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Financial inclusion in rural territories
The Development Financing Center of the MANORCHO
inter-communal association in Honduras:
An innovative credit model

Summary and key figures

O

ver the past two decades, the Honduras country
office of the Food and Agriculture Organization of
the United Nations (FAO) has made efforts to design
an effective rural financial system that supports the
development of small producers and rural businesses.
Since 2015, after a successful experience with the
development of a network of more than 900 savings
and loan cooperatives, it has supported the design
and implementation of a new financing model:
Development Financing Centers (CFD in Spanish).
The CFD is a mechanism for the financial inclusion
of rural families, which because of their poverty or
structural situation are not eligible to access private
and government financial systems. It has three
notable features: first, it is based on the cooperation
of public and private actors – local governments,
producer organizations, civil society organizations
(NGOs), private companies, public institutions,
and aid agencies – that contribute resources to a
fund that provides solidarity financing; second, it

considers financing as a tool for development and,
therefore, its grant application process is guided
by territorial development strategies agreed by the
actors involved; and, third, its space of action is
inter-communal (association of municipalities), with
a territorial and political platform that constitutes a
powerful collaborative work space. The MANORCHO
CFD, having completed four years of operation,
has managed to gather more than 40 contributing
partners and work with 90 producer organizations
that bring together about 2 200 families, of which
500 have received financing. This model has been
approved by the national government of Honduras,
which is already injecting economic resources into
the fund. Currently, work is being done on capacity
development at the central level to replicate the
model in other inter-communal associations in the
country.

Implementation period:

2015 – 2019.

Location:

Honduras, Association of Communities of North Choluteca

		

(MANORCHO), communities of San Isidro, San José, San Antonio de

		

Flores and Pespire.

No. of participants:

480 families.

Executor:

FAO.

Financing institutions:

FAO / municipalities of San Isidro, San José, San Antonio de Flores and

		

Pespire / 43 producer organizations / NGO Pespirense Development

		

Association / national government.

Investment for the design and
implementation of the CFD:

USD 100 000.

Partners:

School Feeding Program of the Ministry of Development and Social

		

Inclusion, National Vocational Training Institute (INFOP) / National

		

Entrepreneurship and Small Business Service (SENPRENDE) / Regional

		

Programs of the Swiss Agency for Development and Cooperation /

		

Secretariat of Economic Development of the Ministry of Agriculture.

Partnerships in development: Secretariat of Agriculture and Livestock / Bono Vida Mejor of the
		

Secretariat of Social Development and Inclusion / Foundation for Rural

		

Business Development (FUNDER) / Government Secretariat of General

		

Coordination.
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Context

Difficult access to financing
in rural areas

I

n Honduras, 44.8 percent of the active population
lives in rural areas, where poverty levels are alarming:
62.9 percent of rural households live in poverty and
52.4 percent in poverty extreme, exceeding the urban
level by two percentage points (2016). Agriculture is
an important activity, considering that 26.7 percent
of the employed population works in this sector.
The country faces complex challenges in terms
of poverty reduction and economic development
of farmers and their families in the subsistence
segment who have limited productive resources
in terms of land quality and area, amid a growing
tendency towards land fragmentation, and poor
access to capital, infrastructure and technology.
If we add to this the low educational level of the
heads of household, limited public investment in
rural areas and the lack of a specific institutional
framework to boost the development of this sector,
and it can be concluded that the productive systems
of subsistence family farming are highly vulnerable.

That is why, over the past two decades, the FAO
country office in Honduras has made efforts to design
an effective rural financial system that supports the
development of small rural producers. Since 2015,
after a successful experience with the development
of a network of savings and loan cooperatives, FAO
has supported the design and implementation of
a new financing model: Development Financing
Centers (CFD).

Regarding financing, the data is clear: i) the allocation
of resources from the private financial system for
agriculture is only 4 percent of the current loan portfolio;
ii) commercial banking mainly lends to commercial
agriculture; iii) the annual interest rate of formal
lenders fluctuates between 18 and 36 percent; and
iv) informal lenders charge interest rates ranging
from 60 to 240 percent per year.
The families of small and medium-sized producers
are forced to rely on informal financing. This
constitutes one of the main barriers to breaking the
cycle of rural poverty.
© FAO
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Savings and loan cooperatives

A successul financing mechanism supported
by FAO in Honduras

F

AO, through the Special Program for Food
Security (SPFS), and with the direct participation
of communities and municipal governments, has
helped to develop self-managed rural financing
mechanisms, mainly by strengthening the local
culture of savings and conditional transfers. This
includes the organization and development of more
than 900 savings and loan cooperatives, with total
membership of 25 036 members (8 355 women and
17 581 men), which manage capital of approximately
USD 1.77 million.
These cooperatives are designed as a
self-management mechanism to contribute to the
provision of financial resources, the protection
of natural resources, the strengthening and
consolidation of rural livelihoods, inclusion and
gender equality, and the revitalization of local
economies in a social economy context.
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According to FAO’s preliminary study of business
opportunities for savings and loan cooperatives in
the area of intervention in the SPFS, these entities
can play an important role in the financing of family
farming, in local trade activities, and in access to
healthcare, education and home improvement for
populations not eligible to participate in the formal
banking system. The cooperative system, based
on principles of solidarity and cooperativism, has
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developed successfully, thereby generating financial
robustness and improved management systems.
FAO has contributed to the formulation of the National
Savings and Loan Cooperative Policy, and has also
signed a framework agreement with the Ministry of
Economic Development for the execution of training,
technical and social activities in order to to facilitate
increased productivity and the development of micro,
small and medium enterprises in the social sector
of the economy (MIPYME-SSE), including those
managed by societies or business groups under a
cooperative philosophy.
Based on FAO’s experience, cooperatives, credit
unions and revolving funds are not only functional,
but their work in rural areas reflects the principles
of solidarity, social responsibility, accountability,
mutuality and administration of financial resources
for the benefit of their partners, which is mainly the
segment of the population that, due to its poverty
status, does not have access to credit.
Source: based on FAO, 2016. The Strategy for Local Financial
Inclusion Project (ESFACIL) and its Contribution to Local
Economic Development. Systematization of the Experience.
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Challenges

Improve access to financial services
for poor rural families

T

he project was designed to meet the challenge of
designing and launching a new financial services
model, the Development Financing Center (CFD), which
seeks to improve access to financing options by removing
barriers to access that affect poor rural families.
In the first stage (2015–2017), FAO supported the design
and implementation of two CFDs, one in the Association
of Municipalities of North Choluteca (MANORCHO) and
another in the Association of Municipalities of Southwest
Lempira (SOL), through the Strategy for Local Financial
Inclusion Project (ESFACIL). In the second stage
(2017–2019), the MANORCHO CFD was strengthened
in line with one of the project’s main objectives:
“Socio-productive Inclusion of family farming in the
framework of Territorial Development”.
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Financing for poor rural families
Seven key challenges

1. Low coverage of financial services.
2. High transaction costs.
3. High interest rates.
4. Limited resources for long-term credit.
5. Lack of diversification of complementary
services for rural credit.
6. Deficient information systems.
7. Property insecurity, lack of land titles and
weak land tenure framework.

Participants

Ninety producer organizations
comprised of 2 200 families

»»

90 producer organizations (social economy).

»»

2 178 families from the organizations.

»»

19 women’s organizations (828 women).

»»

7 youth organizations (90 young people).

»»

480 rural families that received loans.

© FAO
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Description

A cooperative and inclusive
financing mechanism

T

he CFD is a mechanism for the financial inclusion
of rural families, which due to their poverty or
structural situation are not eligible for private and
government financial systems.
Its unique approach is based on the cooperation of
public and private actors, which contribute to a fund
to provide solidarity financing for poor families in
the territory. The contributing entities include local
governments, producer organizations, civil society
organizations (NGOs), private companies, public
institutions that manage social and development
programs and projects, and cooperation agencies.

Initial
contribution of
USD 200 from the
fund’s resource partners

International
cooperation

CFD

Companies

The beneficiary organizations – which can also be
contributors – are producer organizations, women’s
networks and youth organizations. The principle of
cooperation between the multiple actors is based
on a win-win relationship between the contributing
organizations and the target organizations that
receive the financial resources.

Fund

NGOs

Rural
cooperatives

Low-income
users without
access to credit

Indigenous
people and
youth

Women

CFD

Users

Organizations
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Local
governments

Producers

Micro and small
businesses

Main characteristics of the MANORCHO CFD
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Objectives

»» Organizations and families: provide financial services to companies
and organizations in the social sector of the economy, including
small businesses, which guarantee a return on investment and
help to provide organization, training, technical assistance and the
implementation of appropriate technology to increase family and
sector productivity.
»» Territorial governance: promote the definition of local development
strategies at the inter-communal level as a guiding framework for
the projects.
»» Contributing organizations: promote cooperation and institutional
synergies.
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Legal framework

»» High-level organization composed of:
• Contributing partners: producer organizations, municipal mayors’
offices, NGOs, public institutions, cooperation agencies.
• Recipient partners: youth organizations, producers, and women’s
groups.
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Development process
of the CFD

First steps:
»» Strategic analysis: rural territorial development, local territorial
economic development, Development Financing Center.
»» Analysis of the legal framework: country vision, municipal laws and
territorial planning, among others.
»» Analysis of the current situation and actors: determine the productive
potential of the territory and identify existing financial channels in
the communities.
»» SWOT analysis of the future CFD.
»» Communication process: emphasis on the objectives and
approaches that support the CFD.
Creation of the CFD:
»» Organization: incorporation of a minimum of 10 legally constituted
organizations that each contributes a minimum of USD 200;
assembly planning and registration.
»» Functioning: general assembly, board of directors, credit committee,
supervisory board and chief financial officer.
»» Regulations: development of internal regulations (administrative
procedures; hiring process; credit regulations; list of accounts;
annual operating plan).
»» Legalization of CFD.
»» Capitalization with economic resources from:
• Contributions from partner organizations (initial social capital).
• Donations and bequests.
• Savings.
• Surpluses.
• Financial intermediation: funds raised from public organizations
and cooperation agencies.
• Provision of services (consulting, technical assistance, among
others).
7

4

Financial services

Provided directly to rural families and organizations:
»» Granting of agricultural and non-agricultural loans for Micro, Small
and Medium Enterprises of the Social Sector of the Economy
(MIPYME-SSE in Spanish) with an annual interest rate of 15 percent.
»» Promotion of savings and investment by MIPYME-SSE.
»» Financing of events such as business conferences and fairs, to
improve the commercialization of MIPYME-SSE products.
»» Development of training processes, knowledge management and
technical assistance in productive and business diversification.
To increase, expand and improve capacity for financial support:
»» Establishment of agreements with national and international
financial institutions, to support MIPYME-SSE under soft credit
conditions.
»» Promotion of public financial policies focused on the MIPYME-SSE
sector.
»» Establishment of strategic alliances for expanded cooperation with
organizations that pursue related objectives.
»» Proposals for financial products to strengthen business capacity.
Define financial product strategies for MIPYME-SSE.
»» Presentations to partners of project proposals to support
MIPYME-SSE.
»» Provide technical-financial assistance to financial intermediary
institutions.
»» Serve as a liaison with national and international financial
organizations to support MIPYME-SSE and generate employment
and production.
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Fund

Initial capital: ten contributing partners; USD 35 800:
»» Association of MANORCHO plus four municipalities:
69%
»» Regional Economic and Social Development Fund (CREDES): 17%
»» Development Association of Pespirense (NGO):
11%
»» Tierra Blanca United Savings and Loan Cooperative:
1%
»» Producers associations (2):
1%

Credit application, approval and payment

L

oan applications are managed by CFD staff and
approved by the credit committee made up of
members of the board of directors. The CFD staff,
prior to processing the application, perform a field
analysis and evaluation of the loan application, in
addition to analyzing the situation (organizational,
administrative and management capacity) of the
applicant. This evaluation is presented to the credit
committee as input for the loan approval process. In
relation to payments, these are made through private
bankis: each borrowing group receives a payment
plan, which includes the amount to be paid and dates.
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The borrower has the responsibility to visit the private
banking agencies and make the corresponding
payment. After the deposit is made, the CFD offices
register the payment with the receipt issued by the
bank. In case of payment delays, a CFD staff member
visits the borrower to determine the reason for
non-payment and manage the recovery of the funds
as established by the credit regulations of the CFD.
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Results

The Development Financing Centers
significantly expanded
its operating platform

»» The number of contributing partners has
quadrupled. In four years, the CDF’s number of
contributing partners rose from 10 to 41. This
increase is mainly explained by the incorporation
of producer organizations and women and youth
groups. Thus, while in 2016 the contributions of
rural organizations and producers represented
only 2 percent of the total, today their participation
represents 60 percent.
»» The fund’s capital has tripled. Starting from
an initial capital of USD 35 800, the fund’s
current resources total USD 110 000, of which
45 percent corresponds to member contributions
and the remaining 55 percent is from the
cooperation fund of the Presidential Solidarity
Credit Program.
»» Loans are granted with a lower interest rate
than banks. The interest rate for loans to CFD
member organizations is 15 percent per year on
outstanding balances. When loans are made on
an individual basis, the interest rate applied is
24 percent per year. The annual interest rate
offered by banks varies between 18 and 36 percent,
depending on the type of organization, and rates
offered by informal lenders vary between 60 and
240 percent per year.

»» The loan terms are flexible depending on the
sector, ranging from six to 36 months: six months
for vegetable production; up to one year for basic
grains and annual crops; up to 1.5 years for grain
storage; up to two years for minor species; and
up to three years for collective microenterprises,
irrigation infrastructure, livestock and permanent
crops.
»» Loan placements in the 2015–2019 period
totalled USD 110 000. The amount borrowed
depends on the amount of contributions of the
partners, with loans granted up to three times
over the amount of the contributions. On average,
loans granted do not exceed USD 500 per family.
»» The default rate of the CFD is almost nil
(0.001 percent per year), which shows the quality
of management of the center and is a clear
indicator of the loyalty of its members.

© FAO
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Impact

Nearly 2 200 families have access to
working capital within the framework
of a local development strategy

»» 2 178 producing families in four municipalities
have opportunities to access working capital
under flexible credit mechanisms, adapted to their
productive reality and with solidarity guarantees.
Of these:

»» Resource management and targeting platform.
The MANORCHO CFD has become a platform
for managing and channelling resources for the
development of the local communities, while
reducing dependence on municipal funding.

• 544 families received financial resources for
an amount of up to USD 500 during the period
2015–2019, managing to diversify their
productive systems and increase their
agricultural income.

»» Cohesion
of
local
organizations
and
governments. The MANORCHO CFD has helped
to generate cohesion between local organizations
and governments, with a territorial vision and
socio-productive
inclusion,
becoming
a
mechanism of technical and financial support for
territorial development.

• 160 families established rural microenterprises
managed by women and youth in the agri-food
sector, mainly focused on the production and
marketing of foods derived from corn, pork and
honey.
• A cooperative of tilapia producers affiliated with
the CFD has established a business relationship
with a nationwide supermarket chain.
• A poultry company affiliated with the CFD has
established a local market for its products with
a network of 40 grocery stores selling its eggs.

© FAO

• A group of women from the CFD has formally
created a Multi-Service Company, offering the
production and sale of eggs and fruit, with
storage capacity to satisfy local and regional
markets.
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Success factors

Commitment of local authorities,
importance of the inter-communal
association, and structure of the
Development Financing Centers

»» The involvement and commitment of local
authorities to support the CFD has been essential
for the development and growth of the center.
»» The inter-communal structure has a dual strength
that enhances the initiative. On the one hand, it
helps to expand the territorial vision and generate
scaling-up opportunities in the development
strategy; on the other, it facilitates management
and advocacy at the national government level.

»» The CFD management structure, made up of
community organizations, civil society and the
government, is key to ensuring the harmonization
of development visions.

© FAO
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Sustainability

The autonomous character of
the Development Financing Centers

he Development Financing Centers are
autonomous entities, with their own capital,
corporate governance and operating rules. The
diversification of the sources of financing and the
services provided helps to ensure their financial
sustainability: i) 30 to 40 partners contribute to the
fund; ii) income from the financial services provided

is reinvested; iii) the mobilization of donations from
development programs and projects helps to boost
the fund; iv) the provision of services provided to
third parties, within the framework of territorial
development, generates additional income; and
v) the technical assistance provided to credit users
increases the recovery rate.
11
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Replicability and scalability

Other inter-communal associations
have replicated the model

»» The experience has been replicated in the
Association of Municipalities of Southwest
Lempira (MANCOSOL) and the Association of
Municipalities of Northern La Paz, and two other
associations have also expressed interest in
implementing this mechanism.

»» The national government actively participated
in the methodological development of the
mechanism until its approval and, more recently,
has injected economic resources into the fund.
Currently, the government is working on capacity
building for scaling up the mechanism to other
associations in the country.

MANCOSOL Development Financing Center
Key figures
Amount of capital:

USD 199 369

Total loan placements:

USD 185 183

N.° of contributing partners:

© FAO

N.° of participants:
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Six local governments, 23 local organizations, FAO
500 families
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Lessons learned

Four main ideas
»» The knowledge of the actors about development strategies is crucial.

Knowledge development – for all the actors in the process – constitutes a key previous
stage to ensure the future strength of the CFD. Concepts such as territorial local economic
development, revitalization of the economy, and agricultural financial models must be
strengthened. It is also necessary to raise awareness and discuss the threats to which
communities are exposed by the lack of funding and the impact on their quality of life. In this
way, it is possible to develop a financing model that responds better to the local situation
and the needs of producer families.

»» The fund’s flexibility is important. The granting of flexible loans helps to respond

adequately to the diversity of situations. This flexibility applies to: i) the diversity of recipients:
rural savings associations, producer organizations, rural microenterprises, groups of women
or young people, among others; ii) the diversity of uses: agricultural and non-agricultural; and
iii) flexible terms: six to 36 months.

»» The provision of different services generates greater capacity and
sustainability. The diversification of the services provided by the Center, both to producer

families as well as to public and private institutions, helps to promote territorial development
processes and expand its role beyond the territories, thereby contributing to the improvement
of public policies for rural financing.

»» The development and consolidation of a CFD is a worthwhile investment.

The implementation of a Development Financing Center requires an important process of
socialization, training, planning, organization and continuous support. Since the cost of this
process cannot be entirely assumed by local governments and organizations, it must be
co-financed by the central government and/or cooperation agencies.
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Highlights

Financing as a tool for territorial
development
»» Working with inter-communal associations. The territorial and political platform provided
by the inter-communal association constitutes a powerful space for work and collaboration.
Planning and action at this level generates interesting scales and synergies.
»» Financing as a functional tool for territorial development. CFDs provide financing within the
framework of territorial development strategies agreed upon by local actors. This helps to
articulate and enhance development actions.
»» A single fund that brings together all the actors in the territory. The convergence of public
entities, community organizations and civil society as contributors to a single fund fosters
consensus on territorial development.

Gender
• Special conditions for
women in terms of credit
amounts and terms.
• The CFD works mainly
with women, through
the support of small
businesses, to reduce
the gaps in access to
resources and economic
empowerment, promoting
decision-making in
the implementation
and administration of
productive initiatives that
generate income.

Social inclusion

Social participation

• The CFD is a mechanism
of social inclusion. It was
designed to solve the
limitations of access to
credit of poor families
without access to banking
services.

• The CFD is managed
according to the principles
of governance and
community participation,
focusing on grassroots
organizations not only as
beneficiaries, but also as
contributors (according to
their capabilities).

• Promotes territorial
development through
the inter-communal
association of
municipalities, by
contributing to economic
development, poverty
reduction and the
achievement of food
security.

• Grassroots organizations
have a say and a vote
– in the same way as
public actors and local
governments – to decide
how CFD works, as part of
its board of directors and
as active members.

• Contact:
		
		
		
		
		
• Documents:

FAO Country Office Honduras
FAO-HN@fao.org
http://www.fao.org/honduras/fao-en-honduras/es/
Food and Agriculture Organization of the United Nations
Colonia Palmira Avenida Juan Lindo Sendero Bahamas
Tegucigalpa. Honduras
FAO, 2016. Guidelines for the creation of Development Financing Centers, Experience of
the ESFACIL-FAO Program; FAO, 2016. The Strategy for Local Financial Inclusion Project
(ESFACIL) and its Contribution to Local Economic Development, Systematization of the
Experience.
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