MCODERNI ZATI ON OF AGRI CULTURAL TECHNCLOGY SERVI CES

BORRONER AND
GUARANTOR:

EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

DESCRI PTI ON:

(HO- 0119)

EXECUTI VE SUMVARY

Republ i ¢ of Honduras

Direccion de Ciencia y Tecnologia Agropecuaria
[Agricultural Science and Technology Directorate]
(DI CTA)

| DB: US$15 million (FSO

Local counterpart funding: US$ 2 million

Tot al : US$17 million

Anortization period: 40 years including a
10-year grace period

Di sbur senent peri od: 5 years

Interest rate: 1% during the grace
period and 2% for 30
years

I nspection and supervision: 1%

Credit fee: 0. 5%

The project's objective is to develop the competitive
potential of Honduran agricultural production by
boosting the sector's productivity and inproving the
quality of its products. To attain this objective,
the project proposes to build up the agricultural
technol ogy services nmarket in response to demand by
producers, and to pronote the services offered by
private entities.

The specific goals are to: (i) support the new
i nstitutional framework for the generation and
transfer of technology; (ii) inprove the efficiency,
profitability, and conpetitiveness of farm pro-
ducti on; (iii) pronote di versification into
nontraditional export crops; and (iv) increase the
productivity of the staple grains subsector.

At the end of the project, a significant increase
should be achieved in value added per hectare in
"other crops", which include nontraditional farm
exports, from 8% at present to over 10% I ncreases
inthe current yield of staple grains on the order of
over 50% are also expected. The specific goals
appear in the logical framework (Annex 11-1).

The project consists of two conponents:
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Consolidation of the national systemfor agricultural
research and technology transfer (SNITTA). Thi s
conponent supports the consolidation of the new
institutional structure for agricultural technol ogy
generation and transfer (ATGI) and strengthens its
managenent capacity. It will help to consolidate the
functions of the Agricultural Science and Technol ogy
Directorate (DICTA) to enable it to support ATGI
activities, under a structure in which such functions
woul d consist of pronotion, regulation, and super -
vision of the services market, while the operating
and administrative functions and those involving

technical project supervision will be performed by
the private sector. This conponent is conprised of
three subconponents: (a) strengthening of DI CTA
(b) information, di ssem nat i on, and pronoti on

program and (c) training for researchers and
ext ensi on workers.

Conpetitive fund for financing agricultural tech-
nology generation and transfer projects (FUND)
(US$14.2 million). The FUND will be SNITTA's main
financi ng mechani sm bri nging together ATGI institu-
tions and acting as a catalyst for public and private
funding. It will be the instrunent for establishing
a system that responds to producers' demands through
services delivered conpetitively by private agents.
The resources of the FUND may be used to finance
proposals in any of three subconmponents: (i) tech-
nol ogy generation; (ii) technology transfers; and
(iii) training for researchers and extension workers.

A board of directors, which will include nenbers from
the public and private sectors and be assisted by a
support unit, wll be responsible for the FUND s

operation. A project admnistrative unit (PAU) will
be responsible for the operational aspects of the

FUND, and will be a specialized agency or nongovern -
nment al enterprise contracted by D CTA through
conpetitive bidding. The PAU will establish an

account to administer the financial resources for
this conponent, after receiving authorization from
the board of directors of the FUND and the Bank. In
the short to nediumterm the FUND, with its board of
directors and the PAU, may evolve institutionally
into a nonprofit foundation with its own corporate
identity, and wth joint public and private
partici pation.
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The Environnent Committee, at its neeting of
March 20, 1996, classified this as a Category 111
operation. The environnental sunmary was approved on
August 6, 1996.

The project proposes to transform the agricultural
technol ogy generation and transfer system based on
active participation by the private sector in defin-
ing and delivering related services. This process of
change will nake for the efficient reallocation of
resources into products wth greater conparative
advant ages, thereby supporting the positioning of
Honduran farnmers on internati onal narkets, which wll

raise their incomes. Consunmers will also benefit
from efficient production, particularly in staple
grains and livestock, through |ower prices. The
envi ronment will also benefit through better

managenent of natural resources.

The main risk of the project lies in the weakness of
the technol ogy services nmarket owing to the govern-
ment tradition of offering services to farners free
of charge. To notivate farmers to participate in the

new system DICTA wll conduct project pronotion
canpaigns and farmers wll participate in periodic
reviews of the operations of the FUND. It has been

establi shed that potential service demand and supply
are sufficient to launch the project.

Another risk is the possible inpact of the recent
temporary neasures adopted by the governnent in the
agricultural sector. These neasures are character -
ized by nodest government intervention in the
marketing of corn and beans, and the creation of
funds to support the financing by comercial banks of
staple grain production and narketing. Until now,
this government intervention has been on a very snall
scale. These activities are considered tenporary and
do not significantly affect the technol ogy adoption
process, the inmpact of which is nedium- and | ong-
term

The operation will be carried out under the frame of
the Agricultural Mbdernization and Devel opnment Act
and the structural reforms carried out by the

government since 1990. D al ogue w th Honduran
authorities has permtted continuous nonitoring of
the process of inplementing the reforns. The Bank

has supported consol idation of this process through
two sector adjustnent operations and the new State
ref orm program

The proposed project is consistent with the govern-
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POVERTY- TARGETED
| NVESTMENT:
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CEl LI NGS:

SPECI AL
CONTRACTUAL
CONDI TI ONS

ment's current strategy and policy for the agricul -
tural sector, which place priority on increasing
production and productivity and diversifying and
devel opi ng nontraditional agricultural exports. The
project is also consistent with the Bank's country
strategy to pronote human capital devel opnrent and
i ncrease the productivity of investments.

Honduras is one of seven nenber countries of the Bank
with a poverty rate of over 50% Estimates of the
famly income of small and nedium-sized farmers who
could potentially benefit from the project suggest

that at |east 89% of the target popul ation of 76,300
famlies lives below the poverty line. Accordingly,

under the guidelines of the Bank's Eighth Replenish-
ment, the project is focused on the |ow-incone
popul ati on.

International conpetitive bidding wll be required
for procurenents of goods and services of US$250, 000
and over.

The borrower, through DICTA, is required to present

the following to the Bank's satisfaction:

As a condition precedent to the first disbursenment of
the | oan, evidence that: (a) the board of directors
of the FUND has been established and begun to operate
(paragraph 3.24); (b) D CTA has contracted the PAU,
follow ng procedures agreed to in advance with the
Bank (paragraph 3.23); (c) the FUND s board of
directors has adopted and inplenented the operating
regul ati ons (paragraph 3.27); and (d) an account has
been opened in a commercial bank for project fund
managenent (paragraph 3.26).

As a condition precedent to the first disbursenent:
(a) for the FUND conponent, DI CTA has submitted, to
the Bank's satisfaction, guidelines for project
preparation, including environmental feasibility and
the related nonitoring system (paragraph 3.25); and
(b) for the training and professional devel opment
subcomponent, evidence that: the regulations for the
DICTA training program have been prepared and
presented (paragraph 3.22).

Wthin six months after the operation has been
decl ared eligible for disbursements, the fol lowing is
to be presented to the Bank's satisfaction: t he
report by the consultant hired to update the nationa
agricultural technol ogy generation and transfer plan
(paragraph 3.8).

During the project and prior to August 31 of each
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year, DICTA will be required to present to the Bank
the annual operating plan for the follow ng year.
Based on those plans, in the second and fourth years
DICTA and the Bank wll jointly evaluate the
adjustments to be made in project execution
(paragraph 3.20).

The loan contract wll also include the Bank's
standard clauses relating to auditing, progress
reports, inspection, and procurenent.



