOD WORKING OPERATIONS: OPERATING COSTS 

Fo r$1,000,000 Scale Operation 

ADJUSTMENT ADJUSTED
 
TOTAL SALES % TOTAL FACTOR COST
 

0r0 ($00y
 

Factory Overhead 67 670 
 598
 
Raw Materials 33 330 1.0
 
Direct Salaries 15 150 .6 
 90
 
Fringes 
 1 10 .6 6
 
Materials 10 100 
 1.2 120
 
Electricity 
 1 10 1.1 11
 
Repair and Maint. 1 10 1.1 11
 
Funds and Lubricants 1 10 1.5 15
 
Employee Transport 1 10 1.5 15
 
Depreciation 4 40 0 -

G and A 11 110 - 115
 
Salaries and Wages 40 40 1 40
 
Fringes .5 5 1 5
 
Social Security 1 10 1 10 
Telephone/Telex .5 1.15 6 
Local Taxes .4 4 0 -
Vehicle Cost .8 8 1.5 12
 
Travel .4 
 4 1.3 5
 
Insurancae 1.0 10 1.1 
 11
 
Legal Fees .4 1
4 4
 
Other 2.0 20 
 1.1 22
 
Cost of Sales 5 50 
 56
 
Salaries and Wages .1 10 1.0 10
 
Rent .1 10 1 
 10
 
Overland Freight .1 
 10 1.5 15 
Promotion .1 10 1 10 
Other .1 10 1.1 11 
Total Cost 83% 830 
 769
 
Total Sales 100% 1000 1000
 
Gross Profit 17 17 
 231
 

(23% sales)
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TABLE 14.
 
WOOD WORKING OPERATIONS: OPERATING COSTS
 

FOR_$2.OOO 000 SCALE OPERATION 

ADJUSTED COST % INCREASE IN ADJUSTED COST 
FOR $1,000,000 ADJUSTMENT COST FOR $2,000,000 

SCALE OPERATION OVER $1,000,000 SCALE OPERATION 
SCALE OPERATION 

Factoy Overhead 598 1166
 
Raw Materials 1 660
100 


Direct Salaries 90 75 158
 

Fringes 6 75 11
 
Materials 120 100 240
 

Electricity 11 90 21
 

Repair and Maint. 11 90 21
 

Fuel and Lubricants 15 90 29
 

Employee Transport 15 75 26
 
-
-
-


G and A 115 

Depreciation 


168
 

Salaries and Wages 40 50 60
 

Fringes 5 50 8
 

Social Security 10 50 15
 

Telephone/Telex 6 50 9
 
-
-
-
Local Taxes 


Vehicle Cost 12 50 18
 

Travel 5 50 8
 

Insurance 11 50 17
 

Legal Fees 4 25 5
 

Other 22 25 28
 

Cost of Sales 56 94
 

Salaries and Wages 10 50 15
 

Rent 10 50 15
 
Overland freight 15 90 29
 
Promot ion 10 75 18 
Other 11 50 17 

Total Cost 83% 769 1428 

Total Sales 100% 1000 2000 

Gross Profit 17% 231 572
 
(23% of sales) (29% sales)
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TABLE 15.
 
NET ECONOMIC INCOME FROM WOOD WORKING OPERATIONS IN FREE ZONES
 

(INcOE IN $000) 

Size of Operation YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR 6 YEAR 7 

$1 Million 58 231 231 231 231 231 231 
$2 Million 143 572 572 572 572 572 
$1 Million 58 231 231 231 231 
$2 Million 143 572 572 572 572 
$1 Million 58 231 231 231 
$2 Million 143 572 572 572 
$1 Million 58 231 231 
$2 Million 143 572 572 

58 374 1,004 1,807 2,610 321-2 3212 

Other Industrial Activities in the Industrial Parks
 

Twenty-four of the twenty-eight industrial activities projected to locate
 
in the industrial parks are expected to be among the apparel, electric/
 
electronic and woodworking industries. No attempt is made to speculate on the
 
composition of the other four, or to develop profiles for them. Average
 
values are taken for the 24 identified industries and applied to the balance.
 
The aveiage net income in economic prices is about $250,000, a blend of U.S.
 
and Honduran owned factories.
 

The irestment costs are as follows:
 

TABLE 16.
 
INVESTMeNT COSTS FOR UNSPECIFIED INDUSTRIES
 

(In 1984 Prices, U.Z. Dollars)
 

YEAR ECONOMIC
 

COSTS
 

1 
2 600,000 
3 600,000 
4 600,000 
5 600,000 
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The annual net income from these operations is projected to be:
 

TABLE 17.
 
NET ECONOMIC INCOME FROM FOUR UNSPECIFIED INDUSTRIES
($ 000) 

YEARS
 

INDUSTRY 1 2 3 4 5 6 7
 

1 63 250 250 250 250 250
 

1 63 250 250 250 250
 

1 63 250 250 250
 

1 63 250 250
 
63 313 563 813 1000 1000
 

Total Investment Costs and Net Income of Industries in the Industrial Park
 

Free Zones
 

The total investment costs are shown in table 18.
 

TABLE 18.
 
TOTAL INVESTMENT COSTS OF IPFZ INDUSTRIES
($000)
 

ELECTRIC7 WOOD
 

YEAR APPA",XL ELECTRONIC WORKING OTHER TOTAL
 

1 1428 595.0 595.0 - 2618 

2 2142 595.0 952.0 600 4289 

3 1428 595.0 1547.0 600 4170 

4 1428 595.0 1547.0 600 4170 
5 1428 595.0 1547.0 600 4170 

-854 2975.0 6118.0 2400 19417 

The total net income is shown in table 19.
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TABLE 19.
 
TOTAL NET ECONOMIC INCOME OF INDUSTRIES IN THE IPFZ
 

ELECTRIC/ WOOD
 

YEAR APPAREL ELECTRONIC WORKING OTHER TOTAL
 

1 224 50 58 - 332 
2 1202 281 374 63 1920 
3 2343 574 1004 313 4234 
4 3239 805 1807 563 6414 
5 4135 1129 2610 813 8687 
6 4807 1372 3212 1000 '0391 
7 4807 1372 3212 1000 10391 

Table 42 schedules the flows of Investment in IPFZ construction and in
 
industrial activities, and the project benefits from industrial export
 
activity. The IRR calculated from these flows is 44.8%. A major reason fou
 
it being so high is the labor intensity of the industries and the relatively
 
low investment cost.
 

.Employment-inthe IPFZ:
 

Relating the total amounts paid for salaries and wages to the average
 
payment per employee, the following is the estimate of employment in each of
 
the types of industries, and for total employment in the IPFZ.
 

TABLE 20.
 
EMPLOYMENT IN THE IPFZ
 

EMPLOYMENT 
NO. DIRECT TOTAL ALL 

INDUSTRY FACTORIES PRODUCTION OTHER TOTAL FACTORIES
 

Apparel 11 200 34 234 2574 
Electric/Electronic 5 112 50 162 810 
Wood
 
$1 Million volume 4 125 15 140 560
 
$2 Million volume 4 220 27 247 988
 

Other 4 175 35 210 340
 

5772
 



Annex F.3
 

Page 18 of 34
 

Value of Exports Produced in the IPFZ
 

The average value of production in the apparel industries is $928,000. The
 
export value is $984,000 for foreign owned enterprises (assigning a profit
 
margin of 6% to the off-shore operation) and $1,022,000 for Honduran owned
 
enterprises operating with a normal commercial margin.
 

For the electric/electronic operations the average value of production is
 
$732,000, and the export value is $776,000 for foreign owned firms, and
 
$899,000 for Honduran owned firms.
 

The wood working operations are assumed to be of two sizes, $1 million and $2
 
million value of exports. The four unspecified industries are taken as an
 
average of the other 24, their export value of production averaging $1,136,000.
 

TABLE 21.
 
EXPORT VALUE OF PRODUCTION IN ThE IPFZ
 

(Dollars)
 

AVERAGE 
NO. EXPORT TOTAL 

INDUSTRY FACTORIES VALUE EXPORT VALUE 

U.S. Owned 6 984,000 5,904,000
 

Honduran Owned 5 1,226,000 6,130,000 12,034,000
 

Electric/Electronic
 

U.S. Owned 2 776,000 1,552,000
 
Honduran Owned 3 899,000 2,697,000 4,249,000
 

Wood Products
 

4 1,000,000 4,000,000
 
4 2,000,000 8,000,000 12,000,000
 

Sub Total 2W 28,283,000
 

Other 4 1,200,000 4,800,000
 

TOTAL 33,083,000
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Effect of the Projecton Industrial Export Development Outside of the IPFZs
 

The effects of the technical assistance and the financial mechanisms
 
provided by the project, and of FIDE's activities, will not be limited to the
 
industrial activities in the IPFZs. An improved drawback law will encourage
 
the establishment of new, and the expan.iion of established, export industries
 
elsewhere in the country. It is assumed that these will generate industrial
 
export activities that will add about 20% to the value of exports and
 
employment of the industries in the IPFZs.
 

The impact of the project on the industrial sector will, therefore, have
 
the following results:
 

Within the IPFZs Within Honduras 

Export Value of Production ($000) 32,827 . 9,392 
Employment 5,772 6,926 

Aglcultural CommoditySy2stems
 

The project includes the development of three agricultural commodity
 

systems, cocoa, citrus and vegetables.
 

Cocua Project:
 

Currently income is approximately $350 per hectare, and operating costs
 
are $100, $69 in labor and $31 in materials. The operating costs for each 250
 
ha. phase in the project, in financial and economic prices, is presented in
 
Table 22.
 

TABLE 22. COCOA WITHOUT PROJECT: FINANCIAL AND ECONOMIC COSTS
 
(In dollars)
 

INDIRECT
 
LABOR MATERIALS TAXES ON
 

YEAR FINANCIAL ECONOMIC I/FINANCIAL ECONOMIC 2/ MATERIALS 3/ TOTAL 
(1) (2) (3) (4) (5) (2)+(4)-(5) 

1 17,250 10,350 7,750 9,145 775 18,720 
2 34,500 20,700 15,500 18,290 1,550 37,440 
3 51,750 31,050 23,250 27,435 2,325 56,160 
4 69,000 41,400 31,000 36,580 3,100 74,880 
5 69,000 41,400 31,000 36,580 3,100 74,880 
6 69,000 41,400 31,000 36,580 3,100 74,880 

1/ Adjustment factor .6
 
2/ 60% adjusted by factor of 1.3, equivalent to combined factor of 1.18
 
3/ 10%
 

\U
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The net economic income calculation, without the project, is shown in
 
table 23
 

TABLE 23. NET ECONOMIC INCOME WITHOUT PROJECT
 
(In dollars)
 

ECONOMIC NET ECONOMIC
 
YEAR INCOME COST INCOME
 

1 87,500 18,720 68,780
 
2 175,000 37,440 137,560
 
3 262,500 56,160 206,340
 
4 350,000 74,880 275,120
 
5 350,000 74,880 275,120
 

With the project, which involves the rehahlltation of 1,000 hectares of cocoa
 
plantations, operating costs, yields and revenues will tise. Table 24,
 
presents the financial, and economic operating costs.
 

TABLE 24. COCOA PROJECT: FINANCIAL AND ECONOMIC OPERATING COSTS 
(In dollars) 

INDIRECT 

LABOR TOTAL IMPORTED MATERIALS OTHER TAXES ON 
YEAR FINANCIAL(1) ECONOMIC(2) 1/MATERIALSOT) FINANCIALZ4) ECONOMIC75) 2/MATERIALS MATERIALS 3/ TOTAL ..... Z23+Zs+Z( 

1 75,750 45,450 210,000 64,875 76,553 145,125 21,000 246,128 
2 123,000 73,800 272,000 122,875 144,993 149,125 27,200 340,718 
3 174,750 104,850 369,375 216,250 255,175 153,125 36,938 476,212 
4 228,750 137,250 462,625 305,500 ')60,490 157,125 46,263 608,602 
5 207,000 124,200 345,875 329,875 389,253 16,000 48,988 480,465 
6 213,750 128,250 377,125 361,125 426,128 16,000 52,113 518,265 
7 216,000 129,600 373,000 357,000 421,260 16,000 51,700 515,160 
8 216,000 129,600 373,000 357,000 421,260 16,000 51,700 515,160 

I/ Adjustment factor .6 
2/ 60% adjusted by factor of 1.3, combined factor 1.18 
/10%
 

The net economic income with the project is shown in table 25.
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TABLE 25. COCOA NET ECONOMIC INCOME WITH PROJECT
 
(In dollars)
 

INCOME ECONOMIC NET ECONOMIC 

YEAR FINANCIAL ECONOMIC 1/ COST INCOME 

1 
2 
3 
4 
5 
6 
7 

87,450 
264,000 
529,650 
859,650 

1,102,200 
1,255,650 
1,320,000 

111,062 
335,280 
672,656 

1,091,756 
1,399,794 
1,594,676 
1,676,400 

246,128 
340,718 
476,212 
608,602 
480,465 
318,265 
515,160 

(135,066) 
(5,438) 

196,444 
483,154 
919,329 

1,076,411 
1,161,240 

1/ 	90% exported to hard currency areas with adjustment factor of 1.3, plus
 
10% local sales, combined factor of 1.27
 

The net income with the project, without the project and the project benefits
 
are shown in Table 26.
 

TABLE 26. NET ECONOMIC INCOME WITH AND WITHOUT THE PROJECT
 
(In 	Dollars)
 

NET INCOME NET INCOME PROJECT
 

YEAR WITH THE PROJECT WITHOUT THE, PROJECT BENEFITS
 

1 (135,066) 68,780 (203,846)
 
2 (5,438) 137,560 (142,998)
 
3 196,444 206,340 (9,896)
 
4 483,154 275,120 208,034
 
5 919,329 275,120 644,209
 
6 1,076,411 275,120 801,291
 
7 1,161,240 275,120 	 886,120
 
8 1,161,240 275,120 	 886,120
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TABLE 27. COCOA PROJECT: COSTS, BENEFITS AND ECONOMIC IRR
 

YEAR INVESTMENT l/ OPERATING PROJECT SET
 
BENEFITS BENEFITS 

1 53,000 (203,846) (256,846)
 

2 53,000 (142,998) (195,998)
 
3 53,000 (9,896) (62,896)
 
4 53,000 208,034 155,034
 
5 644,209 644,209
 

6 801,291 801,291
 
7 886,120 886,120
 
8 886,120
 
9 886,120
 
10 13,000 873,120
 
11 13,000 873,120
 
12 13,000 873,120
 
13 13,000 873,120
 
14 886,120
 
15 886,120
 

16 886,120
 

17 886,120
 

18 886,120
 

19 886,120
 

20 886,120
 

IRR 55.9
 

l/ Cocoa fermentation centers, $50,000 each, of which $10,000 is imported
 

machinery and equipment with an adjustment factor of 1.3 equivalent to a
 

combined factor of 1.06 for the fermentation centers. The machinery and
 

equipment is replaced each 10 years.
 

Citrus Project
 

Without the Project, the citrus enterprises are typically cared for with
 

the minimum of effort and materials, declining each year. Many have already
 
reached the end of this phase and have been abandoned. In the projections of
 

net revenues, as the decline reaches the eighth year, it is assumed this will
 

happen, without the rehabilitation project. The project involves the
 

rehabilitation of 1200 hectares of citrus orchards.
 

The project operating costs and their conversion to economic costs are
 

presented in Tables 28, 29, and 30.
 

N@\ 
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The costs and revenues without the Project are presented in Table 31, the
 
conversion to economic costs in Table 32, and the calculation of net economic
 
revenues in Table 33. The net revenues with and without the Project and the
 
Project benefits (the difference between the two streams) are presented in
 
Table 34.
 

The prices estimated for the project are farm gate prices. The
 
construction of an orange juice plant is planned, with the production
 
scheduled for export. to hard currency areas. When this occurs, the normal
 
operating income of the plant will add to the net benefits and this will be
 
further increased by the premium placed on foreign exchange earnings.
 
However, the costs and benefits of this activity are not included in the
 
project at this time.
 

No significant investment costs in plant and equipment are anticipated in
 
this rehabilitation program.
 

TABLE 28. CITRUS PROJECT: LABOR COSTS WITH PROJECT
 

YEARS 1 2 3 4 5 6 7 8
 

a) WithDrainage
 
100 has 79.5 72.1 75.1 76.4 79.1 79.1 79.1 79.1
 
150 134.3 108.2 112.7 114.6 118.7 118.7 118.7
 
250 22j.8 180.3 187.8 191.0 197.8 197.8
 
100 89.5 72.1 75.1 76.4 79.1
 
M has -9. 5 =. 4 Tff. 1 4157 4=. 4=. 4=. 4r.7 

b) Without Drainage
 
100 has 67.0 69.7 72.7 74.0 76.7 76.7 76.7 76.7 
150 100.5 104.6 109.1 111.0 115.1 115.1 115.1 
250 167.5 174.3 181.8 185.0 191.8 191.8 
.O0 67.0 69.7 72.7 74.0 76.7 
600 has 67.0 170.2 34.8 42-4. 4 3.2 4 9. 45-7.6 46-0.3 

TOTAL 156.5 376.6 751.9 883.3 892.8 913.4 929.6 935.0
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TABLE 29. CITRUS PROJECT: MATERIALS COSTS
 

YEARS 1 2 	 6 8
 

a) With Drainage 
100 has 125.3 124.7 130.8 132.1 135.0 135.0 135.0 135.0 

150 188.0 187.1 196.2 198.2 202.5 202.5 202.5 
250 313.3 311.8 327.0 330.3 337.5 337.5 
100 125.3 124.7 130.8 132.1 135.0 
600 has 125.3 71"-.7 0T.2 780 7892.6 807.1 810.0 

b) 	Without Drajnage 
100 has 123.1 124.5 130.6 132.4 134.7 134.7 134.7 134.7 
150 184.7 186.6 195.9 198.6 202.1 202.1 202.1 
250 307.8 311.3 326.5 331.0 336.8 336.8 
100 123.1 124.5 130.6 132.4 134.7
 
600 has 309.2 792.7 7. 127.1 10'5. 2 7. 	 9o".6 o.o 

TOTAL 248.4 621.9 1256.4 1542.7 1569.2 1597.0 1613.1 1615.4
 

TABLE 30
 

CITRUS REHABILITATION PROJECT: REVENUES, FINANCIAL OPERATING COSTS
 
AND COVERSION TO ECONOMIC COSTS
 

INDIRECT 
LABOR COSTS MATERIAL COSTS TAXES ON
 

YEAR REVENUES FINANCIAL ECONOMIC I/ FINANCIAL ECONOMIC 2 MATERIALS 3/ TOTAL 

1 365.6 156.5 94 248.4 293 25 362 
2 940.4 376.6 226 621.9 734 62 898
 
3 1920.3 751.9 451 1256.4 1483 126 1808
 
4 2417.5 883.3 530 1542.7 1893 154 2269
 

5 2575.5 892.8 536 1569.2 1926 157 2305
 
6 2733.4 913.4 548 1597.0 1960 160 2348
 

7 2865.0 929.6 558 1613.1 1980 161 2377
 
8 2957.2 935.0 561 1615.4 1982 162 2381 
9 2983.5 

1/ Adjustment factor .6
 
T/ 60% adjusted by factor of 1.3 (combined factor of 1.18)
 
3/ 	 10% 
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TABLE 31. COSTS AND REVENUES WITHOUT PROJECT
 
(In Dollars)
 

COSTS
 
YEAR TOTAL LABOR MATERIALS REVENUES NET
 

REVENUES
 

1 280,000 112,000 168,000 313,500 33,500
 
2 696,500 278,600 417,900 764,235 67;735
 
3 1,379,070 551,628 827,442 1,490,410 111,340
 
4 1,638,335 655,334 983,001 1,)43,959 105,624
 
5 1,621,952 648,781 973,171 1,700,534 78,582
 
6 1,605,732 642,293 963,439 1,658,191 52,459
 
7 1,539,675 635,870 953,805 1,616,902 27,227
 
8 1,573,778 629,511 944,267 1,576,641 2,863
 

TABLE 32. WITHOUT PROJECT: CONVERSION TO ECONOMIC COSTS
 
(In Dollars)
 

TOTAL 
LABOR MATERIALS INDIRECT TAXES ECONOMIC 

YEAR FINANCIAL ECONO4IC l/ FINANCIL ECONOMIC 27 ON MATERIALS 3/ ia2.) 
(1) (2) (3) (4) (5) (2)+(4)-(5) 

1 112,000 67,200 168,000 198,240 16,800 248,640 
2 278,600 167,160 417,900 493,122 41,790 618,492 
3 551,628 330,977 827,442 976,382 82,744 1,224,615 
4 655,334 393,200 983,001 1,159,941 98,300 1,454,841 
5 648,781 389,269 973,171 1,148,342 97,317 1,449,294 

6 642,293 385,376 963,439 1,136,858 96,344 1,425,980 
7 635,870 381,522 953,805 1,125,490 95,381 1,411,631 

8 629,511 377,707 944,267 1,114,235 94,427 1,397,515 

1/ Adjustment Factor .6
 
2/ 60% Adjusted by Factor of 1.3 equivalent to a combined factor of 1.18
 
~i 10% 
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TABLE 33. ECONOMIC COSTS REVENUES AND NET
 

INCOME WITHOUT THE PROJECT
 

ECONOMIC 	 NET ECONOMIC
 
REVENUES
YEAR REVENUES -COSTS 


64.9
1 313.5 	 248.6 

618.5 	 145.7
2 764.2 


3 1490.4 1224.6 265.8
 

4 1744.0 1454.8 289.2
 
251.2
5 1700.5 	 1449.3 


6 1658.2 1425.9 232.3
 

7 1616.9 1411.6 205.3
 

8 1576.6 1397.5 179.1
 

TABLE 34
 

CITRUS PROJECT: NET ECONOMIC REVENUES WITH AND WITHOUT THE PROJECT
 ($000)
 

WITH PROJECT
 
NET WITHOUT PROJECT 
 PROJECT
 

NET REVENUES BENEFITS
YEAR REVENUES COST REVENUES 


(61.3)
1 365.6 362 3.6 	 64.9 

145.7 (103.3)
2 940.4 898 42.4 


1808 112.3 265.8 (153.5)
3 1920.3 

289.2 (140.7)
4 2417.5 	 2269 148.5 


2305 270.5 251.2 19.3
5 2575.5 

232.3 153.1
6 2733.4 	 2348 385.4 


282.7
7 2865.0 	 2377 488 205.3 

197.1 397.1
8 2957.2 	 2381 576.2 


602.5
9 2983.5 	 2381 602.5 0 


Vegetable Project
 

The vegetable project consists of converting some 900 hectares of land
 

The costs and returns for corn
from traditional crops to vegetables. 

production are used as the "before project" comparison to determine the
 

incremental increase in income resulting from the project.
 

As in the case of citrus, some processing facilities may be antiLipated as an
 

When this occurs there will be additional streams
added stage of the project. 


of costs and benefits related to the processing activities. It may be assumed
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that this will generate additional net benefits and that these will be further
 
increased by the premium placed on foreign exchange. However, the costs and
 
benefits of this next phase are not included in the project at this time.
 

No significant investment costs in plant and equipment are anticipated in this
 
rehabilitation program.
 

TABLE 35. FINANCIAL COSTS AND REVENUES WITHOUT PROJECT
 
(In Dollars)
 

COSTS REVENUES
 
YEAR TOTAL LABOR MATERIALS CROPS NET
 

1 79,360 53,940 25,420 102,974 23,614
 
2 192,000 130,500 61,500 249,131 57,131
 
3 304,640 207,060 97,580 395,236 90,596
 
4 396,800 269,700 127,100 514,871 118,071
 
5 460,800. 313,200 147,600 597,915 137,115
 
6 460,800 313,200 147,600 597,915 137,115
 

TABLE 36. CONVERSION TO ECONOMIC COSTS
 

INDIRECT 

LABOR MATERIALS TAXES ON TOTAL 

YEARS FINANCIAL ECONOMIC 17 FINANCIAL ECONOMIC 2/ MATERIALS 3/ ECONOMIC 
(1) Z2) 05 (4) (5) (2)+(4)-(5) 

1 53,940 32,364 25,420 29,996 2,542 59,818 
2 130,500 78,300 61,500 72,570 6,150 144,720 
3 207,060 124,236 97,580 115,144 9,758 229,622 
4 269,700 161,820 127,100 149,978 12,710 299,088 
5 313,200 187,920 147,600 174,168 14,760 347,328 
6 313,200 187,920 147,600 174,168 3.4,760 347,328 

I/ Adjusted factor .6 
7/ 60% adjusted by factor of 1.3 equivalent to combined factor of 1.18 
3/ 10% 

The net economic income without the project is shown in Table 37.
 

'-
C, 
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TABLE 37. NET ECOLNOMIC INCOME WITHOUT PROJECT 
(In Dollars) 

YEAR INCOME 
ECONOMIC 
COST 

NET ECONOMIC 
ICOME 

1 
2 
3 
4 
5 
6 

102,974 
249,131 
395,236 
514,871 
597,915 
597,915 

59,818 
144,720 
229,622 
299,088 
347,328 
347,328 

43,156 
104,411 
165,614 
215,783 
250,587 
250,587 

The costs and returns resulting from the project 
following tables. 

are presented in the 

TABLE 38. FINANCIAL COSTS AND REVENUES WITH PROJECT 
(In Dollars) 

YEARS TOTAL 
COSTS 
LABOR MATERIALS 

REVENUES 

1 
2 
3 
4 
5 
6 

589,000 
1,145,740 
1,680,800 
2,074,700 
2,323,350 
2,323,350 

382,850 
744,731 

1,0q2,520 
l,J48,555 
1,510,178 
1,510,178 

206,150 
401,009 
588,280 
726,145 
813,173 
813,173 

1,886,957 
3,367,948 
4,751,500 
5,696,815 
6,230,163 
6,230,163 

YEARS 

TABLE 39. CONVERSION TO ECONOMIC COSTS AND NET INCOME 
(In Dollars) 

INDIRECT 
LABOR MATERIALS TAXES ON TOTAL 

FINANCIAL ECONOMIC l/ FINANCIAL ECONOMIC 2/ MATERIALS 3/ ECONOMIC 
(1) (2) (3) (4) (5) (2) + (4)-(5) 

REVENUES 
NET 

INCOME 

1 
2 
3 
4 
5 
6 

332,850 
744,731 

1,092,520 
1,348,555 
1,510,178 
1,510,178 

229,710 
446,339 
655,512 
809,133 
906,107 
906,107 

206,150 
401,009 
588,280 
726,145 
313,172 
313,172 

243,257 
473,191 
694,170 
856,851 
959,543 
959,543 

20,615 
40,101 
58,828 
72,615 
81,317 
81,317 

452,352 
879,929 

1,290,854 
1,593,369 
1,784,333 
1,784,333 

1,886,957 
3,367,948 
4,751,500 
5,696,815 
6,230,163 
6,230,163 

1,434,605 
2,448,019 
3,460,646 
4,103,446 
4,445,830 
4,445,830 

l/ Adjusted factor .6 

T/ 60% adjusted by factor of 1.3 equivalent 

10% 

to combined factor of 1.18 
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The incremental increase resulting from the project is shown in the
 
following Table.
 

TABLE 40. NET ECONOMIC INCOME WITH AND WITHOUT THE PROJECT
 
(In Dollars) 

NET INCOME NET INCOME PROJECT 

YEAR WITH THE PROJECT WITHOUT THE PROJECT BENEFITS 

1 1,434,605 43,156 1,391,449 
2 2,488,019 104,411 2,383,608 
3 3,460,646 165,614 3,295,032 
4 4,103,446 215,783 3,887,663 
5 4,445,830 250,587 4,195,243 
6 4,445,830 250,587 4,195,243 

Other Benefits
 

The benefits of the project will extend beyond the bounds of the three
 
commodity systems. Research services, FEPROEXAU services and financing will
 
reach many more farm enterprises than those included in the three commodity
 
systems. The demonstration effect of the successful farms wtthin the three
 
commodity systems will act to motivate others to adapt the same practices, to
 
increase their incomes also. It is impossible to estimate these effects with
 
any certainty. The simple assumption is made that the net economic benefits
 
resulting directly from the development of the three commodity systems in the
 
project will be increased by about 20% as a result of the impact on other
 
farmers throughout the economy.
 



Annex F.3
 
Page 30 of 34
 

TABLE 41
 
TOTAL NET BENEFITS IN AGRICULTURE RESULTING FROM
 

THE PROJECT
($ooo) 

ADDITIONAL TOTAL NET 
COCOA CITRUS VEGETABLES SUB-TOTAL BENEFITS 1/ BENEFITS
 

1 (256.9) (61.3) 1,391.4 1,072.9 214.6 
 1,285.5
 
2 (196.0) (103.3) 2,383.6 2,084.3 416.9 2,501.2
 
3 (43.1) (153.5) 3,295.0 3,098.4 619.7 
 3,718.1

4 155.0 (140.7) 3,887.7 3,902.0 780.4 4,682.4
 
5 644.2 19.3 4,195.2 4,858.7 971.7 5,830.4

6 801.3 153.1 4,195.2 5,149.6 1,029.9 6,179.5

7 886.1 282.7 " 5,364 
 1,072.8 6,436.8
 
8 886.1 397.1 5,478.4 1,095.7 6,574.1
 
9 886.1 602.5 5,683.8 1,136.7 6,820.6
 
10 873.1 602.5 5,670.8 1,134.2 6,805.0
 
11 873.1
 
12 873.1
 
13 873.1 .....
 
14 886.1 .. 5,683.8 1,136.8 6,820.6
 
15
 
16
 
17 .
 
18 9...
 

19 .........
 

20
 

1/ 20% of direct project benefits.
 

Economic rate of return for the Project
 

The investment costs of the project are, essentially, the external costs;
 
the costs of industrial park construction; and the cost of finishing,

machinery, equipment and furnishing of the companies operating in the
 
indu3trial parks. The investment costs of the agricultural project where
 
appropriate were included in the evaluation of each project, in the estimation
 
of the benefit flow of the project.
 

In the benefit flows in the agricultural sector, "additional benefits" of
 
20% were added to the project benefits to take into account the export
 
activity stimulated by the project, in addition to that already explicity
 
included in the three commodity systems. The some assumptton is to be made
 
for the industrial sector, that benefits will be created from export activity
 

/0 
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stimulated by the project outside of the IPFZs, equivalent to 20% of the
 
benefits already explicity included in the estimate of benefit flows from the
 
industries in the IPFZs.
 

The benefit flows are derived from the financial flows, converted to
 
economic values by eliminating, where appropriate, depreciation and transfer
 
payments and shadow pricing the cost of labor and foreign exchange. Table 42
 
summarizes these computations, which result in an economic rate of return of
 
41.7%.
 

Estimated costs may be higher than expected, and/or income flows may be
 
less. 
These will be reflected in a reduction in the net benefit stream.
 
Assuming a reduction of 50% in total project benefits lowers the economic rate
 
of return to 16.7% substantially higher than the 12% figure generally used for
 
the marginal efficiency of capital in Honduras. Two additional sensivity
 
tests were tried. The investment costs, not including the "external"
 
investment, were increased by 100% and the benefits held constant. 
The
 
resulting IRR was 23.3%. These investment costs were then raised 25% and the
 
benefits decreased by 50%. The resulting IRR was 13.34
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TABLE 42
 
TOTAL PROJECT COSTS AND BENEFITS, AND NET BENEFITS
($ooo,ooo)
 

INVESTMENT PROJECT BENEFIT BENEFITS 
EXTERNAL IND. PARK IN IPY2 TOTAL 1/ NET REDUCED 

YEAR COSTS CONSTRUCTION INDUSTRY INVESTMENT INDUSTRY AGRICULTURE TOTAL BENEFITS BY 50% 

1 5.43 1.49 2.618 9.538 .398 
 1.286 1.684 (7.854) (8.696)

2 4.38 
 2.23 4.289 10.889 2.304 2.501 4.805 (6.094) (8.497)

3 3.98 2.23 4.170 10.38 5.081 3.718 
 8.799 (1.581) (5.981)

4 4.08 2.23 4.170 10.48 7.697 4.682 
 12.379 1.899 (4.291)

5 3.87 2.23 
 4.170 10.27 10.424 5.830 16.254 5.984 (2.143)

6 
 12.469 6.180 18.649 18.649 9.325
 
7 
 12.469 6.437 18.906 18.906 9.453
 
8 
 12.469 6.574 19.043 19.043 9.522
 
9 
 12.469 6.821 19.29 19.29 9.645
 
10 2.618 2.618 12.469 6.805 19.274 16.656 7.019
 
11 4.289 4.289 12.469 6.805 19.274 14.985 5.348
 
12 4.170 4.170 12.469 6.805 19.274 15.104 5.467
 
13 4.170 4.170 12.469 6.805 19.274 15.104 5.467
 
14 
 4.170 4.170 12.469 6.805 19.274 15.104 
 5.467
 
15 
 12.469 6.805 19.274 19.274 9.637
 
16 
 12.469 6.805 19.274 19.274 9.637
 
17 
 12.469 6.805 19.274 19.274 9.637
 
18 
 12.469 6.805 19.274 19.274 9.637
 
19 
 12.469 6.805 19.274 19.274 9.637
 
20 
 12.469 6.805 19.274 19.274 
 9.637
 

Economic 1RR 41.7% 16.7Z
 

I/ Total net (economic) income of industries in the IPFZs increased by 20% to account for export activities
 
stimulated by the project, outside of the IPFZs
 

Effects of the Project on the Honduran Economy
 

The effects of the project on the Honduran economy are measured in terms
 
of the increase in investment, in the value of exports, in value added and in
 
employment. All values are in constan prices.
 

0> 
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In the industrial sector, by the end of the project period about $34
 
million will have been invested in plant and equipment, the value of exports
 

will be increased by $40 million, there will be an increase in value added of
 
$21 million 1/, and about 7,000 jobs will have been created, all as a result
 
of the project.
 

INVESTMENT VALUE OF EXPORTS VALUE ADDED EMPLOYMENT 
ACTIVITY ($000,000) ($000 000) - - 00,0 .. (Annual Equiv.) 

Industrial Park
 
Construction 11.2
 
Apparel 6.6 12.0 7.6 2,574
 

Electric/Electronic 2.5 4.3 2.6 810
 
Wood Products 5.2 12.0 4.8 1,548
 
Unspecified 2.4 4.8 2.7 840
 
Outside of PF2s 5.6 6.6 3.5
 

Total 33.5 39.7 21.2 6,926
 

In the agricultural sector the economic analysis is based on three
 
commodity production systems designed to increase production of cocoa, citrus
 
and vegetables for export. The value of the product is taken at the farm
 
gate. From 40 to 50 percent would be added to the farm gate price to arrive
 
at the FOB Puerto Cortfs price to include the "marketing mnargin", mainly
 
export packing and processing. Private sector investment in the three
 
commodity production systems is limited to $220,000 in cocoa fermentation
 
centers. Additional investments in processing and other facilities will be
 
made for citrus and vegetable exports, beyond the farmgate, but they are not
 
yet detailed. They do not enter into the costs or benefits of this analysis
 
or the rate of return calculations. They must of course be taken into
 
consideration as costs when the benefits beyond the farmgate are measured.
 

The values are taken from the project analyses. A factor of 20% is added
 
to take into account the increased export production of farmers with acreage
 
outside of the acreage limited to the project analyses, who will be affected
 
by the project.
 

In the agricultural sector, as a result of the project, at the end of the
 
project period about $200,000 will have been invested, the annual equivalent
 
of 3,500 jobs will have been created, and the value of exports at the farm
 
gate will be Increased by $11.9 million. The estimated FOB export value will
 
be increased by $17 million.
 

i7 Value added as a percentage of production is relatively high because, in
 
the assembly industries, production costs and export value do not include the
 
temporarily imported materials that are assembled in Honduras. The U.S.
 
manufacturer retain,- title of these goods and simply "lends" them to the
 
ionduran manufacturer for assembly.
 

1I
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INVESTMENT VALUE ADDED EMPLOYMENT FARMGATE ESTIMATED FOB 
ACTIVITY ($k_00 000) .$000p000) _(ANNUAL EQUIV.) EXPORT VALUE EXPORT VALUE 

Cocoa .2 .907 331 1.32 1.85 1/
 
Citrus 1.21 720 3.09 4.64
 
Vegetables 6.50 20400 7.48 10.47 3/
 

.2 8.6 3,451 11.89 16.96
 

l/ Farmgate export value plus 40% 
27 Farmgate export value plus 50% 
3/ Farmgate export value plus 40% 

The combined impact of the project in the two sectors is: increased
 
investments of $34 million, value added of $30 million, employment of 10,000
 
and FOB export valtie of $57 million.
 

INVESTMENT VALUE ADDED EMPLOYMENT FOB EXPOPT VALUE
0 0 0 ) ACTIVITY ($000,000) 00,000 Annual Eui0 

Industry 33.5 21.2 6,926 39.7
 
Agriculture .2 8.6 3P451 17.0
 

33.7 29.8 10,377 56.7
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Technical Analyses 

The Post-Harvest Institute for Perishables of the University of Idaho
 
carried out 
the following technical analyses for the Project's agricultural

activities. The findings of these analyses are 
summarized in the text of
 
the Project Paper. This annex contains the original analyses done by PIP;
 
for purposes of Project design, the proposed levels of the activities have
 
been scaled down as appropriate to fit the scope and budget of the A.I.D.
 
Project.
 

A. CACAO
 

Cacao is cultivated in Honduras in the North Atlantic Coast, from the
 
Guatemalan border to 
the Aguan Valley. Climatic conditions of this area
 
vary, but are adequate for cacao.
 

1. Number of Producers and Area Planted
 

Data provided by the Cacao Producers' Association Indicated that in the
 
Atlantic Zone, there are 726 independent cacao producers cultivating a total
 
of 1,747 hectares. In addition, 23 cooperatives in Coral, La Masica, and
 
Lean Valley have planted as 
of May 1984 a total of 388 hectares. Therefore,
 
in Honduras there are currently 2,135 hectares of cacao with an 
age between
 
I to 30 years, with 1-7 years the most common age.
 

2. Production
 

In 1970, Honduras produced only 83 tons of cacao. Beginning that year,
 
production increased steadily. In 1983, production is estimated to have
 
been 800 tons.
 

3. Yields
 

Cacao production at farm level varies according to farm management and age

of trees. Yields were found between 65 and 1,306 kg/ha, with an average of
 
400 kg/ha. Most frequent yield is around 262 kg/ha.
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4. Varieties
 

Between 1976 and 1983, the Centro Agronomico Tropical de Investigaci6n y
 
Ensenanza (CATIE) based in Turrialba, Costa Rica, exported to Honduras a
 
total of 1,164,197 cacao seeds from improved clones and hybrids. The
 
experimental station in La Masica, at San Juan Pueblo, Atlantida, Honduras,
 
has started hybrid seed production from a small shipment of clones imported
 
from CATIE. To date, there should be 1,000 hectares planted with improved
 
seed. The other 1,135 hectares involve plants descended from hybrids that
 
should not be planted and from various genetic materials collected in the
 
zone by the farmers. 

5. Cultural Practices 

Tile plant population used by 90% of the growers ot this zone is 852 
trees/ha, although, CATIE recommends 1,111 trees/ha. 

Weed control in the first three cropping years has been a problem for
 
farmers especially because they do not use herbicides or the proper
 
equipment. In some areas, cacao crops have been lost due to weeds.
 

Small producers with limited economic resources do not apply fertilizer,
 
although soils are deficient in phosphorus (3 ppm of P205), have a low 
concentration of potassium (0.20 meq/100 of soil), and limited organic
 
matter (3.0%).
 

In pruning, the farmer normally strips the tree of its shoots of suckers, 
but is careless in shape, maintenance and sanitary pruning. All of these 
must be practiced more frequently. 

The terrain closest to the coast has common drainage problems when the 
rivers flood during the rainy seasou. This is detrimental due to greater 
relative humidity and disease Incidence. 

Disease control is not practiced by the farmers in this area, except a few 
(not more than 20) with more technified farms. The disease that causes most 
harm is the Phytophtora palmivoro, which affects 20% of the stems. 

Harvest practices are very empirical (incomplete), no use of tools, bending
 
the fruit. This destroys the stem (?) that cannot produce more flower
 
(sced). 
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6. 	 Processing
 

The most common practice Is to harvest the fruit, remove the seeds, and
 

throw these on the pavement or elsewhere, for drying. Some farmers wash the
 

seeds before drying; only 10% of the crop is fermented. The quality of the
 
processed cacao seeds is very low and from the lots observed, they cannot be
 

classified as exportable because:
 

1. 	 15-20% humidity
 
2. 	 External and internal mold
 

3. 	 High percentage of waste, 1-5%
 

4. 	 Insects: adults externally and larvae intev,'dlly
 

5. 	 Deformation: "vanas", adhered and bruised
 

6. 	 "Pizarrosas" (grayish color): 40-60% that belong to the
 

classification of "badly fermented"
 

Some of the more technified farmers have fermented considerable amounts of
 

cacao (300 qq lot) and have exported these successfully to the U.S. and
 

Europe.
 

7. 	 Storage
 

There are no special storage houses, in the farms observed, to keep the
 

cacao produced. The majority of the producers sell the cacao before it is
 

completely dry. Although the cacao cannot be stored in the farm more than
 

15-30 days, the farmer must provide a small warehouse to storage the product
 

while the lot is completed or the buyer arrives.
 

8. 	 Commerce
 

The cacao farmer sells the pods to the truckers that travel from farm to 

farm buying the fruit. The truckers bring the fruit to the city and sell it 

to the wholesalers, who export it mainly to El Salvador. Some growers with 

larger farms have produced lots (300 qq) and have exported these
 

successfully to the U.S. and Europe. The current price paid to the producer
 

is L1.40-1.50 per lb. The wholesaler pays the trucker L1.65-1.70 and
 

exports it with a price around L2.0 per lb. Storage at regional level is
 

scarce. The product is bought and immediately shipped for export. Adequate
 

storage rooms have not been observed.
 

http:L1.65-1.70
http:L1.40-1.50
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9. Financing
 

There has not been a defined credit policy towards cacao cultivation in
 
Honduras. At the moment, the only funding source available is through the 
Central Bank-World Bank loan, which in has attracted 70 producers from the
 
IHCAFE program and independent growers. This type of credit is provided
 
under the following conditions: 

-- Amount per hecLarv: L3,000 
--Yearly interest: 16%
 
--Period of grace: 4 years
 
-- Mortgage period: 8 years
 
--Reimbursement plan: biannual interest fees
 

biannual mortgage fees
 

Under this credit plan, the producer receives % of the total
 
production. This credit plan includes operational costs and can be
 
complemented with an additional sum for investment and working capital.
 

10. Subproject Description
 

The purpose of this Project sub-component is to increase cacao exports from
 
Honduras. The Project will establish a production network for cacao in the
 
country of 5,000 additional hectsres, integrating the productive process
 
with technical assistance, credit, commercializing and exporting the 
product. The system components include:
 

a. Policy
 

In the current economic crisis of the country, it is
 
imperative that immediate policies tending to increase foreign exchange be 
established. Tle cacao crop could have an important place among the export
 
products of the country.. A production of 6,000 T of cacao could generate
 
L15 million each year for Honduras. The standard of living of producers
 
would improve dramaticall.y. The utilization of land and development of
 
infrastructure works would contribute to the economic and social development
 
of the country. 

b. Organization
 

The project must have an administrative section, as well as
 
technical, financial, and marketing sections. The administrative section 
will be geared towards physical resources and procedures and services 
necessary for the execution of the project, and will prnvide economic 
monitoring of it. 
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The technical organization would provide technical services
 
to the producers, as well as training to permit the producers to obtain high
 
yields and a high quality final product. It would also play a part in the
 
information services for the project. It would manage the hybrid seed
 
production center of the project and coordinate the provision of the
 
remaining seed. 

The financial section should manage.or coordiate the credit
 
to the producers. It would operate directly with the technicians for the
 
producer's complete advantage of this credit.
 

The marketing section will have the responsibility to provide 
up-to-date information on prices and quality of cacao in the principal world 
markets. It will be in charge of picking up the fruit in the farm and 
exporting it under the conditions and prices, also give feedback to the 
producer in coordinating with the technical section as to the quality of the 
product obtained. 

c. Institutions Involved
 

The National Agrarian Institute (INA) has as its function to
 
organize land tenure and actively participate in the organization of
 
producer colonies that become involved in the project.
 

The National Coffee Institute (IHCAFE), through its
 
Diversification Department, can contribute to the project its experience in 
the mainagpment of cacao nurseries and fermentation, drying, and marketing of
 
pods. 

The Honduran Cacao Growers Association (APROHCACAO), is
 
interested in promoting cultivation of cacao and consolidating Honduras as a
 
cacao producer. In addition, it will protect the interests of the 
cacao
 
producers when this becomes necessary within the normal development of the
 
crop activities. It will particip:-te with the Federation of Agricultural

Producers and Exporters of Hondura. (FEPROEXAH) in the organization and 
development of product marketing.
 

d. Research
 

Research will fenerate data and information for the technical
 
assistance of the project and enrich the information network.
 

The organisms in charge of research activities will first 
detect the problems and needs of the technical section of the project. If 
the problem can be resolved through information already available, an 
Information package will be sent to the technician. The research process 
will be (oordinIted with the technician In conducting It and sharing the 
results. 

http:manage.or
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The North Atlantic Coast Regional University (CURLA) will
 
support the research needs of the cacao project through the theses papers of 
its graduates.
 

The Tropical Agronomic Research and Training , iter (CATIE)
 
will investigate basic problems of the productive systen. and s,.nd tile 
results to the technical section of the project. For example, CATIE works
 
in the development of hybrid cacao, resistant or tolerant to Monilia
 
roreri. Any pertinent results will be studied immediately by the
 
technicians of the project. CATIE, through other means, will also resolve
 
any basic problems related to research. A trial with hybrids will be
 
conducted soon after project implementation begins.
 

IHCAFE will work on improving the fermenting and drying 
systems of product through new research activities.
 

e. Materials 

The seed constitutes the most important input in the
 
production system. The hybrid seed project in La Masica is being
 
initiated. However, due to the scarcity of INA policies in such a delicate
 
and technical field, the Association has requested that this project be 
transferred to it. To take advantage of the great opportunity that the seed 
has within tile cacao production network will require well defined policies
 
and accurale planning in all the productive labor. In addition, a 
specialized evaluation and supervision of the productive process of the 
center is frequently needed (every 3 months).
 

Current hybrid seed production is 300,000 per year. However,
 
the project requires 1,500,000 per year. With an optimum management, the
 
clonal nursery would produce at least 1,000,000 seeds in the first years,
 
and within four years, it could produce 1.5 million per year.
 

IHCAFE owns another clonal nursery in Cuyamel, which will
 
start producing in the next three years. In the last instance, CATIE could 
provide tile rest. 

The rest of the inputs and other requirements for the crop 
could be supplied by a Department of Specialized Inputs or by independent
 
sellers. Specialized inputs are not necessary, except for fermenting boxes
 
and dryers which could be supplied by APROCACAO.
 

The quantity of required inputs varies according to the age
 
of the fruit. A cost table Is attached.
 

f. Technical Assistance 

Training the cacao producers is priority factor, due to the 
low yields and incrementation of the cacao production. Therefore, the 
technical assistance program must be outstanding. 
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For every 400 hectares of area planted, a dynamic and well 
trained extensionist with his own transportation is needed. This
 
exiensionist must visit the farm at last once a month and orient the
 
producer as to practices or improvements to be conducted on the farm. The
 
cost for extension service is estimated at L50/ha/year.
 

The tichnlcal assistance component will finance a specialized
 

center for adequate technology for the region and offer training courses to
 
technicians and students. This center could be the hybrid seed production 
center. It has a technical director specialist in cacao, with two
 
assistants, a secretary and an accountant. The center will have 5.0
 
hectares of clones to pollenate 5 hectares of commercial hybrids, a
 
demonstration nursery, fermenting prototypes, dryers and storage houses.
 
This equipment and installation will serve for training and pre-fabricated
 
commercial equipment will be sold to the producer.
 

The center will publish technical bulletins periodically,
 
either written or through other communication approach. It will broadcast 
programs weekly and will be In constant communication with producers and 
extensionists. The budget estimated for the center is L200,000 per year. 
The center will obtain income from training course fees and sale of hybrid
 
seeds, "yemas",and fermenting equipment. This could cover at least 50% of
 
the budget.
 

g. Information Network 

It is up to the technicians and cacao producers of the region 

to construct a technical information network center for cacao and other 
crops. This center will keep up-to date information on world prices, 
quality, etc. The information processed will be centralized in the
 
APROCACAO, or in the institution or enterprise that conducts the project. 

The center must be managed by a specialist in communications and data
 
management. Information sources would consist of all the publications on
 
the subject at a national and Central American level, the data from reports
 
of periodical publications and market statistics. It would also serve as a
 

documentation center for technicians, students, and producers. Its cost is
 
estimated at L25,000/year.
 

h. Marketing
 

Cacao marketing is closely related to the quality grade of
 
the product desired. If a good quality cacao is desired throughout the 
country, local centers for storage, fermentation, and drying of the cacao
 
pods must be constructed and made functional. The problem of this storage
 
would be transporting the humid pods to the processing center.
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When the 
 oozes, serious problems in
 
transportation may occur with the 
risk of contaminating the pods. If the
 
producers do not harvest at the 
same time and with the same method, some
 
pods would be more fermented than others. Another problem would be the 
weight and deliverance of the pods in a truck, or tractor with a cart and 
its transport to the processing center (].0-20km). 

If the producers do the fermentation and drying on their own,
 
a very heterogeneous final product would be expected and this is not
 
advisable for the quality and prestige of the domestic cacao. Nonetheless,
 
a training and orientation program for the producer would be 
effective and
 
provide acceptable quality. The grower could be assisted by selling him
 
fprmenting equipment and dryers.
 

Another system would be to purchase the fruit from the
 
grower. Payment would be made by unit and on the farm 
 or on the road to the 
towns, which would attractive to the farmer because he would receive payment

for his harvest from the same ? Transportation for the fruit is 
more difficult but less risky, since there are no problems of the pod

contamination and the processed fruit would be of high quality. 
One
 
disadvantage of this type of collecting would be the probable presence of
 
monilia, since the transportation of fruit allows 
Its dissemination.
 

In view of the problems with the various types of fruit 
collection, it is suggested that the traditional system be maintained; the 
producer will ferment and dry ind establish, by areas, system models for 
marketing in the areas of greater concentration on the farm. This model 
would allow the farmer to determine the economic indicators and expand the 
collecting system according to the acceptance of 
the growers, its economic
 
efficiency, and its final product quality. 
The difference in the cost of
 
both models would be the cost of transportation between the farm and the
 
processing center. 

With an estimate production of 1,000 kg/ha of fermented and 
dried pods, peak harvest would be 500 kg in eight weeks (63.5 kg/wk). This 
indicates that a storage center per 800 hectares would receive in peak 
harvest 50 r of dried cacao per week. From the storage center, cacao must
 
be transported as soon as possible to the closest port of export or 
conditioned warehouses since it 
could rapidly lose its quality. These
 
storage centers must have capacity for 25 tons of pods. Construction of
 
this storage center for dry cacao would cost approximately L.10,000.
 

A)
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11. Coco"--_Harv st px, ,. ,iii Pr.p,, ,I ,g I or M, rket Ing 

Harvesting generally occurs throughout the year in Central America 
with 2 definite peaks of 3 to 5 months duration. Length of time for 
maturation is determined by several factors with the major one being 
temperature. Average time is 6 months with cooler weather slowing growth. 
Harvesting should be done at 2 week intervals and is frequently lengthened
 
to 3 or 4 weeks ar the beginning or end of "seasons" when crop volume is
 
lower.
 

Pods may be stored up to 1 week without problem if they are 

disease free and not damaged by birds aic. aimals. If there are usable 
seeds from these catpvories they should be removed at once and possibly 
handled separately. 

Pods may be opened in any economical manner which does not damage
 

the seed; separation of seeds from pods should be complete. While small
 
pieces of broken pods in the fermentating and drying process do not seems to
 

damage flavor they are better removed before fermentation. A mechanical
 
process for opening the pod and seed separation has been developed and is
 
being used in Brazil and Belize. Although normally used at a processing
 
Center, it could be portable.
 

Fermentation is a 5-7 day process with 2 to 3 turnings (or
 

transfers from one box to another) in the box system. Shallow trays are
 
used on many smaller farms and "heap" fermentation is common in (lower
 
case)-. In any system, it is important to get good drainage of the
 
sweatings" and to experiment to get optimal results.
 

Drying can be done in the sun, but in many areas it is too risky 
to have delays that could cause moldy beans that cannot be marketed. Again
 
as in opening and fermenting, there are several systems to choose from. A
 
"fixed bed" dryer is widely used. This is a platform with the floor usually
 
perforated to permit warm air to circulate upward through the cocoa beans. 
With this system, the total drying time is 24 to 36 hours. Moisture should
 
be 6 1/2% to 7 1/2% maximum. 

With a final screening _o remove foreign material and broken 
beans, the product is ready [or packing in properly marked new bags 
During storage before shipment, it should be protected Erom rodents, 
insects, high humidity and contamination from dust and odors. The cocoa 
beans contain approximately 50% cocoa butter which picks up odors readily. 
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Finally, all of the above actions must be done well 
or economic
 
loss may be great. A system of using a central plant for fermenting, drying
 
and preparing for market his definite advantages. A few well trained people
 
can operate at one location these rather demanding tasks. Total capital
 
costs may well be lower as well. Balanced against this is the cost of
 
collecting wet seeds (or even pods). Use of pods for cattle feeding is
 
becoming another income producer which can be used when pods are easily 
collected.
 

The Jamaican Cocoa Board has several central fermentation/drying
 
stations which have been In operation for 10 or more years. In both
 
Malaysia and Belize, cocoa pods are brought to a central location on fairly
 
large plantings. One has the pods to 
feed to beef cattle at the site.
 

B. CITRUS
 

Citrus production and export from Honduras is, and continues to be, a very
 
profitable endeavor. Orange Juice concentrate productirn presents an
 
excellent opportunity for the expansion )f exports. ihe new orange juice
 
concentrate industry will give Honduras citrus producers the means of 
penetrating a completely new market. Cost of production, closeness to the
 
U.S. market, and incentives through the policies of zhe Caribbean Basin
 
Incentive give Honduras a substantial advantage over Brazil, the largest
 
supplier of concentrate orange juice.
 

Fresh fruit markets can be increased, but not proportionally to the orange
 
juice market. The quality of Honduras fruit, improved cultivation
 
practice, and availabllity of product when there is little competition in 
the market-place support this evaluation.
 

Honduran citrus farmers are interested in export markets and are willing to 
commit to join both ANACIthO and FEPROEXAH. New growers are interested in
 
participating in the organized industry. 

One U.S. firm has invested substantially in assisting producers export
 
Persian limes and in improving cultural practices in the Aguan Valley to
 
export grapefruit to Europe. An abandoned juice plant in San Pedro Sula is
 
being renovated to produce concentrate juice this year. Other investors are
 
contacting the president of ANACIHO frequently.
 

The citrus industry is labor intensive. Fertilizing, weeding, harvesting,
 
packing, transportation and other activities will provide employment to many
 
persons. Employment generation from citrus production is estimated 
 at
 
jobs per hectare of production. Improved economic conditions will result In
 
better standards of living for the smaller producers, especially those 
members of cooperatives. New plantings will give small farmers with
 
available land an opportunity to develop their property. 

40 
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Although not enough, there are many qualified people in Honduras in the
 
citrus industry including professional, semi-professional, and practical
 
growers with a sound knowledge of the citrus industry. Persons with a
 
sincere desire to see the citrus industry of Honduras become one of the best
 
in the world have provided the spark to ignite the motivation of existing
and new producers to improve their operations. Examples are the group that 
organized ANACIHO and groups that created FEPROEXAH. 

Past experiences in agricultural programs, such as grapefuit production in
 
Atl~ntida and AguAn, and previous attempts to develop a juice industry
 
provide experience to simulate or avoid in the revitalization of the citrus
 
industry in Honduras.
 

Citrus and cacao have similar characteristics. Crop requirements,
 
infrastructure needed, export opportunities, and potential for growth and
 
development are quite similar. The multiplier effect from increased
 
purchasing power of a labor-intensive industry, the increased demand for
 
input, the increased activity in transportation and shipping are among many
 
of the areas in which an increased effort in citrus production will have a
 
very significant effect on the economy of Honduras.
 

1. INTRODUCTION 

Citrus has been grown commercially in Honduras since the early 1940s. It 
was first established in the Choloma area between San Pedro Sula and Puerto 
Cortes. 
 The industry remained small until the decade of the sixties, when
 
the indust , increased significantly. The last large development occurred
 
in the Aguan Valley, where over 1,800 hectares of grapefruit were planted
 
and distributed among members of cooperatives by the National Agrarian 
Institute. Other important expansions occurred at Atl~ntida (Standard
 
Fruit) and El Progreso. 

Citrus trade in Honduras is done mainly in two ways: the sale of fruit, 
mostly oranges, in the national market and to El S,.vador; and the export of 
oranges and grapefruit to Europe and Persian limes to the United States.
 
The citrus industry in Honduras has a definite advantage in marketing its 
fruit in Europe. At the time that fruit is shipped from Honduras, July
 
through October, very little fruit is available from other sources. The
 
fruit that is shipped meets all the standards that are required by the 
European market. Fruit that is not exported is sold in locally and El
 
Salvador, markets which do not impose the restrictions of the overseas
 
markets. 

Cultural practices vary considerably from farm to farm. Many farms, 
particularly those of smaller farmers do not fertilize at all, even though 
the soils are deficient in nitrogen, phosphorus and potash. Weed control is 
dot,e mainly by hand. Herbicides are used by only a few farmers. 
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Larger farms usually make a serious effort to control weeds. Pest control
 
also varies; growers planning to export, such as Standard Fruit, maintain
 
their orchaiJs under an intensive program to ensure high quality fruit.
 

The citrus market has changed significantly since last December. Because of 
a severe freeze, crops in Florida and Texas were reduced drastically, as 
much as 75% In Texas. Many of the trees aere also affected, many of them 
dying. Tree population in Texas is expected to be reduced by as much as 
20%, it is not known at present how many of these trees will be replaced. 

Honduras prospects in the citrus market are considered to be very good
 
in the immediate future. The fresh markets in Europe will continue to
 
remain strong for Honduras citrus. However, the best opportunity for
 
Honduras to expand their export market right now is in concentrate juice. 
Fresh markets in the United States are difficult, because of quarantine
 
regulations dealing with grapefruit and oranges. Only limes can be shipped
 
to the United States without strict regulations. Juice, on the other hand,
 
has none of these drawbacks.
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Azi Important supplier ol concentrate juice to the United States is 
Brazil. However, because of greater distances to the United States and the 
lack of preferrential treatment on import tariffs, (since Brazil does not 
participate in the Caribbean Basin Initiative Program), costs are higher in 
Brazil. This provides a clear advantage to juice originating in Honduras. 

For the foregoing reasons, an expansion of up to 15,000 hectares in 
Honduran citrus plantings is considered economically feasible. Of this
 
amount, 13,500 hectares should be in oranges, 95% intended for juice
 
production and the balance to be sold in fresh markets, both overseas and in
 
Honduras and El Salvador. The balance of the expansion should be in
 

grapefruit, intended for fresh markets.
 

The Project will:
 

--Increase citrus production in Honduras by rehabilitating orchards not
 
producing at top capacity and by establishing an additional 15,000 hectares
 
of new plantings. Most of the of the new hectarage would be planted to
 
oranges, particularly in higher areas. 

--]hprovo the quality of the fruit In order to Increase the percentage
 
of exportable fruit and Improve yields of established orchards by improving 
cultural prJi'ticen and Improving harvesting and packing practices. 

--Develop new markets for citrus, by producing orange juice for export
 
to Europe and the United States. 

--Develop support systems for the expansion program that will take
 
place in the citrus industry in order to promote support service to the
 
industry and promote citrus grower association leadership.
 

Technical assistance will be provided to locate suitable expansion areas in
 
Atlhntida - Masica - La Ceiba; Colon - Aguan Valley; Comayagua; Cortes;
 
Cop~n; and Yoro. One plant material resource person will provide six months
 
assistance (six visits) to index sources of budwood existing in Honduras,
 
investigate new sources, and establish the research program. A marketing 
resourse person will provide six months assistance to examine and define the
 
fresh fruit markets locally and In Europe and the United States. 

/,
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The Project will train 11 extension persons to assist producers with new
 
plantings and to increase yield and quality of fruit in existing ones.
 
(Atlgntida, 2 persons; Colon, 2 persons; Comayagua, 1; Cortes, 3; Copfn, I; Yoro,
 
2.) It will also train 4 persons in the association to co edinate and supervise
 
trainers and trainees in cultural practices (I person), packing anJ ihlipping (I
 
person), marketing (I person), and association operational system (1 person).
 

The Project strategy is to expand citrus production in Honduras by increasing
 
production of exportable fruit of existing orchards by increasing yields and
 
quality. Production from this effort will be distributed approximately as
 
fpllows: 90% oranges, mostly of the Valencia but also of pineapple varieties,
 
located preferably in higher areas suitable for citrus culture to be identified
 
by a specialist, 10% grapefruit of the Ruby-red and Henderson varieties, mostly
 
in the Aguan Valley and Atlcntida areas. 

The improvement of yield and quality of existing orchard6 will be accomplished by
 
1) improving cultural practices, such as fertilization, pruning, and pest control 
under supervision of a technical assistant and extensionist ard 2) improving
 
harvesting and packing facilities, such as field boxes, packing houses, shipping
 
boxes, and proper use of packing chemicals. These actIvities will be coordinated
 
by the technical assistance specialist and a person from the association who will 
be trained by the resource person. 

The development of new markets will be accomplished by emphasizing the production
 
of concentrate juice and by exploring the possibility of opening new markets in
 
Europe, the United States and the Caribbean.
 

Increasing exports by increasing production of orange juice will be accomplished
 
by the installation of a new plant now being renovated in San Pedro Sula. In
 
addition, the feasibility of building an additional plant in the Aguan Valley
 
will be studied. Oranges for these.plants will be obtained from existing
 
orchards and from the additional plantings which occur as a concurrent activity
 
to the A.I.D. Project over the next five years. Preferred markets will be the
 
United States, Europe and the Caribbean areas. National and Central American
 
markets will also be explored.
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Technical support for these activities will be accomplished by trained persons in
 
the areas of cultural practices and marketing. Cultural practices will include:
 
location of new areas in the major producing areas, proper planting techniques, 
proper maintenance of new plantings and proper harvesting, grading and packing.
 
Also, the Identification of healthy budwood by indexing and the proper 
establishment of nurseries, emphasizing phytosanitary techniques will be
 
necessary.
 

The marketing strategy will involve locating new markets and resolving the
 
constraints caused by quarantine regulations in the United States which affect
 
imports of fresh fruit from Honduras.
 

The training of extension workers and association personnel is needed to assure
 
that the expansion program will be done in an orderly and feasible manner when
 
the technical assistance personnel are not on location. Extension people need to
 
be in regular contact with the producers; association representatives in the
 
different areas need to supervise and coordinate the activities of the extension
 
group.
 

2. AREAS OF PRODUCTION 

Actual Conditions in Honduras
 

Commercial citrus production in Honduras is presently located on the northern
 
Altantic coastal area. This area is well suited for overall citrus production,
 
particularly grapefruit. The location may be less suitable for orange
 
production, especially for export.
 

The low areas, with warm nights, result in fruit of lower acid content and
 
external coloration that it less desirable for overseas markets. This is not the
 
case for fruit destined to the national and Central American market where a
 
sweeter orange is preferred. The availability of both types of oranges would be
 
desirable for the concentrate juice market, since blending of the juice can be
 
done at the concentrate plant. However, new plantings of oranges should be
 
encouraged in areas of higher elevation, where feasible.
 

Rainfall in the area where most of the citrus is presently grown is adequate for 
citrus. Approximately 5% of the pl-anted areas require supplemental irrigation. 
Sufficient rainfall is considered a definite advantage for Honduras. Other 
citrus producing areas in Central America are located in zones with less rainfall 
than the majority of the areas in Honduras. 

The overall infrastructure in this area is better developed than any other
 
cl trUs-producing areas in Central America, Belize, and Panama. Highways and 
feeder roads are available to move equipment, inputs and harvested fruit. This 
factor should be kept in mind in the establishment of new plantings. 
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The majority of the citrus area is served by a variety of ports with good 
facilities. Ports in Cort~s, Tela, and the new facilities at Puerto Castilla
 
offer a variety of choices seldom seen in other countries. The port of La Ceiba,
 
although at present ,nable to handle containers, could be improved to do so later.
 

These ports are close to the United States only 2 1/2 days away, resulting in a
 
definite advantage for the export of citrus products to a large market.
 

A significant advantage of this area is the absence of serious diseases, such as 
"Tristeza", which has caused considerable damage in other areas. The presence of
 
certain insects, however, has resulted in stringent quarantine requirements for
 
exporting fresh fruit 
to the United States, thus forcing much of the exporting

activities to European markets. These limitations, however, will apply neither
 
to concentrate nor to Persian limes.
 

Honduras has the largest and best organized cli-rus industry In the C.A. region.

Although the figures vary from source to source, there area approximately 6,000 
hectares of citrus planted in Honduras. The potential to expand many-fold exist
 
given the availability of areas well suited for citrus productiin.
 

Optimal Conditions for Honduras
 

The areas where citrus are presently grown in Honduras are well suited for the
 
crop. If and when the industry is expanded, oranges should be planted mainly in
 
higher areas where internal quality produced and color would be more like those
 
demanded by overseas exports and for better quality concentrate juice. Areas to
 
be considered are the Sula Valley, when a project to reclaim areas subject to
 
flooding is implemented; Cop5n, Comayagua Valley, Zamorano and Siguatepeque for
 
oranges at higher elevations; and areas in Yoro and Negrito for the same reason.
 

Development Activities
 

It is estimated that the citrus Industry in Honduras could be expanded by 15,000 
hectares over a 5-year period. This figure could increased the world market for
 
citrus products continues to show a strong demand.
 

The expansion program would consist of approximately 13,500 hectares of oranges,
 
intended mainly for juice processing, and 1,500 hectares of grapefruit for fresh
 
market. For ease of calculation, projected costs and returns were based on
 
15,000 hectares of oranges only.
 

Oranges will consist mainly of Valencia, established at higher altitudes wherever 
soil conditions are favorable. Grapefruit will consist of red-colored varieties 
such as Henderson and Ruby-red, established in the Aguan Valley. 

y.
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AREAS PLANTED TO CITRUS IN HONDURAS IN HECTARES,
 
BY DEPARIMENTS OF STATES AND BY TYPE OF FRUIT,
 

INCLUDING YOU PLANTINGS AND NON-PRODUCTIVE AREAS IN AGUAN
 

Type of Fruit
 
TOTAL
DIi'ARIMiENT 	 Ora nge Grapefru[L Lime 

ATLANTIDA 	 410 550 25 985
 

915 915 20 1,850
COLON 

70 -- 50 120COMAYAGUA 

CORTES 1,760 -- 70 1,820 

EL PARAISO * 80 .... 80 

YORO 1,050 75 85 1,210 

To'I'A 4,275 1,540 250 6,065 

Includes small plantings In G(lnope, Zamorano & El Paralso. 
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ORANGE AREAS IN HONDURAS 

IN HECTARES
 

DEPARTMENT YOUNG TREES MATURE TREES TOTAL 

ATLANT IDA 0 410 410 

COLON 490 425 915 

COMAYAGUA 0 70 70 

CORTES 350 1,400 1,750
 

EL PARAISO 0 80 80 

YORO 350 700 1,050 

TOTAL 1,190 3,085 4,275 
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GRAPEFRUIT AREAS IN HONDURAS 

IN HECTARES
 

TOTALDEPARTMENT 	 YOUNG TREES MATURE TREES 

ATLANTIDA 	 30 520 550
 

COLON 	 20 895* 915 

YORO 	 -- 75 75 

TCTAL 	 50 1,490 1,540 

* 	 Includes 480 hectares of trees considered to be non-productive because 

of lack of care for several years. Only 415 hectares in the Aguan 

Valley are considered productive, with approximately 130 hectares
 
needing to be rehabilitated.
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LIME AREAS IN HONDURAS 

IN HECTARES 

DEPARTMENT YOUNG TREES MATURE TREES TOTAL 

A.LANTIDA 0 25 25 

COLON 0 20 20 

COMAYAGUA 0 50 50 

CORTES 0 70 70 

YORO 35 50 85 

TOTAL 35 215 250 
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3. SOILS 

Actual Conditions in honduras 

Most citrus plantings in Honduras are located on soils considered to be 
adequate [or citrus production. The areas where citrus are grown in the
 

northern part of the country are sandy loams, with adequate drainage, although 
finer textured soils are also known to occur. The soils in Atl~ntida, Col6n,
 
and Conmayagua are mostly sandy foams, with some clays. Soils in new areas 
that can be considered for expansion such as those in Col6n, Comayagua, and 
Copin are clay boams and clays, but usually with good internal drainage. 
There are cases where soils are inadequate, mainly because of the presence of 

high water tables which hinder the development of root systems. Estimates of 

established areas not optimum for citrus production are as high as 20-25 
percent, particularly in the Aguan Valley, where many hectares were lost 
because of poor drainage. Drainage also becomes important in the few
 
irrigated areas where improper drainage usually results in a high salt
 
concentration in the root zone.
 

Most soils have adequate pH levels for citrus production, ranging between 4.5
 

to 6.5 and a few above 7. Because of the high pH, some soils require the
 
addition of lime in order to obtain adequate yields. Where very low pH are
 

found, minor element deficiencies are commonly present.
 

Nutrient levels vary widely from area to area. Nitrogen, phosphorus and
 

potassium are deficient in many soils, requiring the use of fertilizer to
 

supplement the needs of the plant. Many small producers do not use any
 

fertilizer at all; however, larger farms always include fertilization in their
 
cultural programs.
 

Optimal Conditions for Honduras
 

Where citrus is now established, the most important soil-related practices
 

needed to improve the quality of soils are proper fertilization and the
 

improvement of internal drainage in areas where it is required. Soil and
 

foliar analysis are needed to determine the proper levels of fertilization.
 
Areas producing poorly should be examined in order to determine if high water
 
levels are responsible for low production. Soils in areas considered for new
 

planting should be critically evaluated according to the following soil
 

criteria:
 

a) good internal drainage
 

b) adequate pH (5.5 - 6.5)
 
c) proper fertility levels
 
d) low water tables
 
e) available water if irrigation is needed.
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Development Activities
 

In order to determine the proper levels of fertilization, farmers should be
 

encouraged to initiate a soil and foliar analysis program that will assist
 

them in implementing the fertility program appropriate for their farms. For
 

this purpose, the laboratory formerly known as SIATSA, which now will be
 

available to members of ANACIHO, should be used.
 

Citrus farmers should also be encouraged to examine the water table levels in 

their ferms. ANACIHO extension workers should be trained to evaluate water 

table levels on farms and to counsel farmers on the qualities of soils needed 

for citrus.
 

The laboratory at La Lima is presently well equipped to run soil and foliar 

analysis. 'Ile cost to equip it to run soil analysis for the citrus Industry 

should be minimal, if any. The cost to train the personnel that will serve as 

extension agents for members of ANACIHO will be discussed below .
 

Where drainage needs to be improved, cost per hectare is difficult to
 

ascertain. Preliminary estimates indicate that where a major problem exists,
 

cots may be as high as $350 per hectare.
 

Where only surface drainage is needed, the cost may be as low as 4100-150 per
 

hectare. Total costs, assuming that 70% of the affected areas need only
 

surface drainage and the rest a more elaborate system, would amount to
 

approximately $325,000.
 

A program of soil and foliar analysis should be implemented as soon as
 

A total of 40-50 samples per month should be a feasible goal, at a
possible. 

cost of approximately 315,000 per year.
 

4. CL MATE
 

Actual Conditions in Honduras
 

The areas where citrus production has been established have an adequate
 

climate for the proper development of citrus and especially grapefruit
 

production. Temperature, rainfall, and wind conditions present little problem
 

to the economic production of citrus, except of course where extremes may
 

occur. Temperature is critical to the internal quality of citrus fruit,
 

especially to oranges. The absence of extreme cold temperatures is an
 

important asset to the industry in Honduras. Warm weather encourages the fast
 

development of the trees, resulting in large trees with the potential capacity
 

for high yields if proper care is given to the plantations.
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Average rainfall varies from 35 to 120 inches annually, the lowest occurring
 

in Comayagua, the highest in the Tela area. The rainy season consists of
 

approximately nine months, from June to February and a dry season from March 
to May. It is during these months that irrigation may become critical, 
particularly for areas with lower rainfall.
 

Rainfall in the range of 60-80 inches is appropriate for citrus. Therefore,
 
rainfall is considered to be adequate in the areas where citrus 18 grown.
 
Certain valleys, particularly in higher elevations, may receive less than
 
suitable amounts of rainfall. There are areas where supplemental irrigation 
is needed, for example in the Comayagua Valley and certain areas in the Sula
 
Valley.
 

Wind conditions are not generally considered to be a problem for citrus
 

production in Honduras. However, high winds accompanying hurricanes and
 

unusually high dry winds that may -cur during the time of flowering, as it
 
occurred recently in certain areas of the country, may be r.problem.
 

Development Activities
 

New production of citrus, particularly oranges, should emphasize improvement
 

the quality of fruit for export. New plantings of oranges should be at higher
 
elevations 1,000 feet and above. The Valencia variety should be used since it
 
can attain desirable characteristics of higher acid content and better
 
coloration even when planted at lower elevations.
 

There should not be any additional costs in following these recommendations,
 

except of course, if supplemental irrigation is needed if areas chosen happen
 
to be those where rainfall may be less than 50 to 70 inches per year, or if
 
the dry season is too long and severe.
 

5. WATER
 

Actual Conditions in honduras
 

The effect of water availability and drainage-related problems have been
 

considered in the sections of climate, soil and areas of production. The
 

effects of insufficient rainfall, improper drainage, both surface and
 

internal, and high water tables were discussed as they relate to site
 
location, irrigation and drainage. It should suffice to emphasize that water
 

is an important component in the overall citrus production program, and it
 

should be considered carefully when making management decisions pertaining to
 

the production of citrus in Honduras. 

With the suggestions made in each of the pertinent sections, water
 

relat-d problems should present little difficulty to the culture of citrus.
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6. PLANT MATERIALS
 

Actual Conditions in Honduras
 

All commercial citrus plants are budded on an appropriate rootstock for
 

optimum production. The majority of the trees in Honduras are budded on sour 

orange, the percentage estiqated to be as hgh as 90%. Other rootstocks used 

are Cleopatra mandarin, Carrizo citrange, Volk-americana and native 

grapefruit. Sour orange is an excellent rootstock, but its main drawback is
 

its susceptibility to Tristeza, a virus disease that has caused great economic
 

damage to many citrus production areas in the world. Fortunately, the disease
 

and its vector have not been found in Honduras. No rootstock is ideal, but
 

emphasis should be placed on using those that have the greater number of 

advantages.
 

Orange varieties are mainly pineapple, Valencia, Victoria and Washington
 

navel. Grapefruit varieties are Marsh seedless (white),Thompson pink, and
 

Ruby red. Lemon varieties are Persian limes and Eureka.
 

There have been several virus diseases identified In Honduras that can trace 

their origin to the use of Infected budwood. Once trees are infected, little 

can be done to save them, and removal and replacement are the only 

alternatives for the producer. 

At present, there is aot a source of certified rootstock and budwood in
 

Honduas. Moreover, there is not an established system for indexing trees that 

may be suspected of being infected with viral diseases. Therefore, it is not
 

possible to certify trees intended to be used as sources of budwood as being
 

disease free.
 

Optimal Conditions for Honduras
 

It is imperative that a program be implemented right away for certifying plant
 

material intended to be used in the renovation of producing orchards and in
 
assure that
the establishment of new ones. Precautions should be taken to 


any new plant material brought Into the country is done so only under the
 
Producers should be encouraged not
strict Fupervision of competent personnel. 


to buy treeb of unknown origin and never to attempt to bring any plant
 

material on their own. The devastating effects that a disease such 
as 

Tristeza can have to citrus production in Honduras should be enough deterrent 

to keep anyone from introducing any citrus plant material without going 

through the proper authorities.
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The Escuela Agricola Panamericana at El Zamorano has an experimental orchard
 
of different varietes, including hybrids. There has also been refecence to
 
budwood sources of Valencia orange in the area of San Pedro Sula. These 
programs should be examined to determine if any use can be made of ecisting
 
material. Technical assistance can be given in making this evaluation by
 
personnel described below.
 

Development Activities
 

Examine the program at El Zamorano to determine if the experimental material
 

can be used in the expansion program in Honduras. 

Establish new facilities at La Lima to index and certify plant materials. The
 
cost of examining material at El Zamorano should be minimal. Establishing a
 
new program at La Lima would require an experienced person and the budget to
 
support such a program. This program should be coordinated with universities
 
in Florida and Texas, and should be implemented right away.
 

7. CULTURAL PRACTICES 

Actual Conditions in Honduras
 

There are many reasons why citrus cultural practices leave something to be 
desired In lHonduras. High production costs, lack of credit, high costs and 
difficulty in obtaining the necessary inputs, uncertainty of markets, unknown 
prices to be obtained from the sale of the crop, the lack of adequate 
information and proper training among many of the su,all producers and their 
workers are some of the most obvious problems.
 

It Is estimated that only 20% of the orchards are maintained under an adequate
 
program of fertilization and pest control. Although mechanical control of
 
weeds is practiced in the majority of the orchards, the use of chemical weed 
control is less common. Mechanical weed control and improper pruning and 
topping result in many wounds that weaken trees and serve as avenues of 
entrance of disease organisms and pests. There has been little incentive for 
producers to improve their cultural practices. As a decreased resulting of 
unlertain markets in the quality of the fruit has descreased. Getting rid of 
the fruit in the less demanding national and Central American markets, even 
though at a lower price that what L would bring in the export and juice
 
markets, has reduced the pressure on many producers, especially the smaller 
ones, to produce better quality fruit.
 

(}
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Optimal Conditions for Honduras
 

Motivation of the producers, particularly the smaller ones, to produce more 
and better quality fruit can be achieved by providing more stable markets that
 
will increase the probabilities obtaining favorable economic returns.
 
Producers' and workers' access to much-needed technical assistance will enable
 
them to conduct proper maintenance program year-round, including all necessary
 

cultural practices. 

Development of a market information service which enables producers to know
 

the forecasted demand and prices to be expected for their crop also will
 
strengthen providing incentives to care and maintain the orchards properly. 

Development Activities 

Without the economic incentives of market outlets and higher probabilities of
 
hivorable ipric(s, liLti( cnn he done to motivle mosL produers Lo Inprove 
their cultural practices. All the technical assistance that could be provided 
to them will likely be ignored if the outlook for profits is unfavorable. If 

and when the situation changes, the technical assistance program should be in 
place and improved access to inputs should be a reality. Continued 
encouragement from ANACIHO and buyers to follow recommended cultural practices
 
should be maintained through a regular information service in the form of a
 
newsletter or similar device. The cost of these activities will be discussed
 
under marketing inputs and technical assistance.
 

8. AGRICULTURAL INPUTS 

Actual Conditions in Honduras
 

Availability and high costs of agricultural inputs is considered by many 
producers as one of the most serious constraints to the industry, probably 
second only to markets and prices. Many of the products needed can he 
obtained locally, but aL prices that can be as high as 80%, 100% or even 400% 
above the retail price in the country of origin. 

Import duties, freight, taxes and local mark-ups are the reasons for the 
higher prices. Even when a producer is willing to pay the higher prices, 

difficulties in importing the inputs, and bureaucratic entanglements in
 
obtaining their release after they have arrived in the country make the
 
procurement of inputs an exasperating experience.
 

A case in point is an incident observed during a visit to one of the citrus
 

farms, The producer was aware of a disease killing orange Leedlings Intended 
for rootstock. He recognized the disease, knew what product was needed from 
past experience, and had ordered it ahead of time. 

('
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The fungicide had arrived in the country some time ago, but he had been unable
 
to get it out of customs and apply corrective measures. Fortunately, he was
 
informed then of another product that was equivalent to the one he had ordered
 
and was able to use it with satifactory results.
 

Many of the larger producers are able to predict these needs, and although 
short ol foreign exchange, are able to secure the Inputs. However, the 
situation Is quite different for the smaller producers, who are unable to
 
initiate import transactions on their own.
 

Optimal Situation for Honduras
 

Ideally, there should be a greater availability of less expensive products
 
needed for the growing, harvesting, and packing of the crop. However, it is
 
realized that the cost of inputs, by necessity, will be higher than in the
 
country of origin. Even then, efforts should be made to facilitate their
 
procurement, particularly if purchased or ordered in large amounts by either
 
FEPROEXAH or ANACIHO to serve the needs of members.
 

Development Activities
 

Encourage the GOH to eliminate, or at least to lower considerably, the import
 
duties now applied to agricultural inputs brought into the country. The
 
Caribbean Basin Initiative Program, recently initiated by the United States,
 
has eliminated import tarif fs of many agricultural products exported to the 
United States. It is unreasonable to expect similar action from the GOH, 
part lcularly when Its implementation would enourage tile production of export 
items that would bring much needed foreign exchange into tle country. 

Allow the exporters of agricultural commodities to keep a percentage of the
 
foreign exchange obtained through the sales of their crops to be used to 
secure inputs needed in the production and processing of future citrus crops.
 

Allow the import of agricultural inputs in large quantities by FEPROEXAH and
 
ANACIHO to assure their availability and the continued supply to the producing
 
members at prices lower than could be obtained if each grower needed to
 
negotiate their procurement on their own. A special section should be
 
esLti lIshed In the GOIt to facilitate negotiations and release of the products 
once they arrive in Honduras. The cost of this activity should be nil. It 
would require FEPROEXAH and ANACIHO members to encourage the OH to accept 
their proposal.
 

This activity should be attempted as soon as possible. It would result not
 
only in economic benefit to citrus producers, but to all producers of
 
agricultural products.
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9. HARVESTING
 

Actual Conditions in Honduras
 

Even though much progress has been made in the last two years in the
 
harvesting operations as a result of ANACIHO, encouraging better quality fruit
 
for export, much remains to be done in educating and training producers and
 
field personnel. Oranges, ,rapefruit, and limes are susceptible to damage
 
while picking. 'This results in higher percentages of culls and possible 
deteriorations during shipping.
 

Injury to the fruit due to Improper picking, bruising, abrasion, or picking
 
under very humid conditions needs to be minimized. There is no standardized
 
method for picking, resulting in many systems of harvest.
 

Some growers use harvest bags and adders. Other drop the fruit on the ground, 
where it is piled to be carried away later. More advanced producers use field
 
boxes and larger bins hoisted with forklifts. Fruit sold in the local market
 
Is picked by the former methods, while fruit to be exported uses the latter
 
ones to avoid excess damage to the fruit.
 

Grapefruit and oranges usually take six months from flowering to harvest,
 
while lime takes only three to four months. Readiness of the fruit for
 
harvest is usually determined by small, age of fruit, market demand and
 
prices. There is a lack of standard paractices to determine maturity and 
proper time for harvesting.
 

Many of the orchards have been established without proper planning to 
facilitate harvest operations. The use of mechanical harvest aids is nearly
 
impossible because of terrain, lack of proper roads, and excessive tree
 
population.
 

Local buyers buy the fruit according to their particular needs, resulting in 
lack of uniformity in the quality they demand. This in turn makes the 
standardization of quality parameters more difficult to establish. 

Fruit for export, however, must be harvested according to stricter 
requirements. Producers selling their fruit overseas must supervise the 
harvesting operation closely to avoid excessive culling at the packing shed. 

Optimal Conditions for Honduras
 

The harvesting operation, although not necessarily considered to be a major
 
constraint to the industry, should be improved in order to increase the amount 
of fruit suitable for export. Better understanding of the importance of care
 
and proper handling of the fruit Is needed, particularly among smaller
 
producers and their workers. The standardization of harvest criteria and the
 
dissemination of this information is much needed.
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Development Activities
 

Develop criteria for the harvest of fruit with proper standards of maturity
 

and quality for export market. Even though less demanding, the standards for
 
the local and Central American markets should be raised and consolidated.
 

Improve training of smaller producers and their workers to increase the amount
 
of fruit suitable for export.
 

Improve availability of materials and equipment needed for a better harvest
 
operation, such as field boxes, padded bins, transfer equipment, etc.
 

Since most of these activities deal with training, costs are a part of the
 

technical assistance and training components.
 

10. ASSH4BLY AREAS: PACKING
 

Actual Conditions in Honduras
 

As with the harvest, there is not a standard way in which to assemble the
 
fruit. Producers that export usually carry the fruit immediately to their
 
packing shed, where it is selected, graded, waxed and boxed according to
 
market needs. Oranges are packed in boxes of 17 kg, grapefruit in boxes of
 
17.5 kg and limes in boxes of 4.5 kg.
 

Oranges for the local market are usually sold in bulk directly to truckers or
 
taken to local markets. Most of the fresh fruit sold in Central AmerIca goes
 
in bulk to El Salvador. Nicaragua, Costa Rica and Guatemala have only
 
infrequently been Honduran markets.* Some oranges have been sold to juice
 
processing plants but this activity has been reduced considerably. Hr-ever,
 
there is a significant renewed interest in producing fruit for the juice
 
market due to the renovation of an abandoned juice plant in San Pedro Sula.
 
Facilities should be developed to assemble fruit going to the plant,
 
particularly in remote areas such as Sonaguera, in Col6n. Assembly points are
 
also needed in areas where several small producers may be located in order to
 
lower transportation costs.
 

Presently, there are 13 packing facilities in Honduras. Of these, five are
 
fairly complete, with degreening rooms and cold storage. A few have installed
 
limited mechanization, while the rest are manual.
 

All of these pack fruit for export to Europe, in the case of oranges and
 

grapefruit, and to the United States in the case of Persian limes. Even then,
 
the percen..6e of the total production of citrus oxported overseas is
 
relatively small. Although opinions vary, it is estimated that only 5% of the
 
oranges are exported to Europe.
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Grapefruit production, which from the begining has been earmarked for overseas
 
markets, amounts to only 60% export, the rest being lost or consumed locally.
 
Approximately 40% of the lime producton is exported overseas. The most
 
popular brands from Honduras are Dole, Mayita Brand, Mary Lou Brand, Toronjita
 
Aguan and Trophy.
 

Optimal Conditions tor Honduras
 

Packing facilities in Honduras should be enlarged and improved in order to
 
handle the increased production and export activities. Some of the smaller
 
packing sheds are currently being upgraded, such as the Aguan, Mary Lou, and
 
Comayagua. Cold storage and degreening rooms should also be added to improve
 
external quality and promote a smoother flow of the fruit. Availability of
 
refrigerated containers is also important, although with proper planning,
 
containers are usually available when needed. Availability of wax, products
 
for treating the fruit, and boxes can at time be a problem. The quality of
 
boxes available in the country is inferior than those produced in the United 
States.
 

Development Activities
 

The procurement of input items needed in the packing operation can be resolved
 
if the recommendations under the agricultural inputs section dealing with
 
negotiations with the GOH are implemented.
 

The expansion and improvement of packing facilities Is a necessity to handle
 
the increased production of exportable fruit. Presently, packing facilities
 
at Aguan are being improved to increase capacity to 10,000 boxes per day at a
 
cost of $75,000. Griffin and Brand, of McAllen, Texas, is making these
 
facilities available to be paid over a five-year period from proceeds from
 
sales. The packing facilities at Comayagua are also being improved for
 
packing limes in that area, with resources originating from the exports of
 
limes this past year through Griffin and Brand.
 

A new facility has to be installed at La Masica using the old equipment being
 
removed from the Aguan Valley. Additional facilities to make the installation
 
operational for thc 1985 harvest are estimated to cost 425,000 for 1985
 
harvest. The improvement of other facilities currently packing fruit is
 
estimated to cost 475,000.
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The establishment of packing standards will protect the reputation of fruit
 
from Honduras. This is to be done with the assistance of personnel mentioned
 
in the Technical Assistance section. The establishment of local markets will
 
be supervised by ANACIHO and FEPROEXAH for sale of non-exportable fruit in
 
local markets.
 

The cost of these activities will vary according to the size and number of 
packing facilities installed. Improvement of exisiting packing facilities
 
such as the one in Aguan can cost as much as $100,000. New facilities of that
 
size would cost significatly more.
 

The necessary technical assistance to producers to improve packing activities,
 
as well as to provide information on the grades and standards needed in export
 
markets, should be made available to producers as soon as possible.
 

11. TRANSPORT
 

Actual Conditions in Honduras
 

Internal transport in Honduras is considered adequate for the citrus
 
industry. There is a fair supply of equipment for moving the crop from
 
assembly points to the ports. Also, equipment used for other seasonal
 
industries can be used during their off season. An example is highway
 
transport equipment used in the sugar cane industry. The equipment is used
 
during the harvest season, beginning in December and lasting through May. 
During the off season, the equipment can be available for citrus transport,
 
beginning in July and lasting through October. Since a high percentage of the
 
sugar cane industry is located in the north coast, where much of the citrus is
 
grown, the overlap is ideal. 

Transportation charges are considered high, as noted in the addendum, varying
 
from $200 per container from farm to port in the Choloma area to 3900 per 
container in the Aguan Valley. Transportation costs from Aguan will be
 
reduced significantly when Puerto Castilla becomes operational.
 

Road conditions in the northern area are adequate between major towns. Other 
major roads, although not paved, are adequate. Conditions in the Aguan Valley 
should improve greatly when the highways are paved which is planned for next 
year.
 

Feeder roads, on the other hand, are not adequate. Roads from towns to farms
 
become very difficult to use during the citrus harvest, which coincides with
 
the rainy season.
 

Optimal Conditions in Honduras
 

An expansion program of the citrus industry would be benefitted greatly if
 
secondary roads and farm to town roads were improved. Improvements of the
 
feeder roads network is assumed to be the responsibility of the Department of
 
Communications, Public Works, and Transport (SECOPT). ANACIHO should prepare
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a status report on condition of roads in the main citrus producing areas and
 
submit it to SECOPT with their recommendations for improvements, and a
 
timetable for repairing those with the highest priorities.
 

Transportation charges could be reduced if ANACIHO, acting on behalf of all
 

producers, could negotiate lower charges by guaranteeing an increased use of
 
the equipment at a time when there is less demand for their use.
 

12. SHIPPING
 

Actual Conditions in Honduras
 

Although insufficient, Honduras shipping facilities are probably the best in
 

the region. The cost of shipping containers is approximately 42,400 to the
 
United States and $4,200 to Europe. There is little bargaining power now,
 
since producers ship independently of each other. An increase of about 7% in
 
freight is expected soon.
 

Schedules are usually qdequate under present conditions. There is service to
 
the United States every 10 days, taking 2 1/2 days for the shipment to
 
arrive. Service to Europe is every 13 to 14 days, taking 12-15 days for
 
shipments to arrive. Concore Seaborg, Sealand, and CCT serve the United
 
States; Carol Lines serves Europe.
 

Telex charges for handling shipping activities can be a significant as much as
 
315,000 annually. At present, ANACIHO bears the cost of this service, often
 
supplemented by its staff. U.S. Lines include the cost of telex in their
 
charges; telex charges to Europe have to be paid by the association.
 

Optimal Conditions for Honduras
 

Lower freight charges would be very beneficial for the exporters.
 
Consolidation of all shipments, not only of citrus but of all members of
 
FEPROEXAH, would improve bargaining power.
 

One reason quoted by shipping lin~.es for the higher rates in Honduras,
 
sometimes as much as 4700 per container higher than Costa Rica, is the higher
 
charges they have to pay to Honduran port authorities for the use of the
 
facilities. Lower charges to the shipping companies would allow lower freight
 
charges for the exporters.
 

improved schedules, especially to Europe, would be a definite asset. Service
 
once a week would be ideal during the export season to Europe, lasting from
 
July to October.
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Development Activities
 

Negotiate with shipping companies for lower rates. 
 Coordinate and consolidate
 
all shipment of associate members through FEPROEXAH. Consider chartering

ships, if feasible, to handle shipments of FEPROEXAH members. This activity

should to reduce freight to the United States from 12,400 to 31,500 per

container, and from $4,200 to $2,730 to Europe. 
 Considering that last year
 
approximately 400 containers were shipped to Europe and 92 containers where
 
shipped to the United States with citrus products alone, the savings to
 
FEPROEXAH members could be very substantial. This activity should have a
 
minimal direct cost, since it involves mainly negotiations with the shipping

lines and consolidation of shipments among members. 
 It should begin in time
 
for the next export season, which begins in July.
 

Improve the flow of containers to maintain the quality of fruit. Install
 
cooling facilities at 
port to satisfy quarantine requirements established for
 
fruit to be shipped overseas and to maintain quality of fruit. New
 
installations would cost approximately $65,000. 
It should take one to two
 
years to complete these facilities.
 

Negotiate for payment of telex charges to Europe by the shipping companies.
 
Again, costs should be minimal.
 

Request that shipment schedules 
to Europe and the United States be improved

Again, these negotiations can be done by personnel from ANACIHO and FEPROEXAH
 
at minimal costs.
 

13. NATIONAL AND CENTRAL AAERICAN MARKETS
 

Actual Conditions in Honduras
 

Fruit that Is not exported overseas 
is sold locally or is exported to El
 
Salvador. Nicaragua once was a good market for Honduras fruit, but 
since
 
their currency cannot be converted, fruit is no longer exported there. Costa
 
Rica exports have also stopped because of Nicaragua.
 

El Salvador offers a good market for local fruit at attractive prices.

However, since this market does not insist on quality similar to that of
 
overseas exports, many producers do not intensiAy their quality control
 
practices such as pest control. Knowing that there is an outlet for lower
 
quality fruit, they market 
their fruit on their own.
 

Fruit sold In 
the local market is handled mostly by middlemen (coyotes).

According to a report written by 
the Citrus National Program in 1977, 70% of
 
the oranges, 30% of the grapefruit, and 25% percent of the limes were bought

by them. The second largest volume of sales is made to local markets by the
 
growers, amounting to 25%, 39% and 25%, respectively. 

J
 



Annex F.4
 
Page 34 of 83
 

At the time of the report, 9% of the grapefruit and 13% of the limes were sold 

to processing plants. The rest of the crop was used for personal consumption
 

or exported.
 

Thus, 95% of the oranges, 78% of the grapefruit and 50% of the limes were sold 
to middlemen and local markets where griwers get the lowest prices. Sales to
 

El Salvador are handled by the middlemen, unless a grower is big enough to be
 

able to make his own arrangements for transportation and marketing.
 

Optimal Conditions for Honduras
 

Now that citrus producers have organized through the efforts of AtIACIHO, there 

is an excellent opportunity to consolidate efforts and market their fruit
 

through the association rather than depend on middlemen and local markets.
 

ANACIHO will only be successful if members agree to coorodinate their sales
 

through the association. This will be difficult with the present system of
 

communication, for it would be impossible for producers to maintain a price if
 

they are not aware of what prices other members are asking for their fruit. 

Development Activities
 

Improve communication between the association and its members. This can be 

done through a bi-weekly newsletter informing members of prices being received 

by other producers. Export prices and other pertinent information would also 

be included. The two-way radio system recommended in another section would
 

further enhance comunications
 

Establish local markets in larger towns in each of the producing areas.
 

Encourage farmers to deliver their fruit to these markets rather than selling
 
they will
to middlemen. These markets should be fairly close to producers or 


not use them because of transportation problems and expenses.
 

that market. If
Establish market channels in El Salvador to capture some of 


it becomes possible to convince members to sell fruit to local markets, these
 

in turn could proportion the sales between local use and exports to El
 

Salvador.
 

14. MARKETING OVERSEAS 

Actual Conditions in Honduras
 

Marketing overseas has been done actively for the past five years, mainly to
 

Holland, Germany, England, France and the United States, with very positive
 

results. Honduras has many advantages for marketing its citrus products
 

overseas.
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Fruit is available in July when other producing countries are not able to ship
 
fruit. The best months are from July 15 to October 15, when there is little
 
competition from Israel, Brazil, Cuba or Spain. ANACIHO has been successful
 
in bringing about the acceptance of Honduras grapefruit and oranges in
 
European markets. Pink varieties of grapefruits are in high demand at this
 
time, wit! net profit of as much as 9.35 per box after freight and other
 
expenses. White grapefruit do not fare as well, with profits of 44.00 per
 
box, still a fair return. Internal quality of oranges is acceptable, but the
 
lack of color is a problem. Profits per box can vary from $4.00 to 35.00 per
 
box sold mainly in Holland and England. Orange producers are also exploring
 
and developing the Canadian market.
 

Limes have been shipped principally to the United States at a time when there
 
is little conflict with American producers. In Europe, Persian limes are not
 
as well known. Many countries prefer an external yellow color while the
 
United States accepts the green fruit.
 

A serious difficulty in shipping to Europe is that all shipment must be made
 
on free consignment, with the associated risks, particularly when dealing with
 
unscrupulous buyers. All shipments must be made FOB or with letter of credits
 
or only to reliable buyers. Shipments this year to the United States, to the
 
firm of Griffin & Brand, have been very satisfactory. Juice shipments
 
principally to the United States, are expected to begin this year.
 

All these activities are done by ANACIHO charging only $0.05 per box. They
 
handle the paperwork, telex, phone, and coordination associated with
 
shipment. Producers pay taxes on exports. The Association plans to analyze
 
all the costs of exporting fruits in order to attempt to convince the GOH to
 
implement a law that would encourage exports of agricultural products.
 

Optimal Conditions for Honduras
 

Packing and handling conditions should be improved to assure a better quality
 
fruit that will maintain the demand for Honduras fruit.
 

Better insurance terms would be desirable to guarantee that losses occurring
 
in marketing fruit overseas would be paid promptly. Also, channels of
 
communications between seller, shipper and buyers need to be improved.
 

There is a need for better coordination between producers and the
 
Association. Radio communication would make coordination easier and faster.
 
Each major packing area should be in radio contact with the offices of ANACIHO
 
or FEPROEXAH during the shipping season.
 

Telex services should be installed at the ANACIHO office to improve
 
communication with shippers, buyers, and the market centers.
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Ryan recorders to guarantee shipping conditions in the containers should be
 

available to minimize conflicts over damages that may occur from time of
 

shipping to arrival of the fruit at terminal markets.
 

Currently, local commercial banks assist exporters with 	some of the financial
 

Once this is done,
documents relaing with the shipment of exported fruit. 

banks will advance up to 80% of the value, with the grower paying interest 

until the money is received from the buyer. Banks should be encouraged to 

continue and expand this practice and to consider giving preferential interest 

rates to the exporters. 

Development Activities
 

Establish internal radio communication between offices of ANACIHO and/or
 

FEPROEXAH and producers. The cost of a system linking the office with the
 

zones of Sonaguera, Masica, Progreso, Cuymel, Yojoa, Choloma, Puerto Cort6s
 

and the new port at Puerto Castilla is estimated at $22,000. This should be
 

season to facilitate the coordination of
In place for tile coming export 


shipments going overseas.
 

ANACIHO to handle communication
Install telex facilities at the offices of 

The cost of 4700 for
with shipping companies, buyers, and market centers. 


initial deposit plus use fees would amount to $4,200 to $4,500 annually.
 

Purchase 100 Ryan recorders for monitoring shipping conditions inside
 

containers at a cost of $38 to $40 each.
 

location of arrival to handle receiving
Establish a seasonal office at 

The cost would be $3,000 per month, or
business and for insurance settlement. 


a
approximately $10,000 per season. Expenses would be paid by sellers with 

charge of one cent per box. 

Request a Honduras Embassy attachee or agent to represent the interests of the
 

citrus industry and to assist the Federation officer at 	 the European offices 
Cost would be approximately
preferably, located at Hamburg or Rotterdam. 


41,000 monthly. 

improve packing and shipping facilities in the main areas where fruit are 

loaded for export. See specific recommendation in tile packing section.
 

15. GOVERNIENT POLICY
 

Actual Conditions in Honduras
 

The COl has not established a citrus production policy, particularly in 
Most of therelation to the export of citrus products by the private sector. 


to citrus have been carried out by the Ministry of Natural
activities related 

Resources and by the National Agrarian Institute (INA).
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Several thousands hectares of citrus were planted, mainly in the Aguan 
Valley. There have been other attempts made to revitalize and consolidate the
 
citrus industry, such as the creation of the National Citroculture Commission 
In 1975. lowever, this orgaiIim was short lived. The commiss ion conducted a 

survey and diagnosis of the citrus industry and published the results in a 
report which as been used extensively in obtainli~g information for the 
preparation of the citrus commodity system. Another program on citrus was
 

initiated later resulting in the establishment of a citrus nursery at El
 
Progreso. The Aguan Valley project was initiated in 1971 with assistance from
 
the International Development Bank (BID). Of a total of 3,200 hectares of
 
citrus planned for this area, only 1,800 were actually established. Of these,
 
915 are left, but only 415 are considered productive with approximately 130
 
needing rehabilitation. Griffin and Brand has cooperated with eight Agrarian
 
Reform Cooperatives that own the orchards in the rehabilitation of this area 
by offering technical and marketing assistance for a period of five years.
 

In 1982, the GOI participated in an international agreement for the control of 

the Mediterranean fruit fly. Currently, the GOH and ANACIHO are conducting a 
preventive program on this pest. 

The current policies still need to be well defined. It is believed that 
instead of defining a policy soon, the GO11 will react as needed to the needs 

of the producers. Citrus producers have requested that the GOt re-establish 
ol the National Citroculture Commission, but no decision has been made to date.
 

Producers feel that government offices delay excessively in responding to 
their needs. Also, duplication and incompletion of certain activities are
 
believed to be common.
 

Optimal Conditions for Honduras
 

There is a real need for an integrated organism made up of members from the
 
public and private sectors, not only to avoid duplication of efforts, but also
 
to utilize to the fullest the resources available from both groups. Of
 
particular interest is the incorporation into the citrus program of those 
professionals in the public sector that have studied at home and abroad and
 

are well qualified in citrus culture but are presently performing duties not
 
related to this industry.
 

Citrus producers need to feel secure about the ownership of their land in 
order to make the significant investments that will take to develop and 
Increase their industry. Ihle question of titles to the land is very 
Important, since the GOH has passed a law that protects land planted to citrus 
from being distributed to others by the Agrarian Reform. This will also 

improve the credit situation for producers.
 

Y\
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Private banks will be more receptive to loaning them money for expansion and
 
as a clear title to
Improvement of the crop since they demand collateral such 


the property and protection against the land being taken for other uses.
 

Bank loansProducers should negotiate with the Central the ability to secure 

Ufng crops anld export-s ajn 'olllatecal. 

sympathetic attitude
It would be beneficial for the producers to have a more 

they need both for production
from the GOH in the procurement of inputs that 


and shipping of export fruit. It is recommended that the association or
 

federation buy all the need inputs for the members saving both on the cost and
 

on the import taxes( if these were waived or reduced by the GO1. 

the country without paying taxes
Producers should be allowed to bring into 


items that will be used in carrying the product out of the country without 

being changed or modified such as packing boxes ("draw-back" policy).
 

The GOHl should consider the implementation of a parallel exchange market for 

the currency that would facilitate the importation of inputs and equipment for 

expoters of non-traditional products that bring foreign exchange into the 

country. 

Development Actilviltes
 

the COH for discussion and possible implementation
Establish negotiation with 


of policies mentioned above. It is difficult to suggest a cost for these
 

activities, since they involve mainly negotiation. The association and
 

the cost of travel, meeting, etc., in their cost of
federation could include 

operation.
 

16. TECHNICAL ASSISTANCE 

Actual Conditions in Honduras
 

Growers have
Technical assistance for citrus producers hav been very limited. 


had to do many things on their own, learning as they developed the industry to
 

current standards.
 

trained nersonnel that have citrus experience. However, these
There are some 

can assist the growers. The assistai~ce
people are not in positions where they 


available to producers is often the more advanced and experienced growers
 

sharing their knowlege with them. 

Another source of information for the producers has been representatives of 

agricultural chemical companies while promoting their products.
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There are no training sessions available to producers on a regular bails
 
either from government or private sectors, with the exception of the Aguan
 
Valley where INA maintains an office to assist cooperatives in the area.
 

Optimal Conditions for Honduras
 

The citrus association, ANACIHO, has requested assistance in several areas
 
from other sources, such as FAO, ONUDI, and the Federal Government of
 
Germany. The industry was visited by a packing and shipping technician, and
 
are awaiting three others on marketin and production. Therefore, it is
 
suggested that these activities be continued and also, obtaining a resource
 
person to train and assist members in marketing.
 

There is a need to establish a continuous exchange with major universities and
 
other sources of technical information in the U.S. to maintain a uniform
 
transfer of technology.
 

ANACIHO and FEPROEXAH are in need of training in the areas of internal office
 
management, records of activities of associate members, shipping
 
documentation, production records, and other activities.
 

Technical assistance should be given to the industry when new areas are
 
planted, to locate proper areas and to assist producers with the planting
 
operations, a" wall as in the ceLrtification of sources of healthy budwood and
 
in research for new varieties and rootstocks. A resource person should be
 
provided to implement an extension program. The resource person should design
 
and develop an extension program designed to provide assistance on a
 
continuing basis to citrus producers. This person should also provide the
 
necessary training needed to develop the skills of the extension workers,
 
estimated to be eleven, so that they are able to personally assist producers
 
and disseminate technical information through other conventional extension
 

techniques.
 

Development Activities
 

Assign one trained person to the induetry for a period of six months to assist
 
and train local personnel In the location of new areas, establishment of
 
nurseries, planting operations, and other cultural practices.
 

Develop a variety research program at La Lima, research station and expand the
 
one presently at El Zamorano. Train two persons, one at each location, to
 
continue and maintain this new variety program.
 

One trained person should spend a period of six months working with the
 
persons that- will do the work. The cost of these activities will be:
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Salary and support expenses for one trained person for a period of one
 
year.
 
Salary and support expenses for one trained person for a period of six
 
months.
 

17. TRAINING
 

Actual Conditions in Honduras
 

Training for citrus producers in Honduras has not been adequate. Producers
 
haua not had available to them the services of a qualified extension service
 
tc provide needed information. Although several professionals have been 
trained in Honduras and overseas, their knowledge has not been distributed
 

equitably.
 

The school at El Zamorano offers a course in fruit production, of which citrus
 
is the main crop covered. However, it does not afford students the
 
opportunity to be trained in citrus culture well enough to enable them to
 
assist citrus producers. Most of the experience that citrus producers gained
 
in citrus culture has been "learning by doing" and observing what other
 
producers are doing.
 

Optimal Conditions for Honduras
 

More persons need to be trained on the latest techniques of citrus production,
 

including both producers and extension wockers.
 

Intensive training sessions should be held on fertilization, pruning, pest
 
identification and control, establishment of nurseries, etc.
 

Personnel at ANACIHO and members of the association require better training on
 
packing, shipping and marketing.
 

Extension workers need to be trained to assist producers, both old and new
 
ones, in the expansion program that is planned for Honduras. New producers,
 
as well as old ones, need to be motivated with appropriate training sessions
 
and financial advice. Extension workers could identify workers that could
 

qualify for training at places such as El Zamorano. Some could be sent to the
 
U.S. to learn the latest techniques. In those cases where workers are unable
 
to read or write, programs should be established to help them become literate.
 

Development Activities
 

Conduct an intensive workshop program to cover all aspects of citrus culture.
 
ANACIIIO is already planning to conduct such a program.
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Train producers through the use of method demonstration on the proper
 
techniques of budding, grafting, and pest identification. Also, proper site
 
selection and planting. These activities to be conducted by technical
 
assistance personnel. The cost is included in the summary of actions and
 
suggestions.
 

The establishment of an extension network to assist farmers is needed. The
 
expansion program will result in many thousands of hectares of citrus
 
distributed among five major areas. Five exension workers should be trained
 
on the job, with assistance ftom the more advanced producers and the technical
 
assistance resource personnel. After two years, and as the expansion program
 
continues, six additional extension workers should be added to provide
 
assistance to producers. The costs of these activities are also included in
 
the summary. 

18. FINANCING
 

Actual Conditions in Honduras
 

Financing for tne existing citrus industry of Honduras has been very
 
difficult. Many growers are discouraged and hesitant about investing
 
additional capital.
 

Private banks require large collateral. Growers have to mortgage their
 
property for as high as 300 percent of the amount borrowed.
 

Loans originating from international organizations are channeled through the
 
Central Bank and private banks; the loans made to producers carry interest of
 
16 to 19 percent, payable an very short terms (6 months to 2 years). The
 
production cannot be used as collateral, with the exception of coffee which is
 
considered a traditional commodity.
 

There is very little financing available for the purchase of inputs needed in
 
the production and marketing of the crop.
 

The Central Bank keeps all the foreign exchange resulting from the export
 
activities, leaving no foreign exchange that producers can use to purchase
 
inputs, travel for business purposes, or other needs.
 

Optimal Conditions for Honduras
 

Joint business ventures with foreign companies that are in a position co
 
provide part of the financing would be very beneficial to the industry. It
 
will also result in a more stable industry, since the foreign investors will
 
have an active participation in the program. This has not been the case in
 
the past where foreign entities have been interested mainly in buying the
 
commodity or receiving it on consignment.
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Development programs carried out by INA have been financed directly with loans
 
from the International Development Bank. Money being made available to
 
Honduras from activities of the Caribbean Basin rnitiative Programs ard/or any
 
other international organization should be channeled oirectly to the
 
producers' associations at lower interest rates that those presently being
 
made to producers.
 

Development Activities
 

Encourage joint ventures between foreign companies and local producers to
 
obtain partial financing from them and involve them in the business in a
 
manner that will increase the probabilities of success.
 

Create a system that will allow international lending organisris to make loans
 
available directly to producers' associations, at lowce inte7:est rates and
 
with longer terms. ANACIHO has already contacted the Commerce Department and
 
requested a special section at their office and Central Bank that will handle
 
these types of transactions.
 

Secure financing for the expansion of the citrus industry to produce
 
concentrate orange juice and to increase amounts of exports. Capital

investment will be needed to improve existing packing facilities, a total of
 
11, of which five are highly mechanized and six are manual. New plants for
 
processing citrus fruit should be esablished at Progreso, Sonaguera, Lake
 
Yojoa and Cop~n. The equipment from Aguan will provide a new facility at La
 
Masica.
 

Secure financing for a new juice plant to be built at the Aguan Valley to
 
process grapefruit and orange Juice, citrus oil, cattle feed, and grapefruit
 
section.
 

The costs and time schedule for those development programs are included in the
 
summary section covering all activities and actions resulting from this
 
expansion.
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19. SUMMARY ANALYSIS OF VARIETIES, GROWING AREAS, AND MARKETS
 

Varieties 
Oranges - Valencia and pineapple
 
Grapefruit - Henderson, Ruby-red
 

Lime - Persian Lime
 

Potential growing area
 
Oranges - Copan area
 

Lake Yojoa
 
Sula Valley
 
Right bank of the Aguan.Valley, in the Saba and Olanchito
 

vicinities
 
Left bank of the Aguan Valley, in the vecinity of Sonaguera
 

Grapefruit - The Aguan Valley
 

Potential markets and time periods
 
Orange juice - United States, Europe, the Antillas
 

Oranges - Europe the Antillas, Central
 

Grapefruit - Europe 

Time period - Fresh fruit during July through October
 
Persian lime - winter and spring
 

Juice - whenever available
 

C. VEGETABLES
 

1. Introduction
 

Honduras contains several large land areas with climate, soils, and water
 
conditions favorable for producing many different vegetable crops throughout
 
the year. Vegetables have been traditionally grown in Honduras for domestic
 

consumption, mainly by the middle and upper income population, and they serve
 

as an important cash crop for small farmers. While some tomatoes are
 
processed and a few other vegetables are pickled, no major industries have
 

been developed for preserving vegetables in Honduras. Furthermore, production
 

of fresh vegetables for export to North American markets is limited to
 

cucumbers and melons in Comayagua and Choluteca, respectively. A few
 
vegetables are exported to El Salvador and Guatemala; however, these markets
 

as well as the domestic Honduran markets are unpredictable. The lack of
 

suitable market and market information for vegetables undoubtedly discourages
 

production and accounts for the necessity of importation to fill domestic
 

needs. Fresh vegetables imported from the USA and Guatemala increased from
 

110 metric tons (T) in 1975 to 1400T in 1980, while in 1980-82, imports of
 
onions alone from Guatemala averaged 892T.
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Honduras has sufficient capacity to provide its own domestic requirements for
 
vegetables and to develop 4egetable exports as a major industry. By
 
developing the infrastructure required for export marketing, the domestic
 
conditions for vegetable markets will be concomitantly improved. The
 
development of vegetable exports is particularly timely for Honduras since
 
vegetable production and hantling is labor intensive and extensive, and it
 
will create many employment opportunities for the presently unemployed skilled
 
and unskilled labor force. The traditional agricultural export industries
 
consisting of bananas, sugar, coffee and wood have been d-clining in recent
 
yoirs in economic importance while substantially reducing their labor
 
i~quirements.
 

In addition to under-employment of the labor force, land in Honduras is
 
inefficiently utilized. The abundant fertile vqlleys with sufficient water
 
for extensive irrigation in Honduras are primarily used for producing pastuas
 
or sugar cane, or have no agricultural production at all. These lands could
 
be rapidly developed for intensive production of vi;getable crops.
 

In contrast to production of fruits from tree crops which usually require

several years prior to becoming productive, vegetable crops can be produced
 
within only a few months and do not usually involve long-term investment.
 
Thus, with availability of land and labor, vegetable exports can have an
 
Immediate economic impact.
 

Vegetable crops are characteristically highly perishable and require rapid and
 
careful handling to maintain marketable quality. The lack of existing

facilities as well as technical personnel trained for adequate post harvest
 
management of vegetables are presently major constraints to immediate
 
implementation of vegetables for export. In addition, personnel knowledgeable

and skilled in aggressive production and marketing of high quality vegetables
 
to external markets are lacking. While many opportunities exist for
 
profitable export of vegetable crops especially to North America, few can be
 
exploited without all the necessary components synchronized for production and
 
preservation of quality and efficient, aggressive marketing.
 

The market windows in North America generally believed to provide the greatest
 
opportunities for fresh vegetable exports from Honduras are during the winter
 
months (Nov.-Mar.). These markets should be the immediate goals. However,
 
with efficient operations and skilled marketing, it is reasonable to expect
 
that windows could be opened to allow for exports of certain vegetables
 
throughout the year. The development of preserved vegetables either as
 
traditional or creatively developed products also could provide profitable
 
opportunities especially for crops and products that require substantial hand
 
labor.
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While many potential opportunities are available for initiating and developing
 
fresh and preserved vegetable exports, none will become reality without
 
strengthening areas that are deficient within the total system. The major
 
objectives of this sub-project component are to provide an analysis of the
 
requirements necessary to increase vegetable exports and to design methods and
 
mechanisms for strengthening the present deficiencies. To accomplish these
 
goals, the commodity systems approach will be used for tie independent and
 
integrated requirements. The selected strategy followed five points of
 
reference:
 

1. 	 Identify specific vegetables compatible with production in Honduras
 
and export markets.
 

2. 	 Identify locations for development activities.
 
3. 	 Analyze present conditions and constraints in production, postharvest
 

infrastructured, support activities and systems that need assistance
 
for developing and increasing vegetable exports.
 

4. 	 Develop methods to diminish or eliminate present constraints in order
 
to streamline implementation of and expansion of vegetable exports.
 

5. 	 Design schedules for development activiLies and criteria for
 
developing new commodities for export.
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Vegetable Export Sub-project Goals Within 5 Years
 

Location and Commodity 


1. 	Comayagua
 
Cucumbers (fresh) 

Onions (dry) 

Okra (fresh) 


2. 	Siguatepeque
 
Cucumbers (fresh) 

Onions (dry) 


3. 	Quimistan
 
Cucumbers (fresh) 


(pickling) 

Okra 	(fresh) 


(pickling) 


Hectares 


300 


200 

100 


75 

100 


50 

75 

75 


100 


1075 


Estimated Exports
 
Tons (14) Value (US$1000)
 

7500 4620
 
5454 1400
 
1127 1240
 

1875 	 1155
 
2727 	 700
 

1275 770
 
475 784
 
845 930
 
845 930
 

22,098 	 12,529
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2. Present Vegetable Export Activities
 

Cucumbers
 

Cucumbers are presently being commercially exported from Honduras to the USA
 
during the winter months. The cucumber project, located in Comayagua, was
 
initiated in 1976 by the GOH and financed by USAID with the Standard Fruit
 
Company contracted to provide technical assistance. Production has steadily
 
grown from the initiation of the project, but is is still relatively small:
 
65 hectares and 25 growers and having a production of 79,500 boxes (25 kg/box)
 
during the 1983/84 season. For the 1984/85 season, plans are being formulated
 
to double production to 130 hectares with 50 growers. The Fruta del Sol
 
Cooperative manages the packing facilities, marketing, growers contracts and
 
provides credit, supplies and technical assistance. The cucumbers are sold on
 
consignment through a broker located in Florida. This project is a viable
 
operation as viewed by its continuous improvement and aggressive projections.
 
Several reports have been written that critically analyze cucumber production
 
of this project, the most recent being a University of Florida thesis by
 
Mr. E. Belibasis (now at MNR, Tegucigalpa) and a final report of 1981-82
 
results by Don Braden, Standard Fruit Co. The first study concluded that
 
production could be substantially increased when sold from December to April
 
to the U.S. without affecting per unit prices received.
 

Furthermore, cucumber production and harvesting utilized about 822 man days
 
per hectare, and the project generated over million dollars in foreign
 
exchange. Fruta del Sol has packing and cold storage facilities capable of
 
handling larger volumes of cucumbers. Presently, the cooperative is
 
investigating methods to be used for pre-cooling which is an essential
 
technique for reducing water loss and improving market-life during storage and
 
handling. In addition, they are examining other crops that may be exported.
 

A diversification program is urgently needed, not only for maximizing facility
 
and management usage, but more importantly for providing crops for the growers
 
to rotate with cucumbers. Presently, because of small farm size and the lack
 
of alternative vegetables for export, cucumbers are usually grown every year
 
on the same land. This monoculture system will eventually lead to serious
 
disease and nematode problems that could destroy cucumber production for
 
several years. The problems of monoculture have not been obvious since
 
production areas have been increasing annually although problems may be
 
surfacing since nematodes and viruses were particularly troublesome during the
 
1983/84 season.
 

The Fruta del Sol Cooperative, after many lessons learned, has become a
 
relatively successful model from which future expansion and diversification
 
can develop. Support activities should :ontinue so that further development
 
can be achieved. The lessons learned b' Fruta del Sol should also be used to
 
establish new models in other regions of the country. Specific support
 
activities will be addressed in Vegetable Commodity System Requirements.
 



Annex F.4
 
Page 48 of 83
 

Melons
 

After several financially unsuccessful attempts to export melons from the
 
Choluteca area to the US during the 1960s and early 1970s, PATSA, a subsidiary
 
of United Brands Co., and the GOH in 1976-75 established a consistent melon
 
export business. Through this organization, BANADESA provides credit for
 
farmer inputs, MNR provides technical assistance, INA organizes campesinos to
 
produce melons, CREHSUL serves as the cooperative and melon growers
 
association and PATSA provides technical assistance, packing facilities and
 
marketing. Melon production has grown from 240 hectares in 1976/77 to about
 
980 hectares in 1983/84. During the 1982/83 season, approximately 2375T of
 
cantaloupes and 790T of honey dew melons were shipped in 165 loads to North
 
America and marketed through Sun World located in Florida. About 145T of
 
watermelons were produced for domestic consumption. PATSA operates four
 
receiving stations around the Choluteca area. More than 150 growers have been
 
involved in melon production which provides employment for several times this
 
number of workers and more than $1.5 million in foreign exchange. PATSA has
 
acquired a hydrocooling unit for pre-cooling cantaloupes as well as some other
 
vegetables. The company plans to increase production and diversify with other
 

commodities.
 

As with cucumbers, melons are grown as a monoculture which makes
 
diversification highly important. Dealing with a large number of small
 
growers monitoring crop rotation practices is difficult. But these rotations
 
should be strongly encouraged to avoid severe losses from the accumulation of
 
pests. Major problems of melons produced around Choluteca are small size and
 

or quality, both caused by poor cultural practices such as inadequate
 
rotations, fertility, pest control and irrigation. This results in-lower.
 
prices received by farmers and fewer marketable units.
 

Programs are critically needed to support activities involving
 
diversification; train farmers improved techniques of crop production, develop
 
educational programs on quality characteristics; and the appreciation of
 
market requirements in North America .
 

3. Other Activities Related to Vegetable Exports
 

SIATSA, the research division of United Brands Co., located at La Lima has in
 
the past been the major research agency available for public information and
 
soil and crop analysis in Honduras. It has provided excellent technical
 
training for many Hondurans. Through this organization, Le Da Ton published
 
Vegetable Growing: Guide for the North Cost of Honduras (May, 1982 Bulletin
 
No. 9). This guide is essentially the only published material on vegetables
 
available for distribution. SIATSA has phased out of its research activities
 
leaving only the banana breeding program (currently supported by FAO through
 
1.985). The facility, equipment and library have been donated for the new
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Honduran Agricultural Research Foundation (FHIA) which will be supported by
 

various donor agencies and private institutions. FHIA is presently being
 

organized and seeking definition of its role and objectives in conducting
 

research in Honduras. Its main emphasis will be to conduct research and
 

provide technical support activities for agricultural products destined for
 

export and to assist with technical training.
 

The Ministry of Natural Resources (MNR) has a program on agricultural
 
diverslfication, with vegetables and fruit for export receiving support for
 

feasbility studies. Emphasis is placed on promotion of exports and technical
 

assistance. Linkages between the MNR and various activities within the
 

sub-project will assist with the accomplishment of the sub-project's goals.
 

Central Bank of Honduras has a Department of Industrial Research that conducts
 
studies for potential agricultural production and marketing projects. These
 

studies are available by request ftom interested investors. Overall, the
 

studies are only descriptive on methods of product preservation and processing
 
and lack depth and financial requirements.
 

The Cooperative COHORSIL, located at Siguatepeque has conducted trials on
 

growing snowpeas for export. They will be growing 4 hectares during 1984 and
 

have plans to increase to 32 hectares in order to provide one shipping
 

container (about 20T) during production. The Siguatepeque area (altitude 850
 
meters) grows a wide variety of vegetables throughout the year mainly for
 

domestic consumption. A receiving station is being used for accumulating
 

excess production for export to El Salvador and Guatemala. Cold storage,
 

packing and grading facilities are needed to assist with quality maintenance
 

and expansion of vegetables for export.
 

EscueLa Agricola Panamericana (EAP) is a private agricultural training
 

Institution dedicated to training Latin American students general
 

agriculture. The school has ficulty, library, field and laboratory facilities
 

which could be interlinked to various training activities required for the
 
vegetable export sub-project.
 

Agricultural Cooperative Development International (ACDI) is conducting
 

experimental trials on diversified vegetable production with four cooperatives
 

located at Comayagua, Choluteca, Morazan and La Entrada. The information that
 

is obtained from these demonstration studies will provide valuable knowledge
 
on the potential for production of vegetables with exportable quality.
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4. Identification of Vegetables for Export and Rationale
 

A wide variety of vegetable crops are adaptable to the various soil and
 
climatic conditions existing in Honduras. Rather than selecting a single
 
vegetable for the commodity system, multiple crops should be considered since
 
production on the same land based on monoculture would be extremely risky and
 
would eventually destroy future production capabilities. Multiple cropping
 
systems will also allow for altering market targets as shifts in pricing and
 
demand develop. Characteristically, Honduran farmers prefer to grow only a
 
few crops that they know, and very few farmers grow vegetables. Thus, by
 
providing diversified markets for diversified crops more flexibility in
 
production will develop.
 

The selection of vegetable commodity systems for export are complicated by the
 
legal limitations of admissible fruits and vegetable that can enter the US
 
from Honduras (see Annex ). Fresh vegetables admissible into the USA with
 
a USDA import permit are onions, garlic, asparagus, beets, Brassica oleracea
 
(cabbage, cauliflower, brussel sprouts, broccoli, collards, kale, kohlrabi)
 
carrots, celery, sweet corn, cucurbits (cucumber, melon, squash) daskeen,
 
palar heart, ginger, lettuce, okra, peas (snow peas), rutabaga, salsify,
 
spinach, swiss chard, turnip, watercrest, yam and waterchestnut. Husk tomato,
 
tomatoes, chickpea, artichokes and sorrel are admissible only in North
 
Atlantic ports. Chayote is admissible into South Atlantic Gulf ports. Many

of the crops that are admissible would not be suitable for export from
 
Honduras since they could not compete with USA domestic production or they
 
have very narrow, specialized markets. In addition, severil vegetables are
 
cool-season crops which require climates with cool temperatures for developing
 
exportable quality. With the exception of a few vareties, production of thse
 
crops is limited to the high altitude regions of Honduras. Important fresh
 
vegetables that could be potentially valuable but are not listed are eggplant,
 
green beans, and peppers tsweet, hot and bell) which grow well in warm/hot
 
climates.
 

Other important constraints placed on selection of vegetables for export is
 
the lack of sufficient production experience, research trials, publsl-d
 
informatlcn and the lack of emphasis given to quality. Due to these
 
constraints, production of existing crops cannot simply be scaled up to enter
 
export markets. Presently, only cucumbers and melons have established
 
on-going expertise and without additional efforts, are the only ones which
 
could be potentially increased for greater exports. However, diversification
 
is necessary in order to reduce the high risks involved with monoculture.
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Working within these parameters, three vegetable crops, cucumbers (Cucumis
sativus), onions (Allium cepa), and okra (Abelmoachus esculentis) havebeen
selected as 
the commodities selected to Initiate export development. 
Trials
conducted by United Brands Co. and Standard Fruit Co. concluded that these
crops 
can be grown with excellent quality and high yields in Honduras.
Cucumbers have demonstrated export feasibility while onions and okra have
export potential. Therefore, cucumbers represent a commodity suitable for
improvement and expansion of existing exports, and onions and okra represent
the initiation of new exports. 
Onions are used as an example since they are
commonly grown and consumed in Honduras and they can be cured and stored until
suitable market opportunities develop. 
In addition, Honduras is 
a net
importer of onions and development of export industries will assist in
eliminating further Imports as well as assisting with domestic supplies. 
 Okra
is highly productive In tropical climates and it may be exported fresh or as
pickled preserved products. 
Both pickled okra and small sized cucumbers would
have markets in North America throughout the year. 
The three crops selected
have been proven productive in Honduras and all are approved for entry into
the USA. Furthermore, the USA annually imports a significant proportion of
cucumbers (38%), okra (86%) and dry onions (5%).
 

While some requirements for producing these crops are similar, there are
distinct differences which will be pointed out in the section on vegetable
commodity system analysis. 
 Many of the requirements for handling and
marketing are different. 
 Strengthening the skills and infrastructure for
producing and exporting these crops will greatly assist with the adaptation
and conversion to other vegetables for export as market situations change.
 

5. Identification of Locations for Sub-project Activities and Rationale
 
There are 
numerous locations wJthin Honduras that provide the essential
requirements of soil, topography, drainage, water supply, labor and accessible
transport. 
 To assist all the potential areas capable for developing vegetable
exports is beyond the scope of this sub-project. Therefore, three areas are
identified for project activities. 
 The first area is Comayagua which is
exporting cuc, abers and it has the foundation for expanding and diversifying
through the cooperative Fruta del Sol. 
 The second area is Siguatepeque which
has an extsting cooperative of vegetable growers (COHORSIL) composed of
farmers familiar with vegetable crops and a demonstrated enthusiasm for
exporting various crops. 
 This area requires assistance primarily with
training, developing the infrastructure of handling and marketing as
developing export markets. well as
The third area is Quimistan Valley which has very
limited experience with vegetables, no established cooperative or association
involved with vegetables and no existing facilities. The adjacent La
Entrada-Florlda 
area also consists of fertile land and labor supply sufficient
to allow vegetable crop development for preparation for export in the
Quimistan area.
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The strategy in the selection of these locations will provide for accelerated
 
expansion and diversification of vegetable exports from Comayagua, which
 
should have an immediate economic impact; intermediate development of
 
vegetable exports from Siguatepeque; and a gradual but important new
 
development of vegetable exports from Quimistan Valley. 
A major element of
 
flexibility should be maintained within this subproject so 
that support

activities can be directed rapidly to assist with new opportunities and areas
 
as they are needed.
 

6. Producer and Organization Characteristics
 

Actual Conditions
 

a. Comayagua, Fruta del Sol
 

Fruta del Sol is a cooperative consisting of 120 members as a mixture
 
of campesino and independent farmers. Generally, the campesinos live at their
 
farms while the independent landowners reside in the cities. Of the 120
 
members, 78 have less 
than 10 hectares 15 have from 10 to 20 hectares, 15 have
 
from 20 
to 50 hectares, and 12 have more than 50 hectares. A total of 2,000
 
hectares is controlled by the members, although only 65 hectares are used for
 
growing cucumbers by 25 of the members. The cooperative has an open

membership policy but concentrates its services to cucumber producers such as
 
providing credit, technical assistance, land preparation, materials, packing
 
and marketing. The cost of the agricultural inputs are deducted from the
 
members gross return when the products are sold.
 

b. Siguatepeque
 

This cooperative consists of 50 members that grow many different
 
vegetables on about 210 hectares. 
Land titles are held by 46 of the members.
 
Of the 50 members, 10 have 1 to 5 hectares, 15 have 10 to 20 hectares, 5 have
 
20 to 50 hectares, and 20 have more than 50 Lectares. Most of their
 
vegetables (80%) are consolidated for shipment to the larger cities throughout

Honduras. The members are highly receptive to new developments in producing
 
vegetables and they are interested in growing vegetables for export markets.
 
The cooperative pruchases agricultural inputs in bulk for its members. It
 
also assists with finding markets and negotiating prices.
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c. Quimistln Valley
 

This area has about 6 cooperatives of campesinos although none are
 
specifically involved with growing vegetables. Farms in the valley are mostly
 

fairly large (50 or more has) and used for growing cattle or sugar cane.
 

Optimal Conditions
 

Farmers should be experienced in growing high quality vegetable crops and have
 
access to benefit provided by well organized and efficiently operated
 
cooperatives or associations. Usually farmers with title to their lands will
 
work towards inceasing fertility and making long-term improvements.
 

Development Activities
 

The cooperatives in Comayagua and Siguatepeque are vxperienced and well
 
developed; however, the members of COHORSIK will need trainiug to produce
 

vegetable for export.
 

In Quinutst~n, a cooperative producers assoL.itons or a US/Honduran joint
 
venture should be promoted to concentrate on vegetable production and export
 
marketing.
 

7. Vegetable Commodity System Analyses
 

Climate, Soils and Water
 

Present Conditions: Honduras has many valleys and plateaus with climate, soil
 

and water conditions favorable for vegetable production. To stay within the
 

scope of this project only, the conditions in Comayagua, Siguatepeque and
 

Quimistan will be described . Climate water and soil classification data are
 

readily available from M.NR.
 

Cowayagua: This valley is located 100 km from Tegucigalpa and 250 km from 

Puerto Cort&s with an altitude of 625 m. it is characterized by distinct wet 
and dry seasons, with the dry season extending from November through April 

(Table No. F.1). During these months humidity is fairly low (55-20% R-H); 
temperatures arce nild. Minimum temperatures occur In February (14 degrees C) 
which ,nxint,,n temperaturen occur during April and May (35 degrees C). During 
the wet Henson, May through October, rainfall Is often intensive and erratic 
and ovitporntioni Lm excessive which creates the necessity for Irrigation almost 
every month of the year for optimum plant growth. Wind velocity during the 
npring [a often n problem unless windbreaks are used or wind-resistant crops 
are grown.
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Comayagua is actually composed of four agricultural zones each having somewhat
 
different climatic, soil, and water characteristics. The western zone (8,300
 
ha) has fertile soils and irrigation is relatively well developed. Roads are
 
established and accessible throughout the year. This zone also has the most
 
concentrated population. Most farms are small, agrarian reform developed.
 
The eastern zone (13,000 ha) has intermediate soil fertility with a high
 
proportion of the soils poorly drained. The best I .. s in this area rre owned 

by only a few large landowners. The southern zone (13,500 ha) has poor soil, 
heavy erosion and poor drainage. It is sparsely populated and transportation 
is difficult during the wet season. The fourth zone (600 ha) is the area 
along the Humuya River which is subject to annual flooding, The soils are
 
fertile (recent alluvials) and intensively cultivated throughout the year;
 

water is pumped from the river for irrigation.
 

In general, the soils of Comayagua valley are fine textured with a clay
 
subsoil which restricts water permeability and drainage systems are often
 
required during the wet season. Several areas are deficient in phosphate.
 
During the dry season which coincides with the winter vegetable production
 
period, there are fewer problems with diseases, insects, transportation, wind
 
and water drainage.
 

Siguatepeque: This production area (6500 ha) is located about 175 tn from
 
Puerto Cortds with an altitude of 1078 m. Most farms are 1 to 10 hectares. 
Many vegetables crops (warm and cool season crops) are grown in this area ,or 
domestic mo-kets and they are recognized for their quality. The climate
 
conditions along create fewer disease and insect problems than many other
 
areas. The production seasons are divided between wet (May to October) and
 
dry (November to April) with humidity being the lowest during Lhe dry season.
 
Minimum temperatures of 9 degree C occur during December and January while
 
temperatures of 2A.5 degree C are reached during May (Table No. F.2). Nights
 
are usually cool and days are warm, which is ideal for growing many cool
 
season crops. Irrigation is used during the dry season by diverting water
 
from dtreams or pumping surface or underground water.
 

Soils In this region have fairly coarse texture with moderate organic waters
 
and coarse subsoils which allows for good water permeability and good natural
 
drainage. Transportation is suitable throughout the year.
 

Quimistan Valley: The Quimistan Valley (14,000 ha) is located about 95 km
 
from Puerto Cortds with an altitude of 304 m. The valley is divided by a
 
highway so transportation to the port is rapid throughout the year. The
 
climate is semi-humid tropical with two seasons: humid-tropical and dry
 
tropical. The dry tropical period most favorabl.e for vogetable production
 
extends from December through April during which time temperature are lower
 
(Table No. F.3). Relative humidity is fairly high throughout the year.
 

Irrigation is required during the dry season. So far, few irrigation systems
 
have been developed 3ut the area is designated for development with government
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support. The valley has abundant water from three rivers and underground
 
supplies. Soils are deep, fertile of alluvial origin with sandy loam and clay
 
loam texture and good drainage.
 

Optimal'Conditions: Vegetables are capable of growing in a wide range of
 
climates and soil types. Optimally, soils should have good drainage, water
 
holding capacity, aeration, nutrient retention with no erosion. Water for
 
irrigation should be easily accessible either from surface or underground
 
resources. Vegetable production is favored by controlled water conditions
 
such as occurs during the dry winter season.
 

During periods of limited rainfall, disease and Insect control are optimum 
since the pesticide will remain on the surface of the plant and application is 
less frequent than during rainy periods. Production of vegetables during dry 
seasons also facilitates transportation, weed control, product quality and 
reduce lacking of soil nutrients . 

Onions are considered to be a cool-season crop that may be damaged by high
 
temperature. Onions also require dry conditions during harvest and low
 
relative humidity for curing and storage. Thus, the production of onions is
 
most favorable for Comayagua and Siguatepeque and not Quimistan.
 

Okra and cucumber are warm-season crops that may be damaged by prolonged cold
 
temperature. None of the temperature experience in the three areas would
 
damage these crops. Soils should be analv'ed for pH and nutrient levels and 

fertilization practices applied according!ly. 

Devdlopbent Attivitids: The GOH should encouraged to support the expansion of 
irrigation areas and roads for agricultural development in Honduras. In the 
Comnyagua area, dranage system should be developed and techniques of 
qub-soiling practiced to allow improved water penetration and prevent 

water-logging caused by the heavy clay subsoil conditions. 

Farmers should be taught principles and practices of soil and water management 
for improved crop production and quality development. Presently, soil testing 
is not commonly practiced, so the fertilization requirement are not known 
after causing deficit on excesses. Agencies need to be developed to service 
reliable infomnation and recommendations.
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Table No. F.l 
 Mean monthly preclpltation* temperature and humidity for
Comayagua Valley, Station name 
Flores, Lat 14-15, Long 87-34, elev. 620 m. (14
years data).,

MONTg ........... RAINFALL (mm) 
 ...... TMPrERATUR C ........ HUMIDITY (%)
 
Jan 
 0 
 20.6
Feb 65
0 
 22.0
lIar 640 
 23.4
Apr 541 
 24.2
hay 54
106 
 24.6
Jun 59i 
 24.3
Jul 
 70
61 

Aug 24.1 78
89 
 24.3
Sep 77
119 
 24.0
Oct 80
84 
 23.5
11ov 
 80
5 
 22.0
Dec 79
0 
 21.6
Annuil 71
758 
 23.2 
 69
 

Source: Hargreaves, G.A. 
 1976. 
Monthly precipitation probabilities for
oisture availability for Honduras. 
UTAH State University.
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Table No. F.2 Mean Monthly precipitation, temperature and humidity for
 
Siguatepeque. Lat. 14-35, Long 87-36, Elev. 1078 m. (5 years data).
 

Mwlth. RAlftfall'(mt) 	 Temp~drr Humidity
 

(degrd&C) "'M-1_"
 

Jan. 1 21.6 65
 
Feb. 0 23.0 64
 
Mar. 0 24.5 54
 
Apr. 1 25.5 50
 
May 128 26.5 59
 
Jun. 153 25'5 79
 
Jul. 112 25.6 75
 
Aug. ill 25.9 76
 
Set. 182 25.2 72
 
Oct. 170 24.8 80
 
Nov. 38 23.7 78
 
Dec. 25 23.7 71
 
Annual 1158 24.6 69
 

Source: Hargreaves, G'H. 1976. Monthly precipitation probabilities for moisture
 
availability for Honduras. UTAH State University.
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Table No. F.*3 Mean monthly precipitation, temperature and humidity for Quimistan
 
Valley. Station name Chumbagua, Sta. BArbara. Lat. 15-15, Long 88-28, Elev. 304 
m. (19 years data). 

_____ Rallfall(tmi) Tebperature
(degrim C)"')-

Humidit 

Jan. 46.0 23.5 82 
Feb. 57.7 23.7 79 
Mar. 14.9 25.7 75 
Apr. 28.3 27.3 72 
May 74.4 28.4 73 
Jun. 171.9 27.6 79 
Jul. 110.2 27.0 79 
Aug. 128.9 27.0 80 
Set. 174.9 27.2 81 
Oct. 100.4 25.9 84 
Nov. 118.7 24.4 84 
Dec. 60.8 23.5 83 
Annual 1080.0 26.0 79 

Source: Harza Engineering Co.; Quimistan Valley Feasibility and Engineering Design
 
Project. San Pedro Sula, Honduras 1980*
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TOTAL VALLEY AREAS OF HONDURAS AND PRESENT CROPS 

Production Region Total Area (has.) Location Example of Crops Grown
 

30,000 Colon No information
l.Agalta 

2.Agua Caliente 4,000 Choluteca Tobacco, sugarcane
 

200,000 Yoro Bananas, oil palm, rice
3.Aguan 

citrus, maize, beans
 

3,650 Valle 	 Maize, sorghum, vegetables
4.Alianza 

26,000 Choluteca Sugarcane, maize, rice,
5.Choluteca 


sorghum, watermelon, cantaloupes,
 
pasture
 

6.Comayagua 38,000 	 Comayagua Pasture, maize, cucumber, tomato,
 
papaya, coffee, tobacco, sorghum
 
soybean
 

7.Cuyamapa 13,867 Yoro pasture, rice, peppers, tomato,
 

tobacco, maize, beans
 

4,800 Copan tobacco, maize, beans, sorghum
8.Florida-La Entrada 

coffee, vegetables, pasture
 

3,000 El Paralso No information
9.Cuyambre 

!0.Guayape 25,000 Olancho pasture, rice, maize, beans,
 

soybeans, cotton
 

ll.Jamastran 3,000 El Paralso tobacco, maize, beans, pasture
 

1,400 Intibucg patato, vegetables, maize
12.Jesas de Otoro 

beans, fruits
 

7,041 Valle rice, cotton, maize, beans
13.Nacaome 

pastures, cashew-nuts, vegetables
 

84,000 El Paraiso 	 No information
14.Patuca 

15.ft-imistan 14,000 Sta.Barbara pasture, maize, coffee, yucca,
 

sugarcane, citrus
 

1,500 Fco. Moraz~n sugarcane, pasture
16.San Juan Flores 

17.Siguatepeque 6,500 Siguatepeque vegetables,corn, sorghum,corn
 

6,955 Fco. Morazgn pasture, maize, beans
18.Siria 

123,600 Cortes banana, sugarcane,rice,citrus,maize
19.Sula 


vegetables
 

20.Sumpul 1,000 	 Ocotepeque maize, sorghum, beans
 

Fco. Morazan maize, beans,coffee,pasture,bananas
21.Talanga 16,607 

Yoro maize, beans, pepper,
22.Victoria & Sulaco 2,800 


A 
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8. Rpr6dulttti r4AtrriAl tnd CltiVAr 

Ptesent Conditions 

a. Cuumbhtr 

Cucumbers are grown from seeds which are available from farm supply 
centers or they are obtained through cooperatives. Almost all cucumber seeds 
are imported since no commercial seed companies exist in Honduras. Several 
major seed companies in the USA have available the seed requirements and 
cultivars for cucumber as well as other vegetable production in Honduras. It 
is essential that seed requirements are anticipated well in advance of 
planting time since delays are often encountered in shipping, importation, 
etc. Seeds are usually handled and stored in sealed cans which is suitable 
for preserving viability. 

The cultivar "Poinsett" is predominantly used by Fruta del Sol for export.
 
"Poinsett" is an olden open-pollinated fresh market ccultivar which is
 
tolerant to several diseases. Essentially, no systematic testing of new 
cultivars is being conducted in Honduras. ACDI and IHUR have a few, scattered 
trials mostly for demonstration purposes.
 

b. Okta
 

Okra is not commonly consumed by Hondurans. Some suppliery carry
 
seeds. Most seeds are imported from the USA in sealed cans. The cultivars
 
grown are "Clemson Spineless" and "Emerald". "Clemson Spineless" is the main
 
cultivar used thoughout the world for fresh market and processing.
 

c. Onions
 

Onions are grown either from seed or sets. Dry sets often are used 
in Honduras which are imported from Guatemala. Onions are commonly consumed 
in Honduras, so seeds or sets are readily available. Some farmers produce 
their own seeds. "Red Creole" is the main cultivar grown. It is an 
open-pollinated cultivar widely used in Latin America and other short-day 
areas. "Red Creole" produces relatively large thick-flat bulbs with reddish 
scales that are firm and have good characteristics for storage after curing. 
The main limitations of this cultivar as an export commodity are its low 
productivity, red color and susceptibilily to pink root rot. Texas Grano 502 
is also produced in Honduras. It is also an open-pollinated short day 
cultivar and produces white, jumbo-sized bulbs. 

As with cucumbers and okra, evaluation of new onior cultivars best adaptable
 
to conditions in Honduras are not being conducted 1imakes changing to new,
 
improved material a slow process. Hybrid seeds ar .,,t commonly used because
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of the greater expense which may be at least 5 to 10 times that of
 

open-pollinated cultivars. However, with export markets the extra cost should
 
prove to be justified.
 

Optimal Conditions
 

Ideally active plant breeding, cultivar evaluation and seed production
 

programs would exist to continually improve and provide the best plant
 

material for conditions in Honduras. As it is, none of them are being done
 
and farmers have to rely entirely on outside information or do their own
 

testing. The information provided by SIATSA and MNR which primarily use
 
(Bulletin No. 9) is used throughout the country even though it was developed
 
for the North Coast and it is rapidly becoming out-of-date. Evaluation should
 
be conducted continuously and the information obtained should be distributed
 
to the farmers.
 

Development Activities
 

Arrangements through FEPROEXAH and FHIA dhould be made to develop an active
 

scientific program of testing cultivars of cucumbers as well as other
 
vegetables in the Comayagua area. Similar testing around Siguatepeque,
 
Quimistan and other areas with potentials for growing vegetable should be
 
conducted. Assisting FEPROEXAH with qualified personnel to manage and
 
systematically evaluate new cultivars of cucumbers, onions aud okra should be
 
part of the immediate developmental activity. Assistance should also be
 
provided to develop information on cultivars most suitable for export, yields,
 
characteristics of the products and other advantages of the new varieties.
 

It is anticipated that the Honduran Agricultural Research Foundation FHIA will
 
assume many of the responsibilities of cultivar testing once it becomes
 

established. However, it is urgent that other organizations generate the
 

required information until FHIA becomes active in its research program.
 

The following is a suggested list of cultivars that may provide improved
 
yields and disease resistance and be suitable for exportation:
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Crop 	 CuItivar 'nd Charadterittida
 

Cucumbers 	 a. Sprint*4405; a gynecious hybrid with high
 
yields and early production, resistant to scab
 
and tolerant to angular leaf spot, mosaic,
 
downy mildew, powdery mildew and anthracnose.
 

b. Poinsetr76; has same resistance to
 
disease as PPo-nsett but has scab resistance
 
and it is slightly larger than the other
 
cultivar.
 

c. Cherokee; adapted to warm humid 
conditions with a high resistance to most
 
diseases.
 

d. Pieklingitultivar6; which provide an
 
abundance of small cucumbers; Carolina,
 
Explorer, Premier, Little Leaf.
 

Okra 	 The cultivar presently used CleanwSpnelas
 
is suitable.
 

Onions 	 Grandx,33; Short-day hybrid, flat shape. 
Gran6)429; Short-day hybrid, globe shape and 
cures rapidly. 
Ta-xaGrano502 PRR; Pink rot resistant 
version of Texas Grano 502. 

A
 
IV
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9. Cultdrdl "Pratitda
 

In this section the cultural practices such as growing season, land
 
preparation, planting, fertilization, irrigations, cultivation and crop
 
rotation are considered.
 

a. Cfji6b6Sr 

Growers and management associated with Fruta del Sol have been
 
gaining valuable experience in producing cucumbers for export. While missing
 
the maximum market prices in previous years, the production was close on
 
target during the 1983/84 season. The highest prices for cucumbers exported
 
to the USA are received from December through March. During this time Florida
 
and imports from Mexico are the only competitors. Thus, production needs to
 
be directed toward these four months with emphasis on January and February.
 
In order to accomplish this goal everything needs to be prepared so that the
 
seeds can be planted 45 to 50 days before obtaining the first harvest.
 
Cucumbers will be productive for 5 to 6 weeks. To obtain high productivity
 
throughout the marketing period seeding is scheduled at 7 to 10 day intervals
 
in relation to the predicted final harvests.
 

For cucumbers in the Comayagua area, soils are usually plowed about 25 cm deep 
by machine. As the cooperative grows, more farmers will likely be using flows 
pulled by animals as well as for other activities since machinery availability 
may be limited. The soils in this region are fairly high in clay content and
 
require at least two tillages by disking. After the first tillage, the land
 
In leveled to facilitate Irrigation. Soil is treated mechanically with 
nematicides, beds are formed and seeds are planted in rows at one side of the 
beds which are 1.35 m. apart. About 2.5 to 3.5 kg of seed Is used per hectare 
as fertilizer is added and then watered by furrow irrigation. When seeds are 
planted in the bed center not enough moisture infiltrates to allow 
germination. After germination, plants are thinned to about 20 cm within the 
rows. Additional fertilizer is applied by hand during plant growth, weeds are 
controlled by animal drawn cultivator or by hand tools, and the plants are 
furrow irrigated once a week until harvests are terminated. A trellis system 
is constructed soon after germination by 2 m. stakes spaced at 2.5 m. 
intervals witi: 2 or 3 horizontal cross strings. During growth and development 
severely diseased plants ae removed. Bees are used for pollination. Care is 
taken to control insects, diseases and nematodes by appropriate chemical 
applications however trained phytopathologists and entomologists are not 
readily available for consultation. After cucumber production, a crop of corn 
or beans may be grown during the wet, summer season and then another crop of 
cucumbers planted on the lame land in the fall. 14o apparent rotation 
practices are followed since many of the farmers have only -,mall plots of land. 
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b' Okra
 

Okra is not presently growI, for export and very limited amounts
 
are grown for domestic consumption. Okra grown on small plots have few
 
disease or insect problems; however, when commercial plantings are developed
 
more problems will occur and control measures need to be taken. Nematodes
 
are particularly destructive to okra plantings.
 

c. Onti6i8
 

Onions are not grown in Honduras for export but it is estimated
 
tilat 
more than 500 hectares are grown in small plots for domestic use. Most
 
onions are grown during the rainy season with harvest during the dry
 
season. Seeds are often planted in raised beds to produce transplants.
 

About 40 to 50 days after seeding, the transplants are transferred by hand
 
to fields consisting of raised beds. Spacing is usually irregular In
 
multiple rows. Irrigation is required when onions are grown during dry

periods. However, few farmers use Irrigation for this crop and when they

do, water distribution is not uniform because of the bed width. Also,
 
little or no fertilization and virtually no pent control or rotation
 
practices are used.
 

OptltAl CohditiOns
 

Scientists and management from Standard Fruit Co. and the MNR were
 
instrumented in establishing the cultural practices and recommendations used 
by Fruta del Sol for producing cucumbers however, not all farmers follows 
these practices and as more are contracted it Is likely that fewer will be 
knowledgeable and efficient producers. Even now, not all of the recowmended
 
practices are optimal and continuous trials need to be conducted for
 
improvement as situations change. Around Comayagua, some growers are
 
knowledgeable of the current best practices for producing quality cucumbers
 
but few are familiar with good practices for producing onions and okra for
 
export. Even less is known in the Siguatepeque and Quimistan areas about
 
-rop production for export. Ideally, farmers would be experienced and
 
educated on the best current practices of producing high quality crop, and
 
research and extension programs would be active In testing, developing, and
 
demonstrating improved practices best suited for situations in Honduras. 
 It
 
Is also essential that growers and handlers be knowledgeable of FDA and EPA
 
regulations on chemicals used on food products in the USA.
 

YI
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Qualified personnel or agencies should be identified and given
 
responsibilities of managing the development of information and extension
 
activities related to cultural practices of vegetables. Additional persons
 
dedicated to public service should also be provided advanced training to
 
strengthen their ability to evaluate and design new methods of cultural
 
practices. The I1R should develop easily retrievable reference material as
 
well as extension bulletins. A considerable amount of farmer training
 
material has been published in Mexico and this material should be acquired
 
since many of the principles, practices and conditions could be easily
 
adapted for situations in Honduras. FEPROEXAH should also develop published
 
materials and be actively involved with training programs and examining and
 
improving cultural practices. Farmers that are interested in growing
 
vegetables for export should be supported for direct training through
 
growers association or at EAP. As the HARF emerges as a center of research
 
excellence, it should be responsible for developing investigations and
 
recommendations of soil preparation, fertilization, irrigation, plant
 
populations, disease control and other related practices.
 

10. Agrieultural Inputs
 

Pre-oit Condft Ions 

Supplies ror agricultural production are usually available through
 

cooperative stores or agricultural supply centers. However, most of the
 
materials such as fertilizer, pesticides and equipment are imported from
 

North America and Europe which makes the prices paid by the farmer several
 
times more expensive than the original price. Shortages due to delayed
 
shipment and import procedures may occur. Pesticides used on vegetables are
 

about 5 times more expensive in Honduras than they are in the USA. This
 
drastically reduces the ability and incentive to utilize optimum cultural
 
practices and results in excessive food losses and poor quality. To obtain
 
exportable quality, It is necessary to produce vegetables with suitable
 
size, shape, color and freedom of blemishes and defects which will require
 
appropriate use of pesticides, fertilizers, irrigation equipment and
 
machinery.
 

As discussed in the section on citrus agricultural inputs, the high prices
 
are caused by freight import duties, taxes and middle merchant profits. An
 
additional problem is the lack of foreign exchange available for growers
 
associations to purchase large quantities of imported materials. This
 
curtails availability and ability to purchase at discount prices.
 

Agricultural supplies such as stakes, bees and boxes are produced locally.
 
As production for export increases more of the support industries will need
 
to develop p ri'patau.
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Optimal Conditions
 

Agricultural inputs should be readily available at an economical price.
 
Foreign exchange should be available to import materials not produced In
 
Honduras.
 

Development Activities
 

The causes for the exorbitant prices of imported agricultural inputs should
 
be determined, exposed and subsequently negotiated to lower levels.
 
FEPROEXAH should immediately develop a program to address this problem and
 
mediate a solution. Furthermore, FEPROEXAH should establish an account in a
 
U.S. bank to assist ith purchases of agricultural inputs required for
 
producing export vegetables.
 

11. Harvesting and Handling
 

Present Conditions
 

a. Cucumbers
 

Cucumbers grow rapidly so they are hand-harvested every 2 to 3
 
days during the production period around Comayagua. Prior to 1980/81,

fruits were not pre-selected in the field, and only 35 to 50 percent were
 
graded as marketable. Now, pre-selection is made at harvest, and 60 to 80
 
percent are exportable, which substantially improved the packing house
 
grading efficiency. When reaching marketable size and quality, cucumbers
 
are removed from the vine, laid into wooden or plastic boxes and then
 
transferred to wooden tote bins for bulk transfer to the packing facility.
 
Caution is taken to prevent bruise injury but handling in uncushioned bulk
 
containers and on unpaved roads results in physical damage. Also,
 
harvesting and handling during late morning and afternoons results in high
 
fruit temperature as does holding in unshaded environments.
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b. Onions
 

Onions are usually hand-harvested with stems attached and marketed
 

in containers of various dimensions without proper curing which is required
 

to reduce deterloraton. Also many onions observed in local markets have
 

been harvested prior to maturation. For immediate marketing, these
 

procedures are suitable; however, they would not be acceptable for export.
 

Furthermore, without curing and careful handling, delayed sales at local
 

market often results in severe losses from desiccation and decay.
 

c. Okra
 

The small amount of okra produced in Honduras is hand-harvested
 

when over mature and damaged severely during handling. Over maturity causes
 

poor, tough quality aad physical injury along with high temperatures
 

contribute to rapid formation of dark blemishes.
 

Optimal Conditions
 

Fruta del Sol management is knowledgeable of good harvesting and handling
 

practices. Some improvements could be implemented such as harvesting very
 

early in the mornings so that field-heat is minimal and handling in
 

cushioned containers to reduce physical injury. Furthermore, it is
 

Important that all farmers are educated and re-educated on proper harvesting
 

and handling techniques.
 

Onions should be pulled when 25 to 50 percent of the tops are senescent. If
 

the soil is tight, loosening the bulbs prior to pulling is necessary,
 

otherwise they can simply be pulled by hand. After pulling, the bulbs
 

should be placed on the ground in windrows with the tops providing shade to
 

prevent sunscald and then allowed to cure for a few days. When the outer
 

leaves are dry and tight, the onions should be de-topped leaving 1 to 2 cm.
 

of the stem, then cleaned and grad2 . In areas with rainfall and high
 

humidity during the harvest period, curing in covered buildings on wire
 

racks or by forced air drying units is necessary. The onions are then
 

bagged and marketed or stored at 0 to 40 degrees C with 65 to 75 percent
 

relative humidity.
 

It is necessary that okra be harvested with a sharp knife or clippers when 6
 

to 8 inches long, depending on the cultivar, and handled gently in shallow
 

containers to prevent bruise injury.
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Development Activities
 

Farmers will need to be trained on proper maturity and quality
 
characteristics of vegetables and techniques of harvesting and handling to
 
maintain quality. This task can partially be undertaken by EAP but most of
 
the responsibility should be assigned to FEPROEXAH for providing technical
 
assistance and training programb to growers associations.
 

Harvesting, handling supplies, and equipment will be required for Comayagua,

Siguatepeque and Quimistan. A facility designed for curing of onions will
 
be located at Comayagua. It is planned that onions grown at Siguatepeque
 
and surrounding areas will be transported to Comayagua for room curing,

bagging and storage prior to marketing. The management of Fruta del Sol
 
will assume the responsibility for onion production, preparation and
 
marketing.
 

12. Assembllng, Pa-king and Storage
 

Present Conditions
 

a. Cucumber
 

Cucumbers at Fruta del Sol are dumped into a water flume, washed
 
with chlorinated water, waxed, hand sorted and graded, placed into cardboard
 
boxes and the11 either loaded directly into shipping containers or placed

into cold storage. The packing line ia presently adequate to allow
 
expansion; however, as growth continues it will be necessary to'hdd an
 
additional line. Also mechanical sizing equipment is needed to improve size
 
uniformity and operationl efficiency. An important component missing is
 
facilities for pre-cooling prior to placing in refrigerated conditons.
 
Without pre-cooling, temperature reduction is a slow process and market
 
quality will be reduced. Fruta del Sol is analyzing various methods of
 
pre-cooling, one being the utilization of ice in the unloading tank.
 
However contact will not be uniform, ice is expensive, infiltration of
 
spoilage bacteria will be increased and the fruits will be subsequently

exposed to warm temperature during washing, sorting, packing, etc. In
 
addition, cooling of rejected fruit would occur which is 
an unnecessary
 
waste of cooling energy. The c-ldroot. facility is only being used for
 
cucumbers which is a relatively short time period.
 

b. Okra
 

Facilities are not available for cleaning, grading, packing,
 
cooling and storing okra. Rapid cooling is essential for preserving market
 
quality of okra. Facilities at air terminals for refrigerated holding of
 
perishables have not been developed.
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c. Onions
 

Some operations required for onions can be performed in the field;
 
however, to provide consistent quality shipments, it is important that
 
proper post-harvest facilities are developed. Presently, facilities do not
 
exist for cleaning, trimming, bagging and storing onions. These are
 
necessary for preparation for export, and they would be beneficial for
 
providing uniform distribution in domestic markets. In contrast to
 
cucumbers and okra, properly cured onions can be stored for several months
 
in order to choose a suitable market period. Presently, knowledge of USDA
 
grades and standards is lacking. The cold storage facility at Comayagua
 
could be used for okra and some other vegetables but not for onions since
 
the odors absorbed into onion storages cannot be removed adequately and they
 
would create adverse flavors in cucumbers.
 

Optimal Conditions
 

Facilities for cleaning, grading, packing, cooling and storage are essential
 
for prepnring vegetables for export. It is important that vegetables
 
exported from Honduras are associated with high quality so all components
 
necessary to accomplish this trademark need to be established. It is also
 
highly important that the facilities are managed properly and that farmers
 
and handlers know the grades and standards required for export markets. For
 
cucumber, an experienced working model (Fruta del Sol) has been developed

which can be adapted to other location within the country. The main missing
 
link in their total system is facilities for pre-cooling. It is recommended
 
that a forced-air cooling systems be implemented to rapidly cool cucumber
 
and okra as well as other vegetable when they emerge as export commodities.
 
Rapid cooling reduces moisture loss and metabolic processes whereby several
 
days of prolonging market quality are added.
 

For onions and okra, facilities need to be constructed, management and
 
graders trained and rources of materials such as bags and boxes need to be
 
arranged. Cucumbers and okra should be held at 7 to 10 degrees C with 90 to
 
95 percent relative humidity while onions require 0-4 degrees C and 65 to 70
 
percent relative humidity.
 

Development Activities
 

Development activities at Fruta del Sol should emphasize the immediate
 
acquisition of sizing equipment for cucumbers and pre-cooling (forces-air)
 
facilities for cucumbers and okra which could also be used for other
 
vegetables when they became feusible. A portion of the present cold storage
 
facility could be re-modeled to provide a tunnel force-air cooling system.
 
Cucumbers, okra and onions produced around Comayagua and Siguatepeque should
 
be prepared for market at the Fruta del Sol, Comayagua fauility.
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A receiving station and cold storage facilities should be located at
 
Siguatepeque for accumulating vegetables to be transferred to Comayagua. 
 In 
order to handle onions, a separate line for cleaning, grading and bagging
should be established and a separate storage unit sittiable for onions should 
be installed at Comayagua. Preparation of okra req,,rir: only a conveyor,
 
hand grading and packaging followed by pre-cooling vnd holding at
 
refrigerated conitions. Okra produced in Mexico is not often cooled;
 
however, the time for transport to the USA and subsequent marketing in
 
refrigeration is much shorter than could be accomplished from Honduras, so
 
cooling will be essential.
 

In the Quimistan area, a receiving station equipped for preparing and
 
cooling cucumbers and okra for market will need to be established. This can
 
be acccomplished by using the Fruta del Sol facilities as a model with
 
modifications included to improve cooling efficiency.
 

Personnel from Fruta del Sol and other private sector companies should be
 
contracted to assist with the development of these facilities, acquire
 
materials, and train the new management.
 

The development of temporary storage facilities for holding perishables at
 
the San Pedro Sula and Tegucigalpa airports should be pursued by FEPROEXAH.
 

It will be essential that management of cooperatives and members of the
 
growers associations are trained for business activiti.es, equipment
 
operation, and postharvest managmeent of cucumber, okra and onions. 
Precice
 
and current information on USDA grades and standards as well as grading
 
tec.niques will need to be learned. 
FEPROEXAH should have specialists
 
employed to provide training and technical assistance and they shouldI
 
acquire reference material pertinent to equipment, supplies, grading
 
management and postharvest techniques required for exporting vegetables.
 
Key personnel should be identified for short-course and short-term prival.e
 
sector training in the USA. A short course on Postharvest Tecnology of
 
Fruits and Vegetable is given annually (June) at U.C. Davis and involves
 
several field trips and the study of commercial packinghouse operations.
 

13. Preservation
 

Present Conditions
 

Host vegetables consumed in Honduras are purchased fresh and then prepared
 
at home. Few families can afford the higher cost of canned or frozen
 
procenscd fooda. However, a wide selection of processed products are
 
available in supermarkets most of which are imported and affordable only by
 
the middle and upper income population.
 

http:activiti.es
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Thus, with limited demand, on], a few processing industries have developed.
 

A relative small but important tomato and juice processor is established at
 

Comayagua (Mejores Alimenf a Nat ras, S.A.). Their tomato products, juice,
 
paste and catsup are good quality, distributed throughout the country and
 

exported to other Central American countries. Most of. the products are made 

from locally grown tomatoes, but due to monocultural practices, virus and 

other disease problems, production is declining. 

A small amount of vegetables, cucumbers and mixed vegetables, are preserved
 

by pickling for domestic consumption but again due to a small demand no
 

major industry has developed. The fermented pickled cucuubers are very poor
 

quality although the mixed vegetables preserved by pasteurization in acid
 

brine are attractive and good quality. Some peppers are salted and exported
 

to the U.S.A. by Henry Fransen Co. located in San Pedro Sula. No vegetables
 

are frozen for use in Honduras or for export.
 

Optimal Conditions
 

Ho.iduras should be manufacturing all the processed vegetables that it
 

consumes an-' should he developing export markets for preserved vegetables.
 

Mejores Alimentos should be diversified to include other vegetables and Lo
 

maximize their operation efficiency. Major constraints to the export of
 

fresh vegetables are the limited types that are admissible and the highly
 

perishable characteristics. Preservation by freezing, canning, pickling or
 

drying eliminates these constraints. Special attention should be given to
 

cypand, diversify, and develop preservation industries with emphasis on
 
joint ventures with foreign
exportaLion through national processors or 


companies.
 

Development Activities
 

In the Quimistan area, support shouid be directed for the development of
 

pickling systems for okra and cucumbers. This operation will be associated
 

with the receiving and packing station for export of fresh okra and
 

cucumbers.; The small (No. 1 size) Gherkin cucumber should receive most
 

attention since it has the greatest demand by the cucumber pickling
 

companies in the U.S.A. and since it is highly labor intensive. Okra in the
 

U.S.A. is now mostly consumed in-pickled form and moat is produced .in Mexico
 

due to its high labor requirement.
 

Both okra and small cucumbers can be produced throughout the year for
 

pickling and both can be preserved by simple, low technology-requiring
 

process. When accumulated in sufficient quantitie3 the products should be
 

shipped in bulk containers (55 gallon plastic barrells) for re-manufacturing.
 

To establish this operation, crop production trials for pickling cucumbers
 

need to be conducted, growers associations established, markets
 

pre-determined, managers and technicians trained and facilities constructed.
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FEPROEXAH should establish a division to include processed foods for
export. 
 They should be instrumental in promoting joint ventures with
companies in the U.S.A and other countries, promoting development of
existing and potentially new Honduran food companies 
to produce food
products for export and providing technical assistance on food technology
through trained specialists.
 

14. Transport and Shipping
 

Present Conditions
 

Refrigerated shipping containers or 
roll-on-roll-off trailers
for 
 are available
contract from CCT, Sealand, Concord Seaborg or MATRA shipping companies
for moving commodities overland to Puerto Cortes and 
then to 
the U.S.A.
During 1983/84 shipping costs were $2,400 per 40,000 lbs container or
cents per pound. 6
Total export costs including land transport
conta.ner. was $3,375 per
Fruta del Sol has negotiated a lower price ($1,800) for
container druing the 1984/85 season; 
however, freight costs will still
represent a major cost of exporting cucumbers.
 

A major constraint is the low volume of vegetables presently being exported
from Honduras. 
With laiger volumes and more frequent shipments lower prices
could be negotiated. Presently thc high cost limits many products that can
be exported Profitably.
 

Land transport is suitable on 
the main highways; however, if production is
distant from the port, land transport 
is slow and expenbive due to
mountainous conditions.
 

Transport from Comayagua and Quimistan to the port does not present any
problem. 

periods. 

The secondary roads are rough or often impossible during rainy
For fresh cucumbers and okra, rapid transport and shipping are
essential while onions are 
less perishable, so
critical. rapid movement is less
About 8 days have been required for exporting cucumbers which
includes the time for ground transport. 

to 


For okra more efficienL scheduling
reduce this amount of time will be necessary.
 
Facilities for air transport of vegetables have not
developed. been adequately
A major constraint of exporting commodities by air is the
apparent requirement of using only the Honduran airlines for freight and the
absence of private air freight carriers.
 
Delays, critical for perishables, are often encountered for obtaining
documents required for exporting products.
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Optimal Conditions
 

Land and sea transport should be smooth, rapid and reasonably priced.
 
Shipping con iiners should be readily available and well maintained. Air
 
transport p'lould be reliable with the infrastructure developed to meet the
 
requirements of exporters. Obtaining documents for exporting products
 
should be streamlined.
 

Development Activities
 

FEP'.EXAI should assume the immediate task of negotiating for reduced
 
freight rates. Furthermore, they should be responsible for streamlining
 
mechanisms of obtaining governmental documents required for exporting
 
commodities. FEPROEXAH should also be the source of intelligence on sources
 
of containers, prices, schedules and other components required for
 
exportation.
 

Another assignment for FEPROEXAH is to obtain approval for air freight
 
systems not currently available for the transport of perishables. This will
 
require exploring space availability and guaranteed contracts with TA1N-SAHSA
 
and TACA airlines, negotiating to allow other established airlines to carry
 
freight and to permit the development of new private enterprise air freight
 
systems when opportunities become appropriate for this method of exporting
 
vegetables.
 

15. Marketing
 

Present Conditions
 

Cucumbers exported by Fruta del Sol are marketed on consignment in the
 
U.S.A. by Six L's Packing Company located at Immokalee, Florida. This is a
 
convenient method of marketing; however, as the cooperative expends and
 
diversifies, more sophisticated marketing strategies should be developed.
 
Rather than using only one broker, contact communications and arrangements
 
should be made with several so that returns can be maximized and perhaps
 
commission fees (presently 10 rdrcent of gross revenues) can be neg-Liated.
 
This will require developing greater depth in market intelligence as well as
 
promoLional activities.
 

About 30 to 40 percent of the cucumbers received by Fruta del Sol are
 
unsuitable for export, mainly because of size, shape, color or bruises.
 
These fruits are sacked and sold at domestic markets. During 1981/89 about
 
325 metric tons were sold for $21,350. Those fruits have been wasied and
 
waxed and they are recognized as having better quality than other cucumbers
 
grown nationally.
 

"/
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It is important that domestic markets receive good quality fruits even
 
though not of export quality and not be a dumping ground. Thus, the system
 
for handling these fruits should be changed from 175 pound sacks to a less
 
damaging container.
 

Export marketing of onions and okra has not been practiced; therefore
 
information and experience are severely lacking.
 

Optimal Conditions
 

Market information qnd multiple competitive markets should be readily
 
available. This requireb marketing specialists that have rapid, precise
 
information on current markets and that have developed contacts with several
 
reliable brokers, Market information should be available for several
 
countries in addition to those in the U.S.A. 
For fresh cucumbers and okrr
 
production needf. to be concentrated to coincide with the lowest supplies and
 
highest prices of the market target. In contrast, onions and preserved
 
vegetables can be stored until suitable markets are determined but detailed
 
information, predictions, actions and market characteristics need to be
 
developed.
 

Development Activities
 

FEPROEXAH should develop as a center of market intelligence and promotion
 
and be responsible for aggressive marketing tactics. This requires
 
personnel trained and experienced in marketing who maintain current
 
information on volumes, movements, prediction of domestic and external
 
production, harvest periods, prices and other statistics. It is essential
 
that this office develop export arrangements with various reliable brokers
 
in the U.S.A., Canada, Europe and other potential market locations.
 
Development activities should be directed toward identification of
 
personnel, training and establishment of aprzopriate computer and
 
communication systems. This FEPROEXAH office ,ill be the resource of export
 
marketing activities by vegetable exporters, coo[..ratives, associations and
 
independent investors.
 

An additonal important function of this agency will be to conduct market
 
aualyses of potential export commodities and when feasibilities are
 
detected, promotional activities should be directed toward their
 
implementation.
 



Annex F.4
 

Page 75 of 83
 

Development Activity Requirements
 

A. FEPROEXAL
 

1. Personnel and Activities:
 

a. FEPROEXAII's Executive Officers will aggressively negotiate to
 

expand list of admissible crops exportable from Honduras to the U.S.A.;
 

reduce taxes on imported materials for agricultural production; establish
 

access to foreign exchange for purchasing material for agricultural
 
production; streamline acquisition of export documents; establish approval
 
for free enterprise of air freight systems; and develop temporary storage
 
for perishables at La Lima airport. They will also actively promote
 

ir'Istries to develop export commodities.
 

b. The iorticulture Production Specialist and two technicians
 

will provide technical assistance, information, demutistrations and
 

experimental trials on cultivars and cultural practices, develop methods to
 

improve vegetable production efficiency, work with HARF on plant nutrient
 

requirements and recommendations and rely information to growers
 
associations, cooperatives and potential investors develop teaching
 
materials and training programs, prepare bulletins on recommended practices
 
and promote development of exports.
 

c. The Postharvest Technologist and 2 technicians will provide
 
technical assistance, information, demonstrations and experimental trials on
 
harvesting, handling, curing, cleaning, grading, packing, cooling, 3torage,
 
preservation, loading and shipping. Train graders according to U.S. Grades
 
and Standards. Develop training programs on quality assurance. Serve as a
 
reference source on postharvest practices, food preservation, supplies,
 
materials and export requirements as well as promote development of export
 
industries.
 

d. The Export Marketing Specialist and 2 technicians will
 
generate market information, statistics, strategies and analyses, develop
 
buyers, coordinate containers, shipping and brokers, serve as a reference
 
center for domestic and export markets and promote the development of export
 
industries.
 

e. Clerical (3): Office management, clerical operations,
 

information organization and retrieval, skilled with word processing.
 

2. Supplies and Equipment
 

!;. Office: 3 typewriters, 1 word processor, 1 copier, 2
 

computers, desks, shelves, 1 camcra, library space, and general supplies.
 

b. Reference Materials and Visuals
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3. Training: The production, postharvest and marketing specialist
 
should receive three months training through practical experience programs
 
in U.S.A. and Mexico.
 

4. Travel: Promotional nctiv.tties and negotiations; training of
 
specialists; market development; technical assistance and training
 
activities.
 

B. 	 Comayagua
 

1. 	 Personnel - the present management should extend their employment
 
to 12 months to develop the expansion of cucumber production to
 
initiate okra and onion operation and train farmers on production
 
practices. Fieldmen should conduct trials on onion and okra
 
production. When new operations are established other managers
 
will 	need to be employed.
 

2. 	 Equipment Facilities
 

a. 	 Cucumber sizer.
 
b. 	 Forced air pre-cooling system.
 
c. 	Onion curing room and dryer.
 
d. 	 Onion storage.
 
e. 	 Line for onion sorting and bagging.
 
f. 	 Line for okra, grading and boxing.
 
g. 	 Pallets.
 
h. 	 Drive tLhroglh cold room doors. 
i. 	Trucks for handling produce (2).
 
J. 	 Boxes.
 
k. 	 Computer.
 

3. 	 Training
 

a. 	 2 field production managers for onion and okra production and
 
quality assurance.
 

b. 	 2 packing house managers on personnel management, grades and
 
standards, equipment operatioi, curing and storage.
 

c. 	 Farmers need to be trained on business mangement practices
 
for small farmers and methods of growing quality cucumbers,
 
onions and okra; representative farmers should be selected to
 
visit production operations in the U.S.A. and Mexico.
 

C. 	 Siguatepeque
 

1 
 Personnel-no additional personnel should be required. The
 
horticultural production specialist with FEPROEXAII along with
 
production specialist with Fruta del Sol should onduct production
 
trials on onions and cucumbcrs, teach farmers production

practice3, establish contracts through COhIORSIL and provide
someone to operate the receiving station during the harvest season.
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2. 	 Equipment and Facilities
 

a. 	 Receiving station.
 
b. 	 Cold storage room for overnight and use
 

for export of other commodities.
 
c. 	 Boxes for handling produce.
 
d. 	 Truck to transfer from COHORSIL to Fruta
 

del Sol.
 

3. 	 Training
 

a. 	 Farmers should be trained on production techniques and
 
quality requirements. Rep-esentative farmers should be
 
selected to visit USA and Mexican production operations.
 

D. 	 Quimistan
 

1. 	 Personnel-FEPROEXAH should conduct production trials, initiate the
 
establishment of a vegetable growers association and assist with
 
training growers on production and handling of cucumbers and okra.
 

a. General manager-will play a key role in developing the
 
Quimistan cooperatlve, developing the facilities and managing
 
business and employees.
 

b. 	 Field coordinators (2) will be responsible for training
 
farmers production practices, scheduling operations,
 
arranging for field supplies and equipment.
 

c. 	 Packing house manager will manage the receiving cleaning,
 
sorting, grading, packing and cooling operation, supplies and
 
personnel.
 

d. 	 Pickling manager will develop procedures, facilities and
 
operation of preserving cucumbers and okra for export.
 

e. 	 Clerical (2) to manage office and conduct secretarial
 
functions.
 

ci 
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2. 	Equipment and Facilities
 

a. 	 Receiving station, land and offices.
 
b. 	 Cucumber sizer.
 
c. 	 Cucumber cleaning, waxing, packing line.
 
d. 	 Line for midget cucumbers.
 
e. 	 Okra grading and packing line.
 
f. 	Washer and grader for transfer to brining tanks.
 
g. 	 Water storage.
 
h. 	 Pre-cooling unit.
 
i. 	 Cold storage.
 
J. 	Boxes for handling produce.
 
I. 	 Forklift.
 
1. 	 Pallets.
 
m. 	 Tractors (2) and accessories.
 
n. 	 Sprayers (5).
 
o. 	 Brining tank and supplies.
 
p. 	 Pumps.
 
q. 	 Barrells for exporting preserved products.
 

3. 	 Training
 

Initially the management at Quimistan should work closely with
 
Fruta del Sol; study buying practices, production and plant
 
operations and obtain hands-on experience. It will be necessary
 
for the Fruta del Sol management to provide technical assistance
 
for the establishment of operations at Quimistan.
 

a. 	 Management-training by Fruta del Sol.
 
b. 	 Pickling manager-training or. ireservation techniques.
 
c. 	 Farmers should be trained on production techniques for
 

fresh market and pickling of okra and cucumbers. For okra
 
the production practices are the same for fresh market
 
and pickling while for cucumbers the practices are
 
different. Farmers should be selected to observe pro
duction techniques at Comayagua, U.S.A. and Mexico.
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A1NEX 

LIST OF ADMISSIBLE FRUITS AND VEGETABLES FROM HONDURAS
 

A. 	 The following items are admiss&"le from all countries including
 
Honduras into the entire United States (includes Continental United
 
States, Guam, Alaska, Hawaii, Puerto Rico, and the Virgin Islands)
 
without a USDA import permit.
 

Cannonball fruit
 
Coconut (without husk or without "milk")
 
Cyperus corm
 
Lily bulb, edible
 
Maguey
 
Mushroom (fresh)
 
Peanut (raw)
 
St. Johnsbread
 
Tamarind been pod
 
Truffle (fresh)
 
Watercheatnut
 
Waternut
 

In addition to the above items, other food materials including such
 
items as dried beans and peas (except Vicia faba, Lens spp. and
 
Lathyrus spp.), dried seeds, dried bamboo leaves, dried herbs, and
 
similar commodities are admissible for food purposes and may be
 
imported .Lhout permit from all sources into any port subject to
 
inspection on arrival. Dried nuts without fleshy or leathery husk
 
(exept acorns, chestnuts, coconuts and macadamia nuts) are enterable
 
for food purposes without permit at all ports, subject to inspection.
 

B. 	 The following items are admissible from Honduras with a USDA import
 
permit issued in advance of shipment. Permits are only issued to
 
importers and brokers residing in the United States.
 

1. 	Admissible into the entire United States (includes Continental United
 
States, Guam, Alaska, Hawaii, Puerto Rico, and the Virgin Islands):
 

r 
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Items listed in paragraph A and:
 

Acrocomia Lettuce
 
Allium Lime (sour)
 
Arrowroot Iarang
 
Artocarpus Okra
 
Asparagus Palm heart
 
Astrocaryum Pea
 
Ayale Pineapple (except Hawaii)
 
Banana (no permit required) Roselle
 
Beet Rubus spp
 
Brassica oleracea Rutabaga
 
Carrot Salsify
 
Celery Spinach
 
Ciestnut (treatment required Strawberry
 

see 319.56-2b) Swiss chard
 
Corn, green Thyme
 
Cucurbit (commercial shipments only) Turnip
 
Dasheen Watercress
 
Durian Yam (treatment required see
 
Ginger root 	 319.56-2(m)).
 

2. 	Admissible into North Atlantic ports - (Atlantic ports north of and
 
including Baltimore; ports on the Great Lakes and the St. Lawrence Seaway;
 
Canadian border vorts east of an including North Dakota; Washington, DC
 
(including Dulles) for air shipments):
 

Items listed in paragraph A and B-1 and:
 

Artichoke (Globe and Jeruoalem) Orange (treatment required see
 
Cacao bean pod 319.56-2(d) or 2(p))
 
Chickpea Papaya (treatment required see
 
Cucurbit Section T102(e) of the PPQ
 
Ethrog (treatment required see Treatment Manual).
 

319.56-2(d) or 2(p)). Tangerine (treatment required
 
Husk or mil tomato see 319.56-2(d) or 2(p)).
 
Lemon Tomato*
 
Mango (treatment required see
 

319.56-2(i)).
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3. 	Admissible into South Atlantic Gulf ports - (Atlantic ports south of
 

Baltimore, Gulf ports; Puerto Rico, and tha Virgin Islands)
 

Items listed in paragraph A and B-i and:
 

Artichoke (Jerusalem)
 
Chayote
 

4. 	Admissible into North Pacific ports - (North Pacific ports do not include
 

California).
 

Items listed in paragraph A and B-i and:
 

Artichoke (Jerusalem)
 
Cucurbits
 
Tomato
 

5. 	Admissible into Puerto Rico and the Virgin Islands:
 

Items listed in paragraph A and B-3 and:
 

Chickpea
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"* Movement through South Atlantic Gulf ports, under customs Bond, for PPQ

clearance at North Atlantic ports authorized IF in closed van containers or on

pallets completely enclosed by cardboard or plastic cover.
 

Frozen fruits and vegetables: 
 Freezing is an acceptable treatment for most
fruits and vegetables. 
The treatment involves an initial quickfreezing at
sub-zero temperatures with subsequent storage and handling at not higher than
 
20°F at the time of arrival.
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ANEX 

Recorded U.S. Imports of Selected Vegetables, 1980-1982 
(all units 1,000 CWT) 

1 9 8 0 1 9 8 1 1 9 8 2 
U.S. U.S. U.S. 

Imports Shipments IiI&U.S. Imports Shipments I/I&U.S. Imports Shipments I/I&U.S. 

Asparagus 81 654 11.0% 93 708 11.6% 165 697 19.1% 
Beans 276 1,076 20.4% 201 966 22.1% 170 1,009 14.4% 
Broccoli 25 3,665 0.7% 9 4,090 0.2% 1 4,713 --
Cabbage 275 12,209 2.2% 58 11,613 0.5% 246 10,799 2.2% 
Carrots 1,089 10,713 9.2% 879 10,911 7.5% 1,040 12,011 8.0% 
Cauliflower 89 1,623 3.3% 125 3,089 3.9% 116 3,172 3.5% 
Celery 48 14,675 0.3% 74 16,023 0.5% 102 15,928 0.6% 
Cucumbers 3,238 4,968 39.5% 3,080 4,985 38.2% 2,835 4,619 38.0% 
Eggplant 412 520 44.2% 341 480 41.5% 358 515 41.0% 
Iceberg Lettuce 75 61,001 0.5% 59 58,673 0.1% 82 58,929 0.1% 
Other Lettuce 48 369 11.5% 42 418 9.1% 67 429 13.5% 
Onions, Dry 862 23,622 3.5% 917 22,969 3.8% 1,246 24,665 4.8% 
Onions, Green 428 1,044 29.1% 398 1,118 26.3% 437 1,166 27.3% 
Bell Peppers 1,572 3,859 28.9% 961 4,032 19.2% 1,362 4,278 24.1% 
Other Peppers 319 38 89.4% 358 32 91.8% 476 57 89.3% 
Radishes 152 1,289 9.5% 61 1,328 4.4% 82 1,153 6.6% 
Garlic 244 -- 100.0% 193 -- 100.0% 240 -- 100.0% 
Okra 218 61 78.1% 247 48 83.7% 386 63 86.0% 
Squash 1,002 1,070 48.4% 789 1,064 42.6% 1,165 1,292 47.4% 
Tomatoes 5,973 19,343 23.6% 4,799 19,643 19.6% 5,612 19,219 22.6% 
Tomatoes, Cherry 898 257 77.7% 796 276 74.3% 796 327 70.9% 
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The Investment Climate
 

I. GOH Policy Relating to Export Development
 

Government policies and actions affect the feasibility of developing
 

specific exports in different ways. Export and investment incentives have
 

an across the board impact, except where specific exclusions or special
 

provisions are codified. Government policies and regulations have different
 

effects on specific products and product groups. For example, Honduras'
 

strict mining code and high tax bite on mineral ores had long discouraged
 
investment in the mining sector. A recent revision has helped to stimulate
 

an upsurge in mining investment. The labor code and other legislation have
 

a major effect on the cost of labor for assembly industr'ies. Government
 

regulations regarding availability of foreign exchange affect industries in
 

direct proportion to their dependence on imported goods in the productive
 

process. Government efforts in export promotion also have different effects
 

on the feasibility of developing specific exports. Government failure to
 

provide promotion and representation services can retard export sales,
 

especially for smaller producers who can't afford a major sales effort in
 

external markets.
 

Successive governments have been supportive of private investment in
 

Honduras. Foreign and domestic investors are afforded equal treatment under
 

the Honduran constitution. U.S. firms have been engaged in profitable
 

endeavors in Honduras for over a century. The present regime has strongly
 

encouraged private sector development. It recently initiated negotiation of
 

a Bilateral Investment Treaty with the U.S., and has requested that Honduras
 

be declared eligible for western hemisphere treatment of conventions.
 

Whatever restrictions on investments and trade exist generally result from
 

the regulatory climate more than from the legal structure. The difficult
 

regulatory climate usually takes the form of lack of coordination and
 

conflicting goals by GOH agencies.
 

11. Ihe Investment Climate
 

The Embassy's 1982 Investment Climate Statement contains an ample
 

description of government policies and attitudes toward private sector
 

development and foreign investment. The generally positive environment has
 
occasionally been dampened by abrupt policy changes which dampened private
 

investor enthusiasm (e.g. nationalization of timber in 1974; limitations of
 

the size of private agricultural land holdings in 1975). However, such
 

occurences h ¢e been rare 3nd government policies have been remarkably
 
stable over the years.
 

The GOH currently offers investment incentives that include relief from
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income taxes, import taxes and transaction taxes. The categories and
 
amounts of the incentives and the documentation required to apply for them
 
are governed by the Agreement on Industrial Incentives and its protocols
 
subscribed to by the five Central American countries. 
This Agreement was
 
recently renewed for 1984. Although the incentives are generous, the 
granting of eligibility is a complicated process requiring technical and
 
financial studies and a series of approvals that involve over 30 steps
 
within the Ministry of Economy, the Ministry of Finance and a special
 
Inter-Ministerial Commission, as well as Presidential apprcval. 
The process
 
usually takes from several months to over a year. The GOH recently approved
 
an Export Incentives Law, vhich was prepared with assistance from 
AID-financed consultants. The law provides for GOH issuance of a tax
 
certificate for up to 15% of the value of non-traditional exports, which is 
the approximaLe amount of indirect taxef; paid In the production process. 
 It
 
will be some months before exporters will be able to take advantage of this 
benefit.
 

Lpprovals are needed for many purposes in addition to qualifying for
 
incentives. For example, businesses must register with the Municipality and
 
the Ministry of Finance for tax purposes, and specific laws and regulations

relating to natural resource exploitation also require approvals of planned 
activities. At present, as a result of government attempts to ration
 
foreign exchange, import and export permits must be obtained from the
 
Central Bank.
 

Recommendations for improvement in 
some of these policies and administrative
 
procedures were made by the Presidential Agricultural Task Force which was 
sent to Honduras by President Reagan in late 1982 in response to a specific
 
request from President Suazo. Those recommendations include: improving
 
incentives to encourage private investment and exports; streamlining
 
government bureaucratic processes so that applications by the private sector 
for incentives, licenses, permits, etc., are acted on quickly and 
efficiently; creating an office for expediting and promoting private 
investment and exports; and eliminating the import-export permit system as 
well as controls on foreign exchange.The GOH has taken some steps towards 
implementing the Task Force's recommendations. In June 1983, the GOH 
approved the recommendations regarding new incentives for investment and 
exports and the establishment of a one-stop center for government 
approvals. The Ministry of Economy, with short-term assistance from AID, 
has reduced the steps and time needed for approval of investment incentives.
 

Additional measures have recently been taken or are planned. The one-stop
 
center has been established irn the Ministry of Economy. Implementing
 
regulations for the recently passed Export Incentives Law are being
 
prepared. A companion measure, which will eliminate the high bonding
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requirements which have reduced the feasibility of drawback operations until
 
now, is under consideration. AID-financed assistance is being provided on
 
development of a new Industrial Incentives Law. The tariff structure, which
 
has perpetuated the protectionist industrial structure engendered by the
 
CANM accords, is being reviewed by the GOH. 
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III. SPECIFIC PRODUCT EXPORT MANAGEMENT COMPANIES (SPECO'BO
 

A. What Is a SPECO?
 

The SPECO -,ill be owned by a grouping of "product specific"
 

Honduran manufacturers. The SPECO will act as the export
 
department of the individual firms. (Note: the SPECO model is
 

strulctured similar to Mexico's Export Consortiums which are owned
 
by groupings of manufacturers (foreign-owned or Mexican). The
 

lesson learned from the consortiums was that the manufacturers
 
must make a commitment to the export market and not merely export
 

their surplus inventory. This commitment became crucial in
 
mid-1983, when Mexico's recession deepened.)
 

A SPECO, dependinf, on the preference of a particular firm, 
can ;cit either as the "Exporter of Record," or simply as a 

"Commission Sales Agent" for the manufacturer. As "Exporter of
 
Record" the SPECO becomes the fiduciary agent for the export
 

transaction, pays the manufacturer on an FOB/plant basis and
 

takes the commercial risk for the transaction. The manufacturer
 

should appropriately indemnify the SPECO for any and all product
 

liability.
 

Alternatively, the SPECO acts simply as a "Commission Sales
 

Agent" for the manufacturer by expediting the export transaction.
 
Under this nnroacb, thhe mniifacturer takes the entire commercial
 

risk. 

The servxices of a SPEC() to a participating firm may include 

SOin1, Of the fc)l]*)wit)n : 

2:2.7--#750 V, 



Annex G.3
 
Page 2 of 10
 

1 . Joint Planning 

With the manufacturer, plan a joint export sales 

strategy, which includes: 

o 	 Market identification
 

o 	 Identifying-competition
 

o Defining sales objectives
 

o 
 Determining comparative advantage of manufacturer's
 
products
 

o 	 Estimating a realistic time frame needed to achieve 
the sales objectives defined 

2. 	 Sales Promotion
 

o 	 Appointment of sales representatives (agents/ 
distributors) 

o 	 Advertising in foreign publications, if appropriate
 

o Travel on behalf of manufacturer
 

o 
 Mailing of catalogs and promotional materials to
 
prospective customers
 

o 	 Organizing specialized trade exhibits, e.g., the
 
Dallas Apparel Mart, the High Point (North

Carolina) Furniture Maa:ket, specialized food
 
product shows, etc.
 

o 	 Making firm commitments on behalf of member
 
companies
 

3. 	 Book Orders
 

o 	 Checkinp customer references
 

o 	 Determining and arranging method of participants
 

o 	 Processinp orders to companies, including full
 
instructions for handling and packaginp for export
 

2:2.7--#759
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o 
 Providing company with technical assistance and/or

financial advice to assure delivery of product
 

o 
 Proper quality assurance and inspection of product

prior to shipment
 

o 	 Coordination of customer's inspection and approval
 
prior to shipment from plant
 

0 	 Agreement with buyer prior to processing of an
 
order the type of arbitration to be used in the
 
event of product acceptance dispute
 

4. 	 Coordinate Shipping and Logistics
 

o 	 Booking space on ocean 
going vessel, airlines etc.
 

o 
 Clearing shipment with necessary customs, port

authority and other governmental entities
 

o 	 Contacting forwarding agent to process all
 
necessarvdocumentation
 

o 	 Handling all paperwork regarding collection and
 
payment from client
 

5. 	 Pay or Process Payment to Manufacturer
 

6. 	 Ouality Control Advice and Assistance
 

7. 	 Product Desipn and Standardization Advice and Assistance
 

8. 	 Processinp all Quotes
 

9. 	 Staffin, 

10. 	 icensinf

(Not(,): Items 5, 6 and 7 are product-specific know-how and
assistance that could he provided by FIDE upon request of a
SPECO with the assistance of AID. 

2:2.7--P759IK'\
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B. 	 Requirements of a SPECO
 

The success of a SPECO depends on its ability to satisfy on a
 

sustained basis three constituencies:
 

1. 	 Foreign Buyers
 

The SPECO must serve the foreign buyers by
 
fulfilling their needs and expectations, thereby

gaining and holding the customer's respect and
 
loyalty. The SPECO will need to:
 

o 	 Offer merchandise of true value to the buyer.
 

o 	 Support the sale with appropriate levels of

service/auality and other support activity to
 
the customer.
 

o 	 Achieve a preeminent comprtitiv, positioii in 
each marlk.t served. 

2. 	 Suppliers
 

The SPECO must become the most suitable, most
 
efficient vehicle for Honduras' specialized product

producers to enter foreign markets on a systematic,
 
planned and sustained basis. The SPECO will
 
develop with the manufacturers a united commitment
 
to the "customer" objective mentioned above.
 

3. 	 Employees
 

The SPECO must foster initiative and creativitv of
 
all its personnel, allowing the individual employee

freedom of action in attaining well defined
 
ohioctives.
 

C. 	 Operational Philosophy: Sales
 

The overri~lin, philosophy of a SPECO is one which emphasizes
 

a hiph depree of professionalism with a total dedication an('
 
commitment to sales.
 

2:2.7--#75P
 



Annex G.3
 
Page 5 of 10
 

To achieve an ever-increasing.sales performance, the SPECO
 

must be able to communicate to his customer(s) his commitment to
 

a long term sustdined effort to supply the export market with a
 

quality product, dependable timely service, and competitive
 

pricing.
 

D). 	 What Doe, a SPECO Expect of a Manufacturer?
 

The manufacturer must be clear about his objectives when
 

entering into a relationship with a SPECO. The firm must be
 
prepared to meet the export market's requirements. Some of these
 

reauirements from the perspective of the SPECO are:
 

1. 	 Solvency: Is the manufacturer financially
 
solvent?
 

2. 	 Commitment: Is the manufacturer clearly commit
ted to exporting and to absorbing

the expenses and time required to
 
enter the export market by:
 

o preparation of catalogs
 

o preparation of samples
 

o participation in 	trade exhibits
 

3. 	 Personnel
 
rapabilitv: Does the manufacturer have the
 

personnel (a coordinator) to back-up
 
the SPECO on a day-to-day basis?
 

Z,. 	 C What payment terms will the manufac
turer extend to the SPECO? 

5. 	 Other
 
C)ucstjons: Does the manufacturer have the
 

Quality and quantity of product
 
needed by the export market?
 

2:2.7--V75G
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E. Rationale for Alignment of Specialized Product Export
 

Management Companies (SPECO's)
 

1. Homogeneous Nature of Markets
 

Homogeneous character" of:
 

o Specification and grading
 

o Transportation and packaging
 

0 Sales technique
 

o Market and market trends
 

0 Personality type of buyers 

o Financing and sales terms 

o Dfstfibution systems
 

2. Unified Criteria: Producers/Traders
 

The SPECO and its manager will be totally committed
 
to maximizing the export sales of its participating
 
firms. The manufacturer would be committed to
 
satisfying not the SPECO bitt his own client through
 
the SPFCO. The SPECO merely serves as the conduit
 
to the international market place.
 

3. Acquisition of Foreign Distributor
 

The SPECO's, may in time, justify an offshore
 
office. More importantly, the SPECO may be
 
justified in acquiring a controlling interest or
 
joint participation with an established import
 
distributer in a given market. The individual
 
firms may through the SPECO share in the ownership
 
of this offshore unit. (Such a mechanism has been
 
used extensively by Colombian coffee producers in
 
effecting greater penetration in foreign markets.)
 

2:2. 7--P759IV
 



Annex G.3
 
Page 7 of 10
 

4. Pooling of Production
 

Honduras' individual producers are not now capable

of handling large volume requirements of industrial
 
buyers. The necessary volumes to enter the U.S. 
or
European markets will be created by the SPECO's
 
pooling like production from more than one manufac
turer within his SPECO. This is the case, in many

instances, where the Japanese and Taiwanese trading

firms pool production from competing manufacturers.
 

F. Required USAID Assistance
 

To establish these SPECO's USAID should take the following
 

steps:
 

Provide funding in the proposed Export Development
 
Project for a feasibility study to provide a
 
specific design for the SPECO's. Such a study

would cov.r: 

- priorities for organizing SPECO's for special 
product groups 

- financing arrangements, including equity 
participants 

- organizational structure and management 
requirements for SPECO's 

- staffing requirements and recruitment priorities 

- potential incentives to encourage producers to
join SPECO's such as Central Bank regulations 
allowinp "fast-track" approval of export-related
imports permits and foreign exchange for SPECO
 
imports.
 

Subit,'t to 11w results of the feasibility tlcly,
IISAI P, throtifh FIDE or FEPROEXAH should considcr
providinj, up to half of the first year's operating
budr of prioritv SPECO's. These grants could be 
prov id, ilu-;inj, Operational Program Grant (OPG)
procvdure.. 

2:2.7--11759
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3. The counterpart organization contracted to assist
 
FIDE and FEPROEXAH should provide a long-term

advisor to assist in 
the formation of SPECO's and

such short-term technical consult nts 
as may be
 
needed to provide product-specific prodoction or
 
marketing assistance,
 

G. SPECO Strategy
 

1. Base Product
 

The key requirement for the success of the SPECO's
 
is the correct choice of base product. This

conclusion is based on the experience of trading

companies observed in Mexico, the U.S., Brazil,
 
Spain and Israel.
 

The SPECO should make every effort to prioritize
 
its export effort around a major base product that
will permit the SPECO to "shake down" its organi
zation: 
 With one product flowing successfully into
the export market and a positive cash flow in
 
place, the SPECO should then begin planning for a
 
second major product sub-grouping.
 

2. Personnel.
 

The key to 
the success of an export management/
 
trade company is 
its people. Critical to sustained
 
and expanded 
sales of a SPECO is the skill of the
 
SP-CO's chief officer (buyer/seller/trader/

financer/entrepreneur). 
 This individudal must
 
develop a relationship with given foreign buyers
and the Honduran manufacturers on the basis of the
 
value provided by his services.
 

The leader 
(CEO) of the LPECO will either ht
 
accuired or developed by the trading company.

Candidates for SPECO leadership positions may 
come
 
from participating Honduran 
or foreign companies.
In either 
case, the acquisition or developme.nt of
 
skillful entrepreneurial leaders will be a gradual
 
and difficult challenge.
 

Structuring the inducements needed to 
attract such
 
seasoned entrepreneurial leadcrship will be 
a major

task of FIDE and FEPROEXAH.
 

2:2.7--4759
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Note: Philipp Brothers, the trading arm of Phibro/

Salomon, known as the world's largest and most
 
diversified marketer of raw materials, places "the
 
real strength of the firm in the depth of its
 
individual traders." This strength is coupled with
 
Phibro's belief that once a trader has learned how
 
to trade a given commodity, he can master another
 
with relative ease. ("Inside Philipp Brothers, a
 
$9.0 Billion Super Trader," Business Week, 9/31/79,
 
p. 108).
 

3. Banking
 

A key focus of the SPECO is to structure its
 
financial relationships in such a way as to permit

the SPECO to become the bridge into the foreign
 
market for the Honduran manufacturers who buy in to
 
the SPECO's.
 

A mechanism for building up the equity structure of
 
the SPECO to withstand the rigors of commercial

life is required. Possible equity investors are:
 
Honduran-manufacturers, local banks, foreign

trading companies, and FIDE or FEPROEXAH. Since
 
the SPECO's are in effect new export trading

companies, it will take time for them to establish
 
their track record and credit relationships with
 
commercial banks. A separate study is indicated to
 
determine the most appropriate financial structure
 
for SPECOs.
 

(Note: The complexity of developing these struc
tures argues for a careful go-slow approach to

avoid precipitous actions. The choice of CEOs for
 
the SPECO's is a major step as they will also need
 
extensive financial experience in addition to
 
trading/entrepreneural backgrounds.)
 

4. Foreign Trading, Companies
 

The SPECO can accelerate its development by linking
 
up with a specific foreign tradinp company for the
 
marketing of a specific product. A special effort
 
most be made to avoid giving exclusive distribution
 
authority to foreign trading companies for more
 
than one product at a time. 

Additiona]]v, foreign trading companies may be a
 
source of personnel for the SPECO CEO slots.
 

:2.7--#75(,
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5. Currently Established Honduran Exporters
 

A currently successful Honduran exporter may be an
 
ideal candidate for converting its export depart
ment into a product-specific SPECO. It would
 
qualify as a SPECO if joined by other legally
 
unrelated manufacturers of the same product
 
category.
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1. On Friday, June 15, 1984, representatives of the Post-Harvest Institute
 
for Perishables (PIP) met with Glen Trout and B.K. Matlick of the
 
Agricultural Division of Hershey. The purpose of the visit was to determine
 
their interest in cocoa production in Honduras following Trout's visit to
 
londuras. PIP, with funds provided by the Mission funded the air travel and
 
per diem costs of Trout's visit; no consulting fee was charged.
 

2. llr.ivy' t; Il irv,t In lio d,rnii rn IHtivd nIv(e ri I questions. Why was 
tlct;licy tILt't'L;Ld In lonlduraii (ocoa? What was Lthe currcnL -iouli ul sullly 
for Hershey? What were they doing in other parts of the world? How did
 
they see themselves participating, if at all, in an AID supported project in
 
Honduras?
 

3. It was made clear early in the discussion that Hershey views itself as a
 
food processor and is not interested in production of basic materials.
 
Examples were cited to support this statement: milk is purchased from
 
independent producers; almonds were produced at one time by the company in
 
California but this successful operation was sold; cacoa is purchased by
 
company buyers from brokers. Their own production and direct purchases of
 
cocoa are noteworthy because they are exceptions to the rule and represent a 
very small part of the total volume.
 

4. Their facility in Belize and reported activities in Haiti, the Dominican
 
RIen.blIc, and tlhe Ititerest In Honduras seemed to be counter to this policy. 
The, ,xl a InnI w.,s thit comnpiiy manlgemenI had agreed to I inance a small 
((jWta'1 hIt (h't;g Ilntd 1() o xamil1e tlh, long ftc rnintpply nll niat lon in cocot giveil 
recet1lprodWt lot chliags In Africa. The cot'|pny was willing to make some 
relatively sinal! forays into cocoa production as t means of improving the 
technology and productivity to assure a continuing supply of cocoa beans. 
What they learn in their facility in Belize they want to share with anyone. 

5. The reported results of their work in Belize are impressive. From a
 
average yield of 200 lbs. per acre (which they consider average) they report
 
yields of 2,000 lbs. per acre. The yield increase is a result of improved
 
cultural practices; better pruning, fertilization, pest control, etc. The
 
planting material is the same used through Central America (maybe broader).
 
While thcy are confident of their experience they stressed that application 
in specific sites still requires a period of adaptation.
 

6. Maklick and Trout stress that the technology they are applying (taken
 
from existing publications), and are continuing to refine, will, in their
 
opinion, determine world market shares in the future. The improved
 
management, high input system permits the higher yield. This means, in 
1l i0 Ltechinol ogy will 

2 
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be the survivors. Non-adaptors will not be able to compete with the more
 
efficient, lower unit cost producers. The technology, developed
 
independently, is already being applied in Malasia with impressive results in
 
acreage P::pansion and yields.
 

7. Based on these promising results they are now looking for means to
 
transfer this technology to other countries. Their first consideration,
 
multinationals, proved fuitless. They were not interested. United Fruit
 
Company did produce cocoa at one time but they retired from that product.
 
They have now decided to offer their services to participate in specific
 
projects in countries where the economic and agronomic conditions are suitable 
for the technology. They have been active in a small way in Haiti for about 
two years and recently signed an agreement with the Panamerican Development 
Foundation, VITA, and the AID Mission in Belize to establish a project in 
conjunction with their own plantation. 

8. Based on thi r exl)erl ence In 1laIt I, Bli1 ze and the Doinican Relubt Ic 
(where an earlier non-project approach was tried) the model they are currently 
working with is the following: they will be the technical advisors coupled 
with a foundation, I irm, or local organization to work through a cocoa 
commodity associations with individual farmers. They were emphatic that they
 
do not have the technical experience nor the time to act as organizational
 
development specialists. They will provide a full array of technical services
 
(on a short-term basis) from production to processing. They will provide
 
training in the field and at their facility in Belize to participating farmers
 
and field personnel. They will also stand ready with offers to buy cocoa from
 
producers receiving teechnical assistance but they wmphasized that they do not 
want to be the exclusive buyer. They will make an offer which the farmers are
 
free to reject.
 

9. I shifted the discussion to the specific case of Honduras. They view 
Honduras as a promising supplier of cocoa expanded well beyond the few acres 
now dedicated to this crop. The proximity to Belize is part of the reason, I 
believe, for theirenthusiasm. The agronomic conditions are suitable and their 
visits to production areas confirm their opinion. They were veryimpressed 
with the efforts of one producer. They are also very interested in applying 
improved techniques to the several hectares recently planted under World Bank 
support as they believe that the right program can lead to very quick results. 

As in Haiti and Belize, they would want to be the technical advisors working
 
with an organizational group with the cocoa association. They strated that an
 
initial effort (two years) should be programmed to begin the project in
 
adapting the technology and working with various growers in the association. 
When I pressed them for the cost of the service they agreed that they could 
provide approximately 300 days a year for two years (approximately 1.0-12 trips 
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per year) for travel and per diem costs. No charges will be made for
 

consultants' time. After this two-year period they would have to sit down 
with AID and assess and renegotiate further involvement. The same travel and 

per diL-m1osis for training of londurans in Belize would also have to be 
provided by the project. I told them 1 would report htis to the Mission. 

9. Glen Trout identified what could be a major marketing problem for the
 

project during his last 'Isit. lI ubscrved d transaction between a grower and
 
buyer where the cocoa appeared to have excessive moisture content. The price
 
was approximately 1.00 a poun, equal to the current New York price. The
 

destination of the cocoa was El Salvador. One can speculate that the
 
transaction was motivated by a desire to convert Salvadorean currency into
 
dollars. Tle problem for the project is tnat if buyers from Salvador are
 
wiLling to pay hlhger than market prices for cocoa (discounting their 
currency) then the producer has less of an innrentive to produce a quality 
product to meet the Internatlonal price.
 

10. PIP's assessment is that the Hershey propossal is sound and the Mission 
should make every effort to draw them into the project. They are offering a 
full range of services from production to processing the marketing at a very 
cheap price. The training facility is very close and also cheap. The 
two-year pilot program they propose (working in part on rehabilitation of 
young plantings) Is enough time to assess the financial and economic 
feasibility of the technology without committing the Mission to an expensive
 
long term technical assistance agreement.
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3uly 10, 1984
 

Mr .Arit 1,orry .7.CurI yi-uc.i
 

Dii cl or, USAD/lorrduras
 
T,2-1ERICAN hI1RkSSY
 
Teaucialpa, D. C.
 

Dear Mr. Cauterucci 

In reference to the Export Developnent and Services prcject now being

planned between AID and Honduras, I have discussed wi+_n menbers of --


I your sta.ff the planned activities to increase exports of cocoa, citrus
fru.its, and v(cj(t-ables. 
 On the basis of those di'scu.sions, I am plca:so3
Io ,idvisu you that IMAICAFE intends tn pcrJVide long tIerm sup ,sed i-'.- Ut]uO'C('rS of c-xoa and citu.r-,s f-iI, undieF Ihe prioi(ct. OQar

I, ''l .1iml if) , it 41 
1 1~i('ilx {.]o)} M )11](' ,'l 1Y:.]Vm It- (,1 {,'I d i( . !i\'.1 

ic.pl iA' pt io: s t It.he coffee produceL of Ilouxdkiias. 

A munber of our technical staff and anot her frcn IHCAFE have been sent 
by BANhCAFE, S. A., to the Federacin de Cafeteros de Colombia to -study the citrus fruits program it i!,mplie in thiat country.is wntjjig 

We are also willing to provide fi-nancial assistance to growers of vege
tables for export as long as the technical assistance provided through
the project is effective in making appropiate marketing arrangenents 
and providing technical support to the growers. 

On b-half of iN-F 70FE, I wish to thank you and your staff for the interest you have shown hi favor of Honduras export sector. We are looking
foiward to a continued productive relationship with you and FEPROEYAH
in the impicnentation of this project. 

:itt(''iily, 

.i..RMkRTN N)A 
CGneral Manager 

/. AFI A8 ' '(K).TT ,.121L VA'I4CAL i Hl. iA1 Nie. !.L"Jlit {Y ; u 2- .i224211 
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TEGUCIGAJA'A, r). C., HONDURAS. C. A. 
22-3849 
22-5611 

177-C TELEFONOS: 229730
APARTADO POSTAL 22-0432 

22-2211 

DC 	1o13d984RECE1I~ 

-..... Tequcigalpa, D.C., 13 de julio de 1984 IECI , 

....... . . . ,.::L.1806 

rl , ANTrHONY CAUTERUCCI 

. irector 
V 	 . A.I.D. 

. Su Despacho 

02-.... Muy estimado sefior Cauterucci:
II,23 .... 

Hace unos tres dias recibimos la visita del sefior Felipe 

H?.'.!... jMonteiga, de la sefiora Mary Likar y del sefior Buquin, los 

primeros del A.I.D. y el 6ltimo en representaci6n de
-/ 'dos 
Asociaci6n de Productores Agricolas para Exportaci6n.
la 

tratarnos sobro la posibilidad . El 	motivo do su visita era 
en la 

dc rju nu2-tro Bancc Larticipara como intermediario
ACII. linea de financiamiento que
concesi6 n de cr~ditos, con una 

W1CO ....A.I.D. pondria a la disposici6n de nuestro pals,para culti
 

a la exportaci6n, asi como
 
J0 VOS no tradicionales dirigidos 
0"~ el. financiamiento de Agro Industrias. 

RL':-/ Nos hablaron especialmonte sobre el inter6s que hay ya de 

cc:.U...... invertir en la siembra, procesamiento y exportaci6n do ci

tricos y de cacao.
 

Por medio de la presente deseamos informarles que nuestro 
Ban
 

co con mucho gusto participarla como intermediario para utili
 
forma, al desarrollo de nue
 zar 	este cr6dito y ayudar, en esa 


vos cultivos y, si posible, a desarrollar 
nuevas agro indus

trias. 

quo sicndo el cr6dito agricola bas 
Le expliqu6 al Sr. Monteiga 

por 	su supervisi 6f, sin la 
tante arriosigado y de a]go costo 
cual, so aumnta el riosgo do una wala uLi].izaci 6 n do los 	 fon

dos, nuestro Banco descaria participar con un 
diferencial 	de 7 

Tra
a 8 puntos porcentuales en la concesi6n de los cr~ditos. 

tar6 de explicarle: 

Como ejemplo: Si 	 nos permitiera dar los cr6dia nosotros so 

de inter6s anual, entonces nos gustos 	do estos fondo al 16% 


9% de inte
 
tarfa recibir el pr6stamo pagando nosotros del 

8 al 


r~s anual.
 

/2
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TEG AI.A 1I.C., HONDIRA*\S, C. A. 
22-3849
22-51511 

TELEFONOS: 22-9730APARTADO POSTAL 177-C 
22-0432 
22-2211 

•../2
 
Sr. Anthony CauterucCi
 
A.I.D.
 
13 de julio de 1984
 

El Banco de Occidente correria con todos los riesgos en cuanto
 

a falta de pago d2 los pr6stamos que concederia y por 6so con

sideramos que ccn un diferencial de esa magnitud, parte del mis
 

mo puede tomarse como una prima para autoseguro en caso de mora,
 

con la cual haria-mos una reserva para cr~ditos de dudoso recaudo
 

que nos ayudaria a soportar cualesquiera p6rdidas quo tuvi6ramos 

por falta de pago de algunos de los cr6ditos.
 

reservarla el derecho de exigir
Naturalmente, nue~ztro Banco se 

para cada pr6starno la garantia que considerase adecuada, garan

-

tias quo podrian zer fiduciarias, es decir, personales, hacta 


garantlas hipotecnrias.
 

Lo que sl queremos manifestarle es que nosotros participarlamos
 
intensivo de esos reen, este proyecto con el 6nimo de hacer uso 

cursos para el desarrollo do la producci6n agricola no tradicio

nal dirigida principalmente a la exportaci6n 

Aprovecho la oportunidad para saludarlo y manifestarle, de 
nuevo
 

que a nuestro Banco le gustaria mucho participar 
en un proyecto
 

do esta clase.
 

De usted, su amigo y servidor, 

JQO< .Lf guy.:;SO ARItS 

Gerento General 

JBA :MAY 

cO= File
 

'U,, 
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25 	 de jtai-u de 798j4 
C--) 

C:>
 

Div.Ptmt Agenc-a paia aJ 	 in 
CVezaAvtoto bitea onaC. 


~(f)..Yt E de.6 E~F~,tado6 LUnido.6
Fnmbajada 	 de Am'u'cax 

ro .............. T9u9ap,
 

ir~~o I~ eutirudo .SCRl'YL CatLuccioi tMwj 

DVM eccnoz~ bccv.de .6uSconoc.Zniento que., en ej/LccLo anlpf.ado de ta 4i22o

iJ:, so(-t in~ohWC' & ieacic6n de ate Banco, iwe.6t'a Jwtnta VZ'zectiva. ha.7, clui. 
1M1';*;/M... wu-to .6.iaticc 0nu pitec az paiqa que La AdnULia.LnSupcuLA o' deC. 
r7-.; immwn p/L",cula a JLa cttec6n y opmc.J~i de wi Vcpa.'dmrnento de PhomiocJ~n 
C::':. y F,. .L- t Aqitco.&i, et~ cuaC e.&c':cd bajc La d-&kcc6n deC LUcejt -

CI..... . * cU'Lzdo CGw.Vato A. ZcCcua Chidve., Ecoiiom-iAtct A9WLCo&a Aeci~eiitemni. e. ceviw-
C1i' I60d (?IYieE' y 	 f' (Aul1icod( CO(1C iLV(zAv6.itIJ, qCim .Ucnc y((Jlavaizt1l1 CI d a 	 i 

eti' 	 ,*I ''( u~%acbmot. q ue a. Aqnclca pa~to VPU.J Wit (v7i .(C/al.('1 

ii~u:... w6-e~d acc,:,adomiiute ditigie, tiele 4w'1o inteA6&5 eaJcaUza.Z AcWLujh 

11RD/I. ... 1 aa'~~kt de & act~idad agkopecLutika. eytnuLest.'La, uL&C.Lzandu ta 

"-'I banea p,,lX'ada hoiidwLeffa. No,6okoi. marnoz en poz.(.&6np dc. o~u.eA a .6 

1,.7te to.6 £cvLiio. de ete B~anco pata Za ejecuc,.Cn de e.6a. idea's y muLhow 
noz stcuLf ctUzwut pe/uonwaniente cop, wuted asp,,.ctos concueto.6 detf. .te
ma. 

J~~.I' to/LLexpLueuto, muif aenamente no.6 polunitnim.s zoftc.Umte.C w~a enttL'.6. 

~JL,.:. ':al eni La 6echa que uzted tcengac a bicn zeiivat, patta et pkop66ito mencLo 

I 	s~i~au~,pIIL~t~(~u~VaJLy aqJ;1aleciZfndote Au atcn&6n e2 

elioto .. cbob'osde u.ted,, cmIdiatmnnte. 
oT~irrL.. 	 a Lp'eele,ni 

rnmh. 

582-	 O//*.'. 7 Ix, - C-ZSfeX 120Z Y73r*olha-CaUe. ,wij 19111e2r e.)0. 
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CITRUS DEVELOPMENT CORPORATION DE C. A. 
HONDURAS 

Julio 1.9, 1.984
 

Dr. Felipc Manteiga
 
Oficinas A.I.D.
 
Embaj ada Americana
 
Tegucigal pa D.C., londuras
 

lear I:elipe: 

'liaunk you (or your continued iterest in our proj('cts. As you requested, I ml
 
stmding >ou a letter of our iitentions and projects here in londuras, with a few
 
comments of my own included.
 

THie principal development policies of our company were set up inaccordance with
 
the guidelines voiced by the Reagan Administration; e.g. establishing industries
 
in the Caribean Basin area and assisting the host country in their economic devel
opment.
 

With the formation of Citrus Development Corporation of Central America, Inc.,
 
(C.D.C.) Griffin & Brand of McAllen, Inc., has taken this policy a step further.
 

C.D.C., inplace of buying large land holdings and groves, are contracting with 
the local growers for the purchase of their production on a tonage basis. The 
purchasing price negotiated with the growers is almost twice as much as the price 
offered by other local companies. C.D.C. also offers technical assistance at a no 
cost expense to the growers. C.I).C. recognizes that if the citns industry is to 
IC :i C.',:, ! ii Il dlihr; , Ic'liiill ues 01nd S:t; ailrd:s m11:;1 bW e:; :blllislCdI t echni(ln
an11d tha thc grower 11:ist be lllt ivltLd to tlake care of his groves by the 1)rOsl)ect 
ol, pr(fl'it llbility. :'r (flital)iity can only he obtained when there is a readily 
ava ilallIc malrket w C. rovides.1 ih pI).C. 

Wlr ma,jor ope rat ion is located in San Pedro Sula where we are refurbishing an 
alai idonc-d processi n- plant that has been closed for the last eight years. The plant 
will be able to process 36(0 tons of fresh oranges per day. Future plans call 
for processing the ornrage oil, processing grapefrui.t sections and processing the 
waste peel For :an:imal feed. 

C.D.C. Ilans call for the planting of 20,000 manzanas of oranges in lHonduras. 
C(1).C. will be participating with the private landowners in a 15 year joint 
X'enlitre proj cct %deiueC.I).C. %,il I supply trees and materials and advance monies 
for the development of groves. Thereafter, C.l).C. will partic:ipate on a partnership 
basis in the product ion of the groves. 

Also included in these projections is the establishment of two orange tree nurseries 
to supply the trees. We have contracted with the private sector for the establish
ment of 30 ;icrc,s of ni'ser ics of which we presently have 146,000 trees planted. 
'roJcc ted p1lnt ifigs is For 375, 0( t rees per nursery. Al I trees wi 11 be cert i fied. 

Km. 4, Carretera a Puerto Cortds - Apartado Postal 850 - San Pedro Sula, Honduras, C. A.
 
Teldfonos 52-67.54 52-67-55
 

http:52-67.54
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Also, we are currently installing in the Bajo Aguan area, a packing operation for 
grapefruit with the capacity of 1,600 boxes per hour. Because of the poor care 
and maintenance of the groves in that area over the previous years, production
 
will be limited to approximately 90,000 boxes this season. However, with the
 
proposed technical assistance, chemicals and fumigation machines that we are
 
advancing to the Aguan area, we expect to see a 100% increase in production for 
the following year. 

We have also increaded the size of the packing building as itwould not a accomo
date the machinery. 

As you can see Felipe, C.D.C. isundertaking an agressive and wide ranged project
 
in llonduras. All financing for these projects comes from the States and no finan
cial credits are being requested. 

During my short time here in Honduras, ti has become apparent that the most impor
tant development needed is a centralized, well organized infrastructure of
 
technical assistance to the growers; e.g., assstance in chemical and fertilizer 
applications and uses, availability of machinery (and reasonable prices for that 
machinery), an extension 3ervice For soil, tissue and other annalysis and improved 
road systems for transportation. The dirt roads currently servicing the main 
producti on areas in londuras could be improved 100% by simply maintaining them on 
a monthly basis with road graders. 

elements lead to a renewed interest in citrus production byAll of these basic 
facilitating the possibilities of profit, the basic element for motivating 
production. 

Altough C.D.C. has had (and is still having) suibstancial problems with bureaucratic 
procedures in the establishment of it operations and importation of its equipment, 
we feel the potential for successful business relations in this country are tremen
dous.
 

Sincerely,
 

niV Ome 

13.DERALD 4MA 
GFNERAL MANAGIER C. 

C S/Lsdr 

CC: FILE 
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I. 	 Relationship of Research Foundation to Export Promotion Project
 

Research findings and ongoing research to improve varieties, cultivation
 
practices, and methods are essential to the success of the Export Services 
Deve IojlmieL 1'rojvct . Id(e.illy, an institutjoi.l structure to provide these 
requirements could be In place before a 'Wjo ag. export promotion would 
be undertaken. Unfortunately, this is not the case. USAID/Honduras is 
sinituIltalnouSly addressing both the research "1nfrastruct tire" )roblem 
through the Honduran Agricultural Research Foundation (522-0249) and the 
export agriculture problem (through this project), an essential strategy 
if Honduras is to exploit fully the CBI opportunity.
 

Simultaneous development requires a careful integration of both projects
 
to ensure that:
 

I. 	 Individual commodity systems are not promoted until an adequate 
knowledge base Is available to assure reasonable prospects of 
profitable operation. This implies that some CS otherwise 
attractive will not be promoted until the necessary knowledge 
base is developed. The CS qualification process addressc3 this
 
problem by establishing a formal procedure for consideration of
 
'all aspects of CS "Adequacy", including the knowledge base.
 

2. 	 The research agenda of the Foundation is defined in light of
 
practical prospects for successful export agriculture.
 

3. 	 The growth and development of Foundation's programs staffing, 
and operations are planned and managed to emphasize activities
 
supporting CS with significant prospects for easly profitable 
export operations.
 

4. 	 'Lt c ii(ll-resca rcl act IvitIes of th(, 'Export Se r vi (,s Dev oplmn(ll 
Project racks the same priorities as research activities, for 
exam pl e: 

a) 	 TA and tra Ini ng programs shoul d be developed first for 
QCS and soon to be qualified CS. 

b) 	 The information system development process is managed
 
to provide as much technical information as possible
 

for QCS as soon as possible leaving support of other
 
CS for future development.
 

c) 	 Grower Association development and support service 
operations will allocate more resources to operations
 
affecting QCS and near QCS than operations benefiting
 
CS unlikely to be qualified In the immediate future.
 

IA 
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A prioritized CS list should be incorporated in the development of 
the
 
Foundation research agenda and institutional development plan. However, it is 
recognized that it is the Board of the Foundation, not the design teams for 
the two projects which will make the final decisions on the Foundation's
 
program. As the two projects follow somewhat different decislon-making
 
processes, the design teams for the two projects have consulted and have
 
agreed to the following formulation:
 

The FouiidaLioii pLIo cct establishes a permanent InsLi LutLonal inlrasLructure 
for research in Honduras. It is designed to do research and provide TA and
 
training with heavy emphasis on activities supporting current and "near
 
I uture" ,igricul rural operall ns as distinguilshed Irol hasic p)lant and sol I
 
science. As much, the relationship of tile Foundation to export agriculture

will be very close. The Foundation will be more like a U.S. University 
Experiment station than an international research center such as IRRI or
 
CMIM iT. 

Both 	the Foundation and Export Projects address NTEA. 
Both projects involve,
 
albeit from different perspectives, research, technical assistance, training,

and information services. The commodity systems of interest to the two
 
projects are largely if not entirely the same. 

While substantive areas of interest are essentially the same, the 
decision-making process and related institutional Imperatives of the 
orginizatloiis Involved arc different and shotili he, gi vIII thil puirpoSe 0I tile 
organizations ;and their supporting projects. 

ProjUct decsign learns for tle two projects consulted in dCpLli on Ilese matters 
and reached the following conclusions: 

1. It is expected that major export opportunities and major areas of
 
research interest of the Foundation will coincide. 

2. 	 It is not institutionally appropriate to define a list of research
 
pricrities supportive of the Export Project at this time.
 

3. 	 Close administrative and operational coordination of these two
 
projects will assure direct, measurable benefits to Honduran farmers
 
and their families, processors, shippers and traders/exporters within
 
a short period of development. Without this serious attention to
 
coordination and mutually agreeable assignments, confusion and
 
needless duplication of resources might result a coordinating
 
commit tee will 
be formed immediately upon project authorization.
 

4. The Export Project wll define research needs of commodity systems
 
under consideratLior and steps to initiate work on these systems under 
consideratfiui,dd steps to initiate work on these problems. The
 
Foundation will be the preferred source of 
research and technical
 
assistance for the Export Project. 
 The Export Project through its
 
agricultural Implementing agency, FEPROEXAHI, 
will make every possible
 
effort to raise the necessary funding and procure these services from
 
EIIIA. 
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5. 	 Quaflty assurance support (i.e. soil analysis; plague control 
measures; frtilizlr foniiulaes) is perceived as an inmediate area of 
complementarity between both projects.
 

The Mission believes that this approach provides a flexible but
 

operationally sound approach to the management of the intricate
 

relationships between the two projects. The following chart identifies a
 

number of these relationships and illustrates the necessity for careful 
integraLion of the two programs. 
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RELATIONSHIP OF EXPORT PROMOTION PROJECT TO FOUNDATION
 

Export A&. System 


Deflnes location of 

production
 

Propagate, cultivate 


Applies 


Applies 
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Support Services 


User 


User 


User 


Generates production 
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User pays for 

performs & defines 

programs 


Enables production 


Enables export 


Support growers 


User charges help finance 


Inform marketing 

process 


Inform production 
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Qualify access to 
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Plant varieties 
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Research agenda 
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production problems 
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Improve through
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Market intelligence 
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Influences programs
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Provides input &
 
performs
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NON-TRADITIONAL AGRICULTURAL EXPORT DEVELOMENT (NTEA) 

I. The approach to NTEA in Honduras has the following features:
 

1. 	 The project concept is that of a market-driven and private sector
 
implemented program.
 

2. 	 The commodity system approach is used as an analytical methodology
 
and a design structure. Each crop or crop group is viewed as having
 
unique characteristics requiring specific analysis and implementation.
 
Each CS is composed of numerous factors from adequate soil and water
 
conditions to specific market requirements.
 

3. 	 Resources are provided to initiate a process wherein private 
enteorprise can access all factors needed for profitable operation
 
within a CS. 

4. 	 Private sector management is rigorously required to acquire project 
resources at three operational levels: 

a. 	 the commodity system
 
b. 	 the line operation
 
c. 	 the transaction
 

5. The commodity system level is the overall set of knowledge, skills,
 
institutions, practices, and resources necessary for profitable 
production and marketing of a crop. CS support services such as
 
technical assistance and training as well as constituency
 
representation and investment promotion activities are managed by
 
FEPROEXAH, the confederation of grower's associations.
 

6. 	 The line operation is the chain of grower-processors-shlipper-marketer 
which moves a flow of product from the consumer. In addition to 
management within each enterprise participating in this chain, a key 
managerial function is performed in coordinating the flow and assuring 
each participant knows the requirements of the market and meets them. 
This coordination function (which may be enforced by contract, 
rejection of non-complying product, or by direct management within a 
firm) is called the "channel captain" function. Project resources are 
not available to operations lacking the "channel captain" feature. 

7. 	 The transaction, for purposes of the project, is an individual 
contract or production marketing operation involving the use of 
financing and other services provided or facilitated by the project. 
Private sector resources must be at risk in any transaction using 
project resources. Risk limiting devices are contemplated by the 
project to induce bank participation. But all transaction financing 
m,.i rer in ion(, v ,leirnentof risk to test the m rktt' H apprni n1 of thf, 
prullLablity of the operation. 
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8. 	 Three commodity systems representing three categories of NTE 'kare 

selected for initial operations:
 

Cacao - improve quality and expand production to 6000 tons. 

Citrus - expand production by__1_ 00 hectares 
Vegetables- okra, onion, cucumber rotations in three locations. 

9. 	 This project involves the creation of open, efficient market-driven
 
commodity systems for NTEA. This implies that many individuals and
 
organizations must learn skills, knowledge, and behaviors which are
 
either wholly new or not well understood. The very core of the
 
project is technical assistance and traning. The TA/training (TA/T)
 
system proposed is managed by FEPROEXAH which will contract with a
 
number of institutions and individuals for TA/T services. The key
 
figure in designing a program which will work is the Director or
 
Program and Staff Development in FEPROEXAH. Under his overall
 
coordination, training programs will be developed with El Zamorano and
 
consultants for growers, technicians, FEPROEXAH and grower association
 
personnel, bankers, and government officials. The technical
 
assistance program will link sources of TA (including the Foundation,
 
CATIE, U.6. University, and consultants) to crop specialists in
 
FERPEOXAH who in turn support field technicians from the
 
associations. "Channel Captains" will demand that TA advice is
 
followed because markets will reject non-conforming produce. Banks
 
will 	quickly weed out growers who fail to comply with TA advice from 

further consideration for credit. This program makes heavy technical
 

demands on participants and builds in mechanisms to help assure that
 

such demands are met by those seeking project resources. Wile this
 

approach is rigorous the market would quickly filter out those who do 

not comply-and do so at higher cost. The NTEA market is a strict
 
taskmaster. The project will assure that participants know the 
market's demands; know how to meet those demands; and have resources
 
needed to meet those demands. But non-compliance is tantamount to
 
commercial failure and waste of project resources and will be treated 
as such. 

A system of technical assistance and training is established based in
 
and managed by FEPROEXAH. This system involves at least one technical
 
specialist for each CS based and supported in FEPROEXAH (until
 
transferred to the interested grower association). Each specialist is 
supported by two technicians. The specialist/technician team will 
form 	 the core TA unit. The core teams will be supported by short-term 
experts and by a training staff and program which will train
 
technicians (generally agronomos), growers, and others such as bankers
 
and government officials. The Panamerican Agricultural School, among
 
others, has agreed to participate in the treaining of technicians and
 
agronomo s.
 

CI 
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10. 	Development of individual growers associations is promoted. Transfer
 
of TA support functions from FEPROEXAH to the associations is 
contemplated so that ultimately FEPROEXAH will perform constituent
 
representation, information, and investment promotion functions
 
leaving technical leadership in the hands of the individual
 
associations for their respective crops.
 

11. 	 Close coordination between this project and the Honduran Foundation
 
for Agricultural Research ("FHIA" or the Foundation) is viewed as 
essential.
 

12. 	 FEPROEXAH funding is limited to five years with further support to be 
considered in light of emergent conditions and institutional 
performance. A requirement of self-financing by FEPROEXAH is not 
recommended. However, significant contributions to its budget through 
user charges and various other charges and fees should be required. 

13. 	 Adequate project support and evaluation at the USAID level will be
 
essential for effective project implementation.
 

14. 	 The project initiates a dynamic and unpredictable institutional and 
system growth process. A high degree of flexibility in activities and 
supporting funding is deemed essential in keeping with the principal 

of 8 market "as expressed through private enterprise activity should 
determine the ebb and flow of project activity. The project should 

act as a vehicle for directing support to commodity systems within 

which market-oriented private enterprise operates. In principal, the 

project should not direct the flow of private activity. While this 

principal is impossible to be followed in all cases at all times (and
 

especially at the outset since the program must arbitrarily, albeit
 

rationally, start somewhere) development over time should follow
 

rather than lead open market activity.
 

\ . 
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COMMODITY SYSTM DEVELOR4ENT 

This project is based on a commodity system (CS) approach to export 

agriculture development. The "commodity system" is the entirety of the 
knowledge, goods, and services involved in growing a crop and moving it to its 

ultimate consumers. 

The commodity system approach recognizes that each crop is not only 

biologically unique, but also has many unique characteristics in production,
 
post-harvest handling, and marketing. Successful export agriculture requires
 
that all cemponent elements are in place to help the growers deliver the right 
quality produce to the right buyer at the right time.
 

A "Qualified Commodity System" (hereafter "QCS")'is a CS which has been
 

determined for purposes of this project to incorporate all factors required
 
for effective grower-investor operations and therefore to be a suitable 
subject for investment pr-omotion and use of the resources of this project. 
This positive list procedure is considered essential to keep project resources
 
focused in areas of relatively high probability of cost-effective, profitable
 

export operations. 

The methodology for "qualifying" a commodity system for access to project
 
resources involves the in-depth examination of current conditions of the CS;
 
identification of problem areas; and the definition of a set of conditions
 
which would reasonably assure growers, buyers, and investors of the
 
institutional, technical, and operational base necessary for successful
 
cultivating and marketing of the CS crop. When deficiencies exist, the CS
 
:iLalysis defines development activities to correct the CS defects.
 

This project provides resources to analyze commodity systems, identify CS
 
problem areas, and address the problem areas Identified. One "output" of the
 
project in this sense is QCS' s. 

The Commodity Systems Approach concept incorporates an analytical methodology;
 

a set of assumptions about how agricultural development takes place; and a
 
managerial technique to guide planning and implementation.
 

The analytical mc.th d-lngv is that of the examination of each and every 
significant step and component 9f activity in cultivation and marketing of a 
given crop or set of crops. Te set of assumptions in the CS approach is 
essentially that all significant fictors can and should be identified and 
considered when attempting to promote development of crops; in short, the 
master assumption is that no significant assumptions are admissable. 
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In contrast to traditional approaches to agricultural development which
 

focused attention on production problems and assumed that markets would absorb
 

product on terms acceptable to all market participants, CS approach examines
 

each link in the chain of elements necessary for profitable agriculture from
 
preproduction agronomic and market research to final consumer acceptance.
 

The managerial technique follows from the analysis by identifying all real
 

obstacles to successful cultivation and marketing and taking action to relieve
 

the constraints identified. Once all significant constraints are relieved,
 

the whole commodity system can be opened to broad-based participation. The 

crop becomes potentially profitable to a large number of participants: not
 

only large operators with the capital and know-how to put together under a 

single management all the necessary elements for successful operations but 

also small operators whose capital and knowledge limitations necessitate that 

they obtain services in an open market. The objective is that of an "open 

system," not a "closed" organizational solution to an agricultural objective. 

It is, of course, possible to conduct export agriculture by means other than
 

the CS approach. Indeed, many developing countries have experienced the
 

classic model of enclave agriculture where foreign companies invest heavily in
 

"intensive agriculture" plantations and export only the product of those
 

plantations to their distribution units overseas. Variations on the theme of
 

commercial and technological exclusivity are common such as verticial
 

integration of corporate agribusiness operations and a trading company
 

exporting for a few lrge growers leaving others, particularly smaller growers 

effectively outside the export market.
 

While one or a few growers can indeed define a mechanism to assure successful
 

marketing of their own products, the potential for wide participation in 

export markets can only be opened by the establishment of commodity systems of
 

the type described in this paper. When the policy environment is right and 

the necessary services are available in the system the grower can concentrate 

oi management of his own resources and use of his own expertise Thus, the CS 
approach facilitates entry into export markets and efficient exploitation by
 

growers and investors of their comparative advantages in export agriculture.
 

Management to coordinate disparate independent units and activities in a CS is
 

the crucial factor in NTEA. The importance of knowledgeable management in a
 
commodity system is recognized and rigorously insisted upon at several 
levels. At the CS level, grower organizations (in this case, FEPROEXAH) 
perform a managerial role in promoting improvements in policy, facilities, and 
support services. At the line operating level, the project incorporates the 
"channel captain" concept to assure the existance of a managerial nexus in the
 

complex firm to market chain. The "channel captain" assures that all
 

pirt IcLipails In the operation know and comply with the strict requirements of 
the market (such as quality control) and the operational implications of those 

market requirements (such as rigorous cultivation practices). At the 

transaction level, the entrepeneur or manager performs the management role 
with an independent review by the bank which participates in the transaction 

risk. 

I,.
Nv 
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Credit resources of the project are available only for use in qualified line
 

operations within qualified commodity systems in which all participants are at
 
risk.
 

Other commodity systems of interest besides the three addressed by project 
will be analyzed by competent experts (following generally the methodology 
used 	in this PP); constraints to effective agriculture exports identified; and
 

subprojects developed to add these new CS to the program. 

ii) 	 What are the CS opportunities open to Honduras? 

Some 	products have been identified as potential export crops but the most
 
likely candidates for expansion are winter vegetables such as cucumbers,
 

melons, onions, and snow peas; citrus fruits such as ruby red grapefruit
 
and persina lime; cacao, annual fruits such as papaya and pineapple;
 

tobacco, and fish. The most likely new commodity systems are tree crops
 
such as mangoes, avocado, and macademia nuts; spices and aromatics, such
 
as cardamon and allspice; and specialty crops such as cassava and plantain. 

A number of technically interesting opportunities (such as green beans and
 

egg plant) are currently denied entry to the United States for various 
reasons including the fact that USDA has not been asked to allow the
 

import. (In the project development process, PIP initiated requests for
 
import reviews by USDA for green beans, egg plant, and bell peppers). The 
possibility of future changes in USDA policy offers additional
 

possibilities for export diversification.
 

iii) 	Criteria for Selection of CS for Development
 

The following criteria will be applied in selecting new CS for
 

qualification for access to project resources:
 

1) Technical suitability for profitable cultivation and export
 

operations.
 
2) Evidence of market interest in the product coupled with interest in
 

production interest by Honduran and foreign growers and investors.
 
3) Employment generation
 

4) Feasibility of alternative markets for less than perfect produce
 

(i.e. risk minimization).
 

5) Relatively low foreign exchange input requirements
 

6) 	 Other critical criteria such as weight to volume ratio or 

transportation costs significant marketing advantages, market window, 
CBI benefits versus other countries. 

-U...
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The profitability, interest, and significant employment generation
 

criteria are dominant concerns and must be determined to exist for CS
 

qualification. Alternative markets and low foreign exchange component and
 

other secondary criteria may affect a qualification negatively if the
 

primary criteria are met only marginally.
 

iv) Implementation of CS Development
 

FEPROEXAH will implement new CS qualification studies as appropriate and
 

if necessary develop projects to support selected CS.
 

III. C. Project Activities
 

2. Commodity Systems Development in Honduras
 

The Commodity Systems approach developed in this project is
 

based on Honduran experience it is not a theoritical model
 

introduced without precedent. Rather the model builds on
 

learnings from earlier successes and failures in NTEA.
 

Successful penetration of export markets will require a strategy
 

that addresses each link in the production-marketing chain. In
 

the developing world, successful agricultural production and
 

marketing schemes in the international arena have historically
 

been vertically integrated-- the entire
 

productlon/proces ing/marketing chain under single ownership
 

(agriculture enclaves). Successful operations in Honduras,
 

prior to 1970 were operated in this manner under the ownership 

of large multi-national firms. These firms owned and operated, 

directly or through subsidiaries, land, transport systems, 

communications, and processing facillties, and employed the
 

technical (including research), operational, and mangement staff
 

to produce commodities for a specific profitable market.
 

Recognizing the profitability of selling in the U.S. market,
 

other export attempts have been made over the years. Few
 

successes survived and the failures can be attributed to the 

inattention or inability of individual entrepreneurs to address
 

all links in the production-processing-marketing chain. Disease
 

or inappropriate cultural practices resulted in produce that
 

could not meet market standards; processing resulted in damaged 

or high percentage of rejects; transportation services were not 

available at the right time; produce arrived in the U.S. when
 

competition from domestic or other foreign suppliers was
 

intense; payment to growers was delayed or neglected. These and
 

several other reasons made ventures into export operations
 

highly risky and usually failures.
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Beginning in early 1970's, a different model appeared.
 

Initiated by one of the large multi-national firms but outside
 

the corporate structure, an operation was set up to export
 

melons (a non-traditional export) from private growers and
 

cooperatives in the Choluteca area. Somewhat later, another
 

operation was started in the Comayagua Valley to export
 

cucumbers. Valuable lessons can be extracted from those
 

experiences. 

These two projects in Honduras, botb approaching their ninth
 

operational year, have succeeded vnere many others failed.
 

Although both projects still have some shortcomings when
 

critically analyzed, both are viable organizations. Projections
 

indicate ever increasing plans for expansion and diversification 

with improvements in agronomic requirements, postharvest 

practices and marketing. The two projects, although of 

different design, had several almost identical features. 'lle 

most noteworthy of these and the one that had more direct 

bearing on their successes, was a system of strong dedicated 

central management. Another very similar feature of both 

organizations was that they were totally open for participation 

from small and medium growers, cooperatives, private or agrarian 

reform units, idendependent agrarian reform farmers (aoentados) 

and even a few large entrepreneurs. Both have small, highly 

qualified, carefully selected elite staffs. 

The two projects are Fruta del Sol, now a producer/shipper
 

cooperative located in Comayagua and PATSA, a five-party
 

producer/shipper organization located at Choluteca.
 

PATSA, a subsidiary of United Brands Co. (UBCo.) initiated operations after a
 

series of meetings with the Minister of Natural Resources, the Director of the 
National Agrarian Reform (INA), and the President of Banco Nacional de Fomento
 

(now BANADESA). During this period, meetings were also held with producers
 

and producer groups in the Choluteca area. PATSA had already undertaken 

agronomic ieseach trials with SIATSA, now to become the research Foundation.
 

Various areas in Honduras, including Choluteca, were tested for their 

suitability to produce some of the cucurbits, i.e., cantaloupe, honeydew and
 

watermelon. Agreements reached in original four-party contract provided that 

the participants would be responsible for the following:
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1. 	BANADESA production financing (the only prerequisite for
 
producers was a participation contract signed by
 
PATSA) 

2. 	MNR supply of a limited amount of tractors (5),
 
equipment and a cadre of selected agronomists (5)
 

3. 	INA land in Choluteca for receiving/packing shed and
 
construction of shed and outbuildings
 

4. 	PATSA seed and other inputs (some chemicals,
 
fertilizers, technical training (including MNR
 
cadre of 5), purchasing, treating, classing,
 
packing (packaging materials) over-land freight to
 
Puerto Corts, marine freight to U.S., sales and 
project management. PATSA also agreed to purchase
 
all equipment/machinery required in
 
receiving/packing shed. 

The producer cooperative agreed through a separate contract (same used for
 
obtaining production credit) to: (1) plant a specified number of hectares to
 
cantaloupe, honeydew, or watermelon at a specified date, (2) follow agronomic
 
practices, outlined in writing and supported by PATSA trained agronomists of
 
the MNR and (3) deliver export grade produce to the packing shed. The 
majority of this producer group formed a producer cooperative, CREHSUL. 

PATSA agreed to pay INA a rental for use of their well constructed PATSA 
designed packing shed. The annual rent was paid by transferring 20 percent of
 
the packing shed equipment/machinery value per year. At 5 years the building
 
and contents would be owned by INA. It was also agreed in original contract
 
that INA, after the fifth year, would sell the building and contents to the
 
producer cooperative at the fully depreciated value. PATSA's additional
 
responsibilities were:
 

1. quality maintenance 

a. produce equal to USDA standards
 
1). milnflium weetnetis (brix level)
 
c. 	 quality, cost, and availability of packaging materials
 
d. 	 postharvest practices-- proper container stacking, cooling, humidity
 

and temperature 
e. 	 training-- of all plant, infield and transport personnel-- quality
 

control system
 
f. 	 control of ag chemicals used
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2. management
 

a. staff and plant payrolls
 
b. accounting - cost - inventory controls - projections, budgets
 

c. communication system-- with staff, shed, markets, transporters, and
 
GOH agencies participating 

d. training-- mid-level management 
e. informing GOH participating agency heads on a regular basis 
f. personal relationships with producers 
g. logistical planning/coordination 
h. contractIng/purchasing all inputs, transport (sea and land) 

producers, research 
i. services, etc. 

BANADESA collected over 88 percent of all production loans the first year plus
 
some old loans made to agrarian cooperatives. Fruit accepted for export was 
paid for by PATSA every two weeks. During pay day period, BANADESA placed a 
man just next to PATSA's paymaster for collecting portions of production 
credit. 

PATSA has grown from a meager 200 ha in 1976/77 to over 1,200 ha in 1983/84 

season when some 95,000 boxes (slatted wood, 55 lbs per box) of cantaloupe, 

58,000 crates (cardboard box - 30 lbs per box) of honeydew melons plus over 

4,000 boxes of watermelon were exported to U.S. markets. 

The melon project should expand to some 1,700 - 2,000 ha and PATSA is 

prese,itly studying/investlating a group of vegetables for more 
diversification. 'Ihey are now using a hydrocooling unit for pre-cooling 

melons as well as some other vegetables. It is estimated that over 3,000 

workers are involved In this project. PATSA markets most produce through Sun 
World in Florida. 

The Fruta del Sol cucumber project was initiated by tie GO and financed by 

USAID with United Brands (UBCo.) The Standard Fruit Co. (SFCo.) was 

contracted for technical assistance. UBCo. was dropped the second year and 
SFC continued until 1982. Current Fruta del Sol Cooperative management 

developed out of the SFC management and technical assistance team. One of
 
Fruta del Sol's outstanding abilities is their ability to transmit technical
 

assistance to participating growers. 

Fruta del Sol has grown from less than 20 ha to over 05 ha, exporting 79,500
 

boxes (55 lbs cardboard) of top quality cucumbers to U.S. markets during the
 

winter of 1984 with 25 growers participating. Plans for 1984/85 season
 

indicated yet another large expansion to 130 ha with a minimum of 50
 
producers. Fruta del Sol manages the packing shed, marketing, grower
 

contracts and provides credit, supplies and technical assistance. All
 
shipments recently have been to Six L's (Florida brokers with an excellent
 
reputation) on a consignment basis. This project is a viable operation as
 

viewed by its continuous Improvement and aggressive projections.
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This cooperative, like PATSA, needs research backing and diversification. The
 
problems of monoculture, i.e., nematodes and viruses, were mure prevalent in
 
1983/84 than in previous seasons. Other current requirements are less 
expensive refrigerated transport with more frequent sailings. Some mel:hod of 
pre-cooling is an immediate need for reducing water loss and prolonging
 
shelf-life.
 

These two model export projects are specific concrete examples of a

"vertically coordinated" commodity system that have stood the test of time and 
adversity. They should be built upon and replicated as well as made known to
 
potential investors, bankers, educators, and promoters of Honduran ag export
 
programs. Both projects still need assistance, as described above, which
 
should come from technical support services of this project and the expanded
 
research laboratory at La Lima, the Foundation. 

The projects have worked and continue to work. This experience in Honduras
 
illustrates the principal that any NTEA project should contain the following: 

1. strong central management system
 
2. open structure-unrestricted participation by producers
 
3. strong, elite technical staff - good communicators
 
4. support services with special attention to research
 
5. support services to organize producer organizations
 

The management function which is responsible for coordination of these
 
activities at the firm level Is referred to in this paper as the "channel
 
captain". The "channel captain" function way be within a vertically
 
integrated corporation, or, as described above, in an entreprenurial vehicle
 
which coordinates independent units. The function is profit driven and market
 
oriented.
 

At the beginning of the PATSA and Fruta del Sol projects (and a continuing for 
some casual observers), there was some concern about thL monopsonistic power 
of the channel captain and the firm he represented. Would the growers be able 
to withstand the strong economic power of the buyers or would he/she become a 
captured serf? Both firms took this into account in their planning. Frequent 
discussions were held to explain the terms of the contract; project staff were 
trained to respond to questions and complaints; and an open door policy was 
established by project management. Additionally, both projects stipulated 
that the grower was free to sell his produce to anyone else who offered a 
higher price. And that freedom is being exercised. Currently, the
 
cooperative which began working with PATSA, has decided to market its
 
production through a different channel.
 

In other attempts to run similar projects in Honduras, the independence of the
 
Honduran grower has been established. A citrus operation in the north lost 
the supply from nearby growers because of disatisfaction with price. Tomato
 
growers in the Comayagua Valley now refuse to sell to a local processor

because the processor changed the price in the second year of operation. 
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The open market nature vF the PATSA and FRUTA DEL SOL and the demonstrated 
independence of Hondurau growers provide the safety valve to reduce the 
monopsonistic power of the channel captain. As the commodity system expands
 
with 	 more "channel captains" in the market, any remainiuig power of a single 
buyer will be reduced.
 

3. The Project Model 

The development model described above-- not vertical integration but vertical
 
coordination-- is the basis for the project strategy. The basic requirements
 
are: 

1. 	Market driven - matching market opportunities with specific
 
production areas and growerc.
 

2. 	 Unified management - a "channel captain" to be responsible for and 
oversee the many links in the chain: production, logistics, 
processing, and marketing. 

3. 	 Commodity specific technical staff.
 

4. 	 Open participation by all interested growers on a contracted basis. 

5. 	Access to support services-- technical training, research, and
 
producer organizations. 

The project will support this model to stimulate agricultural exports. In
 
particular, it is expected that some variation on the following scenario will
 
be supported by the project. 
An entrepreneur, foreign or domestie, will assume the responsibility of
 
"channel captain". 
 Initially, this person is likely to be a representative of
 
a U.S. firm active in U.S. markets, e.g., a broker or packer. Using their own
 
funds but with information and limited technical support from FEPROEXAH, a
 
product and market will be matched. The first steps are the confirmation of
 
market (timing, volumes, prices), costing from market to source of production
 
(over-land and sea transport, fees, etc.) and commercial pre-production trials
 
of varieties and cultural practices.
 

Once profitability is confirmed, contact is made with growers (with assistance
 
from FEPROEXAH and the commodity association), plans for field collection,
 
sorting, grading, and processing established, arrangements for inland and
 
international transport confirmed, ties with U.S. brokers, forwarders, buyers 
are established, and finatcial arrangements initiated e.g. product and export 
credit.
 

.)
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Once the plan for vertical coordination is established, the channel captain 
moves, with appropriate support from FEPROEXAH, staff Is hired, training 
courses Initiated, pack!ng and processing facilitIes constructed, grower 
contracts signed, and financial arrangements completed. 

This model, with minor variations, forms the core of the project. Insisting
 
on vertically coordinated projects with a clearly defined channel captain
 
promises to transform failures from the past into additional future successes. 
The agronomic conditions are suitable, Lhe ec(romic environment is supportive, 
and the entrepeneural talent is ready to take advantage of economic 
opportunity.
 


