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Preface

The Presidential Agricultural Missioa to Honduras was established at the
direction of President Reagan following the North-South summit talks in
Cancun, Mexico, in October 1981. This is the third such mission which, at
the request of a developing country, reviews its agricultural policies and
the state of technology for small and medium sized farmers and then suggests

ways to improve the agricultural production and marketing system.

The first phase of the Task Force's work began on October 2, 1982, and
was completed with a briefing and discussioa with Prasident Suazo Cordova ou
October 15. At that time, certain followup activites were agreed wupon and

provision made for their implementation.

The following document represents the observations of the Task Force
concerning the most productive direction for agricultural development in
Hondiaras, and presents more specificaily the recommendations and policy
initiatives which were communicated to President Suazo. We hope that these
suggestions will be of assistance to the Honduran Goverament and 1its people
in tackling the enormous task of increasing agricultural productiou; we hope
they also will be helpful to the United States in designing programs and

policies to assist Honduras in that undectaking.

We are proud to have participated in this important endeavor as members
of the Presidential Agricultural Mission, and are most grateful to President
Suazo Cordova for his personal involvemen: and support. We appreciate the
cooperation of Minister of Natural Resources Bonilla and the others with whom
we worked in Honduras. Finally, we would like to offer our appreciation to
the Embassy in Tegucigalpa and the United States Agency for International

Deve lopment, who provided critical support for and greatly facilitiated our
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REPORT OF
THE U.S. PRESIDENTIAL

AGRICULTURAL MISSTON TO HONDURAS

Summarz

- A Y
The Task Force was extremely impressed by the dedication of the new

government to building a strong democracy for Honduras and for recognition
that economic progress, widely shared among the populace, 1is a necessary
foundation for that democracy. Our discussions and travels throughout the
country coavinced us of the great -economic viability of Honduras and
especially the potential for the production of agricultural and forestry

products.

Thke Task Force travelled widely during the visit and met with numerous
representatives from the public and private sectors. We spoke with campesino
farmers, forestry workers, uninon wmembers, business leaders, bankers,
government officials, and many others. We sincerely appreciated the gracious
hospitality accorded us. We especially want to thaank the officials of the
Honduran Government who were most cooperative throughout the course of our

Mission.

We recognize the severe difficulties curreantly coanfronting the Honduran
economy. The problems sté® from a convergence of forces led by weak demand}
for the major export products of coffee, sugar. lumber, meak and, to a lesser
extent, bananas. The effect of simultaneously depress;d markets in these
basic commodities reverberates throughout the entire Honduran eccaowy, aet

only having serious impact on business and industry, but also affecting

workers, and ultimataly extending to the entir2 population.

We applaud the demonstrated willingness of the Honduran Goverament to
take the stern measures aocessary to amaliorate preseant economic conditions,
The policy measures adopted in the rece2ntly concluded accord with the

International Monetary Fund  asre steps  1a the right dirsction, as are the
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acticns taken to exert greater fiscal control over the many government

.and semi-autonomous entities. While we recognize the necessity of the TS
current measures to ensure order%y use of the country's scarce foreign
exchange reserves, we encourage return to a relatively restriction-

free system of international transactions as soon as possible.

The scHpe of our Mission did not encompass the subject of population
growth. However, we believe we should comment that the crucial need to
provide an adequate supply of food feor the people of Honduras is
compounced by a populaticn growth rate which is one of the highest in
the world. The Government should address these issues simultaneously,

given their relationship to each other.

We ccmmend the Government's commitment to its gecal of bringing a
larger number of families into the economic mainstream. The solution

to many social problems derives from implementing sound economic

policies and attaining sustained progress, but unclear definition

of how social and economic objectives are to be accomplished often

* hampers progress in achieving either. Productivity and incomes of the
participents can be increased and their standard of 1living improved :‘L
appreciably, but only with aporopriate organizational structures,

technical assistance and viable mérkets. Thus, the production coobé}:7
atives should concentrate on becoming economically viable as a means of

facilitating social development.

In several situations, farmer groups$ wculd be better served by
assuming more ccntrol cver their own activities and phasing out
existing parastatal agencies, We believe they would be well advised
to contract certain management, technical, and marketing resﬁbnéib%?i&ief
- to private companies-‘engaged in similar pursuits. This would perhaps be
an appropriate strategy for the Bajo Aguan project where we found great

potential, but problems so critical and immediate that the érdjed% is
in danger of collapsing. Production deficiencies could be quickly

- remedied by improved management and the application of technical skills.
We recommend that such assiscance for this important project be obtained

Y at once.

J
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While we commend the leadership and integrity of the renewed agt!f!!!
refgs’ effort, we think it would benefit from some clarifying&chéggss.;gpégg

po—
statutory authorit;, and from changes 1in public sector structure and
e T e LA D, e A 2

coardination.
-

A cornerstone of land reform is secure ownership of property. In order
to have an effective credit system, which enables farmers to obtain capital
needed to improve and expand production, there must be certainty of title and
clear possession of land. The Goyernment is to be commended for its visioan
in initiating the accelerated land titling program. However, we wurge that
additional actions be taken to eliminate the existing uncertainties

conceraing land use and ownership.

The absence of an established property market, including a mechaanism for
financing land sales, as well as the prohibition of land reatal, precludes
campesinos and others from becoming farmers and moving up the "agricultural
ladder" (i.e., from farm labocer to reater to owner-operator). It also
prec ludes the progressive small farmer from expanding his enterprise through
rental or purchase of additional land. We encourage the Government to
explore ways of removiag obscacles to the creation of small and medium sized

commercial farms.

A considerable amount of privately held land is presently underutilized
when compared to its potenatial. A financial _system that facilitaii??j!
active land market cculd allow that land to move into more efficient use
consistent with government policy. Also, a tax,- based om the usé poteatisl

of land, or other policies that induce holders of underutilized land to sell,

would improve operation of an effective land market.

We were greatly impressed with the vast natural resource base of
Honduras, and recognize the constraints to maintaining and developing that

resource base. For example, a large proportion of the agricultural land is

sub ject to flooding, has drainage or erosion problems, or requires
supplemental irrigation during critical growing periods. Agricultural
production on these lands is high risk. The use of improved technology for

greater output is not likely to eccur wuntil these deterreats are removed.



Their solution will require a joint effort of both the public and private

sectors in making needed infrastructure investments. Specific attention 1is

urgeatly required for the Sula Valley where much of the agriculture is
-

located.

The extensive forest res~urce is extremely important to the long-run
development of Honduras. BuZ, that resource is in jeopardy, and the forest
industry is in serious trouble. -The' forests are being rapidly depleted;
immediate action 1is required to prevent total destruction, which lroms as
early as the year 2000.. Today's losses are attributable far more to
destructive agricultural grazinmg and tree harvesting practices than to
production of wood for domestic use and export, This destruction can be
slowed, wultimately to the point of making the forest®ya permanently valuable

. . . L4
resource, by establishing better management practices sy

We believe that significant changes in the nation's forest policy shouldy
be consideredd As a first step, we sugzest that areas whosé best commercial
use 1is forestry be immediately delineated. Within these areas, the
Government management agency should be responsible for establishing and
enforcing practices on public and private lands to ensure efficient
utilization and long-range conservation of the forest resources. Elsewhere,
the forest management agency should provide only limited assistance in
support of programs whose primary objectives are livestock, agriculture,
watershed production, and soil conservation. Without this delineation, the
present divided and overlapping lines of responsibility among government
agencies will continue to impede progress on basic problems including soil
erosion, land use <classification, resettlement, fire control, multiple use,

and forest establishment and management.

However , the eccnomic problems in the forestry sector will continue

=FETE  ERsre T3 Seiter HSTTTSTITR; PrOTTSSINS IS mx'ncli-:b"v%ﬁ? PTUGUCTE s
The current way of buying trees on the stump is a disincentive to caring for
the forest; likewise, the harvesting and marketing procedures are
disincentives to efficiency 1in processing and selling the products. We

beliave that proper incentives can be provided principally by changing the
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*purchase basis for logs and by allowiag .the . pr.vate _sector  to operate. I3

lumber market® abroad as well as ia secoadary forest products.

Present world ecoanomics and an overcapacity make iavestmeat in pulp and
paper projects very risky. We belleve constructing a pulp mill in Honduras
1s a hazardous veature unless secure markets d4are established before the
Lavestment 1s made. Moreover, before the Government constructs additional
sawmills, it needs to operate existiag mills more efticiently and as separate
profit ceaters. One way to . improve the efficiency and profit of
government-cwnad sawmills would be through managemeat coatracts or joiat

ventures with private forest products companies.
We now tura to other aspects of agriculture.

Adequate production credit, a major problem in all developing countries,
was the most frequently mentioned limitation in Honduras. While capital and
credi. availability are, to a large extent, determined by market conditions,

we suggest there are some actions which could improve this situatica.

Cattle can be wmortgaged with the lender establishing a lien, thus
providing «collateral for loans to cattle producers, but this system does not
exist for crops and should be considered. A lien -system for crops. whick
would permit their use as loan collateral could significantly improve thd
ability of crop producers to obtain timely preplanting loans. In additiocn,
the cumbersome and little used cattle lien process can be improved to make it

more responsive to producer needs.

The systems to provide credit indirectly to small aand medium sized
farmers, using established agroindustries.. aa .the  credit conduit should ba1
enlargeda& Also, the Central Bank should enforce its guidelines relating te .

acceptance by bankers of guarantees made by others to support bank loans to

TOTTTE eTS Witk imsdaguats financial strength to borrow on their own.

N —

Accelerated completion of land titlirg will provide much  needed
stability and security, encouraging an increased availability of investment

funds for the farm sector. At the same time, efforts to assist the banking



community in adopting appropriate policies and procedures will assure full

benefit of the titling effort.

-

There is an urgent need to develop new agricultural businesses based on
redirection of traditional crops, znd production and processing of
noantraditional crops. Opportunities for new agroiandustries would appear to
be significaat, [t is apparent that foreign businessmen are welcome in
Honduras and ways can be found to en;ourage more to come and invest. But,
due to competition for the same types of businesses from other countries and
the unfortunate current "image" of Honduras attributable to the turmoil im
Central America, it will be difficult to attract foreign capital and

technology.

Nonetheless, new and expandedﬁbqsiggs#gs‘:canpnbe- geneta;ed’éphggugﬁiig;;
active and well-coordinated 'campaign by the Goveranment and pgiyagg_seé;dii
In addition to emphasizing the current rcole of private companies in the
deve lopment of the Honduraa econemy, this effort should stress the
comparative advaantages of doiag business in this country. Significant
advaatages are a democratic aand cooperative governament, a sophisticated
private sactor, a willing and dependable 1labor focrce, excelleat coaditions
for raising and processing a wide variety of marketable products, and

proximity to the United States market,

At the same time, the Goverameat has a key role ia assisting business
activity by aminimizing controls, coocdinating long-range plaanning in crop
diversification, developing and maintaining badly needed infrastructure aand
water resources, and modernizing transpoctation facilities. Also, the
Govarament and private sector should cooperate in programs for
entrepreneurial and management training to foster the creation and

improvement of local enterprises.

i

P

For basic grains® a mainstay of the Honduran diet, we suggest that
pcasent policies be restructured, [m particular, the grain production-
marketing system aeeds careful analysw¥s and formulation of a2 new poliey”
destznad  tr achieve price stability, Further, the plaansd ilnvestment ia

gaver tment~owned zraia storage should he roevaliate:d., A policy that  cemoves

4



the great un:ertainty naow associated with goverament actions camn create
sufficient confidence to encourage the private sector to carrcy out the
storage function and to permit the redirection of public capital to other

areas in agriculture.

We recognize the significant role of liVeéfSCIa in Honduran agriculture
and the potential for improviag production and marketing efficiency. For
example, with apptop:ints‘impqgg_policie&‘ for dairy praodictg) Honduras could

soon be self-sufficient in milk. . N

To realize the potential of livestock, more attention should be given to
providing technical assistance to the small farmer. TImproving pastures and
animal nutrition, more efficient utilization of crop residues, etc. would
enhance livestcck enterprises. Raising the quality of livestock <could
significantly lift the autritional status of those in the population who now

have protein deficient diets.

We wurge a substantial effort to broaden the -export base beyond
traditional commodities. The Government .should commission a compreheasivin
study to identify a - broad range of- nontra@}tional ctopeyd followed by a
program to euncourage production oé‘ those for which particularly favorable
market opportunities are determined to exist., Such a long-range study would
provide the basis for more clearly setting government priorities for
agricultural development, and would permit a more focused foreign assistance

effort.

Problems to be confronted in diversification include market constraints,
especially in the U.S. and other regional markets. We will explore with our
Governmen’”. many of the suggestions we have received during our visit for
removing impediments to the U.S, market.

T A Tritiesbeenstraier ro the future growth and  developmeat™ of Hondurawd

agriculture is the structure and organization- of- the publie agriculturaly
sector., No single authority now has the vresponsibility for designing a
coordinated agricultural development strategy or implementing an effective

program for this important sector of the economy. While, in the past,

H '



several attempts have been made to do this, none has succeeded. This dilemma
has been studied repeatedly by several organizations. One such study now is
underway in collaboration with USAID. We would suggest that the results of
the preseat study, and those conducted over the past few years, be reviewed
and evaluated. Then, careful consideration should be given to wmodifying the
preseat structure to facilitate planning and coordination, and more effec:iive
execution of agricultural policy. This would 1include redesigning the
semiautonomous agencies and vesting more respousibility and authority in a
streangthened Ministry of Natural Resources. Given the importance of the
sector to the economy, it would also be appropriate to include the Minister

of Natural Resources in the Economic Cabinet.

This concludes our summary of the general policy issues we believe are
of major importance. We now turn to perhaps the most important issue of all,

human resources.

No amount of planning, policy formulation or investment is effective 1if
well-trained, highly skilled, and motivated people are not available. Many
countries have coanfronted the problem of obtaining and retaining highly
skilled personnel that Headuras now faces, There is a seriouQ‘TackIS!
2ssential, trained personnel in all phases of agriculturey and especially in
public sector institutions. While there are some, to be sure, there simply

1s no depth in any iastitution.

Development of human resources tequires a strong educational program.
We believe there are major weaknesses in the country's higher educatid®
system. It is imperative that agricultural education be coordinated closelv
with research and extension at all levels of administration. Immediate step®
should be taken to provide adequate FEunding for agriculturai—edurarioy,

research, and extension.
= .ext Y

Political and other diversions from ~ffective stu&y can so distract
serious students as to condemn them to mediocrity and prevent them from
reaching their achievement potential. It is essential that studests obtain
rigorous techaical training in the agricultural scieaces. The post=-secondary

educational system Joes nct now oifar this opportunity. It must do  so, and
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that requires a fundamental change in 1its philosopny and structure. The
existing deficiencies must be corrected if sufficient numbers of well-trained
people are to become available.
N
We wish ty repeat our gratitude to President Suazo and all of the people

in the Goverameant and private sector who gave us 50 much time and were so
h21pful.
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Introduction

Honduras is a small indépendent Central American republic. It is
bounded by the Caribbean on the North, Nicaragua on the South, El Salvador on
the Southwest, and Guatemala on the VNorthwest. It occupies an area of
112,100 square kilometers (11.2 million hectares), roughly comparable ia size

to the State of Ohio. - \

The population is 4.1 millioa and growing 3.5 perceat aanually, one of
the fastest growth rates in the world. Fully one-half of the population
today is under 15 years of age. Over three-fifths of the population reside
ia rural areas, but migration to cities is relatively rapid. There are nine

cities with a populatioa 3f over 20,000.

Overall literacy is estimated at 60 percent and is much higher in wurban
than rural areas. The average educational attainment ts under two years of
formal schooling. Of 1,000 first grade entrants, 100 will complete the 6th
grade, 35 will complete high school, and oaly one will obtain a university

degree.

Over one-half of all Hondurans have no access to health services beyond
falk medicine, Mortality statistics iandicate that lack of eavironmental
sanitation is the single most serious health nroblem. Malnutritiou is also a
serious problem, with protein and vitamin A deficieacies prevaleat. Over 80
perceat of rural children and 60 percent »f urban children und:c age six are

ma lnour ished,

Honduras is a heavily forested, mountainous country. Over two-thirds of
the ar2a is covered with trees, but only one-third has timber with commeccial

~small: the Gross Dowmestic Product (GDP) in

e
2]

value, The Honduraa econom

)

1981 was $2.7 billion, $659 per capita. The agricultural sector is the

largest of the economy, accounting for 30 perceat of GD?, 60 perceat of

enploviaent,  and  two-thirds of export earnings. C[he economy 13 largely basad
o primacy product  exports--bananas, coffee, sugir, and lumber. Exports
constitute  aeasle sae-third  of torfal danand, and iepocts ahoat o -chird of

tapaly, Wirh rthis dagr=2ea af APRANESS iat2raat.onal trads aad
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external forces have a major impact om national economic growth and

’ emp loyment , as well as on stability and prices.
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Current Economic and Social Climate

Honduras 1s a nation striving for democracy and peace. Although it is
the least developed nation 1in ,Central America, and the poorest in the
hemisphere except for Haiti, it has wmanaged to avoid many of the social
tensions that have beset its neighbors. It has made demonstrable progress
toward establishing a more equitable society, stronger  democratic

institutions, and a free press.

The major recent deveiopment in Honduran politics was the inauguration
on January 27, 1982, of Dr. Robert Suazo Cordova following the natioan's first
democratic elections in 18 years. This was the result of a two and one-half
year process in which both civilians and the military worked to bui.l the
political attitudes and institutions that made a democratic c¢-tcome possible.
The orderly 1installation of the Suazo government has renewed business
confidence; President Suazo's popularity and his government's forthrightness
and honesty have further minimized resentment of the austerity pr:gram that

had to be imposed.

Recent events in the region aow threaten Honduras' security and
well-being and raise the specter of broader conflict in Central America.
Although the political tensions in the region threaten to spill over into
Honduras, a crucial element 1in avoiding the -emergence of destcbilizing
political unrest is tangible economic progress, broadly shared among the
populace. However, during the last two years, the ecounomic situation has

deteriorated sharply, largely due to external factors.

As a result of erosiea in coafidence associated with the political
instability across the region, private investment has declined. Export

earnings have contracted due to deterioration in the terms of trade and a

ot

weakening in demand for primary product exports. Consequently, the tate of
real economic growth has declined markedly from an average of 7.5 percent
ananually during 1975-1979, to 2.5 perceat in 1980 and to less than 0.5
percent in 1981. Accounting for the inflow of refugees and population
growth, real per capita GDP has declined for the last two years, with evident

conseaquences for employment and the qu: ity of life,
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At the same time, the balance of payments has come under pressure
because of lower export earnings, high iaterest cates abroad, and the
curtailment of foreign lines of credit. Evean though imports were down in
1981, they still exceedaed exports by $300 million. The result was that net

interaational reserves fell from $116 million ia 1979 to $8 millioa in 1981.

Public ficance has emerged as one of the principal economic problems.
In 1981, the fiscal deficit reached $206 million, 8.5 perceat of the GDP.
Consequences of the deficit were: ‘an  inability to <comply with the IMF
Extended Fund Facility arrangement; a transfer of funds from the capital
account to current expenditures, causing a sharp decline in public sector
investment; the diversion of available credit expansion money to finance the
deficit contribuced to crowding out the private sector 1in competition for
scarce finaancial resources; and the growth in Central Bank holdings of
Central Government debt has weakened the country's monetary base and
threatened the stability of the Lempira (which has been exchanged at two to

the dollar since 1931).

The Suazo administration 1is endeavoring to put the budget back in
balance by raising new revenue, slowing the growth of curreat expenditures,
and increasing bond sales 1in the domestic markat. In late 1981, the
Constituent Assembly enacted an incrasse in the sales tax rate from three to
five percent, imposed income :ax surcharges of ten percent and 15 percent for
upper brackets of the corporate and personal income tax schedules, and
eliminated certain income tax exemptions, In July 1982, the Assembly
established selective consumption duties and a temporary import surcharge,
and raised substantially the penalties for underpayment or delay of iacome
and sales taxes, In August 1982, the Government also implemented an

administrative reform of the sales tux.

Other steps have been taken to improve the performance O —puviic —sector

entities. Significant cost-cutting measures were implemented to improve the



financial performance of several of the semiautonomous institutioas. 1/ In
addition, the Goverament has strengthened the oversight functions of the
superintendency of decentralized agencies to increase coatrol over foreign
indebtedness of the public sector. The Government also plans to revise

2xisting legislation concernin ublic sector borrowiag.
g g P

The combination of all these measures is expected to result :in 1982
central government reveaue growth of twelve percent, nearly one perceat of
GDP. At the same time, the Government has limited curreat expeaditure growth
this year to two percent, about one-half the rate of incre=ase last year.
Despite these measures, the overall deficit of the Central Goverament will
increase again in 1982 because of a large expansion in net lending to cover
interest payments on certain guaranteed debt of the private and pudblic

sectors to foreign commercial barks.

Honduras' exchange system traditionally has been free of restrictioas on
payments and trausfers for current international transactions. In November
1980, Honduras introduced regulations for exchange approval aand export
surrender designed to crestrain capital outflows. These regulations were
intensified in September 1981 and May 1982 with the introduction of prior
registration requirements for exports and the exteasioa of surrender

requirements to all exchange receipts. Furthermore, in September 1982, the

1/ Ther2 are some thirty public sector azencies, called semiautonomous or
decentralized agencies, which operate outside the Central Government aad off
the national budget. These 1iaclude, for example, the National Electric
Authority (ENEE), the National Port Enterprise (ENP), the Telecommunications
Enterprise (HONDUTEL), the Cof fee Institute ( IHCAFE), the Forestry
Development Corporatioa (COHDEFOR), the Banana Cotporation (CO#BANA), the
Development Corporation (CONADIL), and others. Even though off-budget, aay
deficits of these organizations must be covered by the Central Government.
In addition, several of these organizations, especially CONALIL, caa guarantee

i)

private and public sector debt in the aame oL Thne —Goverwmwewts The
supervision and control of this have been lax in the past. As a result of
the r2cent ecoaomic downturn, the loan defaults increased, requiring
government guardntees which added to the deficit. The Suazy Goverumeat has
attemptad to identify all such guarantees and to more precisely anticipate
the r2quired outlays. Also, the lending ind investmeat activities of CONADI
ware suspended in  early 1982, peading the completion of a detailed study of
its oparations,



authorities established a priority scheme for approval of foreign exchange
requests (to restraia demand for non-essential imports' which has given rise
to payments arrears cn curreat international transactions of an estimatad $30
million. The Government 1s attempting tu qQuickly reduce these arrears. In
addition, it has stated that ic‘ does not intead to iateusify these
restrictions nor to Impose any new ones, aand views these as temporary

measures oaly.

The new Government regzards as the ltornerstone of its economic policy the
IMF standby agreement coacluded in September 1982, That agreement centers on
eliminating the Central Government deficit and puttiag the State enterprises
on a self-sufficieat basis by 1983, objectives to which many of the recent

actions noted above are directed.

Other measures being planned for 1983 are intended to improve the
savings performance of the public sector. These include a reform of the
customs tarif{ which 1s expected to yield additional revenues during 1983 of

as much as two percent of the GDP.

Despite efforts to improve public finances, a further loss of net
official reserves is unavoidable in 1982. Monetary policy is therefore aimed
at limiting the overall balance of payments deficit to $97 million, and then

to achieving equilibrium during 1983.

Since late last year, several public entities have encountered problens
in meeting their external debt service obligations because of high interest
rates and the movement by foreign banks to reduce their exposure in Central
America. The Government is now in the process of negotiating a rescheduling
of the foreign commercial debt of several public institutions and of the

private sector with government guarantee. As a result, external debt relief

55 353 ftis f 1092 oo ?I,.’- »3illinn in 1383 js expected.

In addition, the

Government intends to minimize extecnal borrowing at commercial terms by the
public sector to prevent a deterioration in the term structure of the
external debt and to moderate the dabt service burden. The authnrities also
intend to saverely limit the graating of guarantees on private sector

axternal and int2rnal indebtednass.
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While the austerity measures are somewhat unpopular, especially for a
new goverament to undertake, the Task Force views the fiscal measures
undertaken azad those being coatemplated as essential to a sound economic
recovercy. It wurges that every "effort be made to keep the IMF agreement in
good standing. Since foreign trade 1is a key component of the national
2conomy, and since the exchange control measures taken to stem the outflow of
capital also work to choke off capital inflows, the Task Force further urgzes
that international exchange be returned to a restriition-free status as soon

as 1s practicable.

At < ¥




17

Current Agriculture aad Food Situatiom

Honduras has a wide range of climatic conditions that permits productizn
of most warm and cool climatd crops. It produces most staple food crops,
except for wheat, which is produced only ia very small quantities., Virtually
all types of fruits and vegatables can be zrown. Major export crops iaclude
bananas, coffee, sugar, tobacco, and cotton. Livestock and forestry
production are also important _ im, Honduras, and beef and lumber are major

export itcms.

Some 750,000 hectares of laad are dedicated to aanual and permanent
crops and another one wmillion hectares are wused for grazing. Available
tnformation suggests that oanly about 20 peccent of the land suitable for crop
production 1is used for that purpose. Much of the unused agricultural laad is

located in the largely unsettled areas of the East and Northeast.

About one-half the land iIn crops is 1in basic grains, mostly cora
produced by small farmers. Although Honduras regularly exported basic grains
in the past, production now barely equals consumption in most years. Oil
crops, fruits, wvegetables, and export crops occupy the remainder of the

cropland used,

Agricultural production in Honduras generally 1is high-risk, with
considerable rainfall variation that resulfs in periodic floods, droughts and
storm (hurricane) damage. Little investment has been made in drainage, flood
control, irrigation, soil and water conservation practices and land forming
to reduce risks of climate variabiliity. As a result, sustained profitability

of ceop agriculture is precarious at best.

Wheat 1is the only major imported foodstuff coansumed in Honduras,

although significant amounts of edible oils and fats, and non-fat dty Wil

are also imported. Except for these items, Honduras essentially is
self-sufficient in food production. Although malnutrition caused from diet
deficiencies in both calories and proteins is prevalent, it essentially is a
functinn of povarty, rather than an inherent inability of the agricultural

base to adequat:ly fe=d the population,
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Honduras has the agricultural resource base and the production potential
not ocaly to be self-sufficieat in foodstuff producticn {except for wheat),
but to become 1 major exporter of acatradizional fresh and  processed foods
such as fruits and vegetables, az well as of livestock prodicts such as pork
and dairy. Poteantial external markets exist for many of these products. In
addition, some traditional export products have potantial for «<<pansion as
market conditiocns permit. This apparantly is true for tobacco, aad possibly

for cotton and becf, as well as for forestry products.

The remaindar of this raport discusses specific policy, institutional
deve lopment, and investment issues that must be resolved to achieve the great
agricultural potential that exists in Honduras, and sa2ts forth the Task

Force's specific recommendations.
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Trade and Investment

The Honduraa ecoancmy has long had a major international trade component
with exports and 1imports each coastituting about one-third of supply and
demand. Traditional markets have bgen the United States, Central America,
and the Caribbaan, This has changed in recent years with growiag political
tensions in the region and the Jdisarray of the Central Americaa Commoa Market
(cacMm). At the same time, Honduran trade has 1increased appreciably 1in
Europeaa markets. In 1981, 45 percent of exports were to the United States,
while those to CACM countries were only about eight perceat of the total.
Imports from the United States were 32 percent of total imports; froem CACM

countries about tea percaat.

Honduras ran a negative trade balance during most of the 1970s. In
1972, the deficit was a relatively small $19.1 million, but following
Hurricane Fifi, it rose sharply to $136.5 million in 1974. It has since
continued at thigh 1lavels, reaching $340 millinn in 1980, but declining to
$300 million in 1981. Overall, the deficic grew at an average annual rate of
16 percent from 1970 through 1981. With the trade deficit and net capital
inflows of only $236 million, net 1international currency reserves fell to

under $10 million in 1981.

While Honduras has long had relatively uncoatrolled international
transactions, the deteriorating trade situation prompted the imposition of
controls and additional levies on exports in an attempt to curb the payments
deficit, to better manage existing foreign exchange, and to generate

additional public sector revenues.

The Task Force Recommends:

0 An aggressive, coordinated public-private sector effort be undertaken

to ident{fy potential export markets and that davelopment oL TNese
markets be quickly undertaken, This is especially relevant for
nontraditional export commodities. There must be a well-organized,

concerted effort to gain and develop new markets.
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A similar public—-private sector effort be organized to attract new
joint venture capital to Honduras. This effort should counter the
unfortunate curreat "image" that Honduras suffers because of turmoil
elsewhere in Central America. With worldwide competition for
lnvestment capital, Honduras must actively compete for it, and we

believe that it has the ability to do so.

“-u/
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The Forestry Resource

About two-thirds (7.4 million hectares) of Honduras' land area is
covered by pine and ctropical deciduous foraests. About one-half remains as
reasonably good or high quality for;sts; the bzlance ts degraded to varying
degrees by previous logging, farming, grazing, fire, and erosion. Pine
lumber is the principal product, coming from growth of these species oan some
three million hectares. Mixed tropical hardwoods cover 4.4 million hectares,

but only a few selected species are‘befhg harvested.

The forest resources are shrianking rapidly, more from the pressures of
the fast-growing population than from harvesting trees for lumber. Migrant
agriculture remains common throughout Honduras. When there is new access to
forestland, such as logging roads, people move in to clear land on which
crops are grown until replaced by grazing. Annual burning to improve pasture
prevents natural forest regeneration. Slopes are typically very steep,
resulting in quick and destructive: erosion. Logging  practices and
utilization of wood in sawmills are wasteful. Areas larger than necessary

are logged to produce present volumes of wood.

Reforestation is not significantly replacing losses. The prevailing
pine species regenerate well naturally, but because of widely practiced
annual burning, areas once logged are left mainly with unused smaller trees.
Planting on steep slopes is costly and, because of burning practices, is
highly risky as an investment. Overall, degradation and destructioan of the
forest and forestlands are acclerating at rates which, if continued, largely

will deplete the natural forest as a commercial resource by the year 2000.

Finding means to maintain the forest resource goes far beyond the

application of good management principles. Utilization of the forest in

_Honduras is inextricably associated with all other aspects of land use.

Frequently, even the simplest measures for better forest management conflict
with the immediate needs of poor people using the land for subsistence crops
and livestock. Their way of life is traditionally established. They need

food today and not income from tre2s in the future,
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Repeated studies in Honduras make it clear that the forest, in much of
the present pine arz2a, 1s the most advantageous permanent use of land. These
studizs show that if the remainiag pine forests were to be used primarily for
lumber and wood, if there were greater efficiencv in logging and sawmilling,
and if burning were curbed sufficiently to permit natural regeneration,

Honduras could produc= wood iadefinizely at present or greater levels.

The many documents and studias dascribing the forest situation suggest
two broad problem arzas as most evident. The first is a3 basic coaflict
between the immediate needs of the campesinos and the longer-range need to
maiatain the forest resource and Zhe coatinuing productivity of the existing
forest. Resolution of this conflict involves social and political issues,
better opportunities in alternative employment, education, and above all,

time,

The second problem area relates to iastitutional arraagements for land
and forest management, logging and sawmill practices, and marketing of lumber
abroad. Immediate improvement in these areas is needed and is possible.

This also would help in addressing larger social and political problems.

The Task Force's recommendations relate primarily to the second problem
area. Means for modifying practices and restructuring institutions are not
discussed in detail, as these are beyond the scope and capabilities of the
Task Force. Obviously, if the recommendations are to be implemented, changes
would be needed in existing laws establishing and defining authorities and
responsibilities of the Honduran Forestry Development Corporation (COHDEFOR),
the Agrarian Reform Institute (INA), and the Ministry of Natural Resources

(MNR),

Forest Management

COHDEFOR was established =3 a semiautonomous agency in January 1974, and
all trees were '"nationalized" with COHDEFOR in charge of their management,
use, and marketing. This includes forest regulation, research, investment,
and education. COHDEFOR, both a forest service and a commercial enterprise,

is funded by revenues it realizes from sal= of timber and from processing and
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marketing activities. These revenues support widely varied noncommercial
and commercial activities, subject to certain requirements for making

contributions to the national treasury.

In forest management, there is one important and, in some respects,
crippling exception to COHDEFOR's sweeping powers. The Agrarian Reform
Institute shares with COHDEFOR the responsibility for delireating what is
forestland «nd what is agricultural land. Establishing better forest
management is extraordinarily difficult when it is unclear whether the end
objective is agriculture, or whether it is forest. Farmers are far more
nunmerous than forest users, the p;pulation is growing, and many of the
areas within COHDEFOR's forest management area clearly are destined for
agricultural use. COHDEFOR cannot limit itself, howaver, to forest
maragement on areas clearly delineated for this purpose without joint
action with INA. Such delineations made thus far relate mostly to local-

ized and specific plots, nct tc establishing commercial forest areas.

Under COHDEFOR the country has been divided into eignt forest districts;
in each, programs are established for silviculture, reforestation, water-
shed management, and "social" forestry. These prcgrams can and do over-
lap or conflict with those of INA; also, within these districts, wildlife
management, and park and reserve planning are functions of the Ministry

of Natural Resources, further complicating matters.

In the industrial and marketing area, COHDEFOR has a production
department to control wood production, a commercial department to market
forest products, and a finance department to assist primary and secondary
industries. Through the latter, COHDEFOR has acquired a considerable
portfolio of investments in wood processing industries. Most are nomin-
ally public-private joint ventures but, ig fact, are controlled by COHDEFOR
and crerate as public sector businesses. These are discussed, and

recormendations proposed, at pp. 25 - 30/

The present apprnach to forest management has serious defects. The

areéa IO TE managed for forest iS5 st dsfined; in fact it is the entire
country. Authority to establish commercial or managed forest areas is
divid=d and ambiguous. As a self-financing agency, COHDEFOR's needs for

revenue tend to
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concentrate its management effort on activities in industry and marketing.

It is

not surprising that COHDEFOR, 1in its nine years of existence, has

accomplished much in traasferring forest product iadustries and trade from

a
the private sactor to the public sector, but very little in better forest

management.

The Task Force Recommends:

Promptiy delineating areas whose best use is commercial forest, and
within those areas  placing authority and respoasibility with the
Goveranment forest management agency to establish and enforce
practices on public and private 1lands necessary to encourage

efficient and long range use of the forest resource.

In areas delineated as noncommercial forest, placing authority and
responsibility for goverament programs relating to land use directly

with the appropriate agencies, primarily INA and MNR.

Promoting agricultural and livestock practices compatible with "good
forest management within delineated commercial forest areas, under

forest agency land use plans, but with assistance from INA and MNR.

Establishing sustained yield programs and restricted access in
commercial forest areas clearly wunsuitable for agriculture and

livestock.

Emphasizing ia forest management the selection and testing of
superior <conifers and hardwoods so as to be prepared for operational

planting in the near future,

Emphasizing limited and regulated harvesting of the hardwood resource

conserving some large areas, if possible.

Improving the ability to utilize fire as a tool tu promote pine

management rather than to destroy it.
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o Funding of the above activities by the National Goverament, without
direct ties to revenues derived from public sector forest product

businesses.

Timber Harvesting -

COHDEFOR is the exclusive seller of cutting rcights (stumpage) on all
timber, whether from public or private laand. It sets the price to be paid by
the logger, currently 36 per cubic meter for pine. From timber on private
lands, it is committed to return a portion of the proceeds (about one-third)
to the owner. For pricing purposes, logs removed from the forests are scaled

at the forest loading site, or at a check point on the access road.

This system is, in itself, poor forest management, Under free market
conditions, the existing relationship of stumpage price to end product price=
would indicate a real stumpage value of at 1least four to five times the
present amount. Keeping stumpage prices low assures that users of forestland
and forest resources will regard trees as being worth very little. There is
little or no inceative to care for them; in fact, thers is more incentive to
destroy them if the annual returns from cropping and grazing, meager as they

may be, are of some value compared to almost no value from trees.

Further incentive to wasteful use is provided by the arrangements for
scaling logs. The logger does not pay for all usable timber, but only for
that which is removed. This is an 1incentive to take out only the best,
leaving behind poor trees, short-length logs, and those with minor defects.
Often logs reaching the sawmill are less than 70 percent of the usable timber

in the area logged; sometimes they are under 50 percent.

There are reasons, of course, for these practices. Sale of standing

timber on a cruise-scale basis requires skilled foresters and greater

expenses, High-grading and leaving wood behind lowers the loggers' costs per
cubic meter placed at the sawmill. Honduran forest slopes tend to be
exceedingly steep and difficult to cruise and log. A higher stumpage price
means that less of the end product value accrues to the processor and

marketer, and more to the landholder. COHDEFOR itself appears ¢to have a

Ll
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preference for maximizing its margins at the export market level, wh.ch it
accomplishes by keeping prices for stumpage low and payiang as little as
possible for rough and finished lumber.

»

Good forest management caanot be achieved unless these practices are
changed. Along with migratory agriculture, grazing, fire, and erosion, the
present system contributes directly to degradation and destruction  of
Honduras' forests. Economic incemtives are just as important, often more so,

than the promotion of good silviculture practices.

The Task Force Recommends:

o Selling stumpage within commercially delineated forest areas on the

basis of cruise of standing timber volume.

o Establishing stumpage prices oa the basis of residual value at the
sawmill after «conversion and marketing costs, with appropriate

differentials according to tree quality and location.

o Permitting holders of standing timber in noncommercial areas to sell
stumpage directly to sawmills, subject, however, to prior permits for

such sales from the agency responsible for land use in the area.

o Establishing and enforcing regulations fostering regeneration of
forests in ccmmercially delineated areas; assisting agencies in
noncommercial areas to regenerate forests where appropriate to

"social' forestry and multiple farm and forest use.

Sawmills

Private sactor sawmills, once a thriving Honduran industry, are
disappearing rapidly, while sawmill capacity in the public sector is rapidly
increasing. The private sector decline 1is in part due to weak lumber
marka2ts, outmoded equipment, and exhaustion of local raw material. More

tapo-tant, howevar, 1s the marketing svstem established in 1974, which

-
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greatly restricts private eaterprise, and has steadily shifted the industry

into the public sector.

COHDEFOR 1s both the supply source for timber and the oaly exporter of
lumber, It sells stumpage cheap and likewise buys lumber cheap. It seeks to
maximize its receipts from assembly, reprocessing, storing, and expor'ing
lumber, wusing its monopoly to extract margins of 50 to 100 perceat. The
domestic market, in which private industry is permitted to sell directly, is

small., Most production, therefore, goes to COHDEFOR.
- \

Public sector mills, financed and coatrolled by COHDEFOR, but operated
as separate entities, "are in the same squeeze. Private sawmills go out of
business; public sector sawmills become increasingly dependent on new public
financing. One solution 1is for COHDEFOR to set prices enabling efficient
sawmill operators to make a profit; however, as presently established,
COHDEFOR needs the large revenues to support its wide-ranging activities and
large bureaucracy. Inevitably, COHDEFOR leans toward advancing 1its .wn

interests rather than those of sawmill operators.

From the forest management viewpoint, the present system also promotes a
lower total return f{rom wood. Manufacturers of secoadary products, which can
be sold directly abroad, are encouraged by low internal lumber prices to use
for secondary products a higher quality wood than may be required. The best
paying markets for Honduran lumber abroad are to be found 1in high-quality
specialty areas for which COHDEFOR, as a public enterprise, 1s not

well structured to develop.

Honduran entrepreneuts, excluded from lumber marketing, are innovative
and enterprising in manufacturiang secondary pr.ducts such as furniture, solid
paneling, moidings, broom handles, and dowels. Their diversification of the
industry 1is proceeding well and must be encouraged by methods other than

steering quality wood into lower uses, as the CUETenT JysTem temds to 43

At present, all sawmills, private and public, are in serious financial
trouble. The remaining private mills are not likely, under the present

system, to risk much new investment in maintaining or modarnizing equipment.
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Only public funds will keep the two large public sector mills in condition to
operate., A third public sector mill, the modern and complex plant of
CORFINO, has a capacity equal to almost one-third of the entire present
industry; 1t is scheduled to begiq‘ptoduction in early 1983. Coastruction of
a fourth public sector mill is being studied. COHDEFOR itself, with equity
investments in these sawmills, plus its need for funding all its other

responsibilities, is in bad financial condition.

The system, as it is now, encdurages the wasteful use of wood, moving
what is left of the private sawmill industry to the public sector, and
supporting public sector sawmills with government ftinancing. It should also
be noted, however, that before 1974 sawmills were small, poorly equipped,
exploitive, wasteful, and inefficient. Small privileged groups coantrolled
exports and often moved the profits abroad. Llogging practices were even more
wasteful than now, and the Government received little revenue from the

exploitation of the nations's most important natural resource.

COHDEFOR can be credited with changing the situation, but not greatly
improving it. Building on past experieance, there now exists an urgeat need
to combine public forest management with the initiative and efficiency of

private industry.

The Task Force Recommends:

o Terminating the Government monopoly on export sales.

o Establishing suitable export taxes on lumber sold abroad as the means
for obtaining public participation in revenues from the natural

resource.

. ‘
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secondary products, with the assistance of government in negotiating
trade arrangements,

~ 0 Assuring that existing government-owned sawmills are profitable

befora other government-owned plants are built. TIf marketing and
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stumpage rules are chaanged, it may be possible to interest a private
company in a jolnt veature with the Goverament to run the sawmills.

Another alternative is a management contract.

<

0 Acquiring experienced and highly skilled management for the
goverament -owned sawnmills, and establishing each plant as an

iadepeadeat business.

- . . - -‘c 3 . .
0 Eacouraging more efficient sawiang to necded dimensions; promoting

utilization of wastes for secondary products and for energy.

Pulp aad Paper

Planniang for a pulp mill is well advanced and 1is already having an
impact on forest management. The newly constructed government sawmill,
CORFINO (designed to produce chips for the pulp mills), 1is not optimally
located for efficient lumber production. Also, a second dual-chip mill (La
Union) is under coasideration. 1If a pulp mill is not constructed, the chips
may have little value and indeed may be difficult to market. Also, the mills
will not be working with the best equipment or location for producing oaly

iumber,

T~e pulp project faces an uncertain future. It was conceived some years
ago as a meaas to achieve more efficient use of timber and to supply Kraft
pulp and/or linerboard for containers in Honduras and within the Central
American Common Market (CACM). World fiber supplies and markets have changed
drastically since the project was planned, Surplus capacity now exists
wor ldwide, with prospects for bitter price competition throughout the 1980s.
Construction and machinery costs have risea sharply and are still rising.

Because of high capital costs and substantial economies of size, enterprises

lavaosary rhan thnceo fFoaocihla 1 a Bandiiwan amd [ aAmb o v anns $m romue 1 A
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markets. Continuing destruction of forests in Honduras changes the wood
supply outlook each year. The CACM, once viewed as a protected market for

Honduran pulp, is now badly disrupted.
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Clearly, establishment of a pulp plant in Honduras must be viewed today
as an exceedingly high risk veature. The public capital inputs would be
graat, the raw matarial supply a possible problem, and cthe markets highly
specu lative. Moreover, a maximug output of solid wood and of secondary
products is not only a higher v:lue use of wood than pulp, but provides more

employment for Hoanduran people.

The Task Force Recommends:

o0 Annually updating the feasibility studies on a pulp mill, whether
chemical or mechanical, employing an indepeadent coansultant haviag no

direct ties to the project.

o Assuriag stable long-term markets for pulp before proceeding with the

project.

o Promptly investigating possible alternative wuses, 1including energy

productioan, tor pine chips soon to be produced by CORFINO.

Human Resources

Public and private efforts to improve, maintain, and utilize the
forests efficiently are almost overwhelmed by the existing negative attitudes
of people who migrate into forest areas. Campesinos living ia poverty regard
the forest as having little or no value relating to their needs. From their
point of view, public or private action limting migratory agriculture,

grazing, and annual burning is hostile to their interests.

Progress toward better forest management will be limited until these
attitudes change. Structuring incentives to care for the forest would help,

2a wnuld a mars affiriont Farsat 1r_\v'.'\rhu"" indnatry nrovidine more ioba .
> P =

- -

Better education and dissemination of information regarding forests would

also help.
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A highly positive accomplishment of COHDEFOR has beea to establish a
forestry school to educate forestry professionals and to create a capadble

forest management professional group.

The Task Force Recommends:

o Strengthening ESNACIFOR, the forestry school established and
supported by COHDEFOR, as the principal educational institution in

Honduras for forestry and applied forestry research.

o Iantensively studying the means for increasing campesino understaanding

and participation in proper use of forest resources.
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Crop Diversification and Agroindustry

Crop agriculture in Hoanduras is commonly delineated between traditional
and nontraditional «crops. Tradifional crops are those which have long been
the mailastay of Honduran food production aud commercial agriculture: the
basic grains (corn, red beans, sorghum, and rice), bananas, coffee, sugar,
tobacco, znd cotton. Noantraditional crops are those whose production is more
recent and relatively much smaller. These include citrus crops, pineapple,

.

vegetables (melcas, cucumbers, onicas, peppers, etc.), cassava, and African

oil palm.

In addition to production for domestic consumption, traditional crops,
along with lumber and meat, have been the major export commodities aand source
of foreign exchange. Agricultural products account for two-thirds of total
foreign exchange earnings from exports. About 80 perceat of this total is

derived from traditional crops and 20 percent from the nontraditional crops.

The inherent limitation of such a narrow economic base 1is amply
illustrated by curreat coaditions. General deterioration 1in the world
economy, oversupply in the sugar and coffee markets, and other factors beyond

Honduran coatrol, have combined to significantly reduce export earnings.

The price of bananas has declined, although not as much as for »ther
commodities, and Honduras faces increasing competition from other, perhaps
more efficient, supplying countries. World coffee supplies are overabundant
and the quota assigned Honduras under the International Coffee Organization
is much less than annual production, causing a large accumulation of stocks
to store and finance. At the same time, the overabundance of sugar in the
world free market has driven prices to levels far below cost of production of

even the most efficient producers in the world. The imposition of quotas by

))

the Nlnited States traditisnally rtha cole markor for Uonduvan  ensaer has
limited exports to this premium price market to about one-fourth of Honduras'
availahle export supply. This has occurred at a time when the Honduran sugar
supply 1is the highest in history, the result of four receatly constructed
plants reaching full capacity. 1In addition, the world recession has caused

low prices a~d stagnant demand for wood products and for meat.
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The combinad result, together with the political situation in the region
which discourages capital inflow and encourages capital flight, has been the
seriously detariorating balance of trade and balance of payments positions.
Export earniags in 1981 were down almost four perceat and are expected to be
down even more in 1982. This situation, of course, reverberates quickly
through the small economy, reducing employment and incomes, and having
far-reaching effacts, such as the reduction of credit available for

agriculture.

The risks inherznt in dependency upon a few primary products suggest a
diversification of the economic base Ffor both greater stability and
increasing export earnings. There is substantial potential for doing this,
as evidenced by developments, although still small, with nontraditional
crops. There now 1is coasiderable activity in production of vegetables,
citrus, pineapple, and palm oil for the export market, although numerous
problems beset the sector. Further development and growth for these products
will require a concerted effort by the public and private sectors working in

harmony.

The crippling problems presently encountered are naumerous, including
such things as lack of basic research and development, lack ~f efficieat
transportatioan to export markets, the absence of government interagency
coordination, distorted incentives, financing difficulties, non-price trade
barriers in export markets, shortage of investmen: capital, and the lack of
an organized association in the private sector to effectively deal with the
Government in overcoming problems encountered. The potential, however, is

great enough to encourage actions to be iaitiated to overcome these problems.

The Task Force Recommends:

5]

of nontraditional «c¢rops to determine those which can be produced
efficiently in Honduras and for which the long-run economic prospects
are particularly favorable. This should be followed by a program to
encourage and facilitate market development of those products for

which favorable market opportunities are determined to exist. Such a

The Covernment seek a comprzhensive study to identify a broad range




long range study would provide the basis for more clearly setting
priorities for agricultural development, and would permit a more
focused foreign assistance effort.

-
The public sector agency structure be modified to provide a focal
point for private sector contact, as well as for coordination of
government development efforts for these products.

. \
The Goverament commission a study, with private sector participation,
of transportation problems (availability, schedules, rates, modes,

etc.) which now severaly constrain market development.

A concerted effort be made, through joint private-public sector
cooperation, to generate new and expanded businesses by encouraging

private investment in Honduras.

»

-
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B8asic Grains Policy

The basic food crops in Honduras are corn, beans, rice, and sorghum
(designated as '"basic grains')e Corn, beans, and sorghum are grown primarily
by small farmers, while rice 1is produced bv larger, commercial farmers.
Although production varies greatly from year-to-year, it 1is only just
sufficient to meet consumption needs in most years.

- A

Corn is grown by more farmers and uses more land (about 400 thousand
hectares) than any other cultivated crop. In recent years, production has
declined and it has been necessary to import cora, sometimes in relatively
large quantities. Beans (primarily red) are the second most important food
in the diet. While Honduras was a net exporter for many years, production
(on about 75,000 hectares) is now barely sufficient to meet domestic needs.
Sorghum is used for both human and animal consumption. Grown oa about 70,000
hectares, Honduras has, in the past, exported some small quantities, but not
ln recent years. Rice 1is relatively less important as a foodstuff in
Honduras than in other Latin American countries. Grown on about 15,000
hectares, production since 1978 has been insufficient to meet domestic demand

and small amounts are imported.

These crops are subject to the pricing policies of the Honduran
Institute for Agricultural Marketing (IHMA), one of the semiau.onomous public
sector agencies. IHMA is charged by law with ensuring the country has an
adaquate supply of basic food and feed grains. It also is responsible for
operating a price support program, Through guaranteed minimum prices to
producers, control of export licenses, and intervention in the market (buying
and selling domestically and in international markets when necessary), IHMA

attempts to stabilize prices and the supply of basic grains.

Pefore the pianting season, IHMA ammounces The price at wirich it witi
purchase grains at harvest time. The purchases are linked to IHMA storage at
19 locations in producing areas. The storage capacity present ly is
sufficient for 30 to 40 percent of the grains that move in commercial markets
(about one-half the annual productioan is consumad on the farms where grown).

Sem2  of the grains pucchasad throuagh the price stabilizatiosn program are made
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available around the country to low income consumers through state-owned
stores (BANASUPRO), often at subsidized prices. (In 1981, the food sutsidy
amounted to $1.25 million.)
N

The success of IHMA in ensuring price stability and adequate supplies is
mixed. It has lost credibility with farmers because of its failure to meet
its price guaraatee. For example, IHMA established the 1981/82 price
guarantee much higher than supply-demand conditions appeared to warrant
(85.18/bushel for corn; $27.50/cwt for beans; and $13.30/cwt for rice).
Farmers responded to the high prices, and harvest-time deliveries soon filled
the available storage. IHMA‘ceased purchases, forcing many farmers, feeling
betrayed by the Government, to sell at much lower prices. IHMA's purchase
cost, plus storage and hand ling costs, are well above regional and worid
market prices, causing it political difficulties, as well as the losses

incurred in selling below cost.

There is very little private grain storage in the country. Investment
in storage 1is considered too risky because of the uncertainty created by the
timing of IHMA's movements into international markets. Potential 1investors
fear that the rise in prices from harvest-time to before the next harvest
necessary to recoup storage costs would be dampened frequently enough by IHMA

imports to preclude a satisfactory return on the investment,

The uncertainty created by IHMA also affects credit availability to
farmers. Banks are reluctant to provide operating funds because of the price
uncertainty in the market. The lack of operating credit 1is a major
limitation to increased production of grains. The Government is virtually
the only source; about 90 percent of government-provided credit is to grain

producers.

Y

»

Liieé TasK Force Kecommends:

o The present grains policy be fundamentally restructured. The
objective should be to provide stability in the grains sector, and
the food distribution objectives now a part of the program should be

diseantangled and carried out separately. The basic structure of a
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aew grains policy might include a minimum guaranteed price, at well
below the world market (to encourage Honduraan producers to become
more internationally competitive), perhaps approximating cash or
out-of ~pocket production «cgsts of the average producer. If other
recommeandat ions were enacted, such as the c¢rop liea system, this
would encourage bankers to make operating loans to producers,

providing enough credit for producing the crop.

At the same time, a much hiéﬁer\price could be established which in
times of short supply would be the price at which IHMA would go into
the world market to purchase supplies. The domestic price in most
years would  fluctuate within this price band. Having this
established price would remove much of the uncertainty about THMA's
intentions, and create an environment mote conducive to private
investments in storage. In fact, it would be unnecessary for IHMA to
continue constructing storage facilities; the lower minimum price
could certainly be guaraateed with much smaller purchases, quantities
for which existing storage 1is already adequate. In fact, at some
point in the near future, it would perhaps be feasible for IHMA to
divest itself of the present storage, selling it to the private

sector.
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The Livestock Sector

Livestock represents about 25 percent of the total wvalue of Honduran
agricultural production. Beef 1s the predominant livestock enterprise,
accounting for three-fifths of total meat productioa. Pork production has
been relatively stable over the past several years, ccatinuiang to be produced
primarily by traditional methods. Poultry production has been increasing,

with most of the growth from large, relatively modern production units.

Beef 1s a traditional éxport commodity; nearly one-half of the annual
production is exported. All other livestock ©production 1is consumed
domestically. The only livestock product import of consequence 1is non-fat

dry milk, which has been increasing.

There is substantial potential {.r improving livestock product off-take
through increased reproduction and growth rates, and other production
efficiency measures. However, aggregate statistics are believed to be
misleading. This results from averaging a relatively efficient segment of
larger commercial producers with smaller producers using traditional
practices. The problems for commercial producers already using improved
technical practices are primarily market constraints. Periodically depressed
world prices and a single mar.et outlet (the United States) are major

problems.

Livestock products play an important role in human nutrition in
Honduras, not only for the urban but the rural population as well. The low
production rates suggest that a large proportion of the feed energy 1is going
for maintenance of the livestock herd, 1leaving too little available for

domestic consumption and export.

»

There are nutritional, disease, and germ-plasm constraints to achieving
the production potantial of the livestock sector. Of these, inadequate
nutrient intake from grazed forages, particularly during the dry season, 1is
the principal constraint to attaining higher productivity. The severity of
this constraiat varies with the distribution and amount of rainfall aad s

accentaatad in the low-fertility soil areas.
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In infertile soil areas, unique problems of beef cattle production arise
from the 1low nutritive value of grazed forages, which is principally a
consaquence of low soil fertility. The most serious consequences are calving
percentages cf 40 to 50 percent and slow growth rates resulting in the
marketing of animals at four to* five years of age. 1In the short term, the
remedy lies in improved herd and pasture management practices, combined with
mineral supplementation to offset 1inadequacies in nutrieat intake during

critical phases of the production cycle.

N

In fertile soil areas, increased competition for land wuse, expanded
market possibilities, and greater production poiential call for wmore
intensive production syétems and practices. Particular attention should be
given to selection of pasture species that are not only nutritious and
high-yielding, but also can withstand grazing on a continuing basis and be
competitive with weeds, The greater frequency of milking cows in beef cattle
herds in fertile soii areas and the higher 1incidence of disease and
parasitism associated with increased conceatratioas of cattle also require

improved managerial and preventive medicine programs.

A number of practices based on existing or easily produced local
feedstuffs (as crop residues in the case of small mixed farms) appear to have
potential for efficiently improving animal nutrition, and thereby removing a
critical obstacle to effectively attacking other production constraints such

as animal health and improved genetic stock.

Improved livestock production efficiency, especially among smaller
producers who generally have a mixed <crop-livestock operation, must be
approached within a total farming systems context. Changes that focus only
on the livestock compoanent are unlikely to be adopted by small farmers, and,
if they are, may do more harm than good to the total income and focd supply

of the small farm family. This is an inherent danger of the modular approach

to Tivestock production improvement now being used by the CATIE/MNR research

program. Snall farmers generally are not able or willing to accept the risks
involved in adopting an extensive package of changes in their livestock
operation, A package of changes also often requires significant investment

for which borrowed capital will be needed.
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A more incremental approach, which first introduces practices not
requiring credit, and which takes advantage of available resources already on
the farm (e.g., family labor, crop residues, supplemental plantings, and
controlled grazing), can introduce®the farmer to low~risk changes that do not
dislocate his general farm operation, but which improve his income and family
consumption. This will prepare him for higher risk, credit-using changes at
a later stage of his farm development, or will allow him to make the

investments from his own capital formation.

A potential and generally neglected opportunity for improved human
autrition and econowric aétivity from animal agriculture for small farmers
involves small ruminants (sheep and goats). Many times, these smaller
animals fit quite well as a component of the small farm system. These
species can convert several sources of plant energy, not directly utilizable
by humans, into meat, milk, and cheese products. Hair sheep, for example,
are well adapted to higher rainfall areas and goats can be a productive

alternative in areas having a long dry season.

For improved animal production programs to have the desired income
impacts on small farmers (and employment multiplier impacts in the case of
larger production operations), improved systems of marketing and finance must
be put ia place. Some innovative alternatives that involve joint private and
public action should be considered. Marketing and financing systems that
vertically integrate producers into the overall marketing, processing, and

consumption system appear to have potential.

For example, a system that provides small farmers with brood sows for
producing feeder pigs which then are made available to a relatively large
scale, technically efficient, and well-managed fattening/marketing

enterprise, could integrate {unctions of providing breeding stock, technical

D)

guidance, and Tinancing «Ethfough in-Kind jrovision Of SOWS/, a5 Wweil a5 &
market outlet to small farmers. In the feeder pig operation, the small
farmer would utilize a relatively extensive production system based on farm

produced feedstuffs,
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Such an arrangement could achieve a number of objectives:
0 Provide a low-risk income producing entecprise to the small farmer.
o Integrate the market fuhction closely with the production activity.

o Provide high-quality technical and financial management and outreach
at  various levels in the overall production-marketing-processing-

coasumption (PMPC) system where it is required.
o Provide a stable supply of quality products to processors.

o Provide in-kind financing that avoids the problems of high-risk,
expeasive-to-adninister small loans under conventional credit

schemes.

The fattening/marketing enterprise could be a cooperative undertaking,
or it could be a mixed ownership operation of producers, processors, and the

public sector.

This type of integration model has beea used successfully in Colombia by
cattle producers, and could be considered 1in Honduras for both swine and

cattle production. 1In Colombia, Fondos Ganaderos were established as mixed

public/private organizations with development, iaprovemeant ard promotion
functions, using an initial capitalization mechanism similar to that of the

cooperative farm credit system in the United States.

In Colombia, the capital of the Fondos is represented by two types of

ownership shares: class A stock 1is purchased by national, state, and/or

municipal public agencies to provide seed capital; clasz B stock is purchased

by the private sector (producers as well as other investors). The Fondo is

IS (] PO N B IS Nt am
=

a fort-profit enterprise and Prority are Gistributed to sharehoidess+—Glass—A — —

shareholder dividends stay in the Fondo to be used for reinvestment and for

promotion and techanical assistance programs.



Fondos provide breeding stock and feeder animals to producers on a
share basis, as well as credit for other inputs aud capital improvements as
may be appropriate. Thev also provide technical assistance to producers.

L]

The Fondo receives 35 percent and the producer 65 percent (60 percent
in cash and five perceat 1in shares of class B stock in the Fondo) of the
increase in value of the animals provided.

- N

An organizational structure of this type could be modified 1in a number

of ways to fit the specific needs and interests of both small and large

producers in Honduras.

The need to integrate government services to Ffarmers who produce
livestock 1s consistent with the systems approach to farm improvement, as
well as improved integration of produccion, marketing, processing, and

coasumption activities to improve efficiency of the livestock industry.

Livestock research, promotion, and extension cannot be effective if
carried out 1in isolation from research, prowmotion, and extension activities
in crop agriculture. Even single enterprise livestock ranches must deal with
technology related to pasture improvement and supplemental feedstuff
production and/or utilization. For improved technology 1in these activities
to be effectively integrated at the farm/ranch level, they must be integrated

at the research, promotion, and exteasion service lavels, as well.

Additionally, because producers have much to offer in terms of improving
technologies and because the capabilities of the public sector in generating
appropriate improved technologies are quite limited, it 1is important that
private sector resources be mobilized and incorporated with public sector

resources to achieve the goal of improved efficiency and profitability of

)

livestock production. Livestock producers, Cthrough Ethelfr associalions &mnd
organizations, should be brought actively into the process of technology
development, PMPC system integration, and market expansinn. This requires
relevant public sector agencies to seek a true partnership with the private
sector; it also requires a policy environment which enables the private

sector to participate on a self-interest Dbasis. Mechanisms which allow
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earmarked check-offs at sales points, and other use of public resources as
seed capital for essentially privately operated enterprises, should be
created.
<
The current practice of blending subsidized imported noan-fat dry amilk at
ma jor processing centers depresses the price of retail fresh milk and, in
turn, the price to the farmer. This has resulted in a widening gap between
the amount of milk produced and consumed.
- R Y
Milk production from the small farm sector can be an important part of a
cash flow economy within the local rural area. Milk can be produced in

Honduras at competitive prices i1f encouraged.

The Task Force Recommends:

o Focusing major attention on improved animal nutrition strategies to
increase production efficdiency. These strategies include improved
pasture management (controlled grazing through controlled stocking
and rotation), and utilization of supplemental feedstuffs, especially
during the dry season. Use of supplemental plaantings of lucaena or
cassava, feeding bananas, plantain or cassava, and planting small
irrigated plots of forage sorghum or elephant grass for greean chop
supp .emental feeding are possibilities that could be examined.
Supplemental planting of sugarcane for controlled feeding during the
dry season also may have possibilties. An organized program of
testing these and other alternatives could lead to greatly improved
nutrition opportunities for livestock, not onaly for larger commercial

producers but for small producers as well,

o An assessment be made of the potential role of small ruminants as a

nart of a national livestock developm:nt strategy.

o The feasibility of establishing vertically integrated enterprises (of

the type described) for the livestock industry be examined.
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The use of subsidized or donated non-fat dry milk for
reconstituting be discouraged, and the reconstitution of
milk using subsidized imported products be eliminated
gradually. Since virtually all such imports are subsidized,

this likely will require gradually increasing import
tariffs on non-fat dry milk, or decreasing import guotas.
An advantage of using import tariffs is that the proceeds
can be earmarked for technical §ssistance, promotion,

credit, etc., for improving small farm milk production
efficiency and milk collection systems.
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Agricultural Credit

A shortage of agricultural credit is widely perceived to be a severe
constraint to improved agricultuaal production efficiency aad increased
output. In the past two yvears, there has been a sharp reduction in credit
accommodations by intermational lenders to the semiautonomous agencies, and
commercial bank c¢redit lines have been severely reduced or cancelled.
Because farmers have, 1in the past, received a considerable amount of credit
directly or iadirectly thcough public and private lenders relying oa these
sources of funds, this has resulted in a severe curtailment 1in the

avallability of credit to farmers.

World economic conditions, wunstable political conditions in Central
America, high interest rates wor ldwide, and shrinking markets for traditional
agricultural exports have acted in concert to reduce available supplies of
loanable funds. These are problems external to the agricultural credit
system in Honduras; suggestions for  alleviating some of these external

constraints have been made in other sections.

A number of coastraints to efficient and effective operation of the
Honduran agricultural creait system exist. These tend to discourage lenders
from making agricultural loans in favor of other wuses of available funds.
They also tend to increase costs, risks and losses in agricultural lending,

and rasult in less than optimum use of available credit.

A number of sources provide credit to agriculture and agroindustry. The
biggest institutional leader 1is BANADESA, with about 45 percent of the
institutional agricultural credit portfolio. Fifteen private commercial
banks provide the balance of institutional credit to agriculture. Informal
credit s)urces (money lenders, output market intermediaries, input supply

firms, and individuals) supply about one-half of total credit to agriculture.

Iaternal constraints to an effective and expanding agricultural credit

delivery systam iac lude:




National objectives relating to agriculture are poorly defined.
Mixed signals often find their way to lenders and producers. There
appears to be confusion and lack of understanding by the ministries,
and even more confusion and®lack of uanderstanding by the private and
public  subsectors (private banking system, public cradit
institutions, labor and reform groups, farm groups, agroindustry,
2tc.) about the roles each 1s to undertake to achieve as yet
unspecified goals. There 1s tremendous scope and complexity to the

problems faced in the sector.

There 1s much to be ﬁone and without a well-defined plan which
permits appropriate participation and decision-making by all those
concerned, efforts will be dissipated and often at cross-purposes.
This severely limits progress in resolving critical weakanesses in the

agricultural system.

Exchange controls and slowdown of foreign exchange transmittals have
improved domestic liquidity, but impair the ability of the private
sector to service offshore currency debts. This increases uneasiness
among foreign suppliers and lenders, and dampeans willingness to

extend further credit.

High debt levels and limited debt servicing capability of both
government and private agroindustry are deterrents to landers. Most
goverament institutions and several private companies have been
unable to generate sufficient operating margins to cover interest and
principal payments. Operating losses have contributed to a decline
in  already limited equity, Under present conditicas, it is
unrealistic to rely heavily on debt to operate and expand. Available

long-term funds are provided only at floating interest rates. During

- thrs deftattomary pertod, tack of =quirty imposes & Teavy penalty on
companies whose debt structure was created during the earlier

inflatiorary "easy-money" period.

During the earlier expansionary period, corporate, financial, and

goverament institutions poured funds of all kinds iato numerous

D
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- programs. This caused the building of a bureaucratic structure that
<F is unwieldly and expensive. Each source of funds has 1its own
criteria as to how they are loaned and administered. These have
combined to create a "paper-blizzard," a multi-tiered management and
decision process, and the burden of trying to cover heavy costs.
Margins added to original costs of even concessionary rate programs
make them expensive to final borrowers. To these problems are added
delays in obtaining commitments, failure of timely disbursement, and,
sometimes, arbitrary reduction of projected needs. These problems
translate 1into a dismaying series of barriers to the effective use of

funds.

o Administration of government credit programs has been and continues
to be poor. Insufficient attention is given to the progress of crops
or presence and condition of livestock. Disposal of crops and
livestock and distribution of proceeds are inadequately monitored,
This has resulted 1in excessively high delinqueacies (40 to 75

percent) in loan repayment.

Y’

o The legal system, commercial practices, social and political customs,
and legislation do not provide reasonable equity to the various
parties to a financial transaction. There is little effective
ability by lenders to recoup loan proceeds on agricultural-type
collateral in the event of default by the borrower, Close and
frequent supervision is not practiced. Such practices could sharply
improve collection of loans. Supervision 1s expensive and lenders
tend to make loans of a size sufficient to allow earnings and fees to
cover high administrative costs and profit requirements. Private
lenders view most agricultural loans as risky and expensive and have

not been generally aggressive in entering this market,

The Task Force Recommends:

o The climate for capital formation be improved. While there 1is some
temporary improvement in the banking system's liquidity, bankers are

) not confident this will continue,. There 1s a national need to

-
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enlarge the pool of domestic funds. There are few restrictions
limiting the price bankers can pay for deposited funds except

for limits to the maximum lending rate. Lending rates on the
demand-side might also be liberalized to encourage more attractiv
supply-side rates. Presently, the maximum lcan rate a commercial
_bank can charge a farmer cr cattleman is l9ipercent, which is
based on a 15 percent discount rate and a four percent add-on
spread. Rather than open the loan rateﬂimmediately to market
forces, it might be more feasible to increase the allowable
spread to, say, six percent. This should permit more aggressive
competition on the deposit side for investor's funds and also
stronger competition for the Government bond sales program. If
liquidity continues to improve, both supply and demand rates
should react in ways favorable to the borrower and should also

lower costs cf funds to the lender.

The Government program to merchandise tax-free bonds at 11 to 13
percent is an effort to build government liquidity, but these
bonds are a serious competitor to efforts to build up the private
sector pool of funds. If the private sector is to take a greater
role in agricultural financing, such competition must be reduced.
Possibly equating the returns on bonds on a tax-equivalent basis
to the market rate for deposits would provide a better balance

between government -private sector competition for funds.

Some type of crop lien system should be developed whereby the
purchaser of commodities from the farmer is apprised of the
existence of financing secured by the crop. Payment would need

to be made by the purchaser to the lender for the account of

the farmer. After satisfaction of credit outstanding, or scheduled
term-debt payments, the balance would be remitted to the farmer.

Numerous entities have underwritten loans by providing guarantees

which promise repayment of loans in the event of default by the
borrcwer. Several demands for guarantor performance have not
been met either because of an unwillingness to face up to an
obligation, or an inability to come up with the funds due to

illiquidity or
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pocsibly even insolvency of the guarantor. Credit insti-

tutions have relied too heavily on worthless guarantees, which
at inception were not adequately analyzed to determine whether
the guarantor was actually capable of servicing his contingent
liabilities in the event M was called upon to do so. Banks
should not be permitted to take guarantees without supporting
financial exhibits indicating the guarantor's ability to perform.
It is our understanding that the Central Bank has issued a rule

requiring this, but that it has not as yet been strictly enforced.

Reduce the large amount of contingent liabilities that have been
so readily and easily created. While difficult to accomplish,
it is necessary to improve credit-worthiness of government
institutions. Some institutions may find it necessary to shrink
both operations and their balance sheets to accomplish this.
However, without some improvement in the overall financial
condition of autonomous and semi-autonomous agencies, it will

be difficult to renew or obtain external financing. The IMF

agreement will govern how much can be done.

Foreign exchange controls probably continue to be necessary in

the short term. However, while recognizing the need to manége

a limited suppiy of dollars, the inordinate length of time

taken by the Central Bank to approve either the availability

of dollars or their transmittal is eroding the image of importers
by breaching usual commercial trade terms. Also, the system of
trying to allocate a scarce resource among many users breeds an
envircnment cf graft and forces some users of foreign exchange

into illegal activities. The IMF agreement addresses the problem
in the Central Bank of foreign exchange transactions that are
pending, but even with determination of the extent of the problem,
the $30 million in applications pending are unlikely to be pro-
cessed in a year. Even with the pressuré 6f Ehe INF agreememt; -
there is no assurance that these transactions will be expeditiously
serviced by the Central Bank in the future. The approval process
must be improved to reduce the time lag between date of appli-
cation, approval, and the actual transfer of dollars. Over

the longer term, foreicn exchange controls should be substantially

reduced and then eliminated.
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It appears that farmers have resources naot revealed by published
estimates. Some lenders have experienced equity support for farm
operating credit of over 20 percent put up by the borrower. To
broaden the agricultural credit d¢livery system, it may be feasible
to organize a stock company to Punction as a financiera to cater to
local farmers. Shareholders could be farmers, agroindustry, banks,
etc. The company would need to be capitalized adequately. Equity
could be leveraged by borrowing from banks or by use of the Central
Bank's discount window. Such ap institution would have many of the
characteristics of a successful lender. They know their area and
their borrowers, and they can monitor performance throughout the
growing seasoa. We recognize that a similar type institution was
created in the past but did not succeed. However, with appropriate
management and adequate safeguards, we see 1o reasoan why such an

institution could not be made to work.

There is another effective loan vehicle already in place which has
been underutilized by the banking system: the local money lenders.
They know the area and the people, can provide timely service, and
generally enjoy excellent repayment of loans. Their own funds could
be augmented by commercial bank loans as a substitute for more direct

agricultural lending by private commercial banks.

The system of providing credit indirectly to small farmers by wusing
established agroindustries as the credit conduit should be enlarged.
A large agroindustry has access to the market for finished or
semi-finished goods, can provide technical assistance to the farmer,
and can supply crop and livestock enterprise iLnputs. The
agroindustry, as the initial buyer of the agricultural commodity,
also can make preharvest cash advances to the farmer who pledges to

sell his products to the agroindustry., Credit arrangements are

‘quickly made, with a minimum oF Tred-tape,” and the ‘agroindustry

usually is perceived as being consistently interested, year after
year, in a relationship with the farmer. This type of arrangement
provides comfort and eases apprehensions of small farmers who often

feel that their financial lives are in jeopardy each year during
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prolonged negotiations with more institutionalized lenders.
Recommendations in the section of our report dealing with the
livestock sector is a logical exteasion of this means of channeling

. Q
credit to farmers.

It does not appear feasible to attempt to develop a crop 1insurance
program at this time. There are no actuarial data; natural
catastrophes occur frequently, and premiums would be high. The
Government would be required to underwrite most of the costs since
farmers are aot in a position to absorb a high overhead expense which
is not a direct input to production. Development of a sound minimum
price program for grains likely will do more to make the farmer an

acceptable credit risk than an insurance program to cover disasters.

The feasibility of establishing a private commercial warechouse system
should be examined. To attract the private capital necessary to
construct and operate the physical facilities and perform the
warechousing function itself will require existence of a commercial
market for such services. The services need to be in demand by
farmers, agroindustry, handlers, merchants, and speculators, and
would involve such activities as unloading commodities from ships,
trucks, wagons, and railway cars; drying and storage; grading to
permit comingling of fungible commodities, loading of transport
facilities; fumigation and cleaning; mixing of various lots to
achieve a required grade; etc. Warehousemen would need to be
well-trained, financially and ethically respoasible, and operate in a
manner to create confidence in the system and promote orderly
marketing, reduce spoilage and leakage, and permit some degree of
speculation., As a means of promoting financing to enable owners to

hold inventories, the system will —require negotiable or

don-negotiable warehouse receipts which are evidence of title to the

stored commodities and which can be used to collateralize bank loans.
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Natural Resource Use and Conservation ﬁ})

Honduras has a favorable climate and an abundant suppl of agricultural
land and water, the basic natural résource ingredieats to a productive
agriculture. The problem is that neither the land nor the water resource

base is being utilized efficiently to achieve economic and social goals.

Many present land owners do nol use their land efficiently.
Additionally, a major portion of land suited for agriculture is still in the
public domain. Constraints to efficient use of these resources are both

institutional and technological.

Major constraints that could be alleviated through appropriate public
policies and investment, combined with private initiatives and investment,

are discussed in this section.

Drainage, Flood Control, and Irrigation

A considerable portion of the agricultural land is poorly drained,
frequently floods, or is susceptible to drought during a part of the
potential growing season. Because the necessary institutional structures and
investments have not been realized, agricultural production on these lands is

high risk and profitability is marginal.

Present policies are not conducive to private sector investments and
commitments of future income required to manage water. For major
agricultural areas in the Coastal Plains, large scale, multi-farm drainage,
flood control, and irrigation works are required. Because of the large scale

nature of required investments, and because benefits from them accrue to

individual landowners, as well as to the economy as a whole, a partnership
between The Government and landowners i1s necessary to make required
investments in appropriate infrastructure (dams, dikes, drainage and
irrigation channels, pumps, land leveling, etc.). There presently is no
enabling legislation to permit the institutionalization of such a

partnership. }
#
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The Government has neither the organizational nor financial capability
to carry out the required 1investments alone. Furthermore, without che
commitment of benefiting landowners to utilize future income from improved
production resulting from the 1investments, as well as a commitment to
maintain and operate the systems, anticipated benefits from such investments
are aot likely to be realized. Enabling legislation 1is required that
provides a vehicle and incentives for landowners to organize  themselves,
finance initial investments and tax themselves in order to provide an income

flow to amortize initial investments and to operate and maintain the system

effectively.

In the past, the puulic sector has made investments in flood control and
irrigation projects. Tiese efforts largely have been unsuccessful; most
exiscing public irrigatioa projects, for example, are greatly underutilized
and poorly operated and maintained. The original 'nvestment has not been
recouped and the infrastructure i1s steadily deteriorating. Major reasons for

this poor performance appear to be:

o Benefiting landowners have not participated effectively, either
financially or organizationally, 1in planning, implementing, and

maintaining the works carried out, and

o Government capacity to aeffectively manage such projects is

inadequate.

If rcivate sector users are empowered to take the initiative and assume
major responsibility for organizing the system, making required investments,
maintaining and operating the system, and anortizing their fair share of the
investment cost, the potential for success of such activities would be

ccnsiderably enhanced.

Agricultural areas of the interior of the country are subject to serious
soil erosion. In addition, a number of opportunities exist to greatly reduce
the risk of crop failure and to ex:t:"d the growing seasons through small
scale irrigation. As in the case of water management in coastal agricultural

areas, erosion control and small scale irrigation in the interior are



feasible only if there is active participation and comrmitment by landowners.
Experience 1in cther countries, such as Guatemala, suggests that small farmers
will respond to opportunities to carry out sotl conservation aad supplemental
mini-irrigation programs. They are willing to provide labor in construction,
to commit a part of future enhanced 1incomes to amortizing a part of the
initial investment, and to agree to maintain and operate the systems.
Government must provide enabling legislation, make initial financing

available, and underwrite an appropriate share of the initial costs.

The Task Force Recommends:

o It be determined to what extent agricultural landowners are willing
to participate organizationally and financially in soil and water
management improvement investments, and that consideration be given
to adopting appropriate enabling legislation and incentives to permit
landowners and government to carry out, maintain, operate, and pay

for such improvement investments.

Land Distribution, Tenure, and Social Objectives

A system of agricultural production based on private ownership of land
must provide security of tenure and adequate flexibility to enable land to be
put to its most economical use. At the same time, the use of land must mesh
with the social equity objective of improving the livelihood and enhancing

the human dignity of the rural population.

It has been demonstrated amply throughout the world that an agricultural
system based on private ownership of farmland, combined with an appropriate
policy enviroanment, can achieve high levels of production efficiency and
output, and at the same time achieve social equity objectives. In contrast,

other svstems. based on state or collective ngnrqhip of the land haea have

had a poor record of production efficiency and output except in isolated
cases where an overriding religious or social cohesiveness controls communal
action. A number of experiments in state and collective enterprises in Latin
America have poor, and generally disastrous, records of production efficiency

and output.
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An appropriate policy enviroament is critical to the success of a system
of agriculture based on private land ownership. The policy enviroament must
achieve a balance between inceatives to assure production efficiency and
the realization of social objectives. These objectives may, at times, be

conflicting. .

The present structure of agricultural land ownership and the policy
environment 1in Hoaduras contain several obstacles to achieving the two

objectives referred to above:

o Productive land ownership is highly skewed, with 20 percent of the
agricultural land being held by 279 large owners and 126,000 small
subsistence farm families holding less than four hectares each. In
addition, some 50 percent of the rural campesino families own no land
at all, and are unable to find enough employment to earn sufficient

income to cover basic needs.

o Only an estimated 3,000 farms are legally titled out of a total of
185,000 to 190,000 units in possession. A considerable amount of
this land is legally classified as public domain, and a large amount
of wunsettled 1land suitabls for ag.iculture is in the public domain.

Most of the latter is inaccessible because of lack >f roads.

o A number of policies have a negative impact on decisions of
landowners to put their land to its most appropriate use. Because of
lack of legal title, owners are hesitant to make major medium and
long-term investments in land improvements. Land cannot legally be
rented, thereby excluding a viable economic alternative for allowing
land to be used by efficient farmers when it may be owned by
inefficient farmers or non-farmers. And, to be exempted from
agrarian reform, large farms must be planted to specified crops (such

as squrcanﬂ.),, These crons may not he the mnat afforrive 1as nf rhat

land. Virtually no land market exists in Honduras, mainly because of
lack of clear titles to transfer and lack of a system for financing
land sales. In the past, the Government has relied on direct

intervention through agrarian reform to provide land to landless
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campesinos. This requires a bureaucratic structure that is expeasive
and a management efficiency beyond the capabilities of government.
It treats the land recipieat largely as a passive onlocoker 1in the
process, thereby neutralizing many of the individual ownership
inceatives inherent in a private market. Land redistribution under
the present system has been very expensive and has been at such a
slow pace that it has not kept pace with the increase in new rural

families entering the landless group.

The Task Force Recommends:

o

INA should concentrate on accelerating the land title program now

baing initiated.

The prohibition against lind rental should be reexamined and a system
d2vised that permits economically sound land rentals, while

protecting small farmers from manipulation in a reatal market.

The system of allowable crops for exemption from agrarian reform be

reexamined and adjusted to conform to economic realities.

Alternatives for a financing and transfer system to create a viable
land market be examined. This should 1involve participation of
representatives of campesino groups, the banking and capital market
system, and government. As an acceptable alternative is evolved, a
pilot program could be implemented to test procedures and mechanisms.
Campesino groups could make a considerable coatribution to assuring

the success of such an undertaking.

The Government should investigate the feasibility of making land

available for resale by iaving landownsre whg bonsfit from dratmage, ™
flood control, and irrigation works make a proportion of the improved
land available for sale to small farmers through the proposed {and

market financing system.

\..49!‘
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The Governmeut should establish priorities for coastructing roads and
other infrastructure to permit access to praeseantly unsettled lands
suitable for agriculture, and explore altearnatives for colonization
that would mobilize the capabilities sf the private sector to
organize and carry oft the settlement process (private
agroindustries campesino organizatioans, cooperative federations,
mixed public/private organizaticns, etc.). Goverament resources can
then be focused on providing an appropriate policy and investment
climate, required infrastructure, research and exteasion to achieve

the productivity and income necessary for economic success.
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Publi¢ Sector Structure and Organization

Since the GovaernmenZ »: Honduras took the first major step of 1involving
itself directly 1in the develoSment of agriculture by establishing the
National Development Bank (a predecessor to BANADESA), the organization of
the public agricultural sector has evolved wmore in response to crisis
situations than to any overall plan with consistent criteria. 1In addition to
central government agencies, the :sector today 1is composed of several
semiautonomous organizations which have an independence of action resulting
in less than effective unified planning and coordination. 1/ There is only
one agricultural secto: organization, the Ministry of Natural Resources,
which is a centralized component of the Government. But, there is no entity
assigned responsibility for overall agricultural development, noc is there an

overall leadership role ia the agricultural sector short of the President.

The many separate institutions with independent policy structures and
the inconsistency of membership of the policymaking boards results in
fragmented views of policy 1issues and creates barriers to developing
effectively integrated and mutually supportive policies and plans. There
presently is no c¢learly defined system for the analysis, decision, and
execution of agricultural policy and the solution of problems by development
of integrated actions. This has resulted in sometimes coatradictory policy
goals and in unnecessary intermingling of social and economic policy
objectives. Tre proliferation of agencies and projects now exceeds the
limited executive personnel resources, creates competition among
organizations for the same small technical personnel pool, increases the
array of coordination and control mechanisms, dissipates authority of agency
heads, and seriously reduces the ability of government to control the
agricultural development program. Moreover, it has sSeriously impaired

chances for effective or efficient delivery of development services to the

)

—EEtteuiturat sector:

l/ The semiautonomous agencies 1In the agricultural sector are BANADESA,
[HCAFE, COHBANA, COHDEFOR, INA, I[HMA, and DIFOCOOP.
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The Task Force Recommends:

Attention be given to restructuring the agricultural public sector to
greatly improve 1its institutional organization and capacity. There
have been in the receat past numerous descriptive and analytical
studies of public agricultural sector institutions 1in Honduras,
sponsored by various interanational organizations and countries. We
do not advocate any particular specific reorganization plan that has
been proposed. Rather than anpther study, however, we urge that the
results of the ongoing study soonsored by USAID and the results of
the previous studies be carefully evaluated and used as the basis for

designing a new structure.

Regardless of the particular configuration, we think 1t imperative
that public sector eatities be wunified in a central agency, a
strengthened Ministry of Natural Resources, and that Llines of
responsibility and authority be clarified. This, of course, entails
bringing the semiautonomous institutions into a central framework or
shifting their functions to the private sector. And, it meaas
developing a mechanism in the central goverament for effective
integratioan and coordination of policy development for the sector

consistent with national policy.
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Human Resources

The pressure on Honduran agriculture to meet the present food needs of
the country 1is already great and®, with the rapid population growth, will
intensify 1im the years ahead. Of the many ingredients essential for
successful agricultural development and sustained zrowth in the food supply,
ornz of the most critical is the development of the country's human resources.
These resources are crucial to the adaptation of existing technology, to the
creation of new technology for the future, and for the effective
dissemination and wuse of technology in its applied forms. This entails not
only training teachers and reéearchers, but also extends to the many farmers

who must put the knowledge to work.

At the present time, trained personnel in Honduras for agricultural
education, research, and extension are Ffaw, Augmenting this body of
professionals is a long-term process, but one that must be commenced without
delay. We believe this will require a‘fundamental change in the philosophy,
organizational structures, and priorities for the education and training of
agricultural scientists and professionals. Such changes will require many
innovations and will perhaps be politically unpopular. This may be
especially true as it involves changes in institutional structures,
particularly the wuniversity system, and  especially for  CURIA, the

agricultural university at La Ceiba.

We find the deficiencies in the present system to be basic: the lack of
well-trained teachers; the lack of an appropriate curricula; inadequate
laboratory and other facilities; and a philosophy of university education

that precludes rigorous education and solid achievement.

The Task Force Recommends:

o The university system be reevaluated and modified as appropriate to
ensure that a rigorous education be made available in the
agricultural sciences. This will undoubtedly involve a fundamental

restructuring of CURLA.

J
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o 1In addition to changes in the existing institutioans, there are
several other institutional models that might be coasidered such as
the privately funded Panamerican School at Zamerano and a specialized
agricultural institute for research, training, and extension.

<

Research and Extension

While the development of a body of trained people 1is essential; there
must at the same time be an organi?ational structure that facilitates the
effective dissemination of new techéologies to increase food production. The
present fractionation  of the research and extension system 1mpairs
efficiency, resulting in the lack of coordination of the scarce resources now
available, duplication of effort, and the failure to reach much of the farm

sector, especially the numerous small farmers.

Providing effective exteansion services to the many small farm families
is perhaps the wmost difficult of all activities. But, with more than 50
perceat illiteracy in the agriculturaf work force, more effective farmer
aducation  and training are essential prerequisites to expanded food

production.

The Task Force Recommends:

o The public sector research and exteansion functious be placed in the
same organizational and administrative structure at all levels in the
country within the Ministry of Natural Resources. Further, there
should be a reevaluation of current extension activities, an increase
in resources for extension, and a concerted effort to coordinate all
such activities with an emphasis on improved technology transfer and

training of small farmers.

0 Ways be - :lured to entice trained Hondurans to return to the country

O TOWOTK and @ poliTty TcomduTive TO TETILNINg Tiew aud preserviug Tire
much-needed continuity in the tresearch and exteansion efforts be

formulated.,



62

- Short-Term Efforts

h While the efforts to fundamentally improve the human cesources at all
levels require <considerable time to come to fruition, there are steps which
will result in more immediate improvements in the food situation. Some of
the most immediate problems can be addressed through concerted efforts to
borrow and adapt existing technology, and through the use of outside
technical assistance for specific \probiems. For example, enormous sums of
public money have been spent in a;eas such as the Aguan Valley. However ,
severe production problems have beecn encountered, primarily because required
technology measures are not understood by the campesinos and, as a vresult,
they are reluctant to participate in needed physical operations. Total
marketable production could be increased substantially and quickly 1f minor
element deficiencies and other agronomic problems, such as weed coatrol and
drainage, could be economically corrected. Some of the problems could be
corrected by intensive labor; most, however, can only be corrected through
skilled management of technology and a willing labor force. The same applies

to the African oil palm production and processing entz2rprise there.

The Task Force Recommends:

o The Government seek tn obtain outside technical assistance for this
and other projects with similar problems. Some assistance is
available now 1in Honduras and can probably be contracted on a
reasonable basis. Many of the badly needed human and technical
resources currently exist within the private sector and closer
linkages between farmer groups and efficieat companies should be
encouraged, For example, much of the information needed to improve
citrus production in the Aguan Valley is probably available in the
San Pedro Sula and La Ceiba areas. 1If not, it certainly is available

in Flarida and California and nrohably unsahla wirhoutr much additional

adaptive research,

We would further urge that this assistance be coupled with a training

¢ program which will assist in dealing with such problems in the
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future. One of the most valuable aspects of technical assistance :<an

be the trained people it leaves behind.

o Some long range planning to focus on establishing  commodity
priorities and production targets 1is needed. Available technical
personnel and funds are not sufficient to increase production on all

important crops simultaneously.

o Consideration should al;o bé given to the production team concept.
Highly trained teams with skilled leaders can stimulate production
rapidly if adequately supported. Using both trained nationals and
technical assistance from outside, these teams could focus on the
most acute problems. For example, for Aguan Valley citrus
production, a small team of experts, including a soil scientist, an
agronomist, an entomologist, and a pathologist, could identify
technical solutions within a short time. At the same time,
marketing, packing, and shipping problems also are limited factors in
the Aguan Valley Project. A team of appropriate experts also could
address these problems and examine solutions such as the feasibility

of a juice or conceatrate plact.

» * k % *

This concludes our treatment of the specific areas of the agriculture
and food system which we examined in our effort, In closing, we reaffirm our
hope that this mission will serve as only the beginning of a renewed effort
to address the problems that confront Honduran agriculture. We were

delighted that at the conclusion of our mission President Suazo embraced the
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activities by designating two cabinet ministers for the committee.

Our government, and especially the Agency for International Development
personnel, stand ready to assist and to fully participate in these subsequent

activities. And, we reiterate that the individual members of this Task Force



are prepared to assist in any capacity in which we might make a contribution
to improving the agriculture and food supply for the benefit of all the

. Honduran people.




