


The technical information for the First Agricultural Sector
Meeting is presented in ten documents to facilitate
rating governments and institutions.

Executive Summary

Importance of the Agricultural Sector.
Technical and Financial Assistance.
Summary of Project Profiies.

10 describe the eight regional programs
on topics selected as being of priority by the Central
American governments. The Programs are:

PEC/AS/91/3: Regional Agro-alimentary Program.

-

PEC/AS/91/4: Program on Irigation, Drainage and
Land Leveling.

PEC/AS/91/5: Program on the Development of Bio-
technology.

PEC/AS/91/6: Program on Intra-regional Trade and
Exports to Third Countries.

PEC/AS/91/7: Program on Agroindustrial Develop-
ment.

PEC/AS/91/8: Program to Strengthen Plant and Animal
Health Services.

PEC/AS/91/9: Program on the Development of Border
Areqs.

PEC/AS/91/10: Program to Strengthen Rural Enterprises.

Each Program consists of two components: one of
regional scope and the other of national scope. The
regional component involves cooperative projects and
actions among the countries of the Isthmus, while the
national component is made up of the investment
projects to be carried out In individual countries.
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INTRODUCTION

This Regional Program contains a proposal for organizing support for
the execution of a portfolio of six investment project profiles, se-
lected by the Central American countries to increase their agroali-
mentary production. The support will be provided by regional orga-
nizations, which will contribute to ensuring greater efficiency and
economy in the use of the investment resources obtained:; this will
be to the direct advantage of the national economies, in their ef-
forts to achieve higher levels of food security.

The Regional Program is based on investment projects that are of in-
terest to the countries; it also involves a series of joint actions for
technical cooperation, through which regional organizations will
complement national efforts. The Regional Program proposes a
series of cooperation and integration mechanisms which will con-
tribute to transferring the benefits between countries. Inltially, these
mechanisms will act on the selected projects to ensure a nation-
wide impact within each country; subsequently, they will facilitate
the transfer of beneflts generated by the new investment and
technical cooperation resources for food security to all the member
countries.

A Regional Food Security Committee is proposed which will be
made up of top-level national officials - if it is accepted by the in-
terested parties -- who will coordinate the Regional Program. This
Committee will have an executive secretary assigned to the Per-
manent Secretariat of the General Treaty on Central American
Economic Integration (SIECA).

The national projects will be coordinated by National Food Security
Committees, whose members will be representatives of the different
sectors involved in that field. These National Committees will be
linked to the Presidency of the Republic, they will be chaired by the
vice presidents, and their secretaries will be high-ranking officials
from the countries’ planning systems.

The total cost of the Regional Program will be US$150,650,300, with
the countries’ investment portfolio totaling US$147,050.300, and the
projects to be implemented by regional organizations, US$3.6 mil-
lion. These regional projects consist of nonrefundable technical co-
operation projects. The Regional Program will be executed over a
period of three years.

The Regional Program pro-
poses a series of cooperation
and integration mechanisms
for agroaimentary develop-
ment In the countries of the
Isthmus.

The Regonal Program’s na-
tona! components will be co-
ordinated by Natoral Food
Secunty Committees



Chronic food insecunty exists in
vast sectors of Central Amer-
1ICa

l. FRAME OF REFERENCE

1. Macroeconomic Setting and Its impact on the Regional Program

The capaclty of the Central American countries to meet their peo-
pies’ food requirements has been seriously impaired. This problem
stems from the crisis in agriculture which, in tum, is linked to the
global economic crisis. The deepening of the economic crisis has
compounded weaknesses in the economic performance of the re-
gion’s most dynamic sectors, which are showing signs that they
have exhausted their potential for growth. All these factors have
aggravated the food-security situation in the isthmus.

Presently, the crisis is reflected in three ways: a stagnant job market;
reduced purchasing power owing to infiationary pressures; and, the
growing inability of campesino families to meet their food needs
with their farm output.

Food-security management is based on the family shopping basket
and national consumption pattems. To be successful, it should con-
tribute to solving. in a satisfactory manner, problems related to in-
stability of supply, shrinking demand, marketing distortions and
inadequate biological use of foods. as well as important aspects of
heatlth, education and other services. It involves more than finding
solutions at the sectoral level, as it entails managing a complex
combination of social, financial, economic, technical and political
forces.

Food-security management is not limited to govermment action
alone, but involves private-sector organizations as well. The former
draws up and implements comprehensive, permanent policies, and
the latter ensures that these policies are managed efficiently,
especially by the food-production sector and the food industry.

In the Central American isthmus, large sections of the population
live in a situation described as chronic food insecurity, that is to say,
millions of people are unable to meet their food needs. As a result,
they are malnourished and suffer from protein-energy deficiencies.
severe shortages of specific nutrients such as vitamin A and iron,
and other problems. This has grave implications for high-risk popula-
tion groups such as children, nursing and pregnant mothers, dis-
placed persons, refugees and other economically-disadvantaged
groups.




Estimates show that the production of basic foodstuffs (com, beans,
rice. sorghum and milk) has grown at a rate of only 2.8 percent in
the last few years, while population has grown at a rate of 2.9 per-
cent, reflecting a precarious sttuation in terms of locally-produced
foodstuffs. Moreover, from the economic viewpoint, annual per-
capita income has rapidly diminished as a result of inflation and
economic recession in the most dynamic sectors.

The growing inability of campesino families to meet their food needs
on the basis of farm output can be explained, in the first place, by
the fact that small-scale farms producing basic grains, increase their
production volumes at rates lower than family population growth.
Thus, the portion of their output devoted to food production is ever
less sufficient for meeting family food needs. Secondly. scarce job
opportunities for supplementing family incomes, frequently obliges
campesino families to sell part of their production -- even if this
means they have still less to consume.

The countries of the region have been obliged to increase their
food imports in the last few years, including foods obtained through
food assistance programs. It is estimated that imported food in the
countries represents between 30 and 70 percent of the food supply.
This places the region, as a whole, in a highly-vuinerable position
and also provokes domestic food market distortions and disincen-
tives to producers. owing to the inflow of imports. Coordination
mechanisms between the countries should be designed to improve
the administration of food assistance to the region.

This economic situation demonstrates the urgent need to foster ef-
forts to achieve food security in the region. The proposition is feasi-
ble because of the great potential for increasing food production
and the availability of technology for upgrading the food industry.
Increasing food production and productivity over the short term is
the indicated strategy to follow for attqining greater food security. it
will become more permanent if It is combined with the develop-
ment of a food industry offering low-cost products of high nutritional
value in the countries.

2. Options for Agroalimentary Production and Develiopment

The Regional Program is designed to be implemented on two levels:
the first will involve production investments from the portfolio of
projects; the second aims at solving the socioeconomic problems of
food security. The first level will be be executed in the individual
countries, and consists of six investment projects for increasing food
production. It is the Regional Program’s production component and
is the responsibility of the countries. Each project is described in
more detail in the attached documents.

Large food import volumes
place the regon in a highly-
vuinerable position.

The six investment outlines at-
tached to this Regional Pro-
gram make up the product on
component, the am of the
regional component is to solve
socioeconomic problems of
food securrty.



Impetus will be gven to multi-
sectoral actions amed at
overcoming the prooiems of
populaticn groups lacking
specific nutrihional inputs

Special emphasis will be
piaced on serving 'ow-ircome
groups.

The Regional Program’s second level of execution will involve set-
ting up a regional coordination mechanism on food security, to be
called the Regional Food Security Committee, made up of senior
national officials. This regional administrative body will focus on pro-
viding support to three specific objectives: the first is to ensure that
the regional organizations’ package of technical cooperation pro-
jects complements joint efforts by the countries to improve food se-
curity, and to support the execution of investment projects in pro-
duction activities in the countries.

The second objective is to promote preinvestment projects in the
Central American private sector, which stem directly from the need
for capital goods and inputs set forth in the national project profiles.
This will make it possible to plan common incentives for the industrial
sector, which has the capacity, in the short and medium term, to
provide the capital goods and inputs needed by the projects in the
investment porifolio. The third objective is to establish coordination
mechanisms between the countries in order to facilitate a transfer
of the benefits generated. within the framework of the regional in-
tegration process.

The ultimate purpose of these efforts at the supranational level,
which includes execution of the technical cooperation and prein-
vestment projects, is to further multisectoral actions to solve the
problems of population groups with specific nutritional needs and to
attain good nutritional leveis, particularly for low-income population
groups. The regional component seeks to facilitate governmental
solutions to socioeconomic food-security problems over the short
and medium term.

The Regional Food Security Committee’s operating strategy will
concentrate, during the first stage. on achieving maximum effi-
ciency in the implementation of the national projects and in the al-
location of the new resources. with a view to channeling them to-
ward specific project objectives and ensuring suitable distribution to
the countries from the outset. This initial action will produce immedi-
ate benefits by reducing unnecessary expenditures and preventing
a duplication of efforts by the private sector and government. It will
also contribute to avoiding the repetition of errors, which causes
delays and consumes considerable resources.

Regional management of food security requires immediate efforts
on the part of national statistics systems to provide studies on the
food security situation of different strata of the population and, sub-
sequently, a schedule for harmonizing the nutritional statistics of the
countries of the region. More attention should be given to the up-
grading of the statistics systems of low-income and other high-risk
population groups: the proposed study can contribute considerably
to updating such information. During the first stage., it will be possible
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to harmonize nutritional information on the population groups living
in a situation of food insecurity.

With a view to complementing these efforts, and to maintaining the
nutritional information up to date -- especially as concems the sec-
tors with the lowest food security -- it will be necessary to have a
flow of updated information that can be used as a basis for setting
prices periodically for farmers, and monitoring the inflationary trends
caused by food prices on the Consumer Price Index in the main ci-
ties of the countries.

The Regional Program will foster the development of the countries’
food industry, justified by the fact that boosting production in the
food industry requires modern infrastructure for research and tech-
nology transfer to existing companies, and to potential private-
sector investors. The development of the food industry will be
geared to offering low-cost products of high nutritional value. A
technology-transfer service will be set up for the food industry to
provide support in the selection of equipment, modernization of
technological processes, and lowering of instaillation and assembly
costs for new companies supported by the Regional Program.

The Regional Program will carry out the necessary research and
transfer services for identifying and drawing up projects and for
supporting the establishment of companies that will mass produce
food products of high nutritional value. These products will represent
a significant contribution to improving the nutrition of low-income
groups by reducing the price of the shopping basket and improving
the family diet.

Food-security management requires that support be provided for
food production companies and that general quality standards be
applied when purchasing from producers and when marketing
products, both domestically and on regional markets. At the re-
gional level, the Program should provide direct support to the
countries in adopting standard quality measures, and provide
technical assistance for enforcing these standards in each of the
countries.

The following investment projects make up the Regional Program’s
national component:

1

Agroindustrial development
will be geared to offering low-
cost products with a high nutri-
tional value.

Rigorous quality standards will
be applied for purchasing
products from farmers and for
placing them on the domestic
or regional markets.



Direct private-sector partici-
pation will give renewed impe -
tus to reg:onal agroalimentary
development.

Population growth in Central
America is very high, current
food and nutriton problems
may continue or worsen.

Country Project

El Salvador 1. Full Reactivation of Dairy Activities

Guatemala 2. Support for the Development of Food Production in Agricul-
tue

Honduras 3. Fostering Dairy Production and Processing

4. Agricultural Development in the Jamastran Valley and the
Watersheds of the Patuca and Coco Rivers

5. Production of Bacterins against Hemorrhagic Septicemia
and Symptomatic Anthrax

Nicaragua 6. Livestock Rehabillitation and Agroforestry Protection

New initiatives undertaken through the Regional Program’s techni-
cal cooperation and investment projects to integrate agricultural
activities with a view to fostering improved food security, should in-
clude the following: greater direct private-sector participation;
preparation of a portfolio of specific food-security projects targeting
high-risk population groups; direct support from regional organiza-
tions; and, concentration of investments in areas having compara-
tive advantages.

3. Socioeconomic Situation of the Potential Beneficiaries

The population growth rate of Central America is very high. At pre-
sent, the population of Central America stands at more than 30 mil-
lion people. If the current trend continues, the population will dou-
ble every 25 years. In 25 years’ time, three-quarters of the inhabi-
tants of the isthmus will be living in urban areas; the median age will
be 20.

The population of Central America will be hard-hit by serious food
and nutrition problems, if the situation follows the present course.
These problems are described below.

— There are high nutritional deprivation indexes (protein, car-
bohydrates); serious vitamin A, iodine and iron deficiencies.

— Child mortality rates in El Salvador, Guatemala, Honduras
and Nicaragua are seven-times higher than in the United
States. In Panama and Costa Rica those rates are 2.4- and
1.6-times higher than in the United States, respectively.

— Child mortality rates (ages 1 to 4) in El Salvador, Guatemala,
Honduras and Nicaragua are 15- to 20-times higher than in
the United States. In Panama and Costa Rica the rates are
six- and 1.4-times higher than in the United States.

— Retarded growth in children under five years of age is com-
mon. In Guatemala the rate is over 50 percent, El Salvador
and Honduras register an intermediate rate (25% to 35%).
and Costa Rica has a low rate (§%). No data are available
for Nicaragua and Panama. The prevalence of retarded
growth in school-age children is high in Guatemala and
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Honduras (37% and 40%), intermediate in Nicaragua and
Panama (19% and 22%) and low in Costa Rica (11%).

Thirty-eight percent of the population (10.6 million people) live in
extreme poverty, meaning they have only enough to cover food
expenses. In general terms, these figures apply to the target popu-
Iation of the Regional Program’s food security projects of national
scope.

4. Institutional Conditions

The many causes of regional food-security problems require action
on the part of different sectors; they also demand a mutti-sectoral
approach for overcoming food and nutrition problems.

Efficient food-security management requires immediate establish-
ment of the Regional Food Security Committee, made up of senior
national officials and assigned to SIECA, for coordinating and sys-
tematizing all related activities.

It is also necessary to set up National Food Security Committees in
which all pertinent sectors are represented and whose membership
also includes macroeconomic and sectoral policy-makers involved
with food security. These Committees will come under the Presi-
dency of the Republic and will be chaired by the Vice President;
they will follow up on actions under way and will propose specific
food-security projects aiming to improve the food and nutrition sit-
uation of the low-income population. The priorities set, and the re-
sources needed, will be approved by the National Committees prior
to being submitted to funding agencies.

The following regional institutions are expected to participate in the
regional component:

— Action Committee in Support of Economic and Social De-
velopment in Central America and Panama (CADESCA)

— INutrition Institute of Central America and Panama (INCAP)

— Inter-American Institute for Cooperation on Agricutture (ICA)

— Tropical Agriculture Research and Training Center (CATIE)

5. Legal Framework

The legal antecedents considered in this Regional Program are the
accords signed in Limon and San Jose, Costa Rica. The special Pro-
tocol on basic grains, highlighted the urgency for the region of the
Coordinating Commission for Marketing and Price Stabilization,
within the framework of regional integration. Another important an-
tecedent is that of the accords on the supply of dairy products.

13

In Central America, 38 percent
of the population live in ex-
treme poverty.

A number of regional institu-
tions will play a key role in pro-
viding support to the countries.
These include CADESCA, IN-
CAP., ICA and CATIE.



The Limon and San Jjose Ac-
cords on basic grains and
dairy products constitute im-
portant precedents for the
isthnmus as a whole.

The aim is to estab!'sn a re-

gional food production struc-
ture that can fuliy respond to
national interests.

The regional food-security component requires the definition of a
region-wide legal framework for operations, within the process of
economic integration, in accordance with the guidelines estab-
lished by the presidents in the Plan of ECconomic Action for Central
America (PAECA).

6. The Program in the Context of Regional Integration

Actions have been carried out in the Central American countries to
boost the complementarity of food supply. The specific accords
were those of Limon and San Jose conceming staple grains and
dairy products. The countries have agreed to resume those com-
mon initiatives, updating them as well as complementing them with
investments to foster food production and to provide funds to cover
basic food-shortage emergencies. This will bring about greater food
security, more autonomy at the domestic level, and make it possi-
ble to purchase food when it is in short supply.

The regional mechanism for food-security coordination will provide
regional follow-up on technical cooperation projects. It will also co-
ordinate joint efforts to give priority to the investments aimed at
solving specific food-security problems. At the same time. it will
promote the design and implementation of the facilities and incen-
tives common to the new investment projects to increase food pro-
duction.

This mechanism will contribute to changing food production growth
patterns and productivity leveis, and will support the establishment
of a more efficient agricultural base that is more economical in the
use of production and investment resources. It will foster a regional
food-production structure which responds to national interests and
which will build on that agricuitural base, with the mechanisms of
the integration process. to speed up the reactivation of the coun-
tries’ agricuttural sector, in order to improve food security in the re-
gion.
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Il. REGIONAL PROGRAM DESCRIPTION

1. Justification

The reasons justifying the projects of the Regional Program are:

The region has excellent food-producing potential for attain-
ing greater food secuirity.

The institutional capacity of the regional organizations to
boost food production and to promote efficient use thereof
is good.

It encourages greater managerial efficiency and high re-
turns from the investment porifolio to foster specialized pro-
duction in the region.

2. Objectives

General

To propose solutions for the population at high risk with re-
gard to food security

To increase food production and productivity and to pro-
mote the efficient use of agricuitural output

To modernize the food industry in order to meet the food
demands of low-income groups

To promote regionalization and specialization of production
in the countries, according to their comparative advan-

tages

Specific

To establish a regional mechanism for food-security coordi-
nation to support national efforts

To establish coordination mechanisms between two or more
countries in order to support:

— Increased production and productivity of basic
grains

— Rehabilitation of specialized dairy production

— Expansion of research and technology-transfer ser-
vices in order to modemize the food industry

15

There is great potential in the
isthmus to produce food prod-
ucts. Properly organized, ef-
forts will contnbute to improv-
ing food security.

Specialized national produc-
tion should be promoted to re-
flect comparative
advantages.




The Regional Program strategy

is structured on two leveis. in-
vestment In the countnes; ang,
coordinaton-execution of co-
operation and integration pro-

jects that have a beanng on
food security at the regronal
level

Agreements will be signed be-
fween two or more countries In
order to estabiish the neces-
sary consultation mechanisms.

— To study the possibility of establishing common financial
mechanisms for expanding services for joint purchases of
agricuttural inputs, and to design a fund to finance pur-
chases of products in times of food shortages, thereby con-
tributing to food security

— To promote the establishment of region-wide, private-sector
agricultural organizations

3. Strategy

The Regional Program’s strategy will be carried out on two levels.
The first concerns the investments described in the national project
profiles. The second is related to the coordination and implementa-
tion, at the regional level, of the food security cooperation and in-
tegration projects.

The second level consists of five stages:

1. Design, organization and operation of the regional mechanism
for food-security coordination

This will include the following:

— Technical consultation missions to the countries

— Technical proposal for the creation of the Regional Food
Security Committee and the establishment and/or consoli-
dation of national committees at the country level

— Initial operations of the Regional Committee

2. Implementation of the selected cooperation and integration
projects

The principal actions will be as follows:

— Promote accords between two or more countries to estab-
lish consuitation mechanisms related to similar projects

— Define follow-up and evaluation methods for the investment
and technical cooperation projects

3. Management for executing the portfolio of projects
The main actions included are the following:

— Define the types of specialized technical assistance required
for managing the different investment and food security
projects of the regional component

— Support private-sector training for managers of the region’s
food industries
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4. Promotion and organization of the private agricultural sector at
the country level

This will include the following:

— Promotion and/or consolidation of national producers’ as-
sociations

— Organization of national seminars

— Provision of technical assistance to the organizations in order
to improve management skilis

5. Promotion and organization of the private sector at the regional
level

The principal actions will include:

— Making an inventory of national private-sector organizations
related to the portfolio of projects

— Promoting regional private-sector organizations by product
line

— Organizing regional seminars among private-sector organi-
zations

— Drawing up draft bylaws for regional private-sector organi-
zations

— Designing and supporting exchanges of the associations’
experiences and achievements through the publication of
institutional bulletins

4. Projects and Components

The Regional Program consists of nine technical cooperation pro-
jects:

Project 1
Regional Food Security Committee

This technical cooperation project envisages the following compo-
nents:

a. Design of the Regional Committee. This includes carrying out
technical consuitation missions to the national authorities, preparing
a technical proposal for the establishment of the Regional Commit-
tee and creating and/or strengthening national committees.

b. Calling of a Regional Committee meeting. The Program will call a
regional food-security meeting to discuss and analyze the technical
proposal.

c. Administration and follow-up of Regional Committee actions. This
includes establishing an executive secretariat answerable to the

17

Support will be provided for
establishing national produc-
ers’ associahons.

Better private-sector organiza-
tion will aiso be promoted at
the regional level by means of
seminars and institutional pub-
lications.



Ccemplete, up-to-date infor-

mahon wil be avalable on the
basc family shooping basket,
as well as on tre different
aspects of food secunty as a
wnote.

Regional Committee, to be assigned to the SIECA, and pro-
gramming the initial actions of said secretariat, in accordance with
the Regional Committee’s mandates and accords.

Project 2
Managerial Information on Food Security

The managerial information system contained in the technical pro-
posal envisages the following components:

A data bank with information on supply and demand of
products making up the different shopping baskets

Updating production costs, as well as wholesale and retail
prices at the farm level, with complete breakdowns of im-
ported and locally-produced inputs and profit margins

Full information on all aspects of family shopping baskets re-
garding nutrition, calories and proteins, by income level. In-
formation on the overall cost of shopping baskets will also be
provided, together with breakdowns of their components.

Food-security management will have a complete quantita-
tive data base on food-security projects being formulated.
in the process of approval and being presented to funding
agencies.

Initial actions will concentrate on:

1. Harmonization of food statistics on the target population. Specific
tasks include:

Diagnosis of the food-security situation of the target popula-
tion

Preparation of a proposal for harmonizing information on the
food sector

Strengthening of national statistical systems. This task in-
cludes drawing up a detailed technical proposal for a pro-
ject profile entitled "Strengthening Statistical Information in
the Central American Isthmus,” prepared by SIECA.

Regional technical meeting of statistical agencies to ana-
lyze and discuss proposals and specify the harmonization
schedule to be followed in the countries

2. Strengthening of agrometeorological services in order to identify
factors limiting food production, according to the peculiarities of
the Central American region
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This includes:

— IPreparation of a detaiied technical proposal for the
Regional Agrometeorological Project (PRA 2) carmried out by
CATIE

— ICalling of a regional technical meeting to analyze the final
study

— IBegin technical assistance to the countries in accordance
with the technical proposal adopted.

Project 3
Research and Technology Transfer for the Food Industry

This has two components:
Component 1. Technologial research

The technical proposal on food research will include promoting the
cultivation and use by the food industry of corn and sorghum of
high nutritional value, as well as beans.

A detailed proposal will be prepared and analyzed at a regional
technical meeting to be attended by the countries. The profile of
the proposal was prepared by the Nutrition Institute for Central
America and Panama (INCAP).

Component 2. Technology transfer

In order to expand technology-transfer services for the food
industry, actions will be taken to strengthen the Nutrition Institute for
Central America and Panama (INCAP).

The technical proposal to strengthen these services will take into
account:

— The study to determine the demand for technology transfer
to the food industry on a regional scale. This study will be
carried out with the participation of the pertinent national
institutions.

— The inventory on the supply of technology-transfer services
to the countries’ food industries

— The establishment of the initial technical assistance actions

to be taken to modernize the food industries in the countries,

on the basis of the approved proposal
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The Regional Program places
special importance on all
facets of research and tech-
nology transfer.



Regona! qualty standards will
be estch'shed.

Terhnical cooperation wii in-
cudoa atranng furd for reore-
sentatives of the prnvate
sector.

Project 4
Regional Quality Standards for Agroalimentary Products

This technical cooperation project includes two components, de-
scribed below:

Component 1. Regional standards for basic grains and their
byproducts

— Proposal to harmonize quality standards for the purchase of
basic grains at the producer level

— Regional Technical Meeting on Basic Grains

— Establishment of technical assistance for the countries to as-
sist them in enforcing the standards

Component 2. Regional standards on milk and dairy products

— Proposal to harmonize milk quality and hygiene standards
for purchases at the farm level and at retail outlets for hu-
man consumption

— Regional Technical Meeting on Milk and Dairy Products

— Establishment of technical assistance for the countries to as-
sist them in enforcing the standards

Project 5.
Reciprocal Technical Cooperation on Food Security

This technical cooperation project includes four components which,
in tum, include the following actions:

Component 1. Fund for financing private-sector training at
specialized centers

The initial actions are:

— Design of the Fund
— Organization and start-up of the Fund

— Agreements with specialized technological centers related
to the food industry

Component 2. Advanced training scholarships for the private sector

— Master’s degree scholarships. The Regional Program includes
support to finance 20 scholarships.

Component 3. Short refresher courses
The actions provided for are:
— Short courses for private-sector technicians
— In-service training for private-sector technicians
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Component 4. Meetings for agricultural private-sector executives
The initial actions provided for are:

— Design and organization of seminars
— Holding of the seminars

— Exchanges among the countries. The Regional Program will

provide support to facilitate exchanges of highly-qualified
technicians in the region.

Project 6
Harmonization of Investment Policies and Food Security Project Pro-

files

This technical cooperation project consists of two components:

Component 1. Harmonization of investment policies

The technical proposal to harmonize investment policies aims
primarily to strengthen private-sector management skills in the exe-
cution of national projects.

Inttial efforts toward harmonization will be:

— Drawing up a technical proposal that includes incentives for

the private sector to expand and modemize infrastructure
for storage of basic grains. The results expected are the
elaboration of the proposal to harmonize legisiation promot-
ing these ends; discussion of that proposal at a regional
technical meeting: and, technical assistance in two or more
countries.

Drawing up a technical proposal calling for incentives for
the livestock-raising private sector to expand and modernize
milk collection and storage equipment at the farm and
milkshed levels. It would involve drawing up a proposal to
harmonize legisiation promoting these efforts; calling a re-
gional technical meeting to discuss the proposal and ap-
prove a schedule to incorporate it into national legisiation;
and, technical assistance in two or more countries.

Drawing up a detailed technical proposal for the Regional
Program to Reorient Agricultural Credit (PRECA). designed
by CADESCA:; analyze said proposal at a regional technical
meeting attended by the countries; and, subsequently, pre-
sent it to cooperating agencies.

2]

Private-sector management in
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A key am of the Regional
Program is to recover food se-
cunty.

Prority will e p.aced on Re-
gional Program components
amng to s‘rengthen the or-
ganuzations of the private
sector.

Component 2. Preparation of food-security project profiles

A portfolio of food-security projects will be submitted, aimed at:

Encouraging families to consume recommended foods, in
accordance with the calorie-protein content of the shop-
ping basket

Supplying vulnerable population groups with foods of high
nutritional vaiue

Promoting school-breakfast campaigns
Fostering campaigns on nutritional education

The initial actions contained in the Regional Program are:

Drafting a guide for drawing up project profiles
Drawing up project profiles

Compiling a portfolio of project profiles to be submitted to
assistance agencies

Promoting the projects included in the portfolio

Project 7
Regional Agricultural Organizations of the Private Sector

This technical cooperation project includes the following two com-
ponents:

Component 1. Regional Dairy Farmers’ Organization

The initial actions programmed are:

Drawing up the proposal for the Regional Association
Regional Technical Meeting of National Associations

Organizing and holding of the Regional Congress of the
Agricuttural Private Sector

Designing the Regional Association’s institutional journal
Writing and publishing the institutional joumal

Component 2. Regional Basic Grains Producers’ Organization

The actions programmed are:

Drawing up the technical proposal

Regional Technical Meeting of National Associations
Organizing and holding the National Congress
Designing the Regional Association’s institutional journal
Writing and publishing the institutional joumal
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Project 8
Expanding Services for Joint Purchases of Agricultural Iinputs

The Project includes the following actions:

Studying the possibilities of expanding MULTIFER activities
Regional Technical Meeting
Approving the technical proposal

Project 9
Creation of a Food Security Fund

This technical cooperation project will include the following initial
actions:

Technical consultation missions to the countries The Food Securty fund will
play a key role in the proposed
Drawing up the proposal achvities

Regional Technical Meeting
Approving the technical proposal

Preparing a funding request for a pilot fund to operate in
one country of the region

5. Goals

The goals of the regional component of the Program are:
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Joint purchases of agrcultural
iNputs by the six counfries will
result in considerable foreign-
exchange savings.

Different levels of poverty will
be gentfied ana ciassif ed
accerdng to nutritonal re-
gurements,

Technical cooperation projects Goals
1. Regional Food Security Commifiee Proposal 1
2. Managerial information on Food Security Proposal 1
-Strengthening of National Statistical Systems Proposal 1
-Regional Agrometeorology Project Proposal 1
3. Research and Technology Transfer for the Food Proposal 1
Industry
-Technical Research Services for the Food Indus- Proposal 1
;L echnology Transfer Services for the Food Indus- Proposal 1
4. Reciprocal Technical Cooperation on Food Se-
cully
-Fund to finance exchanges of specialized tech- Proposal 1
nicians
;gcholorshlps for advanced training/private sec- Schoiarships 12
-Short refresher courses Counes 12
-Meetings of private-sector entrepreneurs Meetings 3
-intercambio de técnicos especializados Técnicos 15
5. Regional Qualily Slandards for Agroalimentory
Products
-Regional standards on quality of basic grains Standords 1
-Reglonai standards on quality of mitk and daky Standards 1
products
6. Harmonilzation of Invesiment Policies and Food
Security
-Agricuttural private-sector incentives Proposal 2
-Programs for reorienting agricultural credit Proposal 1
-Food-secuiity project profiles Proflles 30
7. Regional Agricultural Organizations of the Pri-
vale Sector
-Reglonal Dairy Farmers’ Organization Proposal 1
-Regional Basic Grains Producers’ Organization Proposal 1
8. Expanding Services for Joint Purchases of Agri- Proposal 1
cultural inputs
9. Food Securlly Fund Proposal 1

6. Regional Progrom Beneficiaries

The target population of the specific actions of the regional com-

ponent are, first and foremost, the region’s low-income groups.

The different technical proposais to be drawn up under the regional
component will deal, overall, with the poor sectors. Within this target
population, different levels of poverty will be identified and classified

according to the capacity to meet nutritional needs.

The population groups to be assessed among the beneficiaries of

the regional component are:
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— Families which -- even if their entire income were spent on
food -- would be unable to cover the cost of the basic
shopping basket, calculated at 1,600 calories a day.

— Families which - even when spending their entire income on
food -- are unable to satisfy their nutritional needs, calcu-
lated at 2,400 calories a day.

— Families which, even when spending only 60 percent of their
incomes on food. are unable to fully satisfy their nutritional
needs.

In this connection, the term “poverty deficit” is used, which means
the resources that must be transferred to poor groups in order to
overcome their situation of food insecurity.

The direct and indirect beneficiaries of the Regional Program’s na-
tional component are:

Country Direct Indirect Total

El Salvador 4000 7 500 11 500
Guatemala 21610 65 000 86 610
Honduras 2120 7 000 9120

1935 40 000 41935
Nicaragua 2000 6 000 8 000
Panama 500 1000 1 500
Regional Program 32165 126 500 158 665

ll. ORGANIZATIONAL STRUCTURE

1. Executing Unit

The Regional Program will be coordinated by a Regional Food Se-
curity Committee made up of the countries’ top-level officials. This
Committee will have an executive secretary assigned to the Per-
manent Secretariat of the General Treaty on Central American
Economic Integration (SIECA).

The national components will be coordinated by National Food Se-
curity Committees, made up of the different institutions related to
food security. These national committees will be linked to the Presi-
dency of the Republic and will be chaired by the vice presidents;
the governments’ senior planning authorities will serve as secretaries
to the committees.

The regional organizations that provide support to the Regional Pro-
gram will be invited to attend meetings of the Regional Food Secu-
rity Committee, as permanent members.
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There will be close, ongoing
links between the executing
unit and SIECA, which is the
technical organ of the eco-
nomic integration
mechanisms

It will be necessary to establish the National Food Security Commit-
tees, in which the sectors involved with food security will participate
as permanent members. These Committees will be assigned to the
Presidency of the Republic and chaired by the Vice President. They
will follow up on actions under way and propose specific food se-
Curity projects.

The executing unit of the Regional Committee will function as secre-
tariat at regional meetings: it will follow up on actions with the aim
of keeping abreast on Regional Program developments and
preparing the technical proposals to be considered by the Pro-
gram'’s regional component.

The executing unit will serve as an instrument for implementing Re-
gional Food Security Committee agreements and will act as the iiai-
son with SIECA, which is the technical organ of the economic inte-
gration mechanisms. The executing unit will promote communica-
tion with the private sector, as well as with the countries providing
assistance.

2. Plan of Action

The plan of action includes different activities that may be carried
out simuttaneously or in sequence. The most important of the Re-
gional Program’s technical cooperation actions, in its regional
component, are set out below:

Pian of action
Year

Project 1 2 3
1. Regional Food Security Committee a [ ] a
2. Management information on Food Security [ ] [ ]
3. Research/Technology Transfer for Food Industry ] |

4. Regional Quality Standards ]
5. Reciprocal Technical Cooperation | ] ]
6. Harmontization Policies/Food Security Projects a a a
7. Reglonal Private-Sector Organizations a a a
8. Study on Joint Purchases inputs |
9. Study on Food Security Fund ]
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3. Resources

The following resources should be budgeted to support the Re-
gional Committee’s executive unit:

Human resources

— Hiring of the director of the secretariat of the Regional
Committee (2 years)

— Hiring of consuitants to draw up technical proposais

— Hidng of consuitants to provide specialized technical assis-
tance for the regional component

Equipment

— Computer equipment, programs and materials.

Bibliographical material, joumnals, publications

— Publications and printed matter

Logistic support provided by participating institutions
4. Participating Institutions

The Regional Program requires the participation of each country’s
national planning institutions. The national counterpart will act as
the executing unit of the National Food Security Committees, and its
participation will ensure the success of the technical cooperation
projects in that area.

In order to facilitate execution of national investments, the ministries
of agricuiture will play an important role in following up on national
projects in the portfolio of production investments.

Regional organizations to be involved in executing the technical
cooperation projects are the Action Committee for EConomic and
Social Development in Central America and Panama (CADESCA),
the Nutrition Institute of Central America and Panama (INCAP), the
Inter-American Institute for Cooperation on Agriculture (IICA), and
the Tropical Agricuiture Research and Training Center (CATIE).

These organizations will participate in the Regional Program as fol-
lows:

— Action Committee for Economic and Social Development in
Central Ameria and Panama (CADESCA). The Regional Pro-
gram accepts the two proposals submitted as profiles, and
will assign funds to develop them into a feasibility-level
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technical proposal suitable for presentation to funding
agencies. Following is a brief description of the two:

— Strengthening statistical systems in the Central
American isthmus. Target institutions are the national
statistical organizations of the countries; actions will
be carried out by SIECA.

— Program to reorient agricultural credit. This profile
considers the participation of the countries’ agricul-
tural development banks.

— Nutrition Institute of Central America and Panama (INCAP).
The Regional Program includes the following two proposals:

— Strengthening technological research into food of
high nutritional value, suitable for mass consumption,
for processing by the food industry (comn, sorghum,
beans)

— Expanding technology-transfer services for moderniz-
ing the food industry, with special emphasis on com-
panies that produce enriched foods for the low-in-
come popuiations

— Tropical Agriculture Research and Training Center. The Re-
gional Program covers a profile of a proposal to strengthen
agrometeorology information services. The proposal to be
drawn up will concern stage two of the PRA 1 Project, al-
ready under way at CATIE.

— Inter-American Institute for Cooperation on Agriculture
(ICA). The Regional Program contains a technical coopera-
tion project for harmonizing policies among the countries
with an eye to fostering agroalimentary development. This
project will be directed and coordinated by IICA.

It should be emphasized that the nature of the participation of
these institutions will be more clearly specified during the process of
negotiation with the cooperating governments and institutions in-
terested in supporting this Regionai Program, and will take into con-
sideration existing cooperative ties.
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IV. COSTS AND FINANCING

1. Costs

The cost of the proposed Regional Program is US$152.650,300.

Level Amount
(US$ X 000)
1. Country Project 147 050.3
El Salvador Full Reactivation of Dairy Activities 27 850.5
Guatemaia Support for the Development of Food 14 377.0
Production in Agricutture
Honduras Fostering Dairy Production and Process- 36 015.2
ing
Agricultural Development in the Jamas- 16779.7
tran Valley and the Watersheds of the
Patuca and Coco Rivers
Production of Bacterins against Hemor- 10344
rhagic Septicemia and Symptomatic An-
thrax
Nicaragua Uvestock Rehabliitation and Agroforestry 50 993.5
Protection
2. Food Securily Technical Cooperation and Integration 3 600.0
Reglonal Program (1+2) 150 650.3

The cost of the Technical Cooperation Projects to Support Agroali-

mentary Development totals USS$3.6 million.

Projects Amount (US$ X 000)

1. Reglonal Food Security Committee 300.0
2. Management Information on Food Security 300.0
3. Research and Technology Transfer Services for the 400.0
Food industry

4. Reglonal Quallty Standards for Food Products 177.8
5. Reciprocal Technical Cooperation 8222
6. Harmonization of investment Policies and Food Se- 1100.0
curity Project Profiles

7. Reglional Private-Sector Organizations 300.0
8. Study to Expand Services for Joint Purchases of Agri- 100.0
cultural inputs

9. Study on Food Security Fund 100.0
Total 3 600.0
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The annual scheduling for the resources is:

Project 1 2 3 Total
Year (US$ X 000)
1. Reglonal Food Sec. Committee 195.0 105.0 0] 300.0
2. Management info. on Food Sec. 153.4 146.6 0 300.0
3. Res/Transf. Tech. for Food ind. 306.0 940 0 400.0
4, Reglonal Standards 177.8 0 0 177.8
5. Reciprocal Tech. Coop. 558.3 156.9 108.0 822.2
6. Harmoniz. Pol/Food Sec. Proj. 70 103.5 285.5 100 (l)
7. Reg. Private-Sect. Orgs. 76.8 216.2 8.0 300.0
8. Study on Joint Purchases 100.0 0 0 100.0
9. Study Food Sec. Fund 100.0 0 0 100.0
Tolal 21018 605.0 3935 36000
2. Financing

The financing structure for nonrefundable cooperation and integra-
tion projects is as follows:

Source Amount (US$ X 000)
External i 3424.2
ntemail 175.8
Total 3 600.0

The financing structure by technical cooperation project is:

ct Externol Internal  Other conir- Totol
Proje butions

(US$ X 000)
1. Regional Food Sec. Committee 24,0 6.0 0 300.0
2. Management info. on Food Sec. 2820 180 0 300.0
3. Res/Transf. Techn. for Food Ind. 389.2 10.8 0 400.0
4. Regional Standards 165.8 120 0 177.8
5. Reciprocal Tech. Coop. 798.2 6.0 18.0 822.2
6. Hamon. Pol/Food Sec. Projects 1088.0 120 0 1100.0
7. Reg. Private Sect. Orgs. 219.0 6.0 750 300.0
8. Study on Joint Purchases 94.0 6.0 0 100.0
9. Study Food Sec. Fund 94.0 6.0 0 100.0
Total 34242 82.8 93.0 3 600.0
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V. ANALYSIS

1. Technical Analysis

The Regional Program is technically sound due to the region’s pre-
sent technological capacity to increase agroalimentary produc-
tion. There is a need to design methodologies for conducting analy-
ses of low-income population groups regarding their food-security
situation, and to train technicians 1o draw up food-security projects.

2. Institutional Analysis

The participating regional organizations have considerable experi-
ence in administering this type of program.

3. Legal Analysis

The proposed legal framework for food security requires the institu-
tionalization of regional accords on this matter among the member
countries. The Secretariat of the Regional Committee will draw up
the technical proposals to be submitted to the countries for ap-
proval.

4. Financial and Economic Feasibility

In order to analyze the financial and economic feasibility of the
Regional Program, refer to the results of the analyses carried out for
the investment projects for each country.

5. Regional Program Impact

The Regional Program impact will be twofold:

The first is at the country level where the Regional Program will have
an impact through the specific investment projects to boost food
production. This will contribute to reducing the gap between the
basic foodstuffs produced domestically and those imported. It will
depend in large measure on making use of the agricuitural poten-
tial with improved economy of production resources, and on the
availability of foreign exchange invested to fuel the countries’ eco-
nomic growth.
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Income structures will be im-

proved and food-related infla-

tionary pressures wiil be re-

duced. Purchasing power of
the family shopping basket will
increase.

The second impact will be felt at the regional level and concerns
the cooperation and integration projects that will complement na-
tional efforts and orient them toward more efficient solutions involv-
ing two or more countries within the framework of agricuitural inte-
gration. Its socioeconomic aspects will contribute to improving in-
come structures, iowering food-related inflationary pressures and
increasing purchasing power for the basic family shopping basket.
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ANNEX

Project 1. Reglonal Food Security Commitiee

Components Total (US$)
Regional Food Securify Commititee 300 000
1.1 Design of the Regional Commitfee 29 900
Technical consuttation missions 8 500
Technical proposal 11150
Technical meeting 10 250
1.2 Organkzation of the Reglonal Commiitee 11 600
Reglonal food-security forum 11 600
1.3 Adminisiration and Foliow-up 258 500
Secretariat of the Regional Committee 238 000
Initial actions 20 500
Project 2. Managerial Information System on Food Security
Components Total (US$)

Managerial information Sysfem on Food Securlly 300 000
2.1 Statistical Food Information on the Target Population 89775
Formulation of diagnosis of food situation 47 700
Technical proposal to harmonize systems 9175
Regional Technical Meeting of Statistical Agencies 10 400
Technical assistance to the countries 22 500
2.2 Agrometeorological Information Services 55 400
Detalled technical proposal 18 350
Reglonal Technical Meeting 12 550
Technical assistance to the countries 24 500
2.3 Sirengthening of National Statistical Systems 154 825
Detalled technical proposal 20225
Reglonal Technical Meeting 12 550
Technical assistance to the countries 122 050
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Project 3. Research and Technology Transfer for the Food industry

Components Total (US$)
Research and Technology Transfer for the Food industry 400 000
3.1 Design of Research Services 22 900
Technical proposal 14 250
Reglonal Technical Meeting 8 650
3.2 Use of com with high nuiritional value 51100
3.3 Use of high nutrifional value sorghum 40 950
3.4 Use of beans 40 950
3.5 Design of Transfer Services 244 100
Study on the demand for services 67 500
Inventory of supply of services 56 250
Technical proposal 14 250
Regional Technical Meeting 12050
Technical assistance to the countries 90 050
Project 4. Reciprocal Technical Cooperation

Components Total (US$)
Reciprocal Technical Cooperation 822 200
4.1 Training Fund 22 375
Technical proposal 11 350
Regional Technical Meeting 11025
4.2 Advanced Training Scholarships (Master's Degrees) 380 000
4.3 Short refresher courses and in-service iraining 336 000
Short courses 240 000
In-service training 96 000
4.4 Meefings of enfrepreneurs and fechnicians 27 950
4.5 Exchange of fechnicians 55875
Project 5. Regional Quality Standards for Food Products

Components Total (US$)
Regional Quality Standards for Food Products 177 800
5.1 Design of technical standards for milk and dalry products 88 800
Technical proposal 16 150
Regional Technical Meeting 10 250
Technical assistance to the countries 62400
5.2 Design of technical sfkandards on basic grains 89 000
Technical proposal 16 125
Regilonal Technical Meeting 10 250
Technical assistance to the countries 62625
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Project 6. Harmonization of investment Policies and Food Security Projects

Components Total (US$)
Hamonkzation of Invesiment Policies and Food Securlly Projects 1 100 000
6.1 Harmonization of Investment Policies 49 500
Technical proposal 32400
Regional Technical Meeting 17 100
6.2 Formulation of Food Security Project Profies 961 250
Guide for formulating profiles 20625
Formulation of profiles 587 000
Portfolio of project profiles 68 125
Project promotion 33 000
Regional Forum to Finance the Portfolio 252 500
6.3 Program for Reorienting Agriculfural Credit 89 250
Technical proposal 71000
Regional Technical Meeting 18 250

Project 7. Regional Agricultural Private-Sector Organizations

Components Total
Regional Agricultural Private-Sector Organizations 300 000
7.1 Regional Dairy Farmers’ Organization 150 000
Technical Proposal 27125
Regional Technical Meeting 10750
Reglonai Farmers’ Congress 92375
Design of Institutional Joumnai 11750
Editing and publication of the journal 8 000
7.2 Reglonal Basic Grains Producers’ Organization 150 000
Technical proposai 27125
Reglonal Technical Meeting 10750
Regional Producers’ Congress 92375
Design of institutional journal 11750
Editing and publication of the journal 8 000

Project 8. Study on Joint Purchases of Agricultural inputs

Components Total (US$)
Study on Joint Purchases of Agricultural Inpuls 100 000
Technical consultation missions to the countries 10 500
Technical proposal 25 250
Regional Technical Meeting 11 250
Trade Missions 63 000
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Project 9. Study to Establish a Food-Security Fund

Components Total (US$)
Studly fo Establish a Food-Securily Fund 100 000
Technical consultation missions to the countries 9 500
Technical proposal 78 650
Reglonal Technical Meeting 11850
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INTRODUCTION

Since the 1950s, the Ministry of Agricuiture and Livestock (MAG) of El
Salvador has implemented actions to upgrade livestock services
and promote livestock activity in the country. The Center for Live-
stock Development (CDG) (formerly known as the General Direc-
torate of Livestock (DGG)), responsible for livestock deveiopment as
well as animal heaith activities, and the leading center for livestock
research, executed during the 1970s and 1980s along with the Na-
tional Agricultural Training Center (CENCAP), extension services and
training geared toward small- and medium-scale livestock ranchers.
This work came to an end when the agrarian reform was instituted,
which divided agriculturai tasks into regions, and the social crisis
deepened.

A livestock and animal heaith program, under CENCAP and fi-
nanced with external resources, was recently concluded. The pro-
gram was unable to achieve its objectives and goals fully, since it
was undertaken during the difficuit period of the 1980s. The only
permanent remains of the program are infrastructure works and
equipment.

Support to livestock activities has not been equal to that given to
crop agricuiture, in terms of resources, consistency and follow-up.
From 1980-1988, the livestock subsector received an average of
only 2.6 percent of the credits granted to the agricuitural sector an-
nually. The lack of well-defined policies. working programs and na-
tional iivestock development programs involving technology gen-
eration, transfer and training for livestock farmers and the establish-
ment of support activities (credit, marketing and industrialization),
have iimited the growth of the national livestock sector. Isoiated,
unplanned actions, with no continuity, were carried out and have
not greatly contributed to the development of the sector, which is
currently in a state of crisis.

The updated statistics of 1984 on the natlonal livestock sector, as
well as the projects for processing plants and milk coliection centers
(1990) carried out by national consuitants, constitute the actions
and technical documentation which served as the basis for formu-
lating this Project.

The Project described herein has a six-year duration and will be ex-
ecuted in two stages. The executing unit will be managed by a non-
governmental organization that wili monitor, provide follow-up and
evaluate progress made, in order to guarantee the full reactivation
of dairy farming in El Saivador.
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Given a difficult socioeco-
nomic context, planned activ-
ities should have a positive im -

pact on lower-income groups

An agreement will be signed by cooperating agencies financing
the Project and the govemment to formalize Project execution. Na-
tional institutions participating in the Project will include the Secre-
tariat of Natural Resources. the National Federation of Farmers and
Cattle Ranchers of Honduras (FENAGH), processing plants, the Hon-
duran Committee of Private Enterprise (COHEP) and banks, through
which the credit component will operate. The commitment ac-
quired by these entities and the shared responsibility for execution
will ensure the success of the Project.

I. FRAME OF REFERENCE

1. Macroeconomic Setting and Ilts Impact on the Project

During the 1980s, the economy of Honduras was characterized by
negative growth a+w a climbing unemployment rate, resuiting from
the contraction of regional and intemational demand, limited fi-
nancing from extemnal sources, and a drop in the terms of trade in
the export sector.

Further aggravating these conditions were the political problems of
the region, which produced capital flight and a fall in private in-
vestment. The GDP grew at a rate of only 0.9 percent annually,
compared to a sharp increase in the population growth rate (3.5%).
This led to a serious deterioration in the living conditions of the popu-
lation, particularly in the poorer sectors.

Agriculture continues to be the most important economic activity in
the country. in 1988, it comprised 33 percent of the GDP; employed
50 percent of the economically active population, and generated
more than 70 percent of the country’s revenues through exports.
Minimal growth (1.3%) was registered in the iivestock subsector,
making it impossible to meet the demand for livestock products,
particularly milk and other dairy products.

In April 1990, Honduras enacted an Economic Structural Adjustment
Law. This law provides for a series of measures aimed at reducing
the fiscal deficit by cutting public spending and increasing exports
by lowering their prices vis-a-vis intemational prices and modifying
the exchange rate. It also calls for special support to be given to the
food production sectors, under the Food Emergency Plan.
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The application of this law has created certain conditions that may
end up hindering economic development. These include increased
production costs attributable to higher prices of imported inputs,
caused by the new value of foreign exchange: an increase in the
minimum wage. which has an important impact on cost perfor-
mance; and, the elimination of all tax incentives for production and
changes in income tax rates.

The State’s strategy has been to support the estabiishment of new
enterprises in order to increase competitiveness among suppliers of
services and in production, by privatizing services traditionally pro-
vided by the State, with a view to freeing up market prices.

During 1989, the demand for milk was 392 million liters. This was met
with nationaliy-produced liquid milk (328 miliion iiters), and imported
dry milk equivalent to 64 million liters of liquid milk.

Per-capita consumption is estimated at 79 liters. 16 percent of which
is imported. Optimal per-capita consumption (150 liters) wouid rep-
resent a 45-percent deficit in milk production.

This Project promotes activities to boost national production to sat-
isfy the current demand, and to increase milk consumption to meet
nutritional requirements. it will do so using a two-pronged approach.
In the first piace. actions will target areas where farmers have a
greater capacity to respond, and which can reach the proposed
increased leveis of production more quickly. Next, actions will focus
on the traditional sector in these production areas.

In 1989, milk production reached 328 miliion liters, at an averoge of
27 million iiters a month. Real monthly production volumes vary ac-
cording to climatic conditions. During the rainy season (June to Oc-
tober), pasture conditions improve and there Is sufficient feed for
the cattle. In the dry season, production and productivity levels
drop.

Part of the milk production is taken to four processing plants and to
some smailer enterprises which process only 28 percent of the out-
put. Two of these plants are owned by the SULA Dalry Products
Company, a State-owned enterprise. The other two are the pri-
vately owned LEYDE, S.A., and the DELTA Dairy Industry. The smaller
enterprises operate in Olancho and Ei Progreso.

81

The Food Emergency Plan
provides the framework for all
efforts to boost food produc-
tion

Tre goal is to increase milk
product.on arnd reduce de-
pendency on 'mMports

Two of Honduras® four ma,or
processng plants are run Dy
the State and two belong *o
the privaie sector



The substitution of dry milk im-
ports will produce foreign ex-
change savings; it also will in-
crecse the value added of the
milk produced in the country,
since most will be used by the
processing plants

More and better mik collec-
ron centers will be instalied.

Enterprises Warehouse/refrig. Processing capacity

capacity (liters/day)
(iters/day)
SULA - San Pedro Sula 80000 120 000
SULA - Tegucigalpa 30000 60 000
LEYDE - La Ceiba 67 000 120 000
Others 8000 8 000
Tokal 185 000 288 000

During the rainy seasons of 1985 and 1986, processing plants oper-
ated at 71 percent capacity; during the summer, the operating ca-
pacity was only 50 percent.

The importation of dry milk produced 64 million liters of liquid milk.
Part of this volume is used by the milk processing industry.

2. Analysis of Production Options and of the Technical Environment

The analysis of possible alternatives began with a description of
production problems on dairy farms. A study of the principal milk-
sheds indicates that poor milk output is due to the following factors:

Unsatisfactory feed for cattle, due to poor pastures in the dry
season, and the limited use of concentrates, minerai salts,
mowed pastures and forage conservation techniques

Livestock quality is generally poor, in spite of the fact that a
national livestock center operates in the Comayagua Val-
ley. Some specialized producers in the area provide im-
proved breeding stock. but not enough to meet the de-
mand.

Inadequate management of cattie and of miik on the fam.
There is no well-defined sanitary plan to provide measures
for preventing contamination and ensuring sanitary control
in herds. Poor milking and storage techniques mean a high
percentage of the milk does not meet the standards of the
processing plants.

Minimal infrastructure and facilities for handling animals and
for conserving production

Lack of small-farmers’ organizations. Some associations exist,
but none for dairy farmers; these associations are inefficient
and are not geared toward developing production.

Not enough milk collection centers. Only a small part of the
milk is marketed through processing plant circuits; this is due
particularly to a lack of processing plants in strategic loca-
tions, combined with insufficient roadways and transporta-
tion for milk.
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— Low coverage and quality of technical assistance services
provided by the State

The technical solution proposed by the Project includes actions for
the five milksheds in the country: Zone |, Atlantida and Colon; Zone
I, Cortes. Santa Barbara and Copan; Zone i, El Paraiso, Olancho
and Yoro; Zone IV, Comayagua. Francisco Morazan, Intibuca, La
Paz, Lempira and Ocotepeque: Zone V, Choluteca and Valle.

The Project also includes medium-term actions that will affect all the
dairy farmers in the country, totaling approximately 90,000 farms.
The study also indicated that the short-term actions would concen-
trate on milksheds which could respond immediately by increasing
milk production. Milksheds Il, lll and IV contain the majority of the
country’s dairy farmers; the last two alone account for approxi-
mately 60 percent of the farms.

3. Socioeconomic Situation of Potential Beneficiaries

The Project is designed for small-, medium- and large-scale milk
producers. To qualify for the Project, they must produce milk for in-
dustry and/or have farms in areas that show a good potential for
milk production.

The beneficiaries will be located within the operating range of the
processing plants; the operating range is defined as the existing
plants and the area they could cover as a result of Project activities.

The technological changes to be introduced by the Project can be
applied in any milkshed or the area served by the processing plants.
Up-to-date information was used to prepare technology options,
based on working farms on the Atiantic coast.

In order to obtain a more thorough understanding of the character-
istics of potential beneficiaries, statistical information was gathered
on a sample of suppliers for one of the processing plants. The sam-
ple represents § percent of the total number of Project beneficia-
ries.

4. Institutional Conditions

The principal government institutions providing support to the agri-
cultural sector are the Secretariat of Natural Resources (SRN), the
National Agricuiturai Development Bank (BANADESA), the National
Agrarian Institute (INA) and the Central Bank, through Its Agricutturai
Credit Project Unit.
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Associations of dairy farmers
will gradually be strengthened

The number of private enter-

prises providng technical assis-
tance to farmers must be in-
creased, particularly to small-

scale farmers, who are fre-

qguently overiooked.

The Secretariat of Natural Resources, through its General Direc-
torate of Livestock, provides national extension services. Its three
main programs are animal healtth, iivestock development, and live-
stock research, and its objectives are to satisfy the producers’ needs
for technical assistance.

The National Agricultural Development Bank is the State entity that
provides credit assistance to the livestock subsector. Within the fi-
nancial system, it manages the largest loan portfolio. Nevertheless,
due to inadequate supervision of loans, many of these loans are
used to finance other activities.

The Centrai Bank, through its Agricultural Credit Project Unit, pro-
vides good technical and credit assistance to farmers. it is currently
negotiating with the World Bank for funds to execute a fourth pro-
Ject.

Private-sector organizations are not well developed. During the
1960s, several associations were created with support from the gov-
emment to bring together farmers from the private sector (non-re-
formed). These associations operate at the department level and
belong to the National Federation of Farmers and Cattle Ranchers
of Honduras (FENAGH). They are made up mainly of medium- and
large-scale producers.

In most cases, the cattle ranchers’ associations lobby for solutions to
problems caused by the Agrarian Reform Law and by price policies.
They also organize livestock exhibitions to demonstrate the progress
made in breeding genetically improved cattle.

There are no private enterprises that provide technical assistance to
farmers, with the exception of some professionals who offer these
services on an individual basis and some processing plants which do
the same for their suppliers. Private banks offer this type of service to
their clients. Aithough private banks provide less credit assistance
than does the govemment, there is greater supervision and monitor-
ing of operations on farms receiving credit.

S. Legal Framework

The legal framework of the Project is based on three important iaws
which determine the country’s economic performance and,
specifically, its milk production activities.



Economic Structural Adjustment Law. This law sets forth the policies
and measures governing the country’s economic process. Adjust-
ment measures include a floating exchange rate, increased bank
interest rates, repeai of all tax exemptions, reform of the income tax
system, increased sales taxes, modification of taxes on the manu-
facture of petroleum byproducts, and various budgetary measures.

National Dairy Commission (CONAL). This is a joint commission set up
to study the probiems facing dairy activities, and to identify and
recommend policy measures to promote dynamic and sustained
development in milk production, processing, marketing and con-
sumption. Resolutions issued by CONAL have helped establish pro-
duction security, which has encouraged positive growth of national
dairy activities.

Price control regulations. Price controls are necessary to protect
consumers. Nevertheless, it should be noted that when they affect
producers’ profit margins, they have a negative impact, since they
become a disincentive to production. Pricing must be handled in
such a way as to balance the needs of the consumer and those of
the producers - especially given the country’s current economic s
tuation, where monthly price increases affect the cost structure of
milk production.

6. The Project in the Context of Regional Integration

The Project intends to approach the economic Integration of the
countries of Central America in two different ways.

First, the possibility wili be examined of signing agreements with
countries of the area to fill some of the needs of the components of
the Project. Some of these components are:

— Provision of improved breeding stock. There are no enter-
prises in Honduras that specialize in raising heifers that have
been artificially inseminated with genetically improved
breeding stock:; an alternative would be to import these
heifers. in Central America, Costa Rica and Nicaragua
could serve as suppliers since they have a better stock of
breeding animals. Ecological conditions are similar among
the three countries, making the transfer likely to succeed.

— Reciprocal technical cooperation among countries to up-
grade the organization of dairy farmers. Costa Rica’s excel-
lent experience in organizing dairy farmers could serve as
support to the actions proposed in this Project.
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The second option would involve receiving support from specialized
regional institutions. This support would be formalized in technical
cooperation projects designed to successfully introduce the
technological changes included by this Project.

Il. PROJECT DESCRIPTION

1. Justification

As part of its strategy to develop the agricuitural sector, the gov-
ernment has assigned second priority to increasing milk production,
with a view to achieving self-sufficiency in this commmodity and pro-
viding the country with a greater degree of food security.

Justification for the Project lies in that it will have the following im-
pact on the Honduran economy and on the agricuitural sector:

A N . — It wiil replace imports of milk and dairy products. The cost of

Contribute 10 reduINg MDoNS milk imports from large milk-producing countries is high and is

of milk and other dairy prod- geared to dramatically reducing their own surpluses. The

ucts. new exchange rate makes this possible and the country will
save foreign exchange as a resuit.

— It will improve livestock capital, enabling dairy farmers to in-
crease their productivity per animal. The objective is to have
access to a source for replacing breeding stock and thus
enable dairy farmers to improve the quaiity of their herds
more rapidly and efficiently, with animals adapted to the
ecological conditions of the country.

— it will reduce production costs through better livestock man-
agement techniques and new technology.

— It will establish milk storage equipment on the farms and a
modemn system of collection centers, iocated in selected
sites in the principal milksheds of the country.

— It will stabilize monthly milk production in the principal milk-
sheds of the country, with the use of improved pastures and
on-farm fresh milk storage facilities.



It will study the possibility of installing a milk drying plant to
process surplus milk during the peak season, which can later
be used to supply the domestic market during the low sea-
son. Consideration may also be given to the possibiiity of
setting up sterilzation plants for processed milk.

2. Objectives

General

To promote and increase milk production in order to meet
domestic needs without resorting to imports, thus achieving
a greater degree of food security in the country

To encourage greater per-capita milk consumption

Specific

To increase the average milk production per animal,
through ongoing technical assistance and credit support for
on-farm investments, and to provide working capital to the
farmer

To improve milk storage and collection conditions in the ser-
vice areas of the processing plants and in areas showing po-
tential for rapidly increasing milk production

To organize dairy farmers in order to foster integrated dairy
development

To establish conditions for installing a milk drying plant

To upgrade the management capabilities of technology-
transfer services associated with famrmer organizations

3. Strategy

The Project strategy s to:

Concentrate actions on existing milksheds, particularly those
in the processing plant’s service area

Take specific action to draw dairy farmers from the tradi-
tional sector into the circuit of the processing plants

Organize the supply of technical assistance provided by the
private sector, preferably from existing professional associa-
tions, by forming private technology-transfer companies
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In order to maxmize particpa-
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Design and implement Project operations to involve joint
participation of the State and the organized private sector

Propose a price management system that guarantees a
profit margin for the dairy farms and contributes to financing
the modemization of the collection systems and new pro-
cessing technologies. and that enable the producers, the
storage and collection centers and the processing plants to
recover their investments

4. Subprojects and Components
The Project will be divided into six subprojects designed to:

Provide improved breeding stock

Improve the milk storage and collection circuit
Improve milk processing techniques

improve cattle nutrition and feed

Organize and provide training to producers
Facilitate private technical assistance

Subproject 1. Providing improved breeding stock

This subproject will include the foliowing four components:

In-kind credit. Producers will repay their loans with deliveries
of milk to the processing plants, which, in tum, will pay the in-
stitution in charge of managing the loans.

Improved or purebred heifers to be delivered to the pro-
ducers under the in-kind credit system will be imported and
purchased in the country.

Animals will be provided, depending on the needs of the dif-
ferent strata of beneficiaries, and as established by the pri-
vate technical assistance units.

Preferential interest rates will be given to ensure that ioan
recovery does not represent a hardship to users, and to pro-
vide incentives for investment.

Subproject 2. Improvement of the milk storage and collection circuit

Conditions for storing and collecting milk will be improved in
the service areas of the processing plants, and in the areas
where traditional famers can be incorporated into the cir-
cuit.
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— Collection centers will be established in accordance with
the dairy industry’s needs.

— Farms will be equipped with small refrigeration tanks, pur-
suant to recommendations of the private technical assis-
tance units.

Subproject 3. Milk processing

— The possibility will be studied of establishing small-scale milk
processing plants in dairy areas not reached by existing pro-
cessing plants.

— Financing will be sought to expand the operating capacity
of existing processing plants, in accordance with identified
needs and the feasibility of doing so.

— A study will be made of the possibility of instailing a milk-dry-
ing plant in order to be able to gradually substitute imported
dry milk with domestically-produced dry milk.

Subproject 4. Improvement of cattie nutrition and feed

— Hay will be produced according to the needs of each re-
gion.

— Regional banks will be established for pasture and legumi-
nous seeds and planting materials.

— Credit will be provided for the construction of silos.

— Technology transfer for ensilage and the preservation of
fodder

Subproject 5. Organization and training of farmers

— Farmers and cattle ranchers will be encouraged to form or-
ganizations, which will facilitate Project execution.

— A training plan on milk production and hygiene wili be for-
mulated for Project beneficiaries.

Subproject 6. Private technical assistance
— Financing will be sought for establishing private technical
assistance companies.

— Technical assistance services provided by processing plants
for dairy farmers will be fostered. Beneficiaries can pay for
the services with a percentage of their milk deliveries.

— Dairy farmer associations will be encouraged to hire profes-
sional agriculturalists operating in their service area.
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— Agreements will be signed by the Secretariat of Natural Re-
sources (SNR) and dairy farmer associations or processing
plants, through which SNR technical personnel will provide
assistance to producers and work with them, full time. to ex-
ecute Project activities.

— Technical assistance actions at the farms wili be scheduled
by the technical experts in coordination with Project bene-

ficiaries, and will follow Project guidelines.

5. Goals

The goals of this six-year Project are as follows:

Description Goals to 1996
1. Feed and nutrifion. Improved pasiures Manzanas 24 200
Construction of sllos (Capacity 50 mt) Sllos 2130
2. Acquisition of breeding sfock Head 4000
3. Private fechnical assisiance (PTA) Creation of Units 27
PTA enterprises
4. Mil production in 1996 Million kters 106.0
5. Gross value of mik production USS mikion 425
6. Mik storage and collection
Refrigeration tanks (capacity 1,200 liters/day) Tanks 30
Collection centers
Capacity 30,000 liters/day Centers 2
Capacity 20,000 kters/day Centers 1
Capacity 10,000 kters/day Centers 1
7. Milk drying piant Study 1

6. Project Beneficlaries

The Project has two categories of beneficlaries:

Category 1. Farmers supplying milk to processing plants

The Project will benefit 1,320 producers beginning the first year. This
amount was based on information provided by the processing
plants concerning the size of the farms, production levels, number

of dairy cows and the availability of pastures.




Category 2. Traditional farmers within the service range of the pro-
cessing plants who can be incorporated into the circuit

As of year two, the Project will incorporate new suppliers, at a rate
of 10 percent a year, for a total of 806 producers during the Project
execution. A total of 2,126 beneficiaries will have been reached by
Project end.

7. Support Services for Production

The principal services proposed are:

— State research and extension services. The Secretariat of
Natural Resources will improve its services to generate milk-
related technology.

— Private technical assistance. Various types of private tech-
nology-transfer enterprises will be created through the Pro-
ject, to be organized by production areaq.

— Credit assistance. The Agricultural Credit Unit of the Centrai
Bank is being proposed as administrator of the funds. The
Bank will coordinate programming with the executing units
of the Project, and will decide through which banks the
credits will be processed.

— Collection, storage and marketing services for milk produc-
tion. The processing plants will provide various services to
complement those established and organized by farmers.

— Organization of farmers. The National Federation of Farmers
and Cattie Ranchers of Honduras will provide support for the
establishment, registration and implementation of associa-
tions formed during the execution of the Project.

. ORGANIZATIONAL STRUCTURE

1. Executing Unit

Two Project execution options were considered. The first would in-
volve only private-sector participation, while the second would call
for mixed private- and public-sector participation. The private sec-
tor might be represented legally by a nongovermmentai organiza-
tion (NGO); under the second option, the State would be repre-
sented at three levels, as follows:
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National level

An Executive Committee will be set up. consisting of the following
institutions: the Secretariat of Natural Resources; the National Fed-
eration of Farmers and Cattle Ranchers of Honduras (FENAGH); rep-
resentatives from milk-processing enterprises; a representative from
the Honduran Committee of Private Enterprise (COHEP); and. one
from the Central Bank of Honduras.

Regional ievel

Regional committees will be established, made up of the Secre-
tariat of Natural Resources, representatives from milk-processing
plants in the region and representatives from milk-producers’ asso-
ciations set up in each region for this purpose. FENAGH and the Na-
tional Dairy Commission will be responsible for these actions.

Local level

Local committees will be organized. made up of the technical assis-
tance unit of the locality and producers operating in the areas of
Project activities.

In order to set up this structure, an agreement will be signed be-
tween the cooperating entities financing the Project and the gov-
ermment. National institutions represented will include the Secre-
tariat of Natural Resources, the National Federation of Farmers and
Cattle Ranchers of Honduras (FENAGH), the milk-processing plants,
the Honduran Committee of Private Enterprise (COHEP) and banks,
through which the credit component will be channeled. The suc-
cess of the Project rests on the commitment assumed by these enti-
ties and the sharing of responsibilities in executing the Project.

2. Plan of Action

The plan of action is divided into three levels of work, that corre-
spond to the leveis proposed for the executing units.

The plan of action of the national executive committee includes
establishing the rules, procedures and structure of the operating
strategies to be followed, and policies to be executed in order to
ensure Project success. It will also analyze and program Project in-
vestments and propose follow up and evaluation mechanisms for
the activities carried out by the different subprojects and compo-
nents. One of its functions will be to establish a standard methodol-
ogy for measuring Project impact and for disseminating its
achievements.

The regional committees will define the service areas of the process-
ing plants, identify and select beneficiaries, grant credit, analyze in-
vestment plans at the farm level, and integrate and bring regional
plans of operation into line with services provided by technical assis-
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tance enterprises. These committees are to supervise the fieid and
on-farm activities of the subprojects and components. A manage-
ment information system should be set up to provide national ex-
ecutive committee with information for developing Project activi-
ties.

The principal functions of the local committees will be to conduct
an assessment of dairy farms; identify farm needs, based on the
assessments and reflecting the Project’s components; determine
credit or financing needs; support the formulation of farm business
plans; reach agreement on production goals by farm, to reflect
Project goails; periodically evaluate the Project, based on the
guidelines set up by the natlonal executive committee; and pre-
pare regular reports, as required by the nationai committee.

3. Resources

The Project will require the following resources:

— Resources to improve 24,215 manzanas of pasture

— Construction of silos. Each silo will have a 50-metric-ton ca-
pacity; approximately 2,100 silos will be needed.

— Purchase of 4,000 head of cattle for breeding stock (heifers
and bulls)

— Creation of 27 technical assistance units
— 1.200-Iiter refrigeration tanks: 30 units
— Collection centers:
30,000 liters (2)
20,000 liters (1)
10,000 liters (1)
— Mik-drying plant: equipment needed to set up one plant

The Project developed a model for a private technical assistance
services enterprise to demonstrate its profitability. It was feit that this
type of enterprise was the best way to camy out the actions be-
cause it will ensure the impact of services provided, and conse-
quently, the achievement of Project godals.

Resources needed to implement this enterprise include: vehicles;
veterinary equipment; training equipment; computer equipment;
office equipment; and other materials.

4. Participating institutions

It is feit that the associations should assume a new role with regard
to the technical services they provide to their members.

The principal institutions to participate in the Project include:
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Private institutions and organizations

o . -~ — Associations of dairy farmers
rivate, public and joint institu -
I,O,”,S wil particioate in :he Pro- — The National Federation of Farmers and Cattle Ranchers
' — Milk processing plants
Joint institutions and agencies (state and private)

— National Dairy Commiission

Govemment institutions

The Natonal Dary Commission — Secretariat of Natural Resources

(with state ona prvate com- — General Livestock Directorate

ponents) provides valuable

experience on fhe strengien- — National Agricuttural Development Bank
ing of the joint insttuhonal

model — Central Bank of Honduras

IV. COSTS AND FINANCING

1. Costs

Total cost of the Prooct Uscas e Project will require a total investment of approximately USS$36

milion million. The following is a breakdown for the short and iong term:

(US$ X 000)

Hem Short term Long term Total
Invesiment 9910.8 9 995.7 19 906.5
Improvement of pastures 2524.2 0 2524.2
Construction of silos 1275.6 0 12756
Technical assistance 1 61110 0 61110
Breeding stock 0 24000 2400.0
Technical assistance 2 0 599.4 599.4
Refrigerator tanks and collectors 0 996.3 996.3
Preinvestment: milk processing.
study, construction, installation of 0 2000.0 2000.0
drying plant
Drying plant equipment 0 4000.0 4 000.0
Operations 16 108.8 0 16 108.8
Milk production 13210.2 0 13210.2
Technical assistance 3 26670 0 26670
Project management 2316 0 2316
Total cost 26019.6 9 995.7 360153
Notes:

Technical Assistance 1: Cost to producer for use of services
Technicdl Assistance 2: Creation of and investment in private enterprises
Technicdl Assistance 3: Operating costs of technical assistance enterprises
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2. Financing

The govemment will select the funding sources needed to execute
the Project, making sure that the financial conditions are consistent
with the objectives proposed for developing milk production and
processing in the country.

Extemal short- and long-temn financing requirements (USS X 000)

item Short term Long term Total
Investment 9910.8 3995.7 13 906.5
Improvement of pastures 25242 0 25242
Construction of silos 1275.6 0 1275.6
Technical assistance 1 61110 0 61110
Breeding stock 0 24000 24000
Technical assistance 1 0 5994 599.4
Refrigerator tanks 0 996.3 996.3
Preinvestment 4000.0 4000.0
Drying plant equipment 0 40000 40000
Total external funding 99108 7995.7 17 906.5
Domestic short- and long-term financing requirements (USS X 000)
Hem Short ferm Long term Total
Preinvestment 0 2000.0 2000.0
Study, construction and 0 2 0000 2 0000
instaliation of drying plant
Operations 16 108.8 0 16 108.8
Milk production 132102 0] 132103
Technical assistance 3 26670 0 26670
Project management 2316 0 2316
Total domestic funding 16108.8 2000.0 18 108.7

V. ANALYSIS

1. Technical Analysis

The Project is designed to benefit existing dairy farmers rather than
new ones, and its investments are therefore not geared to develop-
ing new farms. Project actions are designed to improve and comrect
situations that could reduce the efficiency of farm production., in
order to increase milk supply in the short term.
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Projected milk production increases wiil be easily met if the pro-
posed actions are carried out.

Dry milk imports can be totally or partially eliminated by increasing
production efficiency and productivity on dairy farms.

2. Institutional Analysis

The organization proposed for executing the Project is sound. It will
bring together all the agencies involved in developing dairy farming
under a common cause. This shared responsibility will ensure com-
pliance with the commitments taken on by each entity, the timely
application of programmed actions and the appropriate assign-
ment of responsibilities to each. Individual and isolated actions have
already been carried out; this common effort will create greater
confidence in achieving Project objectives and eliminate the dupli-
cation of efforts.

Because the different agencies involved in dairy activities are inter-
ested, and in agreement, with regard to the need and advisability
of executing projects such as this, and because both the public and
private sectors will contribute resources for the development of
dairy farming in Honduras, the government has made the decision
to commit resources to the Project.

3. Legal Analysis

The legal framework for the activities of the Project is the series of
policy measures identified, selected and executed by the National
Dairy Commission. Due to its nature and purposes, it is considered
that Project execution will not be affected by cument legal provi-
sions.

4. Financial ond Economic Feasibility

The financial feasibility of the Project can be measured by calculat-
ing the intemal rate of retum (IRR) and the net present value (NPV).
These indicators were calculated from figures gathered on on-farm
production costs and revenues, and from a caiculation of the types
of investment needed to impiement technical assistance.

The results of these calculations show that the Project is economi-
cally and financially feasible. The resulting intemal rate of retum is 28
percent, higher than any interest rates in force in the national
banking system. Its resuits are even more favorable when the rec-
ommended rate is 16 percent. Calculated at 16 percent, the NPV is
positive.
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It should be noted that calculations of the IRR and the NPV do not
take into account the investments in collection tanks and the ac-
quisition of equipment for the drying plant. These will be dealt with
separately, as the Project envisages a preinvestment component in
which complementary studies will be conducted on the installation
of the drying plant and the milk collection centers.

With regard to Project sensitivity studies, it should be noted that the
altemative chosen includes annual increases based on a 15 per-
cent inflation rate. it aiso takes into consideration possible fluctua-
tions in the value of the national currency vis-a-vis the United States
doliar.

The variables studied are as follows:

Variables IRR (%)
- Ten percent (10%) annuai increase in operating costs 24.1
- Twenty percent (20%) annuai increase In operating 19.7
costs
- Twenty percent (20%) annual Increase in operating 24.6

costs and five percent (6%) increase in income

5. Project Impact

Impact will be feit in the generation of jobs, increases in farmers’ in-
comes, and foreign-exchange savings. In addition, the country will
benefit from the incorporation of new production areas into the milk
processing plant circuit.

A total of 1,280 direct jobs will be generated during Project execu-
tion on beneficiary farms, as will a total of 120 jobs for professional
agricuituralists who will provide private technical assistance.

A total of 2,126 farmers will see an increase in their incomes to an
estimated total value of US$32.4 million, as a resuit of increased milk
production on their farms over the six-year period.

Foreign-exchange savings will be gained from partially substituting
dry milk imports, made possibie by the increases in milk production.

The installation of new collection centers in areas not currently ben-
efiting from the guaranteed market of the dairy industry will help
strengthen national milk production. The Project will also ensure a
stable supply of milk throughout the year.
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Impact: Approximately 1,300
direct jobs will be generated,
in addition to 120 jobs for pro-
fessionals who will provide pri-
vate technical assistance.
More than 2.6CO farmers will
increase their incomes for a to-
tal value of US$32 milion.
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INTRODUCTION

In the early 1970s, sporadic and uncontrolled expansion of the agri-
cultural frontier from the central-eastern region of Honduras toward
the Patuca and Coco river basins — along the Nicaraguan border
— caused the destruction of vast forests in the southeastern part of
that country. During the eighties, the farmers suffered from a num-
ber of political and military incidents that forced them to abandon
their parcels, thereby hampering the integration of the two river
basins into the economy of the country.

In 1981, studies were initiated on the development of the afore-
mentioned river basins; these studies were concluded in 1989, and
consisted of general maps, soil maps and termitorial studies of the
layout of the Patuca and Coco river basins. This technical docu-
mentation served as the basis for the preparation of this Project,
whose main objective is to promote the development of the area,
making appropriate use of the solls and conserving the natural re-
sources of the border zone. The Project proposes to develop the
area in stages. in order to effectively integrate it into national life.
The first stage would involve working on the exploited areas of the
Jamastran Valley; the second would consist of zoning agricuttural
production in the two river basins.

The Project will be carrled out over a four-yaar period by the Ministry
of Naturai Resources; a Regional Agricuttural Committee will be
established to serve as a follow-up and evaiuation mechanism that
will systematize the actions carried out, in order to facilitate the
application of successfui technical and economically-sound solu-
tions in other areas with the same problems.

|. FRAME OF REFERENCE

1. Macroeconomic Setting and its Iimpact on the Project

The economy of Honduras is based primarily on the agricultural
sector. During the 1980s, its performance fell sharply, with agricuk
ture’s share in the GDP shrinking from 35 percent to 30 percent. The
economic crisis intensified the structural problems of the industrial
and agroindustrial sectors, hampering the country’s possibilities for
growth. Industrial conversion has been proposed as a means of
deaiing with this sttuation. This crisis revealed very cieariy that the
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The integrated development
of the selected area wi'l serve
as a model for similar regons

The Proiec! will contribute to
overcoming structural con-
straints 10 tre agricultural sec-
tor



Tha indiscr minate fe!'ng of
frees wii be arrested, ara ihe
lanAa tenure stuation wil' be
improved.

main structural constraints on agricuttural growth were still in exis-
tence. These include lack of security in the land tenure system, lack
of effective and stable measures ensuring the profitability of agricul-
tural enterprises, institutional shortcomings reiated to agricuitural
banking resulting in ineffective financial support, and the dispersion
of efforts among agricuttural sector institutions.

In the agricultural sector, substantial growth for certain crops and
livestock activities counteracted the sharp decline observed for
others. Two of the country’s main activities, cattle raising. and agri-
culture, lliustrate this best. During the eighties. cattle raising activities
fell from 24 percent (1980) to 19 percent (1989), whereas coffee
production increased from 21 percent to 28 percent during the
same period.

In the Project’s area of infiuence, thousands of hectares of forests
are destroyed every year, as a consequence of the haphazard ex-
ploltation of the area by small farmers. the practices of large-scale
cattie ranchers, and the indiscriminate felling of timber.

in order to correct these structural constraints, the government has
undertaken to realign the economy over the medium term (1990-
1995), with a view to achieving more stable and efficient economic
performance in all production sectors. The structural changes deal
with four basic areas, which include agrarian reform and agro-
forestry, regarded as the comerstone of the development policy
that seeks to transform the production apparatus of the agricultural
sector. These macroeconomic measures will contribute to eliminat-
ing restrictions on the production structure in the Project’s area of
influence.

This Project will also contribute to accomplishing certain measures
adopted by the government, particulary as concerns improving the
land tenure system, actively fostering security in the rural areas.
providing incentives for a more efficient use of production re-
sources, improving and organizing natural resource management,
generating productive employment opportunities, and increasing
agricultural production and productivity.

2. Analysis of Production Options and of the Technical Environment

Numerous farming and livestock activities can be undertaken suc-
cessfully in the Project’s area of influence, and can be exploited
intensively and very profitably over the medium term. There is a
great potential for coffee production in the highlands; the lowlands
offer possibilities for intensive farming and livestock activities, except
in the Guineo Valley and adjacent plains whose soils are not suit-
able for intensive agriculture.
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Production aiternatives recommended for developing the area
were: improving dual-purpose livestock production (milk and meat),
renewing coffee plantations, and reforesting deteriorated areas
with promising species. These options were studied and it was con-
sidered that they should complement activities carried out under
the Project.

The first attemative studled and proposed was the development of
dual-purpose livestock raising, based upon the results of a study
made in 1981 by the Ministry of Natural Resources. The technical
action proposed will aim to eliminate the main problems identified
by the initial study in the Trojes and Arenales areq, where integrated
livestock activities were to be encouraged. Problems identified
were the following: the use of traditional techniques in livestock
raising and management and in forage production systems, which
required improvement and upgrading in the short term; a low ca-
pacity to support cattle activity, due to inadequate pasture rota-
tion, disregard for soil types and not allowing for fallow periods; the
lack of technology for preserving drought-resistant forages and
grasses; the lack of food supplements, such as urea, molasses, con-
centrates and hay pastures; extensive practice in herd manage-
ment of not dividing animals by age and size, allowing free breed-
ing and maintaining a disproportionate cow-bull relationship. Serious
shortcomings also exist in the marketing systems for milk, meat and
their byproducts.

The main zootechnical indicators of dual-purpose cattle raising
show that technology levels are very iow or non-existent. The 1.7
Iiters of milk are produced per cow daily, and the mortallty rate is
5.8 percent. Based on the area’s potential, daily output per cow
could be four liters, and mortality could be reduced to one haif the
current rate.

The pumpose of zoning livestock production is to make more efficient
use of large areas within the Patuca and Trojes basins, with a view
to increasing beef and miik production in the short term for the cen-
tral and southeastemn regions. Simultaneously, zoning will reduce
pressure on the forests.

The second option complements the first, and concerns the re-
newal of the coffee plantations. Coffee is the traditional crop in the
southeastern region, and some 16,000 hectares of plantations are
located in El Paraiso, Danli and Trojes. There are approximately
3.000 hectares of coffee plantations in the locality of Trojes. The
Project aims to renew and modemize coffee cultivation practices
on 1,000 hectares of coffee fams in Trojes and the highlands of the
Jamastran Valley.

Making appropriate use of lands in the highlands would contribute
to increasing agricultural productivity in the short term. The Project
will contribute to improving the quaiity of the coffee output by in-
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Large portions of the Patuca
river basin will be put Into pro-
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exports and creating jobs



The devastated forests will be
replanted with rapid-growing
Leucaena leucocephala
frees, a species of many uses.

stalling smali-scale coffee processing infrastructure (coffee process-
ing plants) on medium-size farms. This will contribute to boosting ex-
ports and provide more employment opportunities in the area, as
coffee requires a large number of workers. The Project will also help
reduce the pressure of the farming community on the forests.

The third option, which would complement the two others, involves
the introduction of promising tree species for firewood, posts and
charcoal production, as well as for other uses. Leucaena leuco-
cephala (white popinac) plantations would be initially introduced. it
Is a native Mexican species which has adapted well in Guatemala,
El Salvador, Honduras and Nicaragua. Plantations of this wood in
Central America are established beiow 800 meters above sea level.
This tropical leguminous species can be used for a variety of pur-
poses and has been used as an altemative for reforesting destroyed
wooded areas. Its products can be used for forage. firewood, char-
coal, lumber, posts and organic fertilizer. It is also used for wind-
shields or fire barriers, as a shade tree, for building structural frames
and for recovering and reforesting slopes. It reproduces easily; once
established in a favorable environment, it must be controlled since it
can spread as rapidly as a weed. It Is mainly used for the production
of fire wood and forage. because of its rapid reproduction, recov-
ery ability and easy management. Technological models of planta-
tions for fire wood have been established with populations of 4,500
to 6.500 trees per hectare.

This subproject would be implemented In the Patuca River basin,
which has the appropriate climate and rainfall conditions for the
cultivation of Leucaena leucocephala. it would be regarded as a
complement to the livestock subproject, and would provide a new
and additional source of income for farmers. It would also con-
tribute to the conservation of natural forests and the reforestation of
this basin.

Overall, the primary purpose of the Project is to arrest the haphaz-
ard expansion of the agricuitural frontier, at the expense of the nat-
ural forest reserve of coniferous and Iatifoliate species in the Patuca
and Coco river basins. It aims to contribute to conserving these for-
est reserves by implementing the three aforementioned options,
thus helping to introduce efficient agricultural exploitation in the
areaq.
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3. Socioeconomic Situation and Potential Beneficiaries

The area of influence of the Project consists of 547,000 hectares
(5,740 km2). It borders to the north with the continental divide of the
Azacualpa mountains, El Incendio and Patuca, and to the south
with Nicaragua. The territory is located in the southeastern and
northeastemn regions of the country, and includes a part of the mu-
nicipalities of Danili, Ei Paraiso, Trojes in the Department of El Paraiso,
and Catacamas and Juticaipa in the Department of Olancho.

The Departments of El Paraiso and Olancho show reiative socioe-
conomic development. Total population Is 538 000 inhabitants, with
89,000 In the rurai areas. The llliteracy rate Is high (39%), school at-
tendance Is low (33%). and the economically-active population is
estimated at 45 percent.

The govemment Is working to provide farmers with tities to their land.
Thirty-seven cooperatives and rural settlements there have bene-
fited from agrarian reform, receiving 5.000 hectares of land, haif of
which (2,500 ha) Is considered apt for farming activities.

The most important crops in this area are staple grains (maize,
beans, rice). Foliowing In importance are coffee, tobacco, sugar
cane and bananas. Dual-purpose (milkk and meat) cattle are raised
locally, as well as hogs and fowl.

Some agroindustrial enterprises operate in the area, such as cigar
factories, coffee processing plants, a meat packing plant and a
dairy processing plant (cheese and butter).

The economic situation of potential beneficiaries depends on their
resources: the estimated annuai income per 50-hectare farm is ap-
proximately US$1,330; 100-hectare farms show an annual income of
US$2,670.

4. Institutional Conditions

All agricultural public-sector institutions are represented in this area.
A Regilonal Agricuiturai Committee (CAR) functions under the su-
pervision of the representative of the Secretariat of Natural Re-
sources (SRN), to coordinate actions and to prevent overiapping of
efforts in the agricuitural sector.

The institutions will be strengthened with qualified personnel and fi-
nanciai resources to enable them to perform satisfactorily. Technol-
ogy outreach services must also be upgraded, with a view to
equipping them to respond immediately to production problems on
the farms. Government development banks do not provide suffi-
cient credit to ensure full adoption of technology transferred to cat-
tle ranchers and coffee growers.
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It Is important to point out that the institutional structure is not top-
heavy, aithough there is a shortage of credit available for livestock
activity and coffee growing.

Private-sector participation is very iow. To overcome this problem,
actions shouid be taken in the short term to promote farmers’ asso-
ciations and to encourage full participation on their part, with a
view to reducing the costs of the technoiogy transfer services de-
livered by the Project.

5. Legal Framework

The agricultural activities would be carried out within the legal
framework established to promote agricuitural growth: the Agrarian
Reform Law, the Forestry Development Law and the Livestock De-
velopment Law, among others. Despite the existence of these legal
provisions, during the 1970s and the 1980s, the forests of the Patuca
and Coco river basins were subject to systematic and rapid defor-
estation.

It is evident that there Is a need to enforce the pertinent legal provi-
sions govemning the creation of forestry reserves., and strict control
should be exercised over the exploitation of the region’s resources.
New legisiation in the form of a bili on forestry incentives is currently
being discussed. it proposes a number of incentives for the private
sector to encourage the conservation of forests and boost refor-
estation efforts. Once adopted, it will contribute decidedly to the
conservation of renewable resources in the Patuca and Coco river
basins.

6. The Project in the Context of Regional Integration

The Project is intended to develop a zone bordering with
Nicaragua. Although initially it would be implemented in only one
country, its progress would have a favorable impact on both. In the
first place, it will contribute to bringing peace and to repopulating
an area which has been in turmoil over the past ten years. In the
second place. it will boost border trade and contribute to generat-
ing a more fiuid interchange between the two countries. This would
justify investments by both countries to construct road infrastructure
and improve electricity services and telecommunications between
the two countries. In the third place. it would organize t<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>