Summary of IFAD EB 2007/92/R.33 - Proposed loan to the Republic of Honduras for the Project for Enhancing the Rural Economic Competitiveness of Yoro

Initiating institution: IFAD

Borrower: Republic of Honduras

Executing agency: Ministry of Agriculture and Livestock (SAG)

Total project cost: US$13.88 million

Amount of IFAD loan: SDR … million (equivalent to approximately US$7.13 million)

Terms of IFAD loan: 40 years, including a grace period of 10 years, with a service charge of three fourths of one per cent (0.75 per cent) per annum

Recommendation:
The Fund shall make a loan to the Republic of Honduras in various currencies in an amount equivalent to … special drawing rights (SDR …) to mature on or prior to … and to bear a service charge of three fourths of one per cent (0.75 per cent) per annum, and to be upon such terms and conditions as shall be substantially in accordance with the terms and conditions presented herein. (par. 35)

The Project: Main development opportunity addressed by the project:

There are two main development opportunities.  The first addresses the need to increase the competitiveness of the country’s economy in general and rural competitiveness in particular. The second calls for an IFAD intervention to contribute to reducing poverty levels of an indigenous group: the Tolupan tribes, who are among the poorest segments of the population in the project area. (par. 1)

Proposed financing:

Governance

The following measures are planned to enhance the governance aspects of the IFAD loan: (i) use of private auditing firms and full adherence to IFAD Guidelines on Project Audits; and (ii) support to enhance PCU capacity for financial management and procurement in accordance with SIAFI. (par. 8)

Target group and participation:

The project’s target group includes small-scale farmers and their organizations in rural areas of Yoro as well as women, youths, peasants and an indigenous group. (par. 9)

Development objectives:

Policy and institutional objectives

The project will pursue three main policy and institutional objectives: (i) increasing competitiveness in line with the country’s poverty reduction strategy, the strategic and operational plan for the sector and overall policy guidance to be provided by a steering committee established for a rural competitiveness programme; (ii) furthering economic growth by involving the rural poor in activities that are profitable and sustainable, leading to improved income; and (iii) addressing the needs of the most vulnerable groups such as women and indigenous populations and recognizing their contribution to overall development. (par. 13)
Harmonization with development partners:
In addition to leveraging additional funding from CABEI, this IFAD intervention will be harmonized with the World Bank-financed Rural Competitiveness Programme (COMRURAL) and with a rural businesses project to be implemented by the Ministry of Agriculture and Livestock (SAG) with Inter-American Development Bank (IDB) funding. The project will also be harmonized with initiatives being funded by the Swiss Agency for Development and Cooperation (SDC), including direct support for the Rural Competitiveness Programme and a project aimed at strengthening rural financial intermediaries. (par . 16)

Components and expenditure categories:
The project has three components: (i) organizational development and territorial management; (ii) market insertion and positioning; and (iii) project management and administration (US$2.6 million base cost). (par. 17)

Management, implementation responsibilities and partnerships:
The main implementing partners for this project, in addition to SAG, will include the

World Bank, SDC, CABEI, INA, the National Forestry and Protected Areas Institute

and the Ministry of Natural Resources and Environment. (par. 19)

Benefits and economic and financial justification:
Main categories of benefits generated

The project will directly benefit 9,000 small-scale producers (45,000 rural inhabitants), including 2,000 indigenous households. It will create 7,000 jobs and will contribute to a more dynamic economy, indirectly benefiting about 35,000 rural inhabitants. (par. 24)
Economic and financial viability

An economic analysis shows an internal rate of return of 18.2 per cent and a net present value of US$3.34 million. The financial analysis shows an internal rate of return of 15.7 per cent and a net present value of US$1.62 million. (par. 25)
Scaling-up approach:
There is considerable potential for scaling up the project approach at the national level since the much larger COMRURAL project funded by the World Bank and SDC will cover seven other departments in Honduras simultaneously. (par. 28)
Main risks and mitigation measures:
The project faces three main risks, relating to: (i) the ability of small-scale farmers to respond promptly to market demands and changes. This can be mitigated by promoting alliances between more dynamic and well-organized producers with service providers, processing and marketing enterprises and financial intermediaries operating in the project area; (ii) an adequate supply of business advisory services. This would be minimized by taking advantage of technical assistance offered by processing and marketing enterprises and by supporting existing providers in gaining the required knowledge; (iii) the capacity of indigenous groups to participate fully in project activities. The project will provide considerable assistance for the creation of mechanisms to involve these groups and assist them in resolving conflicts and initiating productive initiatives. (par. 29)
Sustainability:
The project’s sustainability strategy includes a concerted plan of activities including actions aimed at ensuring ownership by beneficiaries of the initiatives funded during the life of the project. The strategy will cover the sustainability of human capital generated, alliances established between producers and processing and marketing enterprises, and business ventures undertaken. The sustainability of managing natural resources based on solidly acquired land rights would also be important. Knowledge acquired by indigenous groups will ensure that territorial management is sustainable providing an appropriate legal framework exists. (par. 31)
