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INTRODUCTION

Honduras has one of the highest population growth rates of Latin-
America and the world. Most of the population lives in rural areaé.
Demand for food is increasing rapidly.

The non-agricultural sector is growing faster than the agricultural
sector, but not fast enough to absorb those unemployed and the new
entrants into the labor force. More than twenty vears of developmental
policies, incentives, and protection for the industrial sector have
created a foreign dependent manufacturing industry which, in general,
still cannot compete even with other countries of the Central American
region. Several causes can be ennumerated to explain the backwardness
of the Honduran industry, but that is not the objective here.

A wiser approach to industrial development could be the establish-
ment of a strong agri-industrial sector. The importance of the other
economic sectors and their interrelations cannot be overlooked, yet, a
great deal of the economic development of Honduras depends upon agri-
culture. Agricultural development in a country like Honduras is no
longer a postponable task. It is in the direction of strong development
that agricultural credit can play a relevant role.

Credit per se, however, does very little. An integral approach
toward agricultural development includes credit plus all the measures
for improving agricultural output, a more equitable income distribution,
and for the rural people a better access to higher standards of living.

Whereas agricultural credit in Honduras is confronted by several
problems, a first approach to solving them is analyzing, evaluating, and

modifying the institutional phenomena. This report deals first with an
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overview of the Honduran general economic conditions and, particularly,
the prevalent conditions in agriculture. Second, consideration is given
to the channeling of credit from external and internal sources in fi-
nancing the Honduran agricultural sector. In relation to the intermal
financing, each of the governmental institutions linked to the agricul-
tural credit is described, without considering in depth the constraints.
Commercial banks which provide most of the banking credit are also
discussed. In addition, information is given about other agricultural
institutions which provide indispensable services to agriculture. Such
services support the success of any agricultural credit program. Other
developmental and complementary public and private imstitutions are also
described. Third, based on works done by the United Nations Food and
Agricultural Organization (FAO), the World Bank, and the U.S. Agency
for International Development Program (U S AID), the general character-
istics of agricultural credit in less developed countries {(LDCs) are
considered. Fourth, some suggestions are presented for gradual trans-
formation of the existing Honduran agricultural credit scheme into a

long-run program of agricultural development.



THE HONDURAN ECONOMY AND THE ROLE OF AGRICULTURE

The Economic Situation

Within its 112,088 Sq. Km., Honduras has an estimated population
of 3.1 million people. From 1974 to 1978, the population annual growth
rate was 3.6 percent. About 50 percent of the total population is below
15 years old. 1In 1978, 29 percent of the population was in the labor
force. Total open unemployment was estimated at 9 percent. Statisti-
cally, labor force participation is low for women. Around 70 percent of
the population lived in the rural areas.

Gross National Product (GNP) was $1,686 million in 1978, a 38 per-
cent increase from 1976 (Table 1). From 1974 to 1978, the growth in

real GNP was 3.4 percent annually.

. Table 1 "
HONDURAS: NATIONAL ACCOUNTS, 1976-1978 .
1976 1977 1978

———————=(Million $'s)-————--

Private Consumption $ 944 $ 1,063 $ 1,179
Government Consumption 174 208 320
Gross Fixed Capital Formation 276 350 444
Private 181 213 257
General Government A 95 137 187
Increase in Stocks - 50 - 16 29
Exports of Goods and Services 441 566 668
Less: Imports of Goods and Services 512 750 780
Gross Domestic Product 1,272 1,522 1,770
Less: Net Factor Payments Abroad - 53 - 64 - B4
Gross National Product 1,219 1,458 1,686

a ,
Current Prices

Source: Banco Central de Honduras. Honduras en Cifras 1976-1978.
Tegucigalpa, Honduras, 1979, p. 6




In 1978, agriculture contributed 32 percent of the GNP, followed by
manufacturing with 17 percent. Manufacturing has grown at a faster rate
than agriculture in recent years, however, the self-consumption aspect
which characterizes the Honduran agricultural sector could underestimate

its contribution to the GNP.

Table 2 a
HONDURAS: INVESTMENT IN PHYSICAL ASSETS, 1976-1978
Year Gross Source
External Saving Internal Saving
Total Government Private
(Million $'s)-——

1976 $235.6 $111.8 $§123.8 §32.7 $ 91.1
1377 325.1 133.4 191.7 66.0 135.7
1978 429.4 197.5 231.9 81.1 150.8

a
Current Prices

Source: Secretaria del Comsejo Superior de Planificacion Economica.
Plan Nacional de Desarrollo 1979-1983. Tegucigalpa, Honduras, p. 10

Public investment has increased recently (Table 2). Much of the
investment has been towards the improvement of the tramsport sector.
The government, however, has recently become more active in social
programs related to education and health.

Bananas, coffee and wood represented 65 percent of the country's
1978 exports. Other important export goods were beef, lead and zinc,
silver, cotton, and leaf tobacco. On the imports side, the increasing
price of oil has had a dramatic negative impact on the economy. Honduras
does not produce petroleum; therefore, o0il consumption is derived from
imports. O0il is imported as a raw product for direct consumption and
the production of electric power, as well as in the form of petroleum

based raw materials needed for manufacturing. The value of imports by



type of good is shown in Table 3.

Table 3
HONDURAS: IMPORTS OF GOODS, 1976-1978%

Type of Goods

Mil. § 7 Mil. § % Mil. $§ %

Consumer goods §107 23 85139 24 $167 24
Raw Matierals, petroleum and fuel 212 46 258 44 299 43
Capital goods and building materials 139 30 184 32 231 33
Others 1 - _— - 3 -

TOTAL $459 100 $581 100 8697 100

Current Prices
(-) Quantities less than one million or one percent
SOURCE: Banco Central de Honduras. Op. Cit. p. 16

Even though the balance of trade from 1976 to 1978 was persistently
and increasingly negative, such situation was offset By the inflow of
capital which led to favorable results in foreign exchange. However,
there has been an increase in the external debt which in 1978 was esti-
mated to be $827 million. The government is responsible for 60 percent
of the total extermal debt, most of it destined for use in the transport
and agricultural sectors. Service of the external debt is becoming
increasingly costly as both interest rates and the amount borrowed
increase.

The government has used internal financing also to cover the budget
deficits carried by major developmental programs. In 1977 and 1978,
about 20 percent of the internal revenues came from taxes and charges
on exports, namely agricultural. Seventy percent of govermment revenues
come from indirect taxes.

The money supply, Ml, at the end of 1977 and 1978 is shown in

Table 4.



Table 4
HONDURAS: MONEY SUPPLY, 1977-1978
1977 1978
a ———(Mil, $}———-
Money supply $§220.3 -§262.5
Currency Cutside banks 94.4 104.8
Demand deposits 125.9 157.7

aIncluding demand deposits of the general government.
SOURCE: Banco Central de Honduras. Boletin Estadistico. Tegucigalpa,
Honduras, Septiembre 1979, p. 15

Quasi-money (savings and time deposits) outstanding at the end of 1977
and 1978 was $184.7 and $230.8 million, respectively. Relating GNP to
Ml’ the velocity of money was 6.6 for 1977 and 6.4 in 1978.

General price levels have been increasing in part because of the
increment in oil prices, the contracts bargained by unions, and incre-
ments in wages granted by the government to its employees in recent
years. Wages represent about 50 percent of the national income. The
General Consumer Price Index rose at a 9.6 percent rate between 1977-
1978.

It was estimated that the lowest 40 percent of the population
captured only 6.5 percent of the income in 1968, while the middle 40
percent received 28.5 percent, and the top 20 percent captured 65 per-
cent of the income. Among countries with less than $300 per capita
income Honduras had the worst income distribution.l Also, 38 percent
of the population was considered below the poverty line of‘$75, the

. , . 2 .
second worst situation in Latin America. There is no data to suggest

1Meier, Gerald M., Leading Issues In Economic Development. Oxford
University Press, Third Edition 1976, p. 19

2Ibid. p. 22




that the situation has improved substantially since 1968.

The Agricultural Situation

The total land area of Honduras is about 11.2 million hectares,
with only 25 percent of the area potentially suitable for agricultural
use, Sixty-six percent is hills and of no agricultural use; the rest,
is for urban areas and other undefined uses.

Recent estimates indicate that 17 percent of the total land area is
valleys which have alluvial soil, but are sandy very near the rivers and
more clayey the further the land is from the riverf The rest of the
land is composed of mountainous areas with slopes between 20 and 60 per-
cent. In many cases the soil shows a lack of phosphorus, magnesium,
maganese and minor elements.

Only 33 percent of the land suited for annual crops is used to that
end. On the other hand, most of the land which is utilized for annual
and perennial cultures is suited only for forestry or another extensive
uge. The causes of this situation include extensive use of the land in
large farms with good soils, intensive use by many small farms of land
of poor quality, lack of roads, and high concentration of population in
depleted areas.

The climate is tropical in the low lands and temperate in lands of
higher altitude. The quantity and distribution of rain varies greatly
in the different regions of the country, but in genmeral there are two
seasons, dry season and rainy season, although with different intensity
and duration in the diverse regions. The average precipitation is 3,000
mm. year in the north coast area, and 900-1,800 mm. in the central

region. The south coast has slightly less rainfall than the central
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region. Agricultural activity is based on rain rather than on irrigated
production. For that reason, the effects of weather are reflected in
widely varying crop yields.

The volume of water in the rivers changes enormously from season to
season. Flooding is present in periods of maximum volume. Erosion has
increased because of elimination of the vegetation at the riwver source,
burning, overshepherding, and indiscriminate clearing of the hills (Most
all "fuel” used by peasants comes from the forests).

At present, the amount of irrigated land is 54,000 hectares.
However, recent studies based on topographical conditions, quality of
soil, and climatic characteristics of the country, estimate a potential
400,000 hectares of irrigable land.

Despite the importance of the agricultural sector to the total
economy (32 percent of GNP), most of the farmers and peasants use tech-
niques and practices that usually diminish the fertility of the soil.
Small farmers do not practice soil comservation or prevent erosion. In
general, soils are low in phosphorus, although high in potash, but com-
mercial fertilizers are seldom used. Human and animal manure is more
commont. Pesticides are used almost exclusively on larger farms.

There is little mechauization throughout the country although highly
sophisticated methods of production can be found in the case of exported
products. Handtools are used by almost all farmers. More than 70 per-
cent of the farmers use a machete to dig up the soil and a stick to sow
the seed. In 1975 there were 3,669 tractors; 364 sowing machines; 1,677
harrows; 578 cultivating machines and 28,527 plows.

In terms of agricultural production, the major crops are bananas,

sugar cane, coffee, corn, beans, rice, sorghum, Agrican palm, and



tobacco leaves. The main livestock sub-products are beef, pork,
poultry, eggs, and honey.

The population census of 1974 revealed that 69 percent of the
Honduran population lived in rural areas and the agricultural labor
force was 64 percent of the total labor force of the country. More than
50 percent of the rural population was illiterate. The unemployment in
rural areas was around 37 percent (including disguised unemployment).
The income per capita for the agricultural sector was $233 per capita
in 1978, twenty-three dollars below the total national average.

In 1974, 64 percent of the small farms (those up to 5 hectares) oc-
cupied 10 percent of the land, while 1.8 percent of the large farms (200
hectares or more) occupied 38.6 percent of the cultivated area. By that
time, there were a total of 195,341 farms which occupied 2,626,859
hectares.

As a policy of development and a political step to counteract the
pressure by peasants for land redistribution, the government has empha-
sized since 1975 through a new land reform law, an active land redistri-
bution program to alleviate the rural unemployment and increase the
level of income of the population. Up to October of 1978, 201,078
ﬁectares had been distributed to 33,203 peasant families. The National
Development Plan 1974-1978, anticipated the distribution of 600,000
hectares to 120,000 families. However, the goal was not achieved
because farmers' associations and other affected farmers persuaded the
government to change the policy orientation of the program. It should
be noted that some parcels of land given to peasants are not suitable
for the kind of crops they sow. Also, the quality and quantity of

public support have not been equitable for all the units.
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Peasant organizations have played an important role in the accel-
eration of measures to change the economic and social structure in the
agricultural sector. 1In 1974, there were in Honduras the following
peasant organizations:

1. The National Association of Peasants, with 85,000 families as
members.

2. The National Union of Peasants, with 22,000 family members.

3. The Federation of Cooperatives of the Land Reform, with 3,000 family
members.

In 1978, the Honduran Institute for Agricultural Marketing (IHMA)
was created to promote a marketing system for basic grains and.iother
products, price stabilization, and an orderly market for the products.
Actions to increase the services of research and extension have been
done, essentially through the supply of inputs, including improved seeds.

Within the agricultural sector almost all investment is made
towards improving commercially produced export commodities (bananas,
coffee, cotton, sugar). Very little capital is invested in agriculture
oriented to the domestic market,

In 1974, about 10 percent of the farmers obtained institutional
credit, 2.3 percent from publicly financed institutions and 7.7 percent
from private institutions. The 91 percent of the loans that went to
small farmers accounted for only 19 percent of the dollar value of all
agricultural loans. In 1978, there were 5106 million in new loans

directed to agriculture, i.e. $49 per person.
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AGRICULTURAL FINANCIAL AND DEVELOPMENTAL INSTITUTIONS IN HONDURAS

In financing the agricultural sector of developing countries, it is
necessary to consider the importance of external (international) and in-
ternal (domestic) sources. Internal sources include public, mixed, and
private organizations. Most of the external financing is channeled
through the public sector of LDCs. Sometimes financing is accompanied
by aid, namely when the transaction is arranged government to govern-
ment. However, aid has declined over time since tramsactions are now
primarily negotiated between LDC's and the international financing

agencies.

External Financing

Because of the general low savings and capital formation of the
country, external finance and foreign investment have played an impor-
tant role in financing the Honduranm agricultural sector. It is mot an
easy task to disaggregate exactly the external financing received by the
government for the agricultural sector because information is disperse.
Also, some loans directed to other sectors, for example communications
and transport, benefit agriculture as well.

Aid is received mainly by the government. The U.S. provides some
help through the AID programs including Public Law 480. U.S. food aid
alone was $10.2 million in 1973. Honduras receives help also from the
FAO (World Food Program), the European Econcmic Community, the West
German government, and other friemdly governments. The Honduran govern-
ment also receives technical assistance through the same programs. In

addition, the International Development Agency of the World Bank (IDA)
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grants "soft" loans and other types of aid.

External financing funds for agriculture received by the Honduran
public agencies were directed mainly to the National Development Bank in
the five year period 1974-1978. The BANAFOM received $58.3 million up
to October 1978, namely from the Interamerican Development Bank and U.S.
AID. The Central American Bank for Economic Integration (CABEI), how-
ever, is now participating more in the external financing of the Honduran
agricultural sector. The World Bank Group has granted loans to be
managed by the Central Bank and directed to agricultural development.
Most of the international credit is for long-term purposes. Funds, how-
ever, are tied to specific conditions which preclude flexibility in
their use.

The international financing channeled through the private sector
takes two routes: The domestic private banking system, and the direct
private investment of multinational corporations. There was no
information to identify the external private financing dome through the
private banking system. In the case of private direct investment, the
most important has been through the banana companies, which in 1970
accounted for 27.7 percent of the total private investment of the agri-
cultural sector. Such investment has declined over time and in 1975 was
5 percent. In 1978, the external private direct investment was esti-

mated at $13 milliom.

Internal Financing
The internal institutional financing of the agricultural sector
has increased over time in comparison with other sectors. In 1950, it

was only 11 percent of the total debt; in 1960, 18 percent; in 1978,
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29 percent; and in June 1979, 27 percent. In the case of domestic
financing institutions, this report deals with the called "formal"
institutions. No information is available about the participation of

"informal" lenders (merchants, dealers, etc.) to the agricultural sector.

Formal Lending Institutions of the General Governmment

The Central Bank of Honduras

Central banks are usually government owned and play a very impor-
tant role in contributing to economic development. They are in charge
of the monetary policy of the governments. According to Tamagua,3 three
points of view may be considered: first, the influence that central
banks exert on the formation and availability of savings by their
policies and measures to maintain monetary stability and confidence in
the national monetary currency; second, the effect of their regulation
of credit and supervision of financial institutions in the distribution
of funds by sectors, activities, and transactions; third, the reaction
induced by their policies in the existing financial organization the
bringing forth new types of institutions and practices outside their
control, and their own attitude in regard to the evolution of the
market.

The Central Bank of Honduras was created by the Central Bank of
Honduras Law in February of 1950. According to Article 2 of the Law,

its purpose is: 'to promote the most favorable monetary, credit, and

3Tamagna, Frank. Central Banking in Latin America. Centro de
Estudios Latinoamericanos (CEMLA). Mexico City, Mexico, 1965, p. 196

4HOHDURAS, Ley del Banco Central de Honduras, Talleres Tipo-Lito-
graficos Ariston, Tegucigalpa, Honduras, 1967, p. 7
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exchange conditions for the development of the national economy."ﬁ

The Central Bank's initial capital was $250,000. It is wholly
owned by the Government and has branches in three cities of the country.
The Bank has the exclusive right to issue currency. The unit of cur-
rency is the lempira (two lempiras = one dollar) and comes in denomin-
ations of 1, 2, 5, 10, 20, 50, and 100 lempiras., Fractions of lempiras
(cents) are coins of 1, 2, 5, 10, 20, 50, and 100 cents.

In 1978, the Board of Directors consisted of the President of the
Bank who directs themeetings, the Secretary of Finance and Public Credit,
the Secretary of Economy, a representative of the National Development
Bank, a representative of the private banks, and a representative of
other private enterprise associations.

The original authority and primary instruments of the Central Bank
rest upon its power to granf rediscounts on loans made by commercial
banks; discounts, i.e. loans to commercial banks; and its authority to
purchase and sell notes or other transferable papers of credit resulting
from operations linked directly to production or manufacture of agri-
cultural products and industrial goods as well as other economic
activities. The Central Bank grants advances with warranty on the
documents mentioned above. Rediscounts, advances on notes and credit
lines are used for selective purposes with the aim of stimulating and
promoting productive activities.

Related to its securities operations, the Law defines the securi-
ties eligible for portfolio investment by the Central Bank. Included
are those issued and guaranteed by the Government, mortgage bonds, notes,

and direct obligations of the private banks.
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The Central Banmk also supervises all banking operations in Honduras
through its Superintendency of Banks. The Central Bank sets maximum
interest rates and commissions plus ceilings on the amount, composition,
and the rates of growth of the loan and investment portfolios. 1In 1978,
the maximum savings interest rates were for commercial banks, 7 percent;
for savings and loans associations, 8 percent; and for bonds of fixed
yield, 8.5 percent.

Reserve requirements to protect deposits, leoans, and investments
have to be held in cash or deposited at the Central Bank. The deposits
can be used for check clearing operations. In the case of savings and
time deposits, part of the reserve requirements can be held in securi-
ties issued bythe government. Depending on the economic conditions of
the country, reserve requirements may be changed. Reserves for com-
mercial banks equal 30 percent of the deposits, 23 percent held in cash
and 7 percent in cash or securities. Reserve requirements in the case
of Savings and Loans Associations are 15 percent.

Thus, through the determination of the level and composition of
reserves and the application of direct controls, the Central Bank aims
to redistribute the liquid and earning assets of the financial institu-
tions and to coordinate the regulation of credit according to comncepts
of productivity and economic policy.

According to its Law, the Central Bank is the banker, fiscal agent,
and financial-economic advisor of the general government. It is the
intermediary in international financial relations through its ordinary
foreign operations, and through participation in conferences and
negotiations. It represents Honduras before the International Monetary

Fund.



16

The Central Bank acts in coordination with agencies of the central
government, as well as with autonomous and semi-autonomous agencies in
matters dealing with budget, fiscal policy, credit operations, and mone-
tary policy. Recently, the Central Bank has become more involved in
activities related to economic and social planning.

The Central Bank promotes agriculture through advances and redis-
counts granted to the commercial and development banks, and often
including concessionary interest rates. In 1977, $35:6 million (57 per-
cent of the total) in loans and rediscounts were directed to the agri-
cultural sector, namely to cattle raising development, coffee planta-
tions, and the development of basic graim crops.

The Central Bank started an agricultural credit program. The
first stage, a Cattle Raising Development Program, was initiated in
1971 at a cost of $5.2 million, and financed 78 farms ($66,667 average
per farm). The second stage started in 1974, and financed 325 livestock
farms plus several local government-owned slaughter houses. The third
stage of the program (1977) provided financial resources for additional
cattle raising development, for the production of some crops, for small
agri-businesses, and for leasing machinery.

Funds for stage three of the Central Bank's program were granted
by IDA. Such funds, however, were to be allocated to agricultural
developmental institutions involved in providing technical services to
farmers. Institutions supported by Central Bank loans were the National
Agrarian Institute, the Secretary of National Resources, and the Pan-
american Agricultural School, as well as the Honduran Banana Corporation

and the National Development Bank.
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The Development Banks

In 1979, there were in Honduras three public financial institutioms
considered development banks: the National Development Bank, the
Autonomous Municipal Bank, and the National Investment Corporation.

The National Development Bank. The National Development Bank dis-

appeared on March 31, 1980, yielding to the creation of a new financial
institution called the National Bank for Agricultural Development.
Nevertheless, the role of the National Development Bank is presented
because its participation in the financing of the Honduran agricultural
sector cannot be ignored.

The National Development Bank (BANAFOM) was created by Decree No.
71 on February 16, 1950. Before the establishment of this bank, there
was practically no institutional credit in Honduras. Article No. 2 of
the Decree stated the purpose of the Bank to be "to contribute to the
development of the country in order to raise the standard of living of
the people."5 Its initial capital was $730,000.

In 1978, the Board of Directors of BANAFOM consisted of the Presi-
dent of the Bank who directed the meetings; the Secretary of Finance;
the Secretary of Natural Resources; the Secretary of Communications,
Public Works and Transport; the President of the Central Bank; a
representative of the private banks; and five representatives of farmers

and peasants associations as well as industrial and commerce associa-

tions.

SHONDURAS, Ley del Banco Nacional de Fomento, Decreto No. 71,
Febrero 16, 1950, Talleres Tipo-Litograficos Ariston, Tegucigalpa,
Honduras, 1967, p. 1
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The BANAFOM was a multi-purpose institution with a wide range of
activities which included banking, investments in industrial firms (in
some cases initiated and temporarily owned by the bank), research,
direction of developmental projects, marketing of inputs and com-
modities, coordination of the government's policy for economic develop-
ment, and bargaining of foreign loans for developmental projects.

The Bank was divided into two operating departments: Credit and
Operations; and Development. The former performed typical banking
functions with the aim of meeting credit needs in areas not covered or
weakly covered by the private banking system. The bank could make short
(up to 18 months), medium (up to 4 years or 7 years in special cases),
and long-term loans (up to 25 years). The Law determined the kind of
collateral that could be accepted by the bank. Interest rates applied
by the bank were lower than the ceilings approved by the Central Bamk
in the cases of small producers or cooperatives since all or part of
the administration costs of the loan to the borrower were waived. The
BANAFOM, could also, with the authorization of the Central Bank, issue
mortgage certificates and bonds.

The Development Department was concerned with a variety of develop-
mental activities, including the building and operation of silos and
warehouses; the provision of facilities for coffee processing; the main-
tenance of price support for grains (since 1954); and the distribution
of seeds, fertilizers and agricultural implements. For several years,
it advised and encouraged the cooperative movement in the country and
operated a program of supervised credit to promote such. Its technical

division could advise farmers and industrialists and often conducted
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studies on specific developmental project possibilities for the country.
The bank created several successful industrial firms which were sold
later to private indiwviduals.

One of the legal handicaps was the prohibition of competing with
private banks for deposits. No new branches could be established where
private banks already existed. Thus, the bénk found itself in a
position that it should lend "easy' money, but it could not receive
enough resources. Financial resources of the bank consisted mainly of
contributions from the central government, advances from the Central
Bank, proceeds from the sale of bonds, deposits, profits from the bank's
operations, .earnings from participation stock shares in 13 mainly
industrial firms, and, lately, foreign loans.

The insufficient liquidity of the Bank provoked an accentuated
dependence on foreign sources of money. 1In 1976, 32 percent of the
loans granted by the Bank were based on external finance, which, besides
increasing the public debt, has less allocation flexibility tham the
internally financed loans. From 1974 to 1978, 26 percent of the
financial resources of the Bank were external, namely from the Inter-
american Development Bank, the World Bank IDA, the U.S. Agency for
International Development, and the Central American Bank for Economic
Integration.

From 1976 to 1978, about 80 percent of the credit granted by the
BANAFOM was directed to agriculture. In 1976, 72 percent of the total
credit ($65.5 million) was short-term but 79 percent of the loans were
loans below $1,250 each. These small loans accounted for only 14 per-

cent of the total dollar value of the 16,500 total loans made. As of
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September 30, 1979, there had been 42,237 loans granted in the preceed-
ing 9 months, 88 percent of them less than $1,250. 1In March 1978, the
loans outstanding for the associated peasants groups were $13.4 million
of which 70 percent was distributed to cooperatives, 16 percent to
settlements, and 14 percent to peasants assoclations.

Loan default in 1977 was 36 percent of the credit outstanding, 27
percent on the part of private independent producers and 9 percent cor-
responding to beneficiaries of the land reform. Some reasons given for
the high loan default ratio were natural disasters, bad crops because of
weather, lack of technical assistance to the borrowers, weakness of
administrative control, and, mainly, the lack of an effective legal
system to recover the loan payments when the borrowers were unwilling
to pay.

The transformation of the BANAFOM into the Nationmal Bank for Agri-
cultural Development (BANADESA) had been planned since 1964. Since
1954, with the creation of the Cooperative Development Office, the
BANAFOM was losing its multifaceted aspect and on March 31, 1980, had
only two non-banking section activities: a provider of comnsumer goods
called BANASUPRO, dealing with price stabilization of food and other
products at the retail level; and its Sales Section, in charge of sup-
plying agricultural inputs to farmers.

Artiéle No. 2 of the National Bank for Agricultural Development
Law, sets the Bank's main objective to be "to canalize financial re-
sources for the development of produétion and productivity of agri-

culture, livestock industry, fishery, aviculture, apiculture, forestry,

6HONDURAS, Ley del Banco Nacional de Desarrollo Agricola (BANADESA),

Decreto Numero 903, La Gaceta No. 23,067, 28 de Marzo de 1980, p. 1
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and other activities related to the primary processing of that produc-
tion including its marketing."6

The authorized capital of the Bank was $37.5 million, wholly con-
tributed by the government, including the remaining assets of the former
BANAFOM. 1Its Board of Directors is in charge of the direction of the
Bank. The Board is composed of nine members: the Minister of Natural
Resources who presides at the meetings, the Minister of Finance; the
Minister of Economy; the Executive Secretary of the Superior Council of
Economic Planification, the President of the Central Bank, the Executive
Director of the Nationmal Agrarian Institute, the Executive President of
BANADESA, a representative of the farmer associations, and a represent-
ative of the peasants organizations. The administration of the bank is
in the hands of an Executive Committee consisting of an Executive Presi-
dent, an Executive Vice-President, and the other officials appointed by
the Board of Directors.

The Law establishes two commissions, The Credit Commission, and
The Fideicommissa (Trustee) Commission. The Credit Commission carries
out the lending operations of the Bank. The Trustee Commission manages
the credit assistance that the government, directly or through its
institutions, grants to the agricultural activity when risks associated
with the activity are not the usual for banking operations. This latter
Commission will allocate credit according to the resources in Fideicom-
issum, policy established, economic conditions existing, and require-
ments met by borrowers. When beneficiaries of Fideicommissa funds no

longer qualify for such funds, they become subject to the regular op-

erations of the Bank.
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The BANADESA, according to the Law, can obtain loans, advances, and
rediscounts from the Central Bank, with concessionary conditioms.
Money obtained is used to grant loans for either specific or integrated
projects involving agricultural development. The Law also sets the
requirements to be met by the borrower, the kind and gquality of guar-
antees or collateral, and limits on the feasibility and rentability of
the projects. The Bank will coordinate activities with the National
Agrarian Institute, the Secretary of Natural Resources, and other -public
institutions to assist borrowers, taking into consideration the ecolo-
gical conditions as well-as the priorities of economic and social policy
of the country. The Bank also will promote development with credit to
cooperatives and similar associations. It exercises a kind of super-
vised credit upon the use and destination of the loans granted.

Short-term loans have maturities up to 18 months, medium-term
loans up to seven years, and long-term loans up to fifteen years. When-
ever necessary, the Bank can grant a grace period for the repayments.
A loan to an agricultural cooperative or association cannot go beyond 10
percent of the capital and reserves of the Bank. In any other case, the
ceiling is 5 percent. The BANADESA, however, can participate in joint
lending operations with other governmental or banking institutuions
(private not explicitly excluded) directed toward the objective of the
law.

In the case of fiduciary operations, considering the financial
needs of the agricultural sector and congruency with the National
Development Plan, the Trustee Commission may set up credit for the fol-

lowing purposes:
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1. To grant credit to beneficiaries of the land reform, i.e. those
protected by the Land Reform Law.
2. To promote specific programs of agricultural development
3. To grant credit to individual farmers who individually or in a group
are not able to obtain regular banking credit.
4, Other Fideicommissa activities established by other governmental or
private institutions, and conforming the objective of the Law.

All activities of the Fideicommissa Commission are carried out by
contracts signed between BANADESA and the central govermment, or other
public and private institutions. Such contracts contain the regulatious
that need to be met whenever Fideicommissa funds are used.

Loans and investments made with Fideicommissa resources may have
different conditions, guarantees, and terms than other loans granted by
BANADESA. Fideicommissa cash resources are exempted from reserve
requirements set by the Central Bank. Accounting and auditing of
Fideicommissa funds are separated from the other operations of BANADESA.

There are several differences between the Law of the BANADESA and
the Law of the BANAFOM, but those considered the most important ones
are:

1. BANADESA is a single-purpose institutidn;. i.e. to serve agri-
culture.

2. The Board of Directors are the same in number and people, with the
exception of the institutional representative.

3. In BANADESA, the role of the Minister of Natural Resources has
increased.

4, The BANADESA receives preferential treatment in obtaining loans, ad-

vances, and rediscounts.
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5. The BANADESA can join in lending operations with other governmental
or banking institutionms.
6. The BANADESA can grant grace repayment periods on leans for special
projects.
7. Taking into consideration the size of the loan for a single borrower
(individual or group), the BANADESA will give special treatment to
agricultural cooperatives and associationms.
8. The conditions related to mortgages or long-term loans are more
strict with BANADESA, which keeps rights on the asset for 30 years, but
expects the loan to be repaid in a maximum term of 15 years.
9, The fiduciary operations of BANADESA are probably the most important
difference between the BANADESA and the BANAFOM. Eventually that
modality can give to BANADESA a centralization of the difuse lending
activities that prevail at the present in the agricultural sector. It
also has relative independence from the Central Bank toward the admini-
stration of the Fideicommissa funds, which can result in a greater
flexibility of the BANADESA lending activities. Nevertheless, two
situations could preclude the expected benefit of the Fideicommissa
fund: first, the autarchic attitude of the heads of the different
institutions; and second, the institutional atomization resulting with
the creation of new financial institutioms.

The Autonomous Municipal Bank (BANMA). Created in November 1961,

the Autonomous Municipal Bank was established to proportion credit and
technical assistance to the municipalities and to contribute to their
economic and social development. Because most of the Honduran munici-
palities are located in rural areas, the Bank was supposed to deal with

rural development. According to its Law, the Bank keeps the deposits,
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securities, and bonds belonging to the municipalities. Theée Bank can
be the warrantee of the bonds and obligations issued by the munici-
palities. It is also their economic and financial advisor.

The Bank can promote savings and coordinate the financial and
economic activities of the municipalities according to the policies
of the central government. It promotes private and mixed public-pri-
vate firms engaged in public services, exploitation of natural
resources, and the activities derived from these. The Bank tries to
involve serveral municipalities in joint projects. The most impor-
tant municipality of the country was responsible for 56 percent of the
outstanding debt in 1977.

The initial capital of the Bank was $500,000, totally contributed
by the government. The Bank can issue preferred and common stock. In
issuing bonds, the Bank must have the authorization of the Central Bank.
It can establish and close branches and auxiliary offices in rural
areas. As of June 30, 1979, the Bank had no branches or auxiliary of-
fices. The main and sole office of the Bank is located in the capital.

The objective of the Bank in improving municipal development has

been limited. On June 30, 1979, financial ratios were:

Loans to total assets: 30 percent
Demand deposits to total assets: 10 percent
Time deposits to total assets: - 3 percent

In a static evaluation of the above ratios, the outstanding feature is
the low level of deposits attracted by the Bank., Its failure in draw-
ing deposits has precluded its capacity to lend. This can be based on
the poor generation of revenues on the part of the municipalities, and,

therefore, their capacity to borrow.
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Most of the municipalities are subject to subsidies from the cen-
tral government. In addition, the municipalities are targets of
partisan activities which provoke a negative attitude by the taxpayers.
The municipalities have also confronted problems of funds malversation.
Thus, as long as the income of taxpayers continues being low, and polit-
ical and administrative problems of municipalities remain, their capa-
city to save and obtain loans will be almost null, and so the activity
of the Autonomous Municipal Bank.

The National Investment Corporation (CONADI). The National Invest-

ment Corporation was created on July 9, 1974, with the objective of
establishing a market for capital and securities, thus increasing the
amount of govermmental and private national savings channeled into
productive activities. The CONADI is to promote new industrial corp-
orations and to help expand and consolidate the ones existing.

The CONADI can only participate in investment projects of at least
$375,000. It can make medium and long-term loans and also guarantee
credit to industrial firms. The support of CONADI to agricultural-
oriented manufacturing firms has represented 48 percent of its total
contribution to the economy of the country. Loans directed to the agri-
cultural production sector have been scarce.

The importance of the CONADI to the agricultural sector is related
to the role it can play financing vertically integrated industries
using agricultural raw materials. In such case, the joint participation
of the CONADI and the BANADESA can encourage, and develop integrated

agri-industrial projects.
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The Honduran Forestry Development Corporation (COHDEFOR)

This semi-autonomous corporation was created in January 1974. Ac-
cording to its Law, the COHDEFOR's objectives are to help develop an
optimum exploitation of the Honduran forestry resources; to assure the
protection, improvement, conservation and increment of those resources;
to generate funds to finance public programs; and to accelerate the
economic and social development of the country. Forestry is currently
the most extensive natural resource of Honduras.

The COHDEFOR is in charge of all public and private forestry areas.
Its aim is the rational utilization of forestry products and the indus-
trialization and marketing of sub-products. Such activities may be
done by the COHDEFOR directly or through firms of mixed capital, pri-
vate firms wholly owned by Hondurans, peasant associations, or cooper-
atives. The COHDEFOR has authorizatiﬁn to grant or guarantee credit to
persons involved in the forestry business. It can obtain internal or
external loans, and can also issue bonds. The initial patrimony of
COHDEFOR was $1.5 million, contributed by the govermment.

The COHDEFOR created the Social Forestry System, composed of
associations of peasants, cooperatives and other kinds of associationms,
to protect the forest and develop its regeneration by voiding fires,
overshepherding, illegal felling, and rotatory agriculture. The
COHDEFOR determines how the peasants participate in the benefits
derived from the forestry exploitation. Though forestry cooperative
and peasant associations are promoted by the COHDEFOR, their relation-
ships with COHDEFOR are contractual. In 1977, there were 147 resin

cooperatives involving about 5,000 workers and benefiting about 35,000

people.
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Up to 1978, the COHDEFOR had granted $34.4 million in loans. Each

loan averaged $45,000. More than 90 percent of those loans helped meet
working capital needs. Loan default is almost null since COHDEFOR is

the only channel for internatiomal trade of lumber.

The Honduran Banana Corporation (COHBANA)

The objective of COHBANA is to promote the most favorable condi-
tions for the development of the bauaﬁa industry, and to obtain and
increased national participation in the production, intermational
transport and marketing of bananas. The COHBANA can buy, transport,
distribute and market bananas, banana derivatives, and inputs and other
materials used by the banana industry. Its patrons include the bene-
ficiaries of the Land Reform Law, peasant association enterprises,
cooperatives, and other Honduran producers involved in the banana
activity. The Corporation can guarantee loans granted to firms linked
to the banana activity.

The COHBANA was created in October 1975, and was expected to
receive $5 million from the government over a four-year period. 1In
1976, the COHBANA received an external loan from an internatiomal group
of banks for $10 million. It also received $1.9 million from the IDA,
32 percent of that as a grant. Up to December 31, 1976, COHBANA had
lent $3.8 million, 59 percemt of it to a peasant associative enterprise.

With the creation of COHBANA and its credit activities, the
National Development Bank was no longer permitted to use its funds to
grant direct loans to the banana industry. The COHBANA, however,
created in September 1976, a Fideicommissum fund of $2.5 million to be

managed by the National Development Bank to grant loans to banana firms.
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The COHBANA assists Honduran banana producers in technical,
financial and marketing areas. In the technological field, the COHBANA
has worked in the development of banana varieties more resistant to

floods and strong winds.

The Honduran Coffee Institute (IHCAFE)

In 1970, there were more than 50,000 producers of coffee. Coffee
is one of the crops which receives special treatment through rediscounts
from the Central Bank, but at the same time provides revenues through
export taxes. From January 1 to Jume 20, 1979, coffee exports ac-
counted for $169.3 million.

Created in December 1970, from the assets and personnel of the Cof-
fee Office of the National Development Bank, the Honduran Coffee Instit-
ute provides technical assistance to producers, manufacturers, and
exporters of coffee. The IHCAFE, an autonomous institution, may develop
and promote the organization of cooperatives and local or national
associations linked to the coffee activity. It can receive loans from
national or international institutions to accomplish its objectives.

The Institute can sell or supply inputs to the coffee industry, i.e.
seeds, machinery, fertilizers, fungicides, herbicides, plants, etc. by
itself or by hiring such services. More than 80 percent of the plan-
tules are provided by the IHCAFE. The IHCAFE is also involved in the
building and maintenance of feeder roads linking the production centers
with warehouses. Warehouse receipts are used as guarantees to obtain
loan advances. From January to June of 1979, that channel meant $18.1

million to benefit 2,400 coffee producers.
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The direct credit assistance of the IHCAFE to the coffee producers
is through providing inputs. Another assistance is to grant guarantees
on the loans that coffee producers get from the BANAFOM (BANADESA) or
commercial banks. The IHCAFE moreover, guarantees minimum prices to the

producers and sets maximum prices to the processors.

The National Agrarian Institute (INA)

The INA was created through the Land Reform Law of 1962, as an
autonomous agency responsible for carrying out land reform. It is now
in charge of the application of the last Land Reform Law enacted in
December of 1974, The objective of land reform is to tranform the land
tenure system, guarantee social justice in the countryside, and in-
crease the productivity of the agricultural sector.

Land reform has been considered by the govermment as an essential
part of its strategy of development. Other economic and social measures
are to be coordinated with it, namely those related to educationm,
health, housing, employment, transportation, marketing, and credit
assistance. The Law aims to put together in one person, or group, the
positions of owner, entrepreneur, and worker. Whenever necessary, the
structure of the institutions dealing with the land reform program will
be changed to conform to conditions specified in the Law.

INA expropriates land from larger farmers for distribution to small
farmers. Expropriations are based on the appraised value of the land
and its improvements. One appraisal criterion is the average of the
owner's declared value of the land for purposes of taxation. Another
criterion is the value of the land of adjacent farms. No expropriations

are made from farms that are operating at a high efficiency level and
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are growing bananas, plantain, sugar cane, African palm, coffee beans,
pineapples, citric fruits or tobacco on extensive land areas.

Compensation for expropriations is financed with bonds whose
maturities are 15, 20, and 25 years. In no case, will the cash compen-
sation exceed $10,000. The bonds can be used by farmers whose land was
expropriated as collateral, to finance up to 50 percent of their invest-
ment In a firm which the government considers strategic for national
development. Such financing on the bonds can be granted by the CONADI,
the BANADESA, or the COHDEFOR.

Beneficiaries of the land reform are farmers with less than five
hectares or landless peasants who agree to work the land to belong to
a cooperative or associative enterprise whenever the INA considers it
necessary, and to obey the technical and administrative dispositions of
the INA. Qualified beneficiaries receive plots of land that had pre-
viously been expropriated. The size of the plot depends on the fertil-
ity of the land and the need of the farmer. The plots are paid for by
the beneficiary without down payment for a term up to 20 years, and with
the condition of not dividing the land. Each beneficiary will have a
grace period of two years before repayment starts. The value of the
plot equals the expropriation costs plus financing costs. The benefic-
iaries receive from the beginning a provisional title to the land which
can be used to secure loans from government credit agencies. The def-
initive title is granted when the beneficiary completes the payments
covering the value of the plot. Until then, the INA is the owmer of

the land.
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The INA can organize and develop peasant cooperatives for the exe-
cution of land reform programs. The peasants cooperatives must pay the
value of the land and follow the regulations of the Cooperatives Assoc-
iations Law.

Also, the INA can organize and develop less formal organizations
for people who will work the land in a communal form and whose members
will obtain a proportional part of the benefits according to the groups'
effort. These are called Associative Peasant Enterprises. An assoc-
iative enterprise must have at least five members. Member liability is
limited to their contributions. The INA has the power to audit the
operations of the associative enterprises. The INA determines the area
to grant to each associative enterprise, taking into account the number
of members. Each member has the right to build a house and to have a
family orchard.

According to the Land Reform Law, the beneficiaries can obtain pre-
ferential technical and credit assistance from the government. The
credit will be granted according to an investment plan; collateral will
be crops and products in the case of short-term loans, and the assets
acquired by the enterprise in the case of medium-term loans. In both
cases, the loans may be guaranteed by the INA.

The National Housing Institute is entitled to participate in
housing development for cooperatives and associative enterprises and
will give priority to the building of rural houses. The governmental
credit institutions, namely the BANADESA and the CONADI may establish
special annual credit plans for those manufacturing industries using

basically raw materials produced by beneficiaries of the land reform.
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According to the evaluation fo the National Agricultural Develop-
ment Plan,7 from 1973 to 1978, 201,078 hectares were distributed to -
33,203 families. From the total area distributed, 24 percent was dev-
eloped by colonization schemes where, even though there was considerable
investment by the government, there still exists serious constraints
related to the role of the externmal institutions and the general infra-
structure.

In 1978, there were 523 loan requests. Production loans amounting
to $12.9 million were granted to 424 peasant groups which benefited
10,634 families. Sixty-three percent of those loans were financed with
U.S. AID and IDA funds. The INA also granted $1.4 million in emergency
loans and guaranteed $7.2 million obtained by peasants from BANAFOM.
Some of the loans granted by the INA are given in kind. INA also pro-
vided $245,800 in credit to the marketing system.

Some adverse aspects of consideration related to the land reform
are: some lands are not adequate for the type of crop planted, taking
into consideration climate and soil conditions; in other cases the
administration of the farms has been deficient. Droughts and floods
have affected production. Besides, some distributed land was predom-
inantly marginal with a slope of more than 15 percent. A study done
in 1975 showed that 56 percent of the existent groups were located from
15 to 40 Km. away from a highway and 30 percent of the feeder roads were
not all-weather roade. One important point is that the support of the

external institutions has been uneven, because, while some groups have

7Secretaria Tecnica del Comsejo Superior de Planificacion Economica,
National Agricultural Plan 1979-1983. Tegucigalpa, Honduras, p. 7
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received too much support, others have received almost nothing.

The INA uses two primary sectors of farmers to carry out the land
reform. The first is the Rural Concentrated Development Sector, where
investments, resources, and basic services are provided with a regional
basis. The peasant groups of this sector are dedicated to the produc-
tion of bananas, perennial crops, (mainly African palm and citric fruits)
and cattle to a lesser degree.

The groups dedicated to banana production have shown high produc-
tivity indexes and incomes superior to the rural average. They have ful-
filled their financial obligations under the Land Reform Law. The
groups sowing perennial crops have received important govermmental
support, however, because of the long-term maturity in the case of
African palm, and problems of external marketing in the case of citric
fruits, their success is not significant so far.

The second classification is the Consolidation Sector, consisting
of disperse settlements which receive support for the improvement and
diversification of their crops. A great number of these groups are
dedicated to the exploitation of basic grains, sesame, cotton and
vegetables.

The INA practices "induced migration", i.e. moving peasant families
to settlements and colonization projects. In 1978, the INA moved 751
families or 5,600 persons strengthening 20 cooperatives and settlements.
The INA also participates in aspects related to extension and research
directed specifically toward the beneficiaries of the land reform. The
INA coordinates some food programs with international support provided
by West Germany, the World Food Program of the FAO, and the European

Economic Community.
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Developmental Institutions of the General Government

The Secretary of Natural Resources

Though not involved directly in agricultural credit, the Secretary
of Natural Resources is the highest governmental agency helping provide
most of the services directed to the agricultural sector. Services
include agricultural research and extension, supply of improved seeds,
agricultural mechanization equipment and personnel, soil conservation,
and control of plant and animal diseases. Also, the Secretary manages
the aspects related to fishing, wildlife, and ecology. Moreover, under
' the Secretary functions a Department of Hydrology and Climatology.

For the 1980 national budget, the Secretary of Natural Resources
had funds equivalent to 16 percent of the general expenditures. In this
respect, it is the third Secretary in level of importance after educa-
tion and public works.

The Honduran Institute for Agricultural Marketing (IHMA)

The Honduran Institute for Agricultural Marketing was created an an
autonomous institution in February 1978. The objective of the Institute
is to promote the improvement of marketing systems for basic grains.
IHMA practices price stabilization through the direct intervention in
the internal and external trade of the products in order to guarantee a
stable and orderly market to the producers and an adequate supply to the
consumer. The goal of the IHMA for 1979 was to control 20 percent of
the marketable producation of basic grains, i.e. 66,050 metric tonms.

The IHMA could in the future, market commodities other than basic

grains.
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The THMA may guarantee prices to the producers, buy basic grains,
store the grain and issue deposit certificates, or guarantee notes. The
IHMA had in 1978, 44.1 thousand metric tons of storage capacity; one
of its objectives is to increase such capacity, namely through the
building of rural warehouses close to the farms in order to avoid stor-
age waste post-harvest.

The IHMA started with the assets and liabilities of the former
Division for Comnservation and Cereals of the BANAFOM. The IHMA rec-
eived a contribution of $20 million from the govermment. For the exe-
cution of a project on rural silos, the IHMA received a loan of $9 mil-
lion from the Central American Bank for Economic Integration (CABEI).
The FAO is also giving assistance in the building of those silos. The
European Economic Community has donated cereal grains to the Institute
which have since been marketed to provide program funds. The THMA is
receiving cooperation from the Canadian Government through the Canadian
International Development Agency (CIDA) to help train personnel and to
provide scholarships. The IHMA also controls the international trade
of basic grains, thereby obligating traders to register with the

Institute and obtain the Institute's permission for trade.

The General Office of Cooperative Development (DIFOCOOP)

Created in March 1954, the General Office of Cooperative Develop-
ment is an autonomous agency under the Secretary of Economy. DIFOCOOP
had the objective of starting, promoting, directing and coordinating
the formation and development of cooperatives. It serves as an inter-
mediary between cooperatives, associations, and the BANADESA to obtain

regular or special loans as well as any other economic help. It gives
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technical advice to the cooperatives and also inspects and regulates
cooperative operatioms.

Cooperatives in Honduras can be production, consumption, farm,
savings and loans, transport, housing, school, or multi-purpose coop-
eratives. Formation of a cooperative requires at least 12 members, all
of them 18 years old or older unless special exception is granted.
Operations and membership must be without partisan or religious pre-
ference. Agreements cannot be made to permit non-members to participate
directly or indirectly in the benefits of cooperative membership.

Assets are financed by the contributions of the member’s savings result-
ing from operations, domations, and credit. A cooperative has to desig-
nate 10 percent of its annual surplus for the formation of a reserve
fund as well as at least 5 percent to an educational fund. WNo member
can have more than 5 percent of the patronage funds of the cooperative.
DIFOCQOP can participate in any cooperative with 20 percent of the
patronage of it.

Cooperatives are exempt from using legal stamped paper in their
normal operations even though such papers may be necessary in non-coops.
Cooperatives are not subject to taxes on imports of those raw materials
or equipment needed in their operations, whenever such products are not
produced in the country. Cooperatives do not pay direct taxes on

income or fixed assets.

The Law for Cooperatives establishes conditions under under which
cooperatives can be dissolved and designates how the obligations of the
cooperative will be distributed. Cooperatives may merge or form unions

and. federations. A cooperative camnot belong to two federations.



38

The National Housing Institute (INVA)

INVA is an autonomous institution created in January 1957. Its
objectives are to provide adequate dwellings for low income families,
to grant credit for the formation of housing cooperatives, and to
specify the minimum building code requirements of urban and rural
houses.

The INVA has a Division of Savings and Loans which is considered
by the Central Bank as a financial institution. The Division, however,
is not important in terms of resources to rural area. In June, 1979,
its assets were $0.7 million and the loans granted by it had been used
for the improvement of urban homes.

In February 1975, the Honduran govermment negotiated with the U.S.
government a loan for $1 million that, with additional national funds,
was used to set up a program of rural housing directed at diminishing
the rural-urban migration and incorporating peasants into the production
process. Up to 1977, 966 homes were built, benefiting 22 peasant groups.
The cost per home was $513 on one site, and $551 on another. The homes
were self-built. Home ownership required a down payment of 510 and a
semiannual payment of $35 in January and July since two crops per year
are obtained in the zones where the houses were built. The price of
each home for the peasants was $450; the INVA subsidized the difference.

In 1977, the INVA signed a contract for a rural colonization project
to continue building homes in the countryside. Housing problems in
rural areas are enormous considering that in 1974, 81 percent of the
"houses" had no tile floors. Only 24 percent of the total population

had access to potable water and 14 percent to sewerage services.
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Even though there has been some assistance for rural housing, the
projects of the INVA have been mainly developed in urban areas. The
same reasons for granting credit for agricultural production can be
applied to the case of credit for housing in rural areas. INVA's
own Law provides for improving the standard of living of the poor. The
last Land Reform Law also brought more responsibility to the Institute
in terms of facilitating adequate dwelling for peasant beneficiaries
of the Land Reform Act. However, five years after the enactment of the
Land Reform Law, very little has been dome in terms of rural housing.
A combination of efforts among INVA, BANMA, the municipalities, and the

peasants themselves could overcome the situation.

The National Enterprise of Electric Power (ENEE)

The ENEE was created in February 1957, to promote the development
of electrification of the country. ENEE has focused its attention on
providing electricity to urban areas by subsidizing, through lower
rates, the high consumption of private firms, namely mining and manu-
facturing enterprises. Yet, for 1974, it was estimated that omnly 6
percent of the Honduran population had access to electricity. In 1978,
there were 118,076 electricity subscribers (18 percent of the population)
who consumed 719 GWH, 42 percent generated from thermoelectric sources.

With $187 million in assets in 1978, primarily financed with exter-
nal resources from the Inter-American Development Bank (IDB), IDA, and
CABEI, ENEE is now involved in the building of a big hydroelectric pro-
ject which is expected to cover the total electricity demand of the
country for those who can pay. Flood control and irrigation are ad-

ditional benefits of the project. For 1979, the ENEE had a rural pro-
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ject to benefit 55,207 persons in 20 municipalities. It is expected

it will continue widening its coverage of services.

Lending Institutions of the Private Sector

Commercial Banks

Besides the regulations established in the Law of the Central Bank
of Honduras, commercial banks are regulated by the Law for Banking
Institutuions enacted in September 1955, and the Commerce Code. The
regulations are also applied to government-owned banks.

One of the features of the Banking Institutions Law is that every
bank must be a corporation with a minimum capitalization and have bank-
ing activities as a sole objective. The Central Bank sets the minimum
initial capital of each banking institution which in no case is less
than $50,000. The Central Bank also authorizes changes in capital
stock.

The Law sets the amount of reserves banks and branches must main-
tain against loan, investment, and doubtful operations losses. Mort-
gage loans cannot exceed 60 percent of the value of the assets used as
collateral; total mortgage loans do not exceed 20 percent of the capital
and reserves or exceed 15 years in length. The Superintendence of the
Central Bank examines private banks at least once a year.

In the event that a bank goes bankrupt, the credits belonging to
Honduran residents have preference, in relation to other creditors,
over the assets of the bank. Practically, deposits are not as well
secured as in other countries.

In September 1979, there were 21 commercial private banks with
assets of $1,083.6 million and over 80 percent of the total banking

offices. The four largest banks (each with more than $100 million)
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had 46.8 percent of the total assets. Two of these banks are branches
of foreign banks, the Banco de Londres y Montreal Ltdo., and the Bank of
America. Two other banks have important participation from foreign
banks; the Banco Atlantida has participation of the Chase Manhattan
Bank, and the Banco of Honduras is affiliated with the First National
City Bank.

Considering the consolidated balances of the Honduran private bank-
ing system, there were in September 1979, $333.2 million in deposits,
37 percent of them being demand deposits. The commercial banks alone
had 92 percent of the total deposits and 99 percent of the demand de-
posits. Remaining deposits were in government or municipal banks.
For all commercial banks some ratios were:
Loans to total assets = 69 percent
Demand deposits to total deposits = 37 percent
Time deposits to total deposits = 63 percent
Capital and reserves to total assets = 10 percent
The financing to the agricultural sector has changed over time. In
1950, commercial banks loaned 78 percent of the agricultural credit.
That figure changed to 51 percent in 1960, 79 percent in 1970, and 44
percent in 1975. Since 1975, with the creation of new -institutions
like the COHDEFOR and the COHBANA, more '"imstitutional™ credit has
been granted to the agricultural sector. With the recsnt creation of
BANADESA, however, the spectrum of loan possibilities is wider for com-
mercial banks, particularly in those cases when joint loans are neces-
sary. Thus, as long as the development of agriculture is taking place,
the role of the commercial bank in granting loans to the agricultural

sector can increase in importance.
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In June 1979, the distribution of loans included 22 percent in
cattle raising, 17 percent in coffee, and 17 percent in sugar cane.

In general, 80 percent of the loans are directed to cash crops and live-
stock mainly for export. Only 6 percent was directed to basic grains.
Creditworthiness of the borrower is the basis for granting a loan or
rediscounting loans from other financing sources.

A special type of commercial bank existing in Honduras is the
Workers' Bank, a mixed govermment-private bank whose legal cobjectives
are to satisfy the credit needs of workers, peasants, and small business-
ment, and to promote savings among low income people. The Bank was
created in 1966 with initial capital of $250,000; a maximum of $2.5
million in capital was established. Capital stock shares sell for $5
per share and only workers, peasants and public employees (no officials)
can acquire class "A" shares (right to vote). Federations and asso-
ciations of workers, and cooperatives can obtain class "B" shares; class
"C" are shares matching government contributions.

The Worker's Bank capitalized rapidly because each borrower had to
buy 10 percent of the amount of the loan in capital shares. By 1979, it
was the 12th largest bank, with a loan-to-assets ratio in September
1979, of 49 percent. It has been effective in granting loans to urban
workers and employees, but it has not met the needs of small farmers.
The stock purchase requirement hinders peasant farmers use of this bank

as a credit source.

Agricultural Cooperatives

There were 576 caoperatives in Honduras in 1977, and about 40 per-

cent of them were agricultural cooperatives. There were also 6 coop-
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erative federations, four of them agricultural. Some agricultural coop-
eratives and their federations are basically medium and large farmer
oriented (e.g. coffee, and cotton). On the other hand, there are
cooperatives composed mainly of small farmers like land reform coop-
eratives, the cooperatives of the social forestry system, and fisherman
cooperatives.

Although probably higher today, in the late 60's, only 2 percent of
the Honduran farmers belonged to cooperatives. The strongest agricul-
tural cooperatives have been built around cash crops such as bananas,
coffee, and cotton. Some agricultural cooperatives are already invol-
ved in export business.

The Savings and Loans Federation of Cooperatives (FACACH) has been
active in creating cooperatives. In 1978, 19.2 percent of the new loans
granted by the Federation (3.2 million) went to agriculture. The Feder-
ation of Cooperatives of the Land Reform, created in 1974, had in 1978,
150 peasant enterprises with 4,751 members working on 46,243 hectares.
Some of the efforts of the BANAFOM, the INA, and the COHBANA were dir-
ected to them.

On June 8, 1979, the Law for Agricultural Enterprises of the Land
Reform was enacted. Enterprises under this law are involved in the
transformation of agricultural products. Ownership is limited to the
general government, cooperatives, and associative enterprises of the
land reform. In those cases when the agri-industries are created by
any governmental agency, the enterprises observe three stages. First,
all legal and physical activities to become operational are completed.
Second, cooperatives and associative enterprises are gradually given

participation on the Board of Directors of the Enterprise. In this
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stage, the government will stop its contributions to the firm. Trans-
itory contributions of the government are amortized for repayment when
the enterprise reaches its breakeven point. Last, the control of the
firm will be strongly cooperative and will become exclusive when the
cooperatives and associative enterprises substitute totally member's
capital for the govermment's contributions. The enterprise is converted
to a simple cooperative. Some firms have been already created under the
scheme. It can be a model of an eventual credit system for small
farmers.

Complementary Institutions of the Private Sector

Peasants Associations

In 1974, the National Association of Peasants (ANACH) had a member-
ship of 85,000 families. The National Union of Peasants (UNC) had 22,000
families as members. Both associations:have played an important role
in the acceleration of the land reform process, but the credit assistance
to them or through them is not known. In 1978, for ANACH, there were
518 enterprises benefiting 13,689 members, farming 69,299 hectares; the
UNC had 319 enterprises with 7,359 members farming 40,045 hectares.
Peasants belonging to the associations receive the financial sup-
port of the BANAFOM, the INA, and the COHBANA. Peasant association
leaders have a voice in several agricultural institutions imcluding
the BANADESA. They are called to play a more active and positive role

on behalf of more than 100,000 landless workers.

Farmers' Associations

Small farmers or peasants and landless workers have on their behalf

a land reform law. Medium and large farmers have their own law too and
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are often organized into groups referred to as Farmers' Associationms.
The Agricultural Development Law enacted in November 1970, has as its
objective the protection and development of economic activities for the
exploitation and use of the land and its animal or vegetable resources.
The benefits granted by the Law permit new farmers' associations to en-
joy the exemption of direct taxes and indirect tax levies on iImports of
inputs and machinery that they need. Accelerated depreciation is also
granted. Moreover, the Central Bank is entitled under this Law to
establish preferential interest rates for agriculture, rediscount loans,
and maintain preferential reserve regquirements for those commercial
banks having more than 30 percent of their loans in agricultural credit.
The Law provides that commercial banks should maintain a determined
percentage of funds destined for agricultural credit.

Farmers' associations are authorized to organize an agricultural
insurance program to protect themselves against potential losses. To
the Secretary of Natural Resources is given the chores of extension,
provision of new varieties, soil classification, and quality control of
fertilizers and other inputs. Also, the Secretary will work in activit-
ies related to sanitation measures and pest control. A National Agri-
cultural Committee is created by the Law, with participation of farmers'
associations, to supervise the application of the Law itself.

There are 22 farmers' associations belonging to the National Farmers
Federation (FENAGH) with a total of 622 members. Like the peasants, they
participate in the Board of Directors of some agricultural institutions,
including the BANADESA. According to its statute, the FENAGH is to rep-

resent and defend the interests of the agricultural industry, to cooper-
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ate with the government in the development and welfare of the sector,
and publicize various legal rulings, and scientific information of int-
erest to farmer members. The FENAGH can also negotiate loans for its
members with preferential conditions and promote the formation of agri-
cultural credit institutions. Another aim of the Federation is to en-
courage the organization of cooperative societies linked to the agri-
cultural activity. One of the major programs of the FENAGH has been to

pressure the government to slow down the land reform process.

Others

Insurance companies do not provide credit to agriculture. There is
no information about the participation of dealers and merchants in pro-
viding credit in Honduras, even though it is known that they provide an
important amount of short and medium-term credit to farmers. The parti-
cipation of money lenders is also unknown. Thus, this report deals
only with one part of the credit granted to agriculture. Further study
of the total lending activity will require deeper analysis of the informal
lenders participation to evaluate in a global form their role, either
positive, negative, or eventually in conjunction with the formal

channels of credit.
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AGRICULTURAL FINANCE IN OTHER LESS DEVELOPED COUNTRIES

Attention will be paid to the general credit system features of
other LDC's, without specifying any country in particular. However,
whenever possible, the cases of the Latin-American region will be
stressed based on the belief that the Honduran conditions are more

like other countries of the same region.

Institutuional Organization

Most LDC's have not developed a sophisticated money market.-
Furthermore, the agricultural sector is generally less monetized than
the other sectors of the economy. There is general agreement that
capital is scarce in developing countries. Nevertheless, there are
some sources of capital which usually do not appear in the natiomal
accounts. They include the farmer's own work and his unpaid family help,
international agencies which channel funds through governmental credit
agencies, commercial banks, and other fimancial institutionms.

Institutuional suppliers of credit require the signing of a promis-
sory note or an endorsement by co-signer, mortagage or other real
collateral, and collateral value usually in excess of the amount bor-
rowed. Nominal interest rates normally under official regulation vary
from 6 to about 36 percent[ﬁ] Rates in agriculture are usually below
bank rates charged in other sectors.

Supervised credit is accompanied by education. The extension worker

8World Bank. Agricultural Credit. World Bank Paper, Rural Develop-
ment Series, Washingtom, 1974, Annex Table 9 Fy
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and the farmer, together, work out a farm improvement plan. It is on
the basis of this plan that credit is given (often in kind). The sec-
urity is the repayment capacity of the borrower. The primary purpose of
supervised credit is to assist poor farmers who are potentially credit-
worthy, to become creditworthy in fact. Supervised credit is not an
alternative to cocoperatives. Rather, it is a preliminary step toward
their establishment.

Standard banking operations applied to the development of agri-
culture often fail to adapt to the special conditions prevalent in
rural areas of LDC's. Yet, the allocation of credit to farmers is of
greatest importance not only as a means of enabling the farmers to in-
crease production or use better practices, but also as a tool of imple-
menting developmental plans. Some countries encourage use of mobile
offices to get banking facilities to rural areas. Some LDCs have
stressed the development of strong cooperative movements to meet the
credit needs of farmers.

Agricultural cooperatives perform four functions: marketing of
agricultural products, purchase of farm supplies and equipment, pro-
vision of credit to individual farmers, and actual production in a coop-
erative farm. Cooperatives related to agriculture include consumer
goods, processing, electrification, rural health and tramsport
cooperatives.

Successful cooperatives show two features: member homogeinity and
social cohesion. In several LDCs, cooperatives have failed because of
size, lack of financial discipline, deficient support, and lack of lea-

dership. In any event, cooperatives provide an organization to promote
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savings, local facilities for the procurement of loans and repayments,
close supervision of loan use, and economy of operations by drawing on
the voluntary service of the members.

In countries where cooperatives enter into contracts to deliver
part of their member's production to the government, governmental banks
make advances against crops to be delivered. At the internmatiomal level,
there are institutions that finance agricultural cooperatives. One of
them is the UNIco Banking Group, formed by six European countries
dedicated to providing loans to public and private institutions.

In agriculture, the non-institutuional credit is considered of para-
mount importance. Commercial firms, including suppliers of farm equip-
ment, purchasers or exporters of farm products, general stores, and
moneylenders are sources. Such informal credit markets are localized by
transactions of money, real goods, and services among friends, neighbors,
relatives, shopkeepers, itinerant traders, landlords and moneylenders.

No collateral is required except the promise that the borrower's crop
will be sold to the lender. Sometimes the borrower receives the loan the
same day he asks for it.

Moneylenders operate in small zones. Borrowers usually are very
small farmers and landless workers. The advantages of moneylenders over
institutions are: selecting the borrower, enforcing repayment, adjusting
loan terms, and operating with almost no costs. The negative aspects
are that they do not provide services parallel to commercial lenders, and
the rate of interest cam be too high.

The weak agricultural credit markets lead to a lack of competition

among lenders and therefore high interest rates, an inelastic supply of
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funds, and the use of surplus funds for purposes other than increasing
productivity. Rural savings:iinstitutions. are underdeveloped. They
require a well articulated system extended to rural areas. Integration
of rural capital markets with one another and with the urban com-
mercial sector holds promise of important contributions to agricultural

development.

Policies

Developing countries have placed emphasis on short and medium-term
credit, i.e. production loans. Some of the appreaches used to deliver
this credit include informal lenders and groups of lenders to deliver
institutional credit to individuals, group loans to associations and
cooperatives, integration of credit with aducation plus input supply
and marketing information, project supervision, education with subsi-
dized inputs in lieu of credit, and savings linked with credit. What-
ayer the policies adopted by governmental credit agricultural instit-
utions, some problems encountered are high administrative costs, high
default rates, complicated administrative procedures, poor coordination
with other agricultural services, inadequate supply of loanable funds,
and .personnel problems.

One of the most controversial measures related to agricultural
credit in LCDs is the justification in favor and against subsidized
credit, i.e. low interest rates. Arguments against low interest
rates have been: attracts large farmers who can quickly use up the
funds othewise available for small farmers, lending institution weak-
ened if interest rates are fixed so low that costs cannot be covered,

and transfer of capital to money center because a low lending rate
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means a low interest on deposits which discourages savings in rural
areas,

Instead of low interest rates, it is better to subsidize inputs.
Interest rates should be realistic in relation to the levels of infla-
tion within the country. Reasoning supporting high interest rates
include: encourages large farmers to release funds from less productive
uses and make them available to small farmers, increases institutional
competition with non-institutional credit sources, even though the ins-
titutional rate is the lower of the two, lending institutions . find it
easier to cover the costs of administering small farmer loans, and
savings would be stimulated.

The problem is that changes in interest rates for agriculture will
affect interest rates for other economic sectors. Low interest rates
encourage more capital intensive methods of production which does little
to help decrease the unemployment in rural areas. Agricultural lending
institutions, however, cannot forever get "free'" momey to chanmel to
even a few defaulters,

In some countries, it is the large farmers who create the default
problem. Among the causes of non-repayment are political favoritism,
speculation on the part of the farmer to get a better price for the crop
after harvest, unwillingness to pay, and the "demonstration" effect (if
one borrower failed to repay a loan without receiving any punishment
action, other borrowers would follow his example). Some remedies of the
default problem are a '"hard" policy applied by lenders in collecting
debts, and maintaining farmers' respect for thier obligations and for

the institutions with which they are dealing. The most common response

&
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to delinquency is to deny the borrower the right to get any further
credit until his debts are paid. A crop insurance program may also help
the creditworthiness of farmers, with insurance policies serving as col-
lateral against eventual losses.

A d¢irect correlation between loan repayment and the availability of
new and profitable technology has been found in some credit programs.
Therefore, it can be argued that a new technology is an important con-
dition for a successful repayment record.

Until recently, little attention has been paid to the case of the
"small farmers" who have been denied access to credit or who are too -
small to qualify for regular bank credit. When a single institution
serves both large and small farmers, most of the funds go the the larger
farmer. The comparison between granting credit to large and small

farmers can be summarized. as follows:

Large farmer vs. Small farmer
Cheaper cost Expensive
Political influence No voice
Less risky More risky
Can offer security Cannot offer

security

The primary objectives of credit directed to small farmers are in-
creased agricultural production, and iﬁcreased social equity which re-
sult in improvement of peasants' incomes. Secondary objectives are
improved nutrition, elimination of dependence on moneylenders, stronger
position in the market, increased self-respect and hope for the future,
improved social status and political influence, modernization of outlook,

access to wider educational and occupational opportunities for the
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farmers' childred etc. Long-term fixed capital needs, often not cap-
able of being handled by small farmers because of their size, can be
overcome by organizing responsible farmers groups. In Africa and Latin
America, 75 percent of the institutional loans are for two years or less
and in Asia the figure is 65 percent.9

The obligatory use of correspondent services between commercial
banks in rural areas and public development banks are in force in cer-
tain countries. In others, more compulsive devices are exerted when, for
instance, insurance companies are required to deposit part of premium
collections in agricultural credit institutions for rural lending.

In determining if credit should be handled by single, or multipur-
pose institutions, experience in Latin America (including the Honduran
Case) has shown the addition of other services have resulted in deter-
ioration in both the quality of credit and the credit institution's fin-
ancial position. A single age;cy delivering several services at once
depends on the availability of trained personnel and the degree of
institutional development. An alternative is to deliver credit ser-
vices at the local level through private companies. If a multi-service
approach is adopted by the credit institutions, the costs and incomes
from various activities should be kept separate., Otherwise, the causes
of success or failure of the program cannot be identified.

- Past experience in developing agricultural credit in LDCs has
given some guidelines to achieve greater success:

1. Accessibility - Try to be in direct contact with the farmer and

9World Bank, op.cit., p. 33

Wrrsd, 5. 55-57
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his problems.
2. Package approach - Credit should be accompanied by technology, timely
supply of inputs, and all the ancillary services that permit credit to
be an effective instrument of agricultural development.
3. Distribution in kind - It has proven to be the most successful means
of delivering production credit to small farmers.
4, Timing - It is especially important when credit is provided in kind.
5. Selection - The creditworthiness of the farmer can be measured
taking into account three things: First, reputation of the borrower;
second, technical feasibility of the proposed investment in the context
of his farm situation; and third, the expected cash flow generated by
the investment.
6. Individual liability and group liability - Transactions should be
done in public to assure future social sanction.
7. Control - Supervise the use of the loans.
8. Flexibility - Make adjustments to circumstances, environments and
"acts of God."
9. Contipnuity - The provision of services is not finished with the total
repayment of the loan.
10. An open-ended approach - Follow a step-by-step approéch related to
the number of farmers attended, and related to the changes toward a

modern agriculture.



55

PROPOSED CHANGES TO THE FARM CREDIT SYSTEM IN HONDURAS

To build an adequate institutional infrastructure congruent with
the requirements of an efficient agricultural credit system, it is neces-
sary to have the qualified management, an expert staff and an ef-
fective organization to get the money used in the best form and to the
best advantage. With the information available, it was impossible to
enter into detail about the specific problems of agricultural credit in
Honduras; Nevertheless, with the description of the activities of
the different institutions dealing with agricultural credit in Honduras,
it can be easily seen that the problems encountered are the same as those
of the majority of the LDCs which have tried different approaches to
reach the agricultural population through agricultural programs for
development.

Honduras started providing agricultural credit through BANAFOM, a
governmeﬁt owned, multipurpose institution. Such an institution failed.
But, because of its nature, it cannot be assumed that the failure was
attributed only to the credit function. There is ample evidence that
the multipurpose approach has failed in Honduras and elsewhere. Yet,
today, the government continues to be involved in providing agricultural
credit through presently established multipurpose programs, i.e. COHDEFOR,
COHBANA, etc. Therefore, the first modification that ought to be made
is to concentrate all the governmental institutional credit either
through the BANADESA or through a specialized system. Credit is a
specialized matter, therefore, it should be left in the hands of

specialized institutioms.
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Yet, credit alone does nothing. The provision of new technologies
plus extension and marketing services have to be considered together
with credit. To finance traditional agriculture only serves to keep
underdevelopment. Credit has to be an instrument directed toward a
modern agriculture or, at least, a less traditional agriculture,

The Honduran government, based on internal and external resources,
has to obtain capital and establish different stages to attain specific
objectives and goals. Credit, as a source for agricultural develop-
ment, should directed to specific targets. Capital could be more expen-
sive now than before, either because of the high interest rates set by
international financing agencies or because of the opportunity cost for
it. Yet, with most of the rural population living in conditions of
absolute poverty, without clear hope of change in their horizom, stabil-
ity dictates that the unrest of society cannot be ignored.

Thus, agricultural credit makes sense whenever it forms part of a

policy for agricultural development and is directed to benefit the major
ity of the population. In this context, it is considered for the
Honduran case that a set of measures facilitating access of rural people
to a monetized economy and to an improved credit system have to be taken
to improve the conditions. Two aspects are of paramount importance:
first, to reduce the illiteracy rate to facilitate extension activity;
second to accelerate the land reform process toc permit more access to
the land for small and landless farmers. Government subsidies can be
justified for a limited time period if such subsidies, when combined with

private inputs, result in benefits that are great than costs.
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Giving peasants access to land can be a way of giving access to
credit, if such land qualifies as real collaterai. Giving them access
to education is to permit the use of better agricultural practices
and, therefore, increased production. The ideal agricultural credit
scheme could be one which follows the same steps that the Honduran
government has created in the case of agri-industry enterprises under
the land reform program. In other words, the agricultural system can
continue in the short and medium run in much the same way that now
exists. But, a long-run plan must be set up to permit major partici-
pation of small farmers in cooperatives and associations since the
government cannot subsidize the sector forever.

Purposely, the government and small farmers have been mentioned.
Medium and large farmers can obtain credit in private banking institut-
ions and, at the same time, enjoy the benefits of the Agricultural
Development Law. In other words, they are "graduated" to receive regular
credit. There is no bias in this assumption, and their participation
cannot be ignored in terms of their contribution to agricultural
development. Subsidized agricultural credit, however, should be
granted only to those farmers who really need to be subsidized.

Considering agricultural credit as a gradual approach, those small
farmers, associations or cooperatives who become "graduated" can
strengthen their own agricultural credit system, and at the same time,
can begin obtaining credit from private banking institutions., The
Honduran coffee growers have already started creating their own banking
institution. This example is a novelty in Honduras; there is little

information about it; it is too early to say that is the path to be fol-
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lowed by producers of other crops, ranchers, or small farmers.

Now short-term loans are the most important, but the expected
further development of the country will require, sooner or later, long-
term loans, basically to rural housing. Of course, at the present, the
preoccupation is to satisfy the needs for production credit. However,
the welfare aspects cannot be overlooked. Current housing conditionms,
electricity usage, and water availability (public utilities) reflect
the absolute need for improving the standard of living of the Honduran
rural population. The institutions in charge of providing such ser-
vices should have concrete plans to raise their availability to more
rural people.

The BANADESA is the revived intent of the Honduran government to
improve the conditions of the agricultural sector through credit. This
institution could succeed if its creation responds to a long-run plan for
agricultural development. The BANADESA could be the trustee of INA,
IHMA, COHBANA, IHCAFE, and COHDEFOR as well as all those institutions
involved in agricultural credit in Honduras. The possibility of granting
joint loans with private banks can further open the participation of
commercial banks in agricultural credit. If the conditions of the
country permit, the regulations related to forming a bank corporation
could be relaxed, giving an opportunity for the creation of more unit
and family banks through partnerships since some moneylenders have
enough assets to open a bank. That could improve competition in the
Honduran banking system and, therefore, reduce the monopolistic position

of moneylenders as well as some commercial banks in determined areas.
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A farm credit system to support development must be linked to a
socio-economic system which encourages high savings rates and efficient
investment of the capital saved or obtained. Accepting and encouraging
savings deposits plus working with or through farmers' organizations to
extend and collect loans is a model which is capable of becoming self-
sustaining in maintaining farm production at its new, higher levels.

Agri-induystries have a vital role in the development of agriculture.
New markets can be opened up by effective use of post-harvest technology
to process food and other agricultural products. The effects in added
value, employment, income Aistribution, reduction of migration to urban
areas, and increases of net foreign exchange are important. However, the
credit needs of agri-industries are long-term, because of the need to
obtain land, construct buildings, and acquire machinery and equipment.

Some aspects of change related to banking policies are to simplify
and accelerate the lending procedures, to standardize the loan limits
for different crops, to minimize information required, and to delegate
decision making. More flexibility of the credit agency in collateral
requirements include accepting a suitable long-term lease, crop liens,
or bills of sale and considering the collateral of "character."
Effective repayment machinery is essential for the financial health of
the credit institution. The maintenance of operational efficiency of
the financial institution is measured in terms of the speed and simpli-
fication of lending procedures, job satisfaction within the institutioms,
prompt handling of farmers' complaints, sound lending policies (includ-
ing adequate actions against defaulters), improving internal audit,
inspection of branches, and countering political and other extermal

interferences.
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Agricultural credit staffs have to be technical as well financial
advisers for farmers. Hence, training in both areas is necessary.

This training, along with adequate incentives, includes loan appraisal,
financial analysis, farm management techniques, effective loan super-
vision, techniques of loan recovery, enterprise budgets, cash-flow
analysis, and programming models of farms. Likewise, the supporting
staff, extension workers, cooperative agents, and bank field persomnel
need to be adequately trained. Parallel measures must also be taken to
educate people to reduce their reluctance in dealing with financial
institutionms.

To summarize, an effective agricultural credit system has to be set
up within a long-run agricultural development plan. Such a plan should
consider the changes of a traditional economy into a modern monetized
economy.

A paternmalistic attitude of the government now is justified, but,
if the agricultural program reflects a sincere desire on the part of
the government towards development, measures to increase the income of
peasants and to permit a gradual ownership of the credit system for
those who are supposed to be benefited are necessary. After 30 years
of costly experience, small farmers continue in the same situation or
maybe worse than before. These circumstances must be changed, and past
mistakes can preclude future failures.

The eight governmental institutions which provide agricultural
credit in Honduras should coordinate efforts among themselves and with
other developmental institutions. The developmental institutions should

improve the quality and quantity of services provided with the goal of
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reaching more farmers and peasants. The private complementary instit-
utions can help the development of the agricultural sector as long as
they cooperate in organizing the kind of credit association best suited
to the exogenocus and endogenous factors affecting the farming household.

In terms of intersectional coordination, careful attention should
be paid to the transport and energy plans. The educationand health
plans also deserve adequate consideration in the sense of improving
living conditions in the countryside. The linkage between agriculture

and manufacturing should be strengthened.
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CONCLUSIONS

Taking into account the nature of the lending function for the agri-
cultural sector, the institutiomal agricultural credit in Honduras can
be divided into three sources:

1. Public - Government owned banks and those institutions dealing
with the agricultural sector that lend money to farmers and peasants
besides providing other services.

2. Mixed - Govermment-private owned banking institutions.

3. Private - Totally private banks, agricultural cooperatives, and
peasants associationms.

Public financial institutions had emphasized loans to large farmers.
In this direction, they were not free from political interference. Rec-
ently, their interest has been centered on credit to small farmers. How-
ever, the lending actions taken by these specialized and non-specialized
public institutions are not considered adequate. Agricultural credit
has its own particular characteristics and should be financed primarily
by a small number of specialized agricultural lending institutionms.

The mixed credit institutions have participated very little in the
granting of credit to.the agricultural sector. In the case of private
banks, their lending activities have been directed to medium and large
farmers qualified by regular or standard lending requirements.

Information about non-institutional lenders is unknown, at least in
the case of agricultural credit. Therefore, even though the role they
play can be important, it cannot presently be measured or evaluated.

Ways to identify the magnitude and institutionalization of the non-
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institutional credit can be open to experimentation in the Honduran case.

Some cooperatives composed of medium and large farmers have been
successful in Honduras. Some peasants cooperatives and peasants assoc-—
iations have been successful too. But in general, the performance of
cooperatives is unknown. Very likely their results have been mixed.

One feature of the institutional agricultural credit is its incr-
eased dependency on foreign sources. Though such a situation is not
solely applied to the agricultural case, its implications are not neces-
sarily desirable. An increase in income level and better income distri-
bution could increase the marginal propensity to save, there by counter-
acting the foreign financial dependence.

General agricultural credit in LDCs has been inadequate because of
the weakness of the lending institutions, the default problem, and the
low accessibility of credit to the majority of the small farmers.

Again, in some countries the cooperative scheme has been successful.
But, although some problems are common to all LDCs, the strategies to
deal with a natiomal credit system have to be suited to the particular
condition of the country, and, within the country, to the specific
conditions of every region, farmer, and particular crop.

Agricultural credit should be considered nothing more than an in-.
strument for agricultural development with the aim of improving the
general economic development and, specifically, the welfare of the
flajority - of the population who live in rural areas. Thus, besides the
required general efficiency of the credit institutions themselves, ad-
ditionﬁl measures have to be taken to assure an increasing efficiency of

the farms.
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Doing farming practices more efficiently is the best way to preserve
the existence of a sound agricultural credit system with a low level of
default. Application of new technologies, better control of diseases,
improved seed and more disease resistance'varieties, irrigation and flood
control, education, improved marketing of inputs and products, adequate

rural transportation, price stabilization, appropriate land tenure system,

and adequate and efficient socio-economic planning are sine qua non
conditions for the success of a credit program. In other words, the
"package" approach has to be applied.

Subsidized credit should be granted only when it is necessary and in
a selective form but not with indefinite character. Ideally an adequate
agricultural credit system should follow three stages., First, the pro-
tective action of the government granting concessionary interest rates
on loans and other "free'" services is a beginning. At any level, the
total cost of such programs has to be compared with the total benefits
of it.

Second, the government should promote and encourage the creation of
an adequate institutional credit structure that is directed to satisfy
the needs of farmers and peasants. The type or types of organization
should be selected by the agriculturists themselves and not imposed
either by law or by policy measures. In this stage of institutional
building, the help, advice, and contributions from the government
would continue to be necessary, but the path of every institution must
be decided by its own members.

In a third stage, farmers andpeasants (it is expected the socio-
economic differences among them would be minimum at this stage) are sup-

posed to take care of themselves relative to their credit needs. The
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role of the government should be confined to only providing the ancil-
lary services.

How long every stage of the program will take will depend on the
sincere, serious, and strong decision of the government toward agri-
cultural development; the willingness of farmers and peasants to work
together; the general economic conditions of the country; and the path

of international economic events.



66

BIBLIOGRAPHY

Advisory Committee on Overseas Cooperative Development. Farmer Co-
operatives in Developing Countries. Washington, D. C. 1971,

ATD. Small Farmer Credit Profitability and Repayment Project. Colo-
rado: Colorado State University, October 1978.

Banco Central de Honduras. Memoria 1977, Tegucigalpa, Honduras.

Banco Central de Honduras. Boletin Estadistico XXIX, No. 9. Tegucig-
alpa, Honduras, Septiembre 1979.

Banco Central de Honduras. Honduras en Cifras 1976-1978. Tegucig-
alpa, Honduras, 1979,

Banco Nacional de Fomento. Datos Basicos de la Economia de Honduras
1974-1978, Tegucigalpa, Honduras, 1979.

Banco Nacional de Fomento. Memoria 1976, Tegucigalpa, Honduras.

Botrall, Antony; Bunting, A. H.; Hunter, Guy. Policy and Practice in
Rural Development. Proceedings of the Second International
Seminar on Change in Agriculture, Reading 9-19, September 1974.
Croom Helm London in Association with the Overseas Development
Institute, London, 1976.

Blutstein, Howard I. and Others. Area Handbook for Honduras, U. S.
Government Printing Qffice, Washington, 1971.

Chechi, Vicent and Associates. Honduras: A Problem in Economic
Development, Connecticut: Greenwood Press Publishers, 1959.

Committee for Economic Development. Economic Development of Central
America, New York, 1964.

Confederation International Du Credit Agricole., VI beld Congress on
Agricultural Credit, Munich, Germany, Octobre 1979.

Corporacion Hondurena de Desarrollo Forestal. Memoria 1977-1978.
Tegucigalpa, Honduras, 1978,

Corporacion Hondurena del Banano. Memoria 1976, Tegucigalpa, Honduras.

Corporacion Nacional de Iaversiones. Resumen Informativo 1979,
Tegucigalpa, Honduras.

Donald, Gordon. Credit for Small Farmers In Developing Countries,
Boulder, Colorado: Westview Press, 1976.




67

Empresa Nacional de Energia Electrica. Memoria 1979, Tegucigalpa,
Honduras.

FAO. Agricultural Credit in Asia, Report on the Regional Seminar for
Asia on Agricultural Credit for Small Farmers, Held in Bangkok,
Thailand, October 7-18, 1975. Rome, 1975.

FAQ. Credit for Agriculture in the Developing World, Report on the
World Conference on Credit for Farmers in Developing Countries,
Rome, 1975.

FAQ. Agricultural Credit in the Caribbean Area, Report on the Seminar
for Selected Countries in the Caribbean Area on Credit for Small
Farmers, held in Panamaribo, March 2-10, 1976, Rome, 1976.

FAO. Scheme for Agricultural Credit Development, 18th Session on the
FAO Conference "Credit for Small Farmers." Rome, 1976.

Feder, Ernest. The Rape of the Peasantry, New York: Anchor Books,
1971.

Federacion de Asociaciones Cooperativas de Ahorro y Credito de
Honduras, Memoria Anual 1978, Tegucigalpa, Honduras.

HONDURAS. Ley del Banco Central de Honduras, Decreto No. 53, 3 de
Febrero de 1950.

HONDURAS. Ley del Banco Nacional de Fomento. Decreto No. 71, 16 de
Febrero de 1950.

HONDURAS. Ley del Banco de los Trabajadores, Decreto No. 131, 8 del
Noviembre de 1966.

HONDURAS. Ley de Asociaciones Cooperativas, Decreto No. 158, 13 de
Marzo de 1954,

HONDURAS. Ley Organica del Instituto Hondureno del Cafe, Decreto No.
83, Diciembre 9, 1970,

HONDURAS. Ley de la Corporacion Nacional de Inversiones, Decreto~Ley
No. 135, 9 de Julio de 1974.

HONDURAS. Ley de la Corporacion Hondurena del Banano, Decreto No.
270 25 de Octubre de 1%75.

HONDURAS. Ley de Empresas Cooperativas Agroindustriales de la Reforma
Agraria, Decreto No. 774, 8 de Junio de 1979.

HONDURAS. Ley del Instituto Hondureno de Mercadeo Agricola, Decreto-
Ley No. 592, 24 de Febrero de 1978.

HONDURAS. Ley de Fomento Agropecuario, Decreto No. 69, 20 de Noviembre
de 1970.




68

HONDURAS. Estatutos de la Federacion de Ganaderos y Agricultores de
Honduras, Marzo, 1978.

HONDURAS. Ley de Reforma Agraria, Decreto-Ley No. 170, 30 de Diciembre
de 1974,

HONDURAS. Ley del Banco Nacional de Desarrollo Agricola, Decreto No.
135, 1 de Septiembre de 1955.

HONDURAS, Ley Constitutiva de la Empresa Nacional de Energia Electrica,
Decreto No. 48, 20 de Febrero de 1957.

HONDURAS. Ley de la Corporacion Hondurena de Desarrollo Forestal,
Decreto-Ley No. 103, 10 de Enero de 1974,

Hopkin, John A. and Others. Financial Management in Agriculture,
Danville, Illinois: The Intestate Printer & Publishers Inc.,
1973.

Instituto Hondureno de Mercadeo Agricola, Monografia del Instituto
Hondureno de Mercadeo Agricola (IHMA), 1979, Tegucigalpa, Honduras.

Instituto Nacional Agrario. Memoria 1978, Tegucigalpa, Honduras.

Meir, Gerald M., Leading Issues In Economic Development, Oxford
University Press, Third Edition, 1976.

Mellor, John W., The Economics of Agricultural Development, Ithaca:
Cornell University, 1974.

Menjivar, Rafael. '"Los Problemas del Mundo Rural" in Centroamerica Hoy,
Mexico: Siglo XXI Editores S. A., 2a. Edicion, 1976, pp. 236-278.

Miller, Leonard F., Agricultural Credit and Finance in Africa, New
York: The Rockefeller Foundation, 1977.

Mosher, Arthur T., Getting Agriculture Moving, The Agricultural
Development Council, New York, 1976.

Secretaria de Recursos Naturales. Memoria 1978, Tegucigalpa, Honduras,
1979.

Secretaria Tecnica del Consejo Superior de Planificacion Economica. Plan
Nacional de Desarrollo 1979-1983: Resumen, Tegucigalpa, Honduras,
1978.

Secretaria Tecnica del Consejo Superior de Planificacion Economica.
Plan Nacional Agropecuario 1979-1983, Tegucigalpa, Honduras, 1978.

Secretaria Permanente del Tratado de Integracion Economica Centro-
americana, La Cooperacion Regional y el Intercambio de Productos
Agricolas en Centroamerica; Resumen y Conclusiones, Guatemala, 1977.




69

Tamagna, Frank. Central Banking in Latin America, Centro de Estudios
Latino-americanos, Mexico, 1965.

Tiempo, Diario de Honduras. April 8, 1980.

University of California. Proceedings of the International Conference
on Agricultural Credit, Vol. II, Berkeley, 1952, P 715-718.

USDA. The Latin American Farmer, Economic Research Service, Washington,
August, 1969.

U.S. Department of Agriculture. U.S. Agricultural Exports under Public
Law 480, Economic Research Service, ERS-Foreign 395, Washington,
October, 1974,

Valladares, Roberto. "El Credito Agricola y la Participacion del Banco
Nacional de Fomento (Caso de Honduras)." Pensamiento Economico,
Colegioc Hondureno de Economistas, Octubre-Diciembre 1978, No. 3,
Tegucigalpa, Honduras.

Weitz, Raaman. Rural Planning in Developing Countries, Report om the
Second Rehovoth Conference, Israel, August 1973, Cleveland: The
Press of Western Reserve University, 1966.

World Bank. Agricultural Credit. World Bank Paper, Rural Development
Series, Washington, 1974.

World Bank., World Bank Report 1978, Washingtom, 1979.




INSTITUTIONAL AGRICULTURAL CREDIT: THE HONDURAN CASE

by

DANIEL MEZA

B.S., Universidad Nacional Autonoma de Honduras, 1974

AN ABSTRACT OF A MASTER'S REPORT

submitted in partial fulfillment of the

requirements for the degree

MASTER OF SCIENCE

Department of Economics

KANSAS STATE UNIVERSITY
Manhattan, Kansas

1980



The Honduran economy is based on agriculture since this sector
provides 64 percent of the labor force, more than 75 percent of the ex-
ports, and more than 30 percent of the GNP (without considering the
problems of measuring self-consumption). Except in the case of some
cash crops and livestock products destined for export, the Honduran
agricultural sector can be considered traditional. Given the population
growth rate and the known reserves of the country, the development of
agriculture is urgent and necessary to alleviate the unemployment and
food demand problems.

Agricultural credit has been provided by the Honduran government
since 1950, but has faced the same obstacles as in other less developed
countries. Problem areas include the impossibility of covering loan
costs because of the restricted low interest rates, the default problem,
and the difficulty in reaching small farmers.

To date there are eight governmental institutions granting loans
to the agricultural sector. Funds for the loans are derived from both
internal and foreign sources. Only one institution is a specialized
lending institution. Private banks provide about 50 percent of the agri-
cultural credit, but mainly to agricultural exporters. The credit role
of agricultural cooperatives and peasants' associations has not been
significant so far. Because of the belief that credit alonme does very
little, the role of other developmental govermmental institutions is
important to obtain the goal of improved output. Thus, marketing, input
supply, research, extension and other ancillary services are necessary
to obtain agricultural development. The participation of informal
lenders, i.e., merchants, dealers, money lenders, etc. is considered

important but difficult to document.



Peasants and farmers associations could exert a greater influence
in creating a more extensive and articulated credit system by working
together with private and govermment credit institutions. A prospective
long-run plan of agricultural development would include a credit system
owned by peasants or farmers according to their own necessities and

alternatives.



