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I. OVERVIEW 

This Joint Staff Advisory Note (JSAN) reviews the annual progress report 1. 
(APR) dated February 2007 on the implementation of  the Poverty Reduction Strategy 
(PRS) of  Honduras.' The key conclusions o f  the JSAN for the previous APR are presented 
in Box 1. The current APR presents the results o f  the implementation o f  the PRS in 2005 
and 2006 and addresses the seven areas identified in the previous APR: (i) institutional 
context and consultation process; (ii) macroeconomic situation; (iii) progress in poverty 
reduction, targets and intermediate indicators; (iv) evolution o f  poverty spending; (v) policy 
implementation to date by programmatic area; (vi) monitoring and evaluation; and (vii) 
rationale for updating the PRS. 

2. 
updating the PRS, reorienting the strategy and adjusting implementation 
arrangements. The APR notes that overall incidence o f  poverty and extreme poverty has 
fallen only slightly between 2001 and 2006;* inequality has increased; and improvement in 
intermediate indicators has been uneven. In response, the authorities are preparing an updated 

Recognizing that the PRS has made modest progress to date, the authorities are 

Estrutegiu de Reduccibn de la Pobrezu, Government o f  Honduras, July 2001, presented to the Boards o f  the 
IMF and IDA in October 2001. The f rs t  APR was presented to Executive Directors in February 2004 and the 
second AF'R in April 2005 alongside the HIPC completion point document. The authorities completed 
simultaneously the third and fourth APRs. The present note reviews the fourth AF'R, which supersedes the 
previous one. The third APR was an interim assessment and few developments occurred in the strategy during 
2005-06 as the country transitioned to a new government. 

In 2001-06, poverty fe l l  from 64.5 percent to 61.3 percent and extreme poverty from 48.6 percent to 
47.1 percent, with most o f  the improvement taking place in 2006. 
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PRS for 2007-201 5, which focuses on the creation o f  economic opportunities and increased 
access to assets for the poor. The Updated PRS i s  expected to be presented to the Boards o f  
the IMF and World Bank with the accompanying JSAN before end-2007. The present note 
concentrates on areas that staff consider most relevant for strengthening the PRS and the PRS 
process. 

Box 1. M a i n  Recommendations of the 2005 JSAN 

The 2005 JSAN highlighted the progress made in the implementation o f  the PRS, in particular on the 
consultation process, public expenditure management, and reaching intermediate goals. I t  also 
identified key challenges and recommended strengthening key areas o f  the PRS, notably: 

Macroeconomic framework. (i) Achieve fiscal consolidation, by ensuring a sustainable 
wage policy (including by integrating teacher’s benefits to their overall salaries before 
the 2007 budget), maintaining the tax ratio, and strengthening public enterprises; (ii) advance 
financial system reform; and (iii) provide a more in-depth analysis o f  the effects on poverty 
o f  growth, and o f  labor market and financial system reforms. 
Poverty reduction. Improve the impact o f  anti-poverty spending by establishing program 
priorities and improve targeting, decentralizing and enhancing service delivery, improving 
public sector management, and realigning donor assistance. 
Targets and intermediate indicators. To attain targeted declines on child mortality, female 
illiteracy and malnutrition, improve access to water, enhance effectiveness o f  early childhood 
development programs, and address gaps in the health and basic education systems. 
Policies and programs. Improve alignment o f  budgetary programming to PRS goals, 
increase transparency in the management o f  public funds, and integrate results o f  PSIA 
studies (on CAFTA, tax policy, subsidies, and o i l  price shock) to the PRS. 
Monitoring and evaluation. Scale up social auditing mechanisms, improve tracking o f  anti- 
poverty spending at the sectoral and municipal levels, provide data on line on execution, and 
continue strengthening the public expenditure management framework. 
Risks.  To ensure attaining goals, identify contingency actions to address risks to the strategy. 

11. PROGRESS IN IMPLEMENTATION OF THE POVERTY REDUCTION STRATEGY 

A. Consultation Process and Institutional Framework  

3. 
~ n e v e n . ~  T h i s  reflects infrequent meetings o f  the consultative group that discusses the PRS 

T h e  APR candidly states that the consultation process has been complex and 

Consultations for th i s  APR were conducted with government through the Social Cabinet and donors. The APR 
notes that i t was not discussed with the CCERP because at the time o f  preparation, a number o f  organizations 
had yet to name their representatives to the CCERP. The PRSP, APRs, and other relevant material to the PRS 
are posted o n  this website: httu://www.sieru. hn 
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(Consejo Consultivo de la Estrategia de Reducci6n de la  Pobreza, CCERP), limited 
engagement o f  the group in policy decisions related to PRS spending, and differences over 
the criteria and process within the group over mechanisms for decentralization o f  PRS 
  pen ding.^ However, by early May  2007, a basis for fbture engagement was established. 
CCERP’s civi l  society representatives and the government had reached an agreement on 
working arrangements, including CCERP’s engagement in the budget process and support 
for a civi l  society technical unit, social auditing initiatives and the regional PRS processes. 

4. 
society’s ownership and commitment to the PRS process. In this regard, the PRS update 
provides a valuable opportunity to broaden the consultation process, to ensure that the PRS 
reflects national priorities and incorporates contributions from various stakeholders, 
including the regional PRS forums. 

The staff agree on the importance of regular broad consultations to promote 

5. 
following the change in administration. Staffs urge the authorities to make progress in 
professionalizing key functions, such as planning, financial management, procurement and 
human resource management, so as to strengthen implementation capacity and reduce 
fiduciary risks. 

PRS implementation was adversely affected by the turnover of  key personnel 

B. Medium-Term Macroeconomic Framework 

6. The authorities maintained a stable macroeconomic environment in 2006. 
Economic growth remained robust increasing from 4.1 percent in 2005 to 5.5 percent 
in 2006, bolstered by a benign external environment. Inflation has fallen to historically low 
levels from 7.7 percent in 2005 to 5.3 percent in 2006, although it has been creeping up in the 
first half  o f  2007. The external position strengthened in recent years. The current account 
deficit reduced from 5.9 percent o f  GDP in 2004 to 2.9 percent o f  GDP in 2006. The 
authorities’ sustained efforts to improve tax administration have contributed to buoyant tax 
collections, while the implementation o f  CAFTA-DR created opportunities to enhance 
growth. 

7. The key challenges facing the PRS are to entrench macroeconomic stability, 
sustain higher economic growth and accelerate poverty reduction. These will require 
higher investment, which will depend on a sustainable fiscal strategy that allocates a greater 
share o f  resources to PRS priorities and infrastructure, as well as progress in strengthening 
public institutions, the regulatory framework and the judiciary. The APR notes that the 
authorities are finalizing their economic plans and, therefore, does not include the authorities’ 
medi’um-tern macroeconomic framework. Instead, the APR refers to the framework 
developed for an enhanced policy scenario in the IMF staff report for the February 2007 
Article IV consultation. In order to achieve sustained growth and lasting poverty reduction, 

The consultative group includes representatives o f  government, c iv i l  society and the development partners. 
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the authorities will have to develop the policies that are consistent with this medium-term 
macroeconomic framework. The staffs stress the importance o f  country ownership and 
commitment in the development o f  such a program. 

8. The APR would benefit f rom a discussion of the policy challenges that emerged 
in 2006 and early 2007 and the policies needed to mitigate related risks to the PRS. 
Whi le  the fiscal deficit has been under control during this period, higher spending on wages 
and subsidies, and higher net lending, crowded out pro-growth and pro-poor spending. In 
addition, wage agreements reached in 2006, notably the 4-year agreement with teachers, also 
imply further sharp increases in the wage bill in 2007 and b e y ~ n d . ~  The easing o f  monetary 
policy in early 2006 has further fueled rapid credit growth, while administrative controls on 
prices are leading to economic distortions. Thus, there i s  a need to strengthen 
macroeconomic policies, notably fiscal policy. In particular, recent expenditure decisions, 
including on teacher’s wages, require corrective actions to ensure fiscal discipline and the 
sustainability o f  the public debt, while prioritization o f  expenditure w i l l  be needed to ensure 
fiscal space for PRS spending. 

9. 
stability and growth, but vulnerabilities remain. Most banking indicators have improved 
and the system i s  undergoing structural change with the entry o f  international banks. Staffs 
support the authorities’ efforts to enhance prudential norms, although supervision on 
consolidated financial groups and banks’ dollar operations require further strengthening. The 
authorities should carefully monitor provisioning practices and bank asset and unhedged- 
borrower classification. Moreover, the planned special financing schemes to support the 
agricultural sector could risk weakening the credit culture and competitiveness, and could 
carry contingent liabilities for the government. To support the soundness o f  the financial 
sector, the authorities may consider speeding up the presentation to Congress o f  the already 
drafted new corporate insolvency regime. 

10. 
prospects. Predictable rules are crucial. The authorities have made progress in administrative 
simplification and are implementing reforms aimed at improving access and efficiency in the 
judiciary. Improvements in competitiveness w i l l  also require establishing an appropriate 
macroeconomic policy stance and expanding economic infrastructure and services. A key 
issue i s  addressing the strained finances o f  ENEE and the near-term supply constraints in the 
energy sector. In this regard, the PRS Update would benefit from an assessment o f  how 
investment projects on roads, electricity, ports and telecommunications are aligned with the 
goals o f  the PRS. 

The financial sector has improved in recent years, enhancing prospects for 

Enhancing the investment climate i s  also key to improving growth and social 

Honduras already has the highest wage bill in region, about twice the average of  Central America. In 2006, 
teachers wages amounted to 4.5 percent o f  GDP,’of which 2.8 percent are included in poverty spending. 
Overall, 41  percent o f  poverty spending (3.4 percent o f  GDP) is on salaries and wages. 
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C. Poverty Reduction, Targets and Intermediate Indicators 

1 1. Staffs commend the authorities for improving the statistical framework for 
measuring poverty. The government now uses both the old income-based and the new 
consumption-based methodology on poverty measurement; the latter developed in close 
collaboration with World Bank staff using the f i rs t  Living Standards Measurement Survey 
(LSMS) in 2004. T h i s  new methodology follows international standards and allows a more 
accurate and reliable measurement o f  poverty, and consequently should facilitate better 
targeting o f  PRS programs. 

12. 
poverty reduction achieved so far. As noted, poverty and extreme poverty have fallen only 
slightly in recent years. The APR frankly recognizes an unsatisfactory performance in 
attaining PRS goals, with only two-thirds and one-half o f  the goals being met in 2005 
and 2006, respectively (see Table 1). Targets for preschool education, infant and child 
mortality, child malnutrition, electricity and telephone lines were met, but not those for basic 
education (critical for building human capital) and for water and sanitation (critical for 
progress in child mortality and malnutrition). The authorities are concerned about the slow 
progress in basic education given that many PRS goals are linked to female school 
attainment. Staffs agree with the authorities on the urgent need to step up efforts to 
strengthen PRS implementation, in particular in the education and health sectors. 

The authorities are planning to strengthen the PRS, given the modest progress in 

D. Policies and Programs 

13. 
needs to improve. PRS spending fe l l  to 8.3 percent o f  GDP in 2006 (from 8.9 percent 
in 2005).6 At the same time, PRS spending remains particularly oriented toward social 
sectors as compared to policies and programs aimed at supporting job creation and access to 
productive assets by the poor, including rural and urban credit, agricultural extension 
services, and support to medium- and small-scale enterprises. The APR highlights the need to 
improve the targeting o f  PRS spending, noting that only 24 percent o f  PRS spending reached 
the poorest while about 30 percent reached the non poor. In this context, the updated PRS 
would benefit from a discussion o f  measures envisaged to allow for the recovery and 
improved targeting o f  PRS spending. T h i s  would include, among others, focusing electricity, 
fuel and urban transport subsidies on the poor as well as reducing nontargeted subsidies. 

14. The government has supported the decentralization of the PRS by channeling 
additional resources to municipalities. The 2006 budget allocated 700 mil l ion Lempiras 
(about 40 mil l ion dollars) for PRS projects implemented by municipalities. T h i s  initiative 
could allow the PRS to better respond to locally identified priorities. To this end, staffs 
encourage the authorities to assist municipalities to improve implementation capacity while 

As highlighted in the APR, the level, targeting and effectiveness of  PRS spending 

Measured on  an accrual basis. 
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strengthening reporting, transparency and social auditing o f  municipal spending. In addition, 
staffs suggest that mechanisms for financing decentralized PRS spending could be simplified 
by channeling funds as matching grants rather than for individual projects. 

15. The government has made efforts to strengthen the social safety net. The 
authorities have created the Red Solidaria program directed mainly at the rural sector, where 
the poor are concentrated, to strengthen the PRS social protection component. This umbrella 
program w i l l  coordinate a range o f  integrated initiatives to assist the poor, and w i l l  expand 
from the current 130,000 families to 200,000 families by end-2008. The authorities have also 
initiated reforms to P W ,  the conditional cash transfer program that i s  also the key central 
government agency for the Red Solidaria. The reforms includes an assessment o f  the 
targeting mechanism and a new registry o f  beneficiaries by PRAF as well as the development 
o f  an M&E system. Staffs encourage the authorities to proceed with these reforms, with the 
objective o f  improving the effectiveness o f  PRS spending, particularly on school attendance 
and child nutrition. 

16. The APR notes the need for improving education quality. The increase in the 
wage bil l  as a result o f  the large wage increases for teachers in August 2006, imposes an 
additional financial constraint that w i l l  limit the capacity to satisfy the demand for teachers 
derived from the expansion in the demand for education. Honduran primary school students 
do not perform well on standardized tests and there are systemic problems with teacher 
absenteeism, pointing to the need to urgently improve educational quality and accountability 
in the sector. Recent measures include the elimination o f  matriculation fees in early 2006 that 
resulted in a significant increase in school enrolment, although it also eliminated the single 
source o f  discretionary funding available to many schools. The authorities are also 
implementing an audit o f  education system staffing and have initiated a review o f  the bonus 
scheme linked to the August 2006 agreement. Staffs welcomes proposals to link teacher 
remuneration to improvements in performance, engage parents and civi l  society in 
monitoring o f  education service delivery, and take measures to better control the wage bill 
in 2007 and beyond. These measures would support the attainment o f  PRS targets, and thus, 
improve implementation. Staffs encourage the authorities to detail their plans to improve 
education quality in the Updated PRS. 
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Table 1. Honduras: Evolution of Global Indicators for the 
Poverty Reduction Strategy, 2005 -2006 

~~ 

Indicator 2005 2005 Reached? 2006 2006 Reached? 
obs. goal obs. goal 

Poverty Expenditure (percent GDP) 
Rate of poverty 
Rate of extreme poverty 
Rate of coverage of prebasic educ. 
Rate of coverage of basic educ. (1) 
Rate of coverage of basic educ. (2) 
Rate of coverage of divers. educ. (3) 
Infant mortality per 1000 births 
Mortality rate less in children less than 5 
years old per 1000 births 
Rate of infant malnutrition 
Maternal mortality per 100,000 births 
Rate of coverage of electricity 
Telephone line.density per 100,000 
inhabitants 
Mobile telephones per 100,000 
inhabitants 
Percent of population with access to 
potable water 
Percent of population with access to 
sewerage systems 
Female index of human development 
Index of gender empowerment 
Number of ecologically protected priority 
areas with management plans 
Percent of land in ecologically protected 
priority areas with management plans 
Urban air pollution (uglm3) 

8.9 
65.3 
47.1 
34.3 
89.4 

39 
22.7 

29 
23 

24.7 
n.a. 

64.2 
6.6 

15.5 

84.7 

78.2 

n.a. 
n.a. 
25 

75.2 

n.a. 

8.7 
58.4 
39.7 
36.5 
91.7 
37.3 
22.3 

29 
39 

28.9 
95 

64.9 
5.4 

7.2 

83.4 

73 

0.7 
0.5 
31 

79.5 

40 

Yes 
No 
No 
No 
No 

Yes 
Yes 
Yes 
Yes 

Yes 
n.a. 
No 

Yes 

Yes 

Yes 

Yes 

n.a. 
n.a. 
No 

No 

n.a. 

8.3 
61.8 
42.5 
41.2 
89.6 
39.4 
24.1 

23 
30 

24.7 
108 

69.13 
9.5 

27.9 

84.2 

74.2 

n.a. 
n.a. 
32 

82 

n.a. 

9.4 
57.3 
38.5 
38.6 
92.5 
39.7 
24.2 

27 
37 

27 
93 

66.5 
6.1 

8.1 

85 

76 

0.7 
0.5 
39 

100 

n.a. 

No 
No 
No 

Yes 
No 
No 
No 

Yes 
Yes 

Yes 
No 

Yes 
Yes 

Yes 

No 

No 

n.a. 
n.a. 
No 

No 

n.a. 

Source: Government of Honduras , “Advance Progress Report on the Poverty Reduction Strategy” 

(1 ) First and second cycle. 
(2) Third cycle. 
(3) Diversified cycle (1 0 ‘h to 12 th grade). 

February 2007. 
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E. Public Expenditure Management 

17. 
management reforms following the approval of  the Organic Budget L a w  in 
December 2004. The integrated financial management information system (SIAFI)  has been 
rolled out across central government. The government’s bank accounts have been 
consolidated, with a single treasury account implemented for the 2007 budget exercise. 
Payments are now made electronically through the banking system. Towards the end 
o f  2006, the Government reactivated sector working groups, including civ i l  society 
participants for the first time, and announced that i t  intended to develop sector strategies, 
supported by a medium-term expenditure framework including detailed information on PRS 
spending by programmatic area. The staffs encourage the authorities to pursue these efforts 
to strengthen expenditure planning, through the development o f  medium-term budget and 
sector expenditure frameworks based on realistic assessments o f  resource availability. 

18. 
website following the virtual fund and tracking arrangements established in 2004. Civi l  
society has raised concerns regarding the low poverty reduction impact o f  PRS spending, 
calling for the re-establishment o f  a real fund, segregating debt-relief flows from the single 
treasury account. The staffs believe that this approach would fragment budget planning and 
weaken the link between PRS spending and poverty outcomes. Staffs believe that the virtual 
fund arrangements effectively track PRS spending but recognize the key importance for the 
authorities to engage with CCERP on the definition and monitoring o f  PRS spending. The use 
o f  simple criteria for assessing the performance o f  programs benefiting from PRS spending 
would help guide the reallocation o f  resources. 

19. 
significant step forward in strengthening accountability. The law requires publication o f  a 
wide range o f  financial management and procurement information. In May 2007, Congress 
passed amendments strengthening the law, including a revised definition o f  public servant in 
line with international conventions. Staffs encourage the authorities to proceed with the 
establishment o f  the Access to Public Information Institute, the drafting o f  implementing 
regulations and upgrading o f  information systems to meet the law’s disclosure requirements. 

20. Staffs commend the authorities on their continued efforts to implement public 
financial management reforms. Staffs consider procurement to be the weakest link in the 
expenditure management chain. Institutional capacity at the central and municipal levels i s  
also critical and frequent turnover o f  skilled staff i s  therefore o f  concern. The priority at this 
point should be to accelerate development o f  procurement management information systems 
that can interface with S I A F I  and comply with the requirements o f  the Transparency and 
Access to Information Law. 

Considerable progress has been made in implementing public financial 

Information on PRS spending i s  presented in budget documentation and SEFIN’s 

The Transparency and Access to Information L a w  enacted at end-2006 marks a 

F. Monitoring and Evaluation 

21, 
commend the authorities for progress in developing performance indicators and clarifying 

The Government has put in place a results-based management system. The staffs 
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institutional responsibilities in the context o f  the results-based management framework 
(GestMn por Resultudos) implemented in 2006. The results-based management system has 
focused attention on institutional targets. Staffs note that the Government intends to ensure 
more comprehensive coverage o f  PRS intermediate indicators, establish sector goals based 
on those o f  the PRS and consolidate targets with those used for budget monitoring in SIAFI.  
The staffs consider that these measures w i l l  constitute an important step in integrating the 
PRS with agency level planning and budgeting. 

22. The Government and civil society are paying increasing attention to social 
monitoring of  PRS implementation. During 2006, the Government began work on a social 
audit methodology, linking social monitoring efforts to those o f  the planning and oversight 
agencies. The Government recently agreed to assign PRS resources to support these 
initiatives. Staffs encourage the authorities to report regularly to the public about the 
advancement in the PRS process, performance o f  PRS/MDG indicators and execution o f  PRS 
spending. Staffs stress the importance o f  incorporating the mechanisms planned for PRS 
monitoring and social auditing in the PRS Update. 

G. Rationale and Plans for Updating the PRS 

The GOH i s  currently preparing a PRS Update which seeks to improve poverty 23. 
reduction performance in the period through to 2015. An update i s  justified in view o f  the 
modest progress in achieving PRS goals during the last five years. The update restructures 
the strategy around four pillars, focusing on human capital, economic opportunities, 
economic and social infrastructure and risk management. Crosscutting themes address issues 
o f  decentralization, governance, participation, gender, environmental sustainability and food 
security. Staffs consider that the Update strengthens the conceptual framework for the PRS. 

24. 
tool. Staffs suggest that particular attention i s  paid to the following: a) policy measures 
supporting the achievement o f  PRS objectives, with clear timelines and responsibility for 
implementation assigned to institutions; b) a medium-term framework for PRS spending, 
indicating how resources will be allocated to support PRS implementation; and c) 
clarification o f  the PRS’ institutional framework, particularly as regards the roles and 
responsibilities o f  the Social and Economic Cabinets, the PRS Commissioner and the 
CCERP. 

25. The authorities have indicated that they intend to revise the definition of poverty 
spending, focusing on programs that are proven to reach the poor. Staffs suggest that the 
redefinition be used as an opportunity to align PRS spending with the budget structure. 
Performance criteria and other evaluation instruments could be used to assess the poverty 
impact of programs on a regular basis, rather than focusing solely on a static definition o f  
poverty spending. Carefbl consideration should be given to the role that public wages play in 
the definition o f  poverty spending, given that the 2006 wage agreements w i l l  lead to a sharp 
increase in wages in 2007 and beyond that do not primarily benefit the poor. 

Several elements are essential to translate the PRS Update into an operational 
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26. 
can be phased in over several years, with updates and refinements o f  the policy and 
expenditure Eramework presented in subsequent annual progress reports. The sector working 
groups established by the Government can play an important role in this process. Staffs 
suggest that the PRS Update include plans for the improvement o f  the PRS over the next few 
years and a consultation strategy aimed at promoting broad ownership o f  the strategy. 

Recognizing that the PRS i s  an on-going process, development o f  operational tools 

111. CONCLUSIONS 

A. R i s k s  to the Strategy 

27. Maintenance of  a sustainable macro-economic framework and continued 
progress in structural reforms are prerequisites for economic growth and poverty 
reduction. In this context, staffs underline the need for the development by the authorities o f  
a medium-term macroeconomic program that ensures fiscal discipline, improves the cost- 
effectiveness o f  PRS interventions, enhances the quality o f  public spending, and supports an 
investment climate conducive to export growth. The staffs highlight the following risks: 

Ensuring macroeconomic stability. The procyclical weakening o f  the fiscal stance, 
coupled with an accommodative monetary policy, risks a less benign macroeconomic 
scenario in coming years, as adjustment i s  delayed and vulnerabilities increase. 

Addressingfiscal and inflation risks. Pressures from higher wages, subsidies and net 
lending, unless addressed, risk further crowding out public investment and pro-poor 
programs. The inflation outlook i s  deteriorating, which could particularly harm the 
poor, reflecting a narrowing output gap, wage increases, rapid credit growth, and 
supply shocks (mainly agricultural). Monetary policy, supported by a prudent fiscal 
policy, should play a more active role in maintaining low inflation. 

Maintainingfinancial sector integrity and soundness. The financial sector in 
Honduras i s  recovering although i t  remains vulnerable. Staffs recommend that the 
authorities avoid any special financing regimes that could risk undermining the 
payment culture and creating contingent fiscal liabilities. 

Addressing institutional weaknesses. The turnover o f  civi l  servants with every 
change in administration undermines public sector performance and policy continuity. 

0 

B. Priority Areas for Strengthening the PRS and i t s  Implementation 

28. 
supporting the PRS process since the 2005 JSAN, although further challenges remain. 
Notably: 

Progress has been made in strengthening the budgeting and information systems 

0 Considerable progress has been made in improving public financial management, 
notably as regards the rollout o f  the integrated financial management information 
system (SIAFI), establishment o f  a single treasury account and an electronic 
payments system. 
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e 

e 

e 

e 

29. 

Staffs commend the authorities for implementing a results-based management 
framework which has focused attention on institutional performance. 

The statistical framework for measuring poverty has improved. The new 
consumption-based methodology for poverty measurement follows international 
standards and allows for more accurate and reliable monitoring o f  poverty. 

PRS monitoring and policy evaluation systems have been strengthened through 
linkages to the results-based management framework currently under implementation. 

Progress has been made in the decentralization o f  PRS implementation, through the 
allocation o f  resources to municipalities, which has the potential to improve 
governance and services delivery. Staffs encourage the authorities to support this 
process through technical assistance to municipalities and enhanced systems o f  
accountability o f  municipal spending. 

Further work to strengthen the policy framework and meet new requirements 
for transparency will  be key in enhancing government expenditure effectiveness. 
Notably: 

Entrenching macroeconomic stability by articulating a sustainable medium-term 
macroeconomic policy framework. 

Strengthening fiscal policy to ensure the sustainability o f  the public debt and the 
gradual creation o f  fiscal space for the recovery o f  pro-poor and pro-growth spending. 
Key pressure points include wage increases that w i l l  lead to a sharp r ise in the wage 
bill in 2007 and beyond, subsidies that do not primarily benefit the poor, strained state 
enterprise finances, and net lending from specialized pension funds. 

Staffs advise the authorities against re-introducing a real poverty fund, as this 
threatens to fragment budget planning and weaken the link between PRS spending 
and poverty outcomes. 

Better targeting o f  spending on the poor. The shifting o f  spending from nonpriority 
sectors (public wages, subsidies that do not primarily benefit the poor and higher net 
lending) to PRS program that reach the poor i s  critical to achieve lasting reductions in 
poverty. 

Safeguarding financial stability by ensuring the full application o f  prudential norms 
and avoiding special financing regimes that could risk undermining the payment 
culture and creating contingent liabilities. 

Implementation o f  the Transparency and Access to Information Law enacted at end- 
2006. This will require development o f  the procurement management information 
system Honducompras, interfaced with SIAFI,  so that Government can ensure 
publication o f  all procurement information. 
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0 The Zelaya administration has been making important adjustments to the Social 
Safety Net  component o f  i t s  PRS. Staffs encourage the authorities to fully implement 
the planned reforms that w i l l  permit Red Solidaria to have significant positive 
impacts on education attendance and the nutritional status o f  poor children. 
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A & A  
M.PP 
ADEL 
AFE 
AlEPl 
AIF 
AIN 

AMHON 
AOD 
BANADESA 
BCH 
BClE 

BID 
BlRF 

BM 
CAD 
CAFTA 

CARE 
CCERP 

CCPET 

AIN - C 

CDA 
CDC 
CEOT 
CEPREB 
CESCCO 
CEVS 
CIF 
CIP 
CNB 
CNBS 
COHDEFOR 

CONADEH 
CONATEL 
COPECO 
DFlD 

DICTA 

DGA 
DPD 
EFA 
ENCOVI 
ENEE 
ENESF 

ENIGH 

EPHPM 

ERP 
ETS 

LISTING OF ABBREVIATIONS 
Armonizacion y Alineamiento (Harmonization and Alignment) 
Areas Protegidas Prioritarias (Priority Protected Areas) 
Asociacion de Desarrollo Educativo Local I (Local Educational Development Association) 
Administracion Forestal del Estado (State Forestry Administration) 
Estrategia de Atenci6n Integral a la Ni Aez (Comprehensive Care for Children Strategy) 
Asociacion lnternacional de Fomento (International Association for Development) 
Atencion Integral del Niiio (Comprehensive Child Care) 
Atencion Integral del Niiio en la Comunidad (Comprehensive Child Care in the Community) 
Asociacion de Municipios de Honduras (Municipal Association of Honduras) 
Asistencia Oficial al Desarrollo (Official Assistance for Development) 
Banco Nacional de Desarrollo Agricola (National Bank of Agricultural Development) 
Banco Central de Honduras (Central Bank of Honduras) 
Banco Centroamericano de Integraci6n Economics (Central American Bank of Economic 
Integration) 
Banco lnteramericano de Desarrollo (lnteramerican Development Bank) 
Banco lnternacional para Reconstruccion y Fomento (International Bank for Reconstruction 
and Development) 
Banco Mundial (World Bank) 
Centro de Aprendizaje de Docentes (Teacher's Learning Center) 
Tratado de Libre Comercio de Centro America con 10s Estudios Unidos (Central American 
Free Trade Agreement with the United States) 
Cooperative for Assistance and Relief Everywhere 
Consejo Consultivo de la Estrategia para la Reduction de la Pobreza (Poverty Reduction 
Strategy Consultation Council) 
Consejo Consultivo del Programa de Eficiencia y Transparencia en las Compras y 
Contrataciones del Estado (Consultation Council for the Program for Efficiency and 
Transparency in State Purchases and Contracts) 
Centro de Agronegocios (Agribusiness Center) 
Commonwealth Development Corporation 
Consejo Ejecutivo del Ordenamiento Territorial (Land Code Executive Council) 
Centro Educativo de Prebbsica (Pre-Basic Education Center) 
Centro de Estudios y Control de Contaminantes (Contaminant Research and Control Center) 
Comisi6n Ejecutiva del Valle de Sula (Sula Valley Executive Committee) 
Precio incluido costo, seguro y flete (Cost, Insurance and freight cost included) 
Centro Turistico lntegralmente Planeado (Comprehensively Planned Tourism Center) 
Curriculo Nacional Bbsico (National Basic Curriculum) 
Comisi6n Nacional de Bancos y Seguros (National Commission for Banks and Insurances) 
Corporacion Hondureiia de Desarrollo Forestal (Honduran Coroporation for forestry 
Development) 
Comisionado Nacional de 10s Derechos Humanos (National Human Rights Commissioner) 
Cornision Nacional de Telecomunicaciones (National Telecommunications Commission) 
Cornision Permanente de Contingencias (Permanent Contingencies Commission) 
Departamento del Desarrollo lnternacional del Reino Unido (Development fund for 
Infernational Development - United Kingdom) 
Direccion de Ciencia y Tecnologia Agropecuaria (faming Science and Technology 
Direcotorate) 
Direcci6n de Gesti6n Ambiental (Environmental Administration Directorate) 
Documento de Punto de Decisi6n de Honduras (Honduran Decisive Point Document) 
Programa Education para Todos (Education for All Program) 
Encuesta de Condiciones de Vida (Living Conditions Survey) 
Empresa Nacional de Energia Electrica (National Electric Energy Company) 
Encuesta Nacional de Epidemiologia y Salud Familiar (Epidemiology and family Health 
National Survey) 
Encuesta Nacional de lngresos y Gastos de 10s Hogares (Home Income and Expenses 
National Survey) 
Encuesta Permanente de Hogares de Propositos Multiples (Multi-Purpose Standing Home 
Survey) 
Estrategia para la Reducci6n de la Pobreza (Poverty Reduction Strategy) 
Enfermedades de Transmisibn Sexual (Sexually Transmitted Diseases) 



CAMEL 

FHlS 
FlDA 
FMI 
FOB 
FONAPROVI 
FOSEDE 
FSAP 
GI6  
HlPC 

HONDUTEL 
IDH 
INE 
INICE 

IPC 
ISV 
MAFOR 

MARENA 

MIPYME 
NBI 
ODM 
OMA 
ONCAE 

OPEP 

PACTA 
PANE VPN 

PAPIN 

PARA 
PATH 

PEC 
PEDM 
PEGAH 

PIB 
PMRTN 

PNUD 
PRAF 
PRALEBAH 
PRGF 

PRIESS 

PRIMHUR 
PROBAP 
PROCUENCA 

PRODDEL 

PRODERT 

LISTING OF ABBREVIATIONS 
Suficiencia de Capital, Calidad de 10s Activos, Gestion, lngreso y Liquidez (Capital 
Sufficiency, Quality of Assets, Administration, h o m e  and Liquidity) 
Fondo Hondurefio de Inversion Social (Honduran Fund for Social Investment) 
Fondo lnternacional de Desarrollo Agricola (International Fund for Agricultural Development) 
Fondo Monetario lnternacional (International Monetary Fund) 
Precio colocado en Puertos (Free on board) 
Fondo Nacional para la Produccion y la Vivienda (National Fund for Production and Housing) 
Fondo de Seguros de Depositos (Deposits lnsurance Fund) 
Programa de Evaluation del Sector Financier0 (Financial Sector Evaluation Program) 
Grupo de 10s 16 donantes a Honduras (group of 16 international donors to Honduras) 
lniciativa de 10s Paises Pobres Altamente Endeudados (siglas en ingles) (Highly-lndebted 
Poor Countries Initiative) 
Empresa Hondure fia de Telecomunicaciones (Honduran Telecommunications Company) 
indice de Desarrollo Humano (Human Development Index) 
lnstituto Nacional de Estadisticas (National Statistics Institute) 
lnstituto Nacional de Investigacion y Capacitacion Educativa (National lnsitute for Educational 
Research and Training) 
lndice de Precios al Consumidor (Consumer Price Index) 
lmpuesto Sobre Venta (Sales tax) 
Manejo y Utilizacion Sostenible de 10s Bosques de Coniferas (Sustainable Management and 
Use of Coniferous Forests) 
Programa de Manejo de Recursos Naturales en Cuencas Prioritarias (Program for Natural 
Resources Management in Priority Basins) 
Micro, Pequefia y Mediana Empresa (Micro, Small and Medium Enterprise) 
Necesidades Bdsicas Insatisfechas (Unsatisfied Basic Needs) 
Objetivos de Desarrollo del Milenio (Millennium Development Objectives) 
Operaciones de Mercado Abierto (Open Market Operations) 
Oficina Normativa de Contratacibn y Adquisiciones del Estado (Regulating Office for State 
Contracting and Acquisitions) 
Organizacion de Paises Exportadores de Petroleo (Organization of Petroleum Exporting 
Countries) 
Proyecto de Acceso a Tierra (Access to Land Project) 
Porcentaje de Alivio Nominal Efectivo en terminos de Valor Presente Neto (Effective Nominal 
Relief Percentage in terms of Present Net Value) 
Programa de Apoyo a 10s Pueblos lndigenas y Negras (Program for Support of Indigenous 
and Black Nations) 
Proyecto Administracion Areas Rurales (ahora PATH) (Rural Area Management Project) 
Programa de Administracion de Tierras en Honduras (Honduran Land Administration 
Program) 
Proyectos Educativos de Centro (Educational Projects of Center) 
Plan Estrategico de Desarrollo Municipal (Strategic Plan for Municipal Development) 
Politica de Equidad de Genero en el Agro Hondurefio (Gender Equity Policy in Honduran 

Product0 lnterno Bruto (Gross National Product) 
Plan Maestro de la Reconstruction y Transformation Nacional (Master Plan for National 
Reconstruction and Transformation) 
Programa de las Naciones Unidas para el Desarrollo (United Nations Development Program) 
Programa de Asignacidn Familiar (Family Allocations Program) 
Programa de Alfabetizacion y Educacion de Adultos (Adult Literacy and Education Program) 
Servicio para el Crecimiento y Lucha contra la Pobreza (Growth and Struggle against Poverty 
Service) 
Programa de Reorganizacion lnstitucional y Extension de Servicios de Salud (Program for 
lnstitutional Reorganization and Extension of Health Services) 
Programa de Mejoramiento Habitacional Urbano (Urban Home lmprovement Program) 
Proyecto de Biodiversidad en Areas Prioritarias (Project for Biodiversity in Priority Areas) 
Programa de Manejo de Recursos Naturales Renovales de la Cuenca del Embalse del Cajon 
(Program for Management of Renewable Natural Resorces of the Cajon Reservoir Basin) 
Programa Nacional de Descentralizacion y Desarrollo Local (National Program for 
Descentralization and Local Development) 
Proyecto de Desarrollo Rural Sostenible de zonas de Fragilidad Ecoldgica en la Region del 
Trifinio (Sustainable Rural Development Project in Ecologically Fragile Areas in the Trifinio 

Agro) 
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PROHECO 

PROMANGLE 

PRONADERS 

PRONOT 
PRRAC 

PRSC 

PSlA 
PTCARL 

RENOT 

RIN 
RNP 
SANAA 

SEFIN 
SERNA 

SIARHD 

SlERP 

SIFAR 
SlNlA 
SlNlT 
S 0 PTRAV I 

SPNF 
SWAP 
TLC 
TNE 

CATIE 
TRANSFORMA- 

UAM 
UMCE 
UNAH 
U NAT 

UPEG 

VI H/Sl DA 

LISTING OF ABBREVIATIONS 
Region) 
Programa Hondureiio de Educacidn Comunitaria (Honduran Program for Community 
Education) 
Proyecto de Manejo y Conservacion de 10s Manglares del Golfo de Fonseca (Project for the 
Management and Conservation of the Fonseca Gulf Mangroves) 
Programa Nacional de Desarrollo Rural Sostenible (National Program for Sustainable Rural 
Development) 
Programa Nacional de Ordenamiento Territorial (National Program for Land Regulation) 
Programa de Reconstruccion Regional para America Central (Program for Regional 
Reconstrucion for Central America) 
Credit0 de Apoyo del Banco Mundial para la Reducci6n de la Pobreza (Poverty Reduction 
Support Credit from the World Bank) 
Estudio de lmpacto Social y Pobreza (Social lmpact and Poverty Study) 
Programa Trinacional de Desarrollo Sostenible de la Cuenca Aka del Rio Lempa (Tri-National 
Program for the Sustainable Development of the Rio Lempa Upper Basin) 
Registro de Normativas de Ordenamiento Territorial (Regulations Registry for Land 
Regulation) 
Reservas lnternacionales Netas (Net lnternational Reserves) 
Registro Nacional de las Personas (National Registry of Persons) 
Servicio Nacional de Acueductos y Alcantarillados (National Acqueducfs and Sewer Systems 
Service) 
Secretaria de Finanzas (Ministry of Finances) 
Secretaria de Recursos Naturales y Ambiente (Ministry of Natural Resources and the 
Environment) 
Sistema lntegrado de Administracion de Recurso Humanos Docentes (Integrated System for 
the Administration of Teacher Human Resources) 
Sistema de Informacion para la Estrategia para la Reduccion a la Pobreza (Information 
System for the Poverty Reduction Strategy) 
Sistema Financieros Alternativos Rurales (Alternative Rural Finance Systems) 
Sistema Nacional de Informaci6n Ambiental (National System of Environmental Information) 
Sistema Nacional de lnformacion Territorial (National System for Territorial Information) 
Secretaria de Obras Publicas, Transporte y Vivienda (Ministry of Public Works, 
Transportation and Housing) 
Sector Publico No Financier0 (Non-Financial Public Sector) 
Programas Sectoriales con Enfoque Ampliado (Sector Programs with Extended Focus) 
Tratado de Libre Comercio (Free Trade Agrrement) 
Tribunal Nacional de Elecciones (National Elections Tribunal) 
Proyecto de Capacitaci6n y Transferencia de Tecnologia y Promoci6n de la Formacidn 
Profesional en Manejo de Bosques Nacionales / Centro Agronomic0 Tropical de 
Investigacion y Enseiianza (Project for Training and Technology Transfer and Promotion of 
Professional Formation in National Forest Management / Tropical Agronomical Center for 
Research and Teaching) 
Unidad Ambiental Municipal (Municipal Environment Unit) 
Unidad de Medicion de la Calidad de la Educaci6n (Quality of €ducation Measurement Unit) 
Universidad Nacional Autonoma de Honduras (National Autonomous University of Honduras) 
Unidad de Apoyo Tecnico de la Secretaria del Despacho Presidencial (Technical Support 
Unit of the Secretariat of the President’s Office 
Unidad de Planeamiento y Evaluaci6n de la Gesti6n (Administrative Planning and Evaluation 
Unit) 
Virus de lnmunodeficiencia Humana/Sindrome de lnmuno Deficiencia Adquirida (Human 
lmmunodefficiency Virus /Acquired lmmune Defficiency Syndrome) 



INTRODUCTION 

The main purpose of the present report is to describe, in a concise manner, the relevant 
advances obtained in the process of implementing the Poverty Reduction Strategy (PRS), since 
its passage in August of 2001 until December 2006. 
This document is made up of six sections: i) The new institutional cotexto of the PRS as of 
August 2006 ii) Macro-economic Situation, iii) Poverty Status, Goals and Global Indicators of 
the PRS; iv) Behavior of Poverty Expenditures; v) Advances and Incidences of Poverty 
Expenditures per Programmatic Area; and vi) Updating of the PRS. 
As of January 2006, a new government took power. Chapter II succintly states the new 
institutional panorama for the PRS. A large part of this chapter describes the main 
achievements and advances obtained during the new government’s first year in office and 
which have contributed to consolidate the implementation process of the PRS. It also includes a 
brief description of the report’s consultation process regarding the advances achieved both for 
2005 as for 2006. 
Chapter Ill refers to the country’s macro-economic situation. In order to do this, it reviews the 
dynamics of the industrialized economies and those of the region, and it investigates their 
impact on the country’s way of life and on the PRS indicators. It also describes the 
development of the national economy in the last five years, specially with reference to economic 
growth, investment behavior, competitiveness promotion, fiscal performance and the incidence 
of the monetary and financial policy. 
Chapter IV shows, at firt, the evolution of the poverty indicators during the period being 
analyzed. The analysis also extendes to the inequality indicators. Then it goes on to explain the 
performance of the PRS global indicators and the degree of compliance with regards to the 
programmed goals. 
The behavior of poverty expenditure during the period 2000-2006 is discussed in Chapter V. It 
includes an emphasis on the programmatic distribution of funds and the funding structure. It 
also discusses the evolution of the relief funds, as well as their allocation. 
Chapter VI details the most important advances obtained per programmatic areas, both 
regarding policy measures, programs and projects and intermediate indicators. With regards to 
programs and projects, it includes an analysis of their incidence as well as pointing out those 
projects which are more oriented toward the poor and those which are not. 
Finally, Chapter VI1 briefly summarizes the most relevant aspects included in the updated PRS 
updated document prepared by the government of Honduras and which at present is 
undergoing a process of socialization and conclusion. It includes the reasons which have led to 
a revision of the original PRS document, by setting out the Strategy’s new conceptual 
framework, describing the new institutional arrangements and participation scheme and it 
describes the principal criteria and mechanisms for the priorization and focalization of poverty 
expenditure, all with the purpose of obtaining greater impacts in the implementation of the PRS. 
It is also important to clarify that the criteria used in the evaluation of expenditures and, 
consequently, the content of this report conform to the definitions and classification of the PRS 
expenditures as stated in the original document, specially in the redefinition used from 2003 on. 
Consequently, any expenditure or classification criteria which has been discussed for the 
updated versiona proposal (and which should be concluded in 2007) is not incorporated into 
this report. 
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EXECUTIVE SUMMARY 

I. As of January 27, 2006 a new government took over the public administration in Honduras. Bajo 
la vision del Poder Ciudadano it established a normative framework which set out an, 
until now unknown, relationship between the State and society, especially with the 
promulgation of Law for Citizenry Participation and the Law for Transparency and 
Access to Public Information. 

II. This normative framework promoted three fundamental processes for the consolidation 
of the PRS. In the first place, it promoted the municipalization of the PRS relief funds, 
which was endorsed by the National Congress in May of 2006, and the Presidential High 
Commissioner for Poverty Reduction was appointed. In second place, the government 
undertook a fundamental institutional reform to establish the Management System 
Based on Administration by Results, which not was one of the most cherished campaign 
promises but also a commitment on the part of the government. In third place, the 
elaboration and concesus of an updating version of the PRS was promoted, so as to 
orient the same under new efficiency, comprehensiveness, transparency and 
empowerment by the citizenry and institutional hierarchies. 

Ill. For the fifth consecutive year, the Honduran economy attained an economic growth of 
more than 3%, the rate for 2006 was 5.8%. All of the [economic] activity sectors 
registered important real growth rates, but prominent among these are the financial 
establishments (9.9%), electric power (8.5%), manufacturing sector (5.4%) and the 
farming sector (8.0%). The favorable economic situation and better business climate, 
allowed investments in the private sector to grow by 25.3%, although public investment 
was less by 12.1% than the previous year, due to the belated passage of the budget 
and the adaptation process of the new government’s officials. The monetary and 
exchange policy measures did allow the inflation rate to reach 5.3%, the lowest since 
1992. 

IV. In fiscal matters, the total revenues received by the Central Goverment grew 15.3% with 
respect to 2005, while the running expenditures grew by 13.1%, with respect to the 
same time period. This translated into a lower fiscal deficit (0.9Y0 over GDP). The 
improvement in fiscal accounts was also affected by the debt condonation obtained by 
the Government, which led to a reduction in debt service payment, both in interests as in 
capital amortization. 

V. The rate of poverty incidence slightly decreased in 3.2 points in the period 2001-2006, 
by going from 64.5% to 61.3%, this decrease was only possible during the last year of 
the series. Similarly, during this period extreme poverty hardly went from 48.6% to 
47.1%, despite a decrease in 4.5% during 2006. Despite this less than encouraging 
panorma, the data show that there has been a relative improvement with regard to the 
breach and the gravity of poverty. 

VI. During the period 2001 -2006, inequality,measured through the Gini coefficient, also 
indicates that inequality has increased, since it went from 0.56 in 2001 to 0.59 in 2006. 
When one compares the participation of the poorest 80% in total income, the household 
survey shows that growth was small, since it went from 39.8% to 42%. 
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VII. 

VIII. 

IX. 

X. 

XI. 

XII. 

XIII. 

XIV. 

xv. 

XVI. 

In this context, the behavior of the goals cannot be anything but unsatisfactory. For 
2006, only 9 of the global indicators were successfully attained; 11 did not show a good 
result and for three there is no information available. The indicators which show 
permanent improvements are the micro-economic ones; education, electric power and 
telecommunications. However, the key indicators, such as poverty, health and 
environment, show low performance and little possibility of attaining the goals 
established for 2015. 

After the culmination point of the Highly Indebted Poor Countries Initiative (HIPC) was 
approved by the IMF and WB directorates in March of 2005, the country started to 
receive the benefits derived from the full relief of its external debt. This process was 
endorsed with the approval, in August of 2005, of the Multilateral Debt Relief Initiative 
(MDRI), which if totally attained would imply a reduction of more than 60% of the 
balance of the Honduran debt. 

By 2006 the total received as debt relief from the multilateral, bilateral and commercial 
[entities] reached the amount of US$512.4 millones. According to estimates, 2006 will 
be the year in which the debt relief total will be the highest, approximately US$138.7 
millones, after this, in time, it will decrease until it reaches the amount of US$23 
millones in 2015. 

In the context of the HIPC and MDRI Initiatives, a total external debt relief of US$111.6 
million was received during the first semester of 2006, US$73.7 of which will be used to 
finance Poverty Reduction Strategy (PRS) expenditures and the rest for fiscal relief. 

In December of 2006 PRS expenditures reached a total of L14,424.1 million, which 
representes an 8.3% as a percentage of the GDP. According to an economic 
classification, 41.6 of the PRS revenues were destined to finance salaries, 30.2% to 
investments and capital transfers, 17.5% were running transfers, and the remaining 
10.7% were allocated to the purchase of goods and services and for granting of loans. 

From the financing viewpoint, 64.2% of PRS expenditures were funded with national 
revenues, 18.2% with debt relief funds, 12.7% with loan funds, and 4.9% with donations. 

Approximately half of the programs examined in light of the distributive incidence, are 
biased to the poorest, the remainder are not focalized on extreme poverty groups and 
some do not have a mayor incidence in the distribution of income. 

The social programs focused on the poorest population strata are thos educational 
programs, such as PROHECO, PRALEBAH y EDUCATODOS, the PRAF-sponsored 
programs, food programs and Escuelas Saludables [Healthy Schools]. 

The rural development programs could benefit the poor since they are geographically 
situated in areas with a high poverty incidence, however their inefficiencies, in practice, 
have led to a breach between the service cost and the benefit for the poor, whichhas to 
be reviewed and quantified. 

In synthesis, although the expenditures related to the PRS are relatively focalized, there 
is still some margin to significantly improve its degree of focalization to benefit the 
poorest quintiles (the first three quintiles). Of the total PRS expenditures, only 24.3% is 



allocated to the first distribution quintile, that is to the poorest. This percentage is 
according to the quintles considered to have larger incomes. Quintiles 4 and 5 (which 
are not the least poor) together appropriate mora than 30% of the PRS expenditures, 
particularly through education, health and social welfare programs. This why more 
attention should be given toward focalizing the PRS expenditures on the poorest 
through alternative education programs already referred to, the PRAF- and FHIS- 
sponsored programs, food programs and the expansion of drinking water systems and 
pre-school education, among others. 

XVll With regard to the expenditures according to the programmatic structure, in the area of 
equitable and sustainable growth, prominent is the implementation of the Programa de 
Desafio de la Cuenta del Milenio, which up to December 2006 had disbursed L95.5 
million. In the same manner, important contributions were made with regard to the 
normative aspects of the Programa Nacional de Competitividad [National 
Competitiveness Program], as well as important advances in Tourisms (among these 
the promotion of the Ley ze Zona de Libre lmpuesto en las lslas de la Bahia [Mas de la 
Bahia Free Tax Zone Law], the energy sector and in telecommunications. With regard to 
the energy sector, 122,672 KW were added to the current capacity, in different regions 
of the country, which has helped to expand the country’s level of electric power 
coverage by 78%. In telephone communications, the Empresa Hondurefia de 
Telecomunicaciones [Honduran Telecommunications Company] (Hondutel) invested in 
wireless telephony, installing 9.961 new lines and in fixed lines it expanded the network 
with 69,728 new lines. 

XVIII. The total amount of PRS revenues destined to promote rural develpment, during 2006, 
reached the amount of L1,043.2 million, 79.0% of the revenues programmed for this 
area (L1,320.7 million). Among the most relevant actions undertaken to favor access to 
productive factors and to basic services are: the formulation of the Politica de Estado en 
Seguridad Alimentaria y Nutricional 2004-201 5 [State Policy on Food and Nutritional 
Security] ; and the handing over of 7,991 title deeds (33,219.36 Has. with ownership 
deed, 270,705.51 Has. surveyed and 33,219.36 Has. delimited). 

XIX. Among those programs and projects prominent because of their programmatic 
importance in contributing to the reduction of poverty, are the Programa Nacional de 
Desarrollo Rural Sostenible [National Program for Sustainable Rural Development] 
(PRONADERS). This program has 17 projects functioning in the rural area and they 
benefit more than 100,000 families, distributed in 1,467 communities, 255 municipalities 
and 17 departments, including the country’s 80 poorest municipalities. It is, also, 
important to point out that their contribution for food security is due to technical 
assitance and training of small farmers having implemented 483 events, 669 for 
institutional and local capabilities strengthening, as well as 144 for the transfer of 
technologies; protection was also provided for 262 micro-basins with the planting of 80 
thousand forest plants and incentives were handed out to benefit 1,346 families of 
peasant groups belonging to the CNC, CHMC and COCOCH confederations. Likewise, 
the Programa Nacional Agropecuario [National Farming Program] (PRONAGRO), has 
kept 6 agro-food networks functioning, they work with african palm, vegetables, honey, 
bovines for meat, milk and staples, and it benefits some 11 1,000 producers nationally. 

XX. The actions undertaken in urban zones to reduce poverty point towards the creation 
employment and income conditions by promoting the Micro, PequeAa y Mediana 
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Empresa [Micro, Small and Medium Enterprise] (MIPYME) and housing constructions. 
The revenues assigned to the urban development programmatic area decreased from 
L.486.9 in 2001 to L. 472.4 million in 2006, due to the finalization of proyects, 
particularly those sponsored by SANAA. 80.3% of these resosurces were allocated to 
Basic Services in Priority Areas: 11.7% to Social Interest Housing and 7.9% to programs 
oriented toward the promotion of the MIPYME. This programmatic area’s financing 
source follows the tendency of previous years, most of the funds come from loans 
(56.1 YO), followed by national revenues (22.9%) and in third place donation funds 
(21 .I Yo). 

XXI. In normative matters, the principal aspects which contribute to complement the efforts 
undertaken in urban development are: the creation of the Programa de Vivienda 
Ciudadana y Credit0 Solidario [Program for Citizen Housing and Credit Solidarity] 
(PROVICCSOL), the transfer of 9 systems from SANAA to the municipal governments 
and support in the formation of the MIPYME Associative Groups. 

XXII. Investment in human capital is still a priority area in poverty expenditures. In the period 
2001-2006 an average of 58.7% of the total PRS expenditures were allocated to this 
area. In 2006 a total amount of L. 9,067.9 million were executed, 70.8% of these were 
used to expand the coverage and quality of education and 29.2% to improve and 
expand access opportunities to health care services. 

XXIII. In the education sector, the most dynamic projects were: In-school Elementary 
Education, Central Activities, PROHECO, EDUCATODO, In-school Secondary 
Education, Support for Secondary Education in Honduras and Distance Learning 
Programs. These projects have funded free registration, scholarships and transportation 
vouchers for students, construction and maintenance of school buildings, the printing of 
Mathematics and Spanish textbooks, the elaboration of textbooks for second and third 
grade in native languages and manuals for environmental education, the organization of 
school libraries and educational innovation classrooms, and training. The investment in 
this area has a high incidence on the poor since a high percentage of the population 
assisted attends publish schools, at the pre-school and elementary education level. 

XXIV. In the period 2001 -2006 ,an average of 43.77% of the total amount of resources 
assigned to the health care sector were allocated to in-hospital health care. These 
expenditures were assigned to the users of public health care centers: hospitals funded 
by the Ministry of Health and the CESAMO and CESAR institutions. This area is more 
commonly associated with health and are most of the activities are concentrated on 
public health. It is also important to point out that the budget for the school meal 
program has grown from L157.4 million in 2005 to L. 261.8 million in 2006, so as to 
assist more than one million school children with a full meal. 

XXV. PRS resources destined for the protection of specific groups increased from L. 482.9 
million in 2001 to L.756.1 million in 2006. During this last year, 76.4% of the funds were 
executed by the PRAF, through money transfers (solidarity vouchers); and other 
productive and training interventions; 14.8% were executed by the IHNFA through its 
assistance projects for vulnerable and at risk population groups, 3.0% in FHIS- 
sponsored development projects for indigenous groups; and 0.3% in gender equality 
projects. It is important to point out the Solidarity Network “Manuel Zelaya Rosales” 



provides a wider context for the activities undertaken, and it has had important effects in 
the coordination, articulation and complementarity of the efforts to combat poverty. 

XXVI. In order to guarantee the Strategy’s sustainability, the Citizen Participation Law [Ley de 
Participacion Ciudadana] was passed, this was followed by undertaking the process for 
the Reform and Modernization of the Justice System and the strengthening of the 
Preventive Police [National Police force]. With regards to Transparency and 
Accountability, the Government continued to implement the Program for Efficiency and 
Transparency in the Government’s Procurement and Contracting Process, specially by 
promoting the Government’s appropriation of the systems developed by the Program. 
With regard to the Modernization and Decentralization of the Public Administration, 
activities continued under the National Program for Decentralization and Local 
Development [Programa Nacional de Descentralizacion y Desarrollo Local] (PRODDEL), 
by adapting to the new government’s priorities. These decentralization funds in 2006 
represented an investment of L.1,718.57 million, basically oriented toward technical 
assistance, training, equipping, information systems, transfers to municipal governments 
and local entities, social infrastructure and basic production projects, and approval of 
legal frameworks. Local governments were also supported with the allocation of L.700.0 
million to execute PRS projects and to continue with the FHIS- sponsored Municipal 
Social Investment Plans [Planes de Inversion Social Municipal]. All of the above, in a 
certain way has led to the strengthening of local governments’ fiscal and planning 
capabilities. With regard to environment and risk management, the National 
Environment Conservation and Reforestation Program [Programa para la Conservacion 
del Medio Ambiente y la Reforestacion Nacional] received funds equivalent to 1 YO of the 
National Budget. The Honduran National System for Protected Areas (SINAPH) 
[Sistema Nacional de Areas Protegidas de Honduras] continued to receive support and 
the Preliminary Design for the Nature Conservancy Fund was drawn up. 

XXVII. The achievements derived from these and other reports show that the PRS has not 
been able to achieve the effectiveness required for poverty combat and to reach the 
goals proposed for 201 5. This has led the present government‘s officials to work on an 
updated document of the PRS, with the object of: obtaining more precise diagnosis, 
defining clearer and more effective focalization and prioritization criteria, formulating an 
integral and comprehensive conceptual framework, establishing coherence between the 
over-all objectives and the programmatic structure and orienting the management of the 
PRS on Result-Based Management System. Contrary to the two previous update 
documents, this one proposes to modify the strategy in a more comprehensive and not 
partial manner. It includes not only the design aspects but also those dealing with its 
implementation; encompassing not only the conceptual framework itself but also the 
merely operative aspects. 





I. THE NEW INSTITUTIONAL CONTEXT OF THE PRS AS OF 2006 

A. CHANGE OF GOVERNMENT AND NEW PERSPECTIVES FORTHE PRS. 

1. As of January 27, 2006, Honduras witnessed the seventh appointment of a 
constitutionally-elected president, after its return to constitutional order, and a new 
government took over the leadership of the Honduran State. With the slogan Vision de 
Poder Ciudadano [Power to the Citizens], the new Government proposed a new 
governance scheme based on the participation, transparency and decisive measures to 
combat poverty. Thus, almost as soon as coming to power it promulgated the Citizen 
Participation Law [Ley de Participacion Ciudadana], which signals a redimensioning of 
the relationship between the State and society. 

2, Later on, in November of 2006, another fundamental [legal] instrument was passed in 
an effort to consolidate the referred vision: the Law for the Transparency and Access to 
Public Information [Ley de Transparencia y Acceso a la Informacion Publica]. Its 
purpose is to establish the necessary mechanisms to: i) guarantee the participation of all 
citizens in the management of public matters; ii) promote the efficient use of the State’s 
resources; iii) put into effect measures to insure transparency in public business; iv) 
combat corruption; v) put into effect accountability measures; and vi) guarantee the 
protection, classification and security of all public information. In pursuance of the 
above, the Access to Public Information Institute was created as an independent organ 
with regard to its operations, decision-making process and budget management; it is to 
be governed by 3 Commissioners elected by the National Congress from a group of 
candidates proposed by the President of the Republic, the Office of the Attorney 
General, the National Commissioner for Human Rights, the National Convergence 
Forum (FONAC) [Foro Nacional de Convergencia], and the Superior Accounts Tribunal. 
In the same manner, the Law states that all institutions have the obligation to maintain 
information systems with the required technical and human support, all of which are to 
be integrated, systematized and published by the National Information System. To 
obtain this goal, this legal instrument specifies the type of information which can be 
published; the delivery systems and use of the same; the types of information classified 
as restricted; the procedures, infractions and sanctions to be applied in case of non- 
compliance; the security organ (CNA) and the national archive system (Congressional 
Monitoring Commission), among others. 

3. This normative framework, promotes three fundamental processes for the consolidation 
of the PRS. In the first place, it promoted the municipalization of the PRS relief funds, 
which was endorsed by the National Congress in May of 2006, and a Presidential High 
Commissioner for the Poverty Reduction Strategy was appointed. In second place, the 
Government implemented a fundamental institutional reform to establish the Result- 
Based Management System, which was one of the most cherished campaign promises 
as well as government commitment. In the third place, it promoted the elaboration and 
consensus of an updated version of the PRS, so as to orient the same under new 
parameters of efficiency, comprehensiveness, transparency and empowerment by 
citizens and government officials. 

4. The decentralization process of the PRS funds began with the initial passage of the 
National Budget, on May 2, 2006, and the reform of Article 22 of the National Budget’s 
General Provisions. This reform approved on July 25, 2006, established the the PRS 



funds were to be executed at the local level. Along the same line, the Regulations for 
the Operationalization of the PRS Funds was elaborated, particularly referring to the 
funds allocated under Article 22; this regulatory instrument was approved by the 
President of the Republic on July 26, 2006, after receiving an opinion emitted by the 
Office of the Attorney General. 

5. The decentralized process for the execution of PRS funds implied multiple activities in 
order to coordinate with and establish agreements with several public entities and civil 
society organizations. Outstanding among these are: the integration of Discussion 
Roundtables with the Civil Alliance, visits by the Joint Interinstitutional Mission, and 
permanent missions to socialize and for technical assistance to promote the adequate 
presentation of the PIM-PRS. To attain the latter, and Ad-Hoc Commission was 
integrated with representatives from the Social Issues Cabinet, UNAT, SEFIN, SGJ and 
Civil Society Technical Unit [Unidad Tbcnica de Sociedad Civil] in the CCERP, for the 
purpose of analyzing petitions and approving the PRS Municipal Investment Plans (PIM- 
PRS) [Planes de Inversion Municipal de ERP], verifying the locally prioritized project 
portfolio together with their corresponding budgets. 

6. Until December 31, the approval process had reached 94% of the financial goal and the 
amount disbursed was 98%. Likewise, the second and third stages of the process 
(disbursements and supervision) were initiated and, at this point, the fourth visit to 
different areas of the country is scheduled with the purpose of defining on the local level, 
the role of Civil Society organized in Citizen Commissions for Transparency [Comisiones 
Ciudadanas de Transparencia] with regard to matters of Social Accountability. 

7. Just as promised at its inauguration, the new government established a system of 
sectorial and institutional goals through which it could evaluate the management actions 
undertaken by the Government’s different ministries and decentralized institutions. This 
Result-Based Management System (SGGR) [Sistema de Gerencia basado en Gestion 
por Resultados] established the goals alluded to in the orientation framework, including 
both the presidential goals as well as the fundamental PRS goals. Thus, at least 60% of 
the management commitments of the principal institutional directors -Ministers and 
directors and managers of the public enterprises-are aligned with the overall and 
intermediate indicators of the PRS. 

8. The SGGR, also, has other benefits for the PRS. On the one hand, the new 
administration has decided to achieve the direct involvement in the public management 
of the PRS goals, so as to consolidate the political commitment of the principal 
government officials in the implementation of the PRS. On the other hand, direct 
benefits have been reported for the PRS Information System (SIERP) [Sistema de 
Informacion de la ERP], both for the identification and complementarity of the SGGR 
sectorial goals with the PRS’ intermediate indicators as with the opportune input of data 
and statistical figures according to the time periods closest to the evaluation and 
monitoring of the first one. 

9. With regards to information systems, it is also important to point out the updates which, 
in the last few years, have taken place in the Integrated Financial Management System 
(SIAFI) [Sistema de Administracion Financiera Integrada]. With the approval of the 
Budget ‘s Organic Law, in force as of January 1, 2005, it is obligatory to use this 
fundamental tool in the management of the Government’s financial resources. The 



10. 

11. 

12. 

substantial savings derived for this process will then help to improve the execution of 
projects with social content, especially the Poverty Reduction Strategy (PRS). At the 
present time, steps are being taken to integrate the SlAFl with other technical 
information and management systems linked to the PRS, which will help to evaluate the 
impact of the International Cooperation aid received for poverty reduction (Public Sector 
Investment System [Sistema de Inversion del Sector Publico], SISPU; Debt 
Management System [Sistema de Gestion de la Deuda], SIGADE; SIERP and others). 
Also, there are efforts to incorporate the total amount of the non-refundable aid into the 
National Revenue and Expenditures Budget [Presupuesto General de lngresos y 
Egresos de la Repirblica]. 

The meager results obtained the combating poverty and the consequent non-fulfillment 
of the over-all PRS goals, led the new Government’s decision to undertake an in-depth 
review of the design, intervention and focalization methodologies, the expenditure 
classification and priorization, and the institutionality and participation mechanisms of 
the PRS. The main achievements and the content of the same are stated in Chapter VII. 

The creation and implementation of the Solidarity Network, established by Executive 
Decree PCM-33-2006, is part of this context and complements the new approach in 
public interventions so as to obtain a greater effectiveness in poverty combat. This 
network’s intervention methodology seeks the territorial comprehensiveness of the 
program “packages” which generate: a) social protection for vulnerable population 
groups, b) providing capabilities, particularly through education, health and nutrition, c) 
offering opportunities through credits and access to production factors, and d) supplying 
the infrastructure necessary to communicate with other areas of the country as well as 
by providing a market access for their products. Also, the network’s principal aggregate 
value is to achieve the public interinstitutional linkage so that its actions directed to 
focalized poor population groups have a greater efficiency and effectiveness.. Their 
focus of attention are 250,000 families in extreme poverty, by providing them with a set 
of comprehensive interventions, so as to allow them to improve their living conditions. 

During 2006, important achievements took place in the implementation of the Solidarity 
Network, among these the Network’s conceptual design (together with its Operation 
Manuel and its Policy Plan 2006-2010). Another important area is the monitoring 
system, particularly the Development Plan based on the PRAF Beneficiary Registry. 
With regard to its organization, its operational and administrative structure and 
corresponding budget proposal were designed. This policy framework led to the 
definition of the Solidarity Network’s projects and the establishment of the Institutional 
Liaison Directory, for the central government and the Department of Lempira. Part of 
the organization and institutionality tasks included the drawing up and signing of 
commitment agreements between the national institutions and local mayors of the 
Department of Lempira. On the operative level, technical meetings were held to validate 
specific instruments, with departmental technical personnel, local mayors and on-site 
promoters and technicians. There were also visits by medical brigades which distributed 
foodstuffs to communities in the Department of Lempira, as well as through PRAF- 
sponsored senior citizen vouchers. 

B. CONSULTATION PROCESS FOR THE PROGRESS REPORT FOR 2005 AND 2006’. 

1 This section is a summary of the Aide-memoire of the monitoring meeting of the PRS Consultation Council, by the 
PRSTAC project supervision mission, carried out on Wednesday, January 10, 2007. 



13. The consensus process for the 2005 and 2006 progress reports has had important ups 
and down. The 2005 report which had a longer time period for its promotional and 
consensus process, was submitted to the CCERP and Social Issues Cabinet in May of 
2006. It was also presented and discussed at different sectorial roundtables which were 
reestablished as of the second semester of 2006 and has since then been available to 
the public on the SIERP Web site. 

14. However, the relationship between the Government and Civil Society has suffered an 
important deterioration, due to a lack of confidence and of a consensual attitude on both 
sides with regard to the criteria used to allocate PRS expenditures. As for the 
Government, the notifications for CCERP meetings have continually been disregarded 
by most of the Ministers who constitute it and this was, apparently, translated by civil 
society as a reflection of the present government’s lack of commitment with the CCERP. 
Notwithstanding this, the government did comply with many of the petitions presented by 
civil society, particularly those dealing with the management and reform of the PRS 
fund, support for the social audits and the representation of the regional forums in the 
CCERP. 

15. On its part, civil society, at times has adopted attitudes which do little to further the 
dialogue and consensus process. The first of these conflictive situations took place 
when the decision was made to re-orient the PRS relief funds toward the local 
governments. Although civil society at first assumed a confrontational attitude, it later 
gave it its full support. Also, more than half of civil society’s representatives in the 
CCERP had not been elected, thus questioning civil society’s interest in its participation 
in this organ, among these women, workers and peasant associations. 

16. For the reasons already cited, the 2006 progress report was not submitted to civil 
society for a more ample discussion, as it was desirable. The major discussion took 
place in the Social Issues Cabinet, which approved it on March 2, 2007, and by the 
World Bank and IMF, both of whom provided valuable observations and which were 
included in this final report.El proceso de consenso seguido en torno a la 10s informes 
de avance de 2005 y 2006 ha tenido importantes altibajos. El informe de 2005, que 
conto con mayor tiempo para su divulgacibn y consenso, fue sometido desde mayo de 
2006 a la aprobacion del CCERP y del Gabinete Social. Ademas, fue presentado y 
discutido en las diferentes mesas sectoriales reestablecidas a partir del segundo 
semestre de 2006 y estuvo disponible al publico a partir de esas fechas, en el sitio Web 
del SIERP. 



II. MACRO-ECONOMIC SITUATION 

A. INTERNATIONAL PANORAMA' 

17. During 2006 the global economy continued enjoying its expansion cycle, with an 
estimated production growth of 5.1%, although it seems to have entered a period of 
lesser growth. Most of the regions in the worked have attained or exceeded their growth 
projections, despite the fact that, at the end of the year, some industrialized economies 
showed a slow down. The most important of the emerging Asian economies continued 
to grow at a sustained rhythm, particularly led by China who registered a 10.2% growth 
and by India which a 7.8% growth, thus promoting growth in all of that region. 

18. The dynamics of the industrialized economies show that the United States was 
undergoing a vigorous growth at the beginning of the year, that the Euro zone and 
Japan were evidencing an expansion of economic activities; however all of these 
economies started to register a deceleration in the latter two trimesters of that year. 
Besides the risks related to the cooling down of the United States' economy, the global 
economy started to face risks derived from the instability of oil prices, liquidity 
restrictions and those derived from the global inequalities which were considered to be 
unsustainable on the medium term. 

19. 
The Latin American continued to expand at an estimated average growth of 5.3% for 
2006, exceeding the 4.3% for 2005, but less than the 5.9% for 2004. This growth was 
accompanied by a positive balance in the running account, for the third consecutive 
year, particularly promoted by the expansion of the global economy, the growing 

emerging Asian economies with 
regard to the global demand and 
abundant liquidity on the 
international capital markets. 
Central America and the 
Dominican Republic, on the one 
hand, obtained an average 
growth of 6.1%, influenced by 
the global economic growth and 
the recovery of the internal 
demand in all economies, 
particularly private consumption 
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family money remittances. 

20. The variation of the average price level in the Central American region, has shown a 
descending trajectory, registering a regional average inflation of 6.6% in 2006, this 
behavior was in part determined by the positive results derived from the monetary and 
fiscal policies and by the fall in oil prices registered in the last few months. It should be 

' Fuente: Fondo Monetario Internacional. . 
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pointed out the those countries considered in this analysis have maintained single digit 
inflation rates, despite the climate created by the high oil prices on the world market. 

2 ‘1. The main reason for the uncertainty prevailing in the region is the probable deceleration 
of the USA economy, particularly due to the importance of this country’s markets for the 
area’s exports as well as for the volume of monetary family remittances originating in the 
former country, which, then, have an effect on private consumption in several countries. 
A second risk factor is the upward trend in the international interest rate which is linked 
to the monetary policy of the United States of America. 

B. NATIONAL ECONOMY 

a. Growth, Investment and Competitiveness 

22. 

23. 

24. 

25. 

26. 

27. 

28. 

The national economy continued to show a solid performance by attaining a GNP 
growth rate of 5.8% in its GNP, exceeding by 4.2% the one registered in 2005, which 
makes it the country’s highest growth rate since 1993. This then has led to a positive 
GNP growth per inhabitant, for the seventh consecutive year, by registering a growth 
rate of 3.4% in 2006. 

All of the [economic] activity sectors registered important real growth rates, the most 
outstanding are the financial establishments (9.9?40), exceeding the 8.5% increase 
recorded in 2005, and electric power (8.5%) which continues its expansion trend, even 
though it showed a lesser growth of 12.5% than that registered in 2005. 

The farming sector [agriculture and livestock-breeding] showed a real growth rate of 
8.O%, exceeding, with flying colors, the -0.3% decrease registered in 2005, due to the 
increase in: fishing production, the increase in agricultural production (particularly 
boosted by coffee and African palm); as well as by an expansion in poultry-raising. 

On its part, the manufacturing sector grew 5.4% in 2006, slightly higher than the 5.1% 
registered in 2005 particularly due to a slow down in the clothing assembly industry. 

The favorable economic climate and the new government’s efforts to generate a 
business climate to favor the installation of new enterprises and an increase in private 
investment has resulted in a 25.3% increase in private sector investments, reverting the 
decrease observed in 2005. However, public investment was less than 12.1 % in 2006 
with respect to the previous year due to the belated approval of the national budget and 
to the adaptation process of the new government. 

The monetary and exchange policies applied by the BCH have had a positive effect 
evidenced by lesser inflation rates. The interannual variation of the Consumer Price 
Index (CPI) [hdice de Precios al Consumidor (IPC)] was 5.3%, the smallest inflation 
rate registered since 1992. This rate also was less than the goal of 5.5%-6.5% 
established in the Monetary Program. 

In the external sector, the export of goods obtained a value of US$ 1,917.6 million, 
which represented an increase of 7.7% with regard to 2005. This growth in exports is 
due to greater sales on the international market of coffee (20.6%), minerals (gold, silver 
and zinc) and shrimp (21.0%), to cite the most important. The value of CIF import of 



goods showed an increase of 19.4%, greater than that registered in the same period for 
2005 (1 5.2%), behavior which can be explained, in part, by the import of consumer 
goods whose growth rate was 24.8%; an increase in fuel purchases which increased by 
20.1% and by purchases of raw materials and intermediate products on the international 
market, which increased by 13.3%. The increase in the import of consumer goods was 
influenced by purchases of foodstuffs, medicines, pharmaceutical products and private 
vehicles on the international market. 

29. Due to the above, by December of 2006, the breach in the balance of trade had reached 
the amount of US$ 3,488.4 million (-37.7% of the GNP), however the running account 
balance showed a deficit of US$150.8 million, which represents a -1 -6% of the GNP IN 
2006. This commercial breach was basically financed with the money remittances sent 
by Hondurans living in foreign countries (which in 2006 reached an amount of US$ 
2,414 in 2006, approximately 26.1% of the GNP) and by the aggregate value of the 
assembly industry. In this context, the Foreign Direct Investment [Inversion Extranjera 
Directa] (IED) has continued to evidence an upward trend. In 2006 it increased US$ 
390.0 million (4.2% over the GNP), which represents a 4.9% growth with respect to the 
previous year. 

b. Fiscal Performance 

30. 

31. 

32. 

During 2006, the Central Government's total revenues grew to a total of L. 37,291.9 
million, an amount in excess of L 4,948.3 million (15.3%) to those obtained in 2005. 
Important is the growth registered in tax revenues which exceeded by L 4,727.2 million 
(1 7.4%) the amount collected the previous year. This positive behavior in tax revenues 
is particularly due to the increase in the collection of the Sales Tax (20.7%), which 
represents 32% of the current revenues, and to a lesser degree to the collection of the 
Income Tax which increased by L 1,975.8 (26.6%) when compared to 2005, and which, 
then, contributed with a 26.2% in the conformation of current revenues. 

The positive fiscal performance is due to an important expansion in economic activities 
and by the measures adopted by the Revenue Executive Directorate [Direccih 
Ejecutiva de Ingresos] (DEI) to improve the efficiency in the collection and fiscalization 
activities which are carried out in regional offices, tax administrations, and custom 
houses all over the country3. 

On the other hand, in 2006 current expenditures reached an amount of L 32,420,8 
million, which signified an increase of L 3,749.8 million (13.1%) with regard to the 
previous year. This increase is due to larger consumption expenditures, L 21,989.5 
(13.5% increase), which were boosted by an increase of L 1,727.8 million in salaries and 
by the larger current transfers paid, which reached L 8,323.1 for a 22% with respect to 
2005. 

A n  internal technical document of UNAT entitled "The behavior of tax collections up to August 2006," based on the ad-hoc 
regression model, it concludes that the greater efficiency in collection of revenues contributed to an increase in revenues, as well 
as to an increase induced by economic growth. This conclusion is based on three elements: 1) according to the model the Income 
Tax and Sales Tax revenues should have grown 20.4% and 6%, respectively, in accordance with a GNP growth of more than 5%, 
but the real growth registered was 25.5% and 12.1%, respectively; 2) 2006 was the only yer which attained a 17.8% in the revenue 
pressure index (taxes over GNP) without the mediation of fiscal reforms,and 3) although 1993 registered the highest GNP real 
growth rate (6.3%), the collection of constant values only increased 7%, while in 2006 it was an equivalent of 10.7%. 
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33. The net effect of a greater increase in tax collection with respect to a growth in current 
expenditures generated a current savings of L 1,786.3 million, less than 12.5% of that 
registered in 2005. However, the reduction in public investment of L 1,423.2 (-1 7.1 O/O 

with respect to 2005) registered in 2006 had an effect on the L 1,599.1 million fiscal 
deficit, which is equivalent to 0.9% of the GNP. 

34. The debt condonation obtained by the Government in 2006 has allowed a reduction of 
US$ 63.4 million in debt service payments, which is a decrease of 28.3% with respect to 
the previous year. This condonation, both in interest and capital amortization payments, 
will allow these resources to be oriented to social programs in the context of the Poverty 
Reduction Strategy (PRS), which will, then, allow a greater approximation with the 
Millenium Development Objectives. 

Table 11.1 

C. 
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Honduras: Main Macroeconomic Indicators 

Source: BCH, /NE, SEFlN 

etary and Financial Policy 

In 2006 the Central Bank implemented successive reductions in the Monetary Policy 
Rate (TPM) [Tasa de Politica Monetaria] so as to generate, in the short term, a 
realignment of the interest rates in the money and credit markets. On the other hand, 
the BCH tries to maintain the interest rate at such a level which will allow a larger 
investment and a growth in productive activities, but without compromising the inflation 
objectives established in the Monetary Program. 



36. The present economic climate as well as the policy measures implemented by the 
monetary authority has signaled an expansion of the principal monetary variables, such 
as credit, deposits and money in circulation. 

37. The sustained increase in family remittances has generated an increase in the BCH’s 
net international reserves, closer to the US$430.0 million level programmed. 

38. The interest rates have continued falling due to an abundant liquidity, with which the real 
passive rates are about to take a downward turn. Credit for the public sector has 
increased by a 27.9%, one of the largest increases registered for commerce credits, 
consumption and industry. The financial indicators continue to improve due to the 
favorable economic climate. 

39. The type of exchange rate registered a null nominal depreciation (0%) in 2006, which in 
real terms, deals with a slight appreciation which has contributed to moderating the 
inflationary rhythm. 

d. Medium-term Perspectives 

40. 

41, 

42. 

43. 

The country’s Economic Policy Strategic Plan [Plan Estrategico de Politica Economical 
points to a robust and sustained growth which will allow a reduction of poverty and 
inequality, while maintaining the stability of the principal macro-economic variables. The 
efforts by the authorities are oriented to consolidating the monetary and exchange 
stability which the country has enjoyed in the past few years, as well as to maintain a 
fiscal balance to promote conditions for a sustained growth of the production sectors 
and the consequent creation of employment opportunities and welfare for the Honduran 
population. 

The monetary policy directed by the BCH continues to be pro-active and vigilant, using 
market mechanisms to implement policies which will allow liquidity and credit trends 
which do not generate inflationary pressures4. The fiscal policy is oriented to maintaining 
a fiscal discipline and controlling public expenditures while creating an awareness 
regarding the scarcity of resources and the need to focalize expenditures on priority 
social areas which will favor the population groups living in poverty5, by supporting the 
construction of the basic infrastructure in the PRS framework. 

Efforts are directed to improving the country’s competitiveness so as to improve its 
integration into the global economy, which passes as a refining of the economic and 
commercial policies, a larger investment in infrastructure and improved focalization of 
public expenditure for the formation of human capital, the improvement of the business 
climate and promoting private investment. 

The next few years will witness the continuation of the production expansion rhythms 
with growth rates which could oscillate between 5.0% and 6.0%. The sectors which have 
had a greater influence in this expansion are: farming, manufacturing industry, 
commerce, restaurants and hotels, and transportation, storage and communications. To 

Monetary Program 2006 - 2007. 
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44. 

45. 

46. 

47. 

a lesser degree, the following will have a positive influence: banking establishments, 
insurance, real estate and services for businesses and housing ownership. 

With regards to demand, the economic growth rate will be influenced by an increase in 
consumption spending, at the same time it is expected that there will be a moderate 
growth in the demand for export of goods and services. Also expected is a greater 
growth in the formation of raw fixed capital not only by the public sector but also by the 
private sector, which will allow, long-term, larger growth rates. 

The Government estimates that inflation will stay between 5.5% and 6.5%, influenced by 
the internal and international supply factors. The establishment of this range as a goal 
highlights the commitment to continue procuring a gradual reduction in the general price 
level, which should not interfere in the expected expansion of the national economic 
activities. 

It is expected that both exports and imports will continue to enjoy the growth rhythm as 
they have done in the last few years, which will probably expand the breach in the 
external sector. Likewise, it is expected that the FOB export of goods and services will 
slightly increase, particularly the aggregate value of the assembly industry. Similarly, this 
increase in the current account deficit will be attenuated by an increase in unilateral 
transfers, particularly that of money remittances from foreign countries. 

The achievements in the public sector's finances will be pressured by the salary 
increases agreed upon with the teachers and by the problems faced by the most 
important public enterprises: ENEE and HONDUTEL. These pressures could be 
attenuated by an adequate management of the central government's expenditures, by 
increasing the tax collection and by the actions undertaken by the public enterprises to 
attain their financial sustainability. 

Table 11.2 Honduras: Macroeconomic Projections' 

Bocavse ma:roeconom,c &o.ecsons and goals are sts\i be,nQ a m m e 3  ana corcenseg a m n g  *at,ona a m x  res me n-mcers fw 20C7-2C99 
correscona ro >ro,e%ons done by I re  IMF m January 2006 under rhe Tn8r-j Redcow of rne ?RGF and rPar naa acreel,  oeen n c m e c  n rie 
Progrsss R e m ?  of !ne PRS of I O C 5  The ne# pfo]ecr!ons 1*d1 be mcorp0ra:ed In !no updale aocrrrerlro cf I re  PRS :n3: SroJ d ce c m o  e:ea P 
Kar:n ofln,s /ear 
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111. POVERTY STATUS, GOALS AND OVER-ALL INDICATORS OF THE PRS 

A. POVERTY AND INEQUALITY 

48. Six years into the implementation of the PRS, the high indices of poverty and inequality 
are still present, this is also true for the country's most important challenges. Neither the 
greater economic growth enjoyed in the past few years nor the increase in social 
expenditures has substantially impacted the living conditions of the Honduran 
population, particularly in the rural area. On the contrary, the benefits derived from an 
improved and promising macro-economic performance and the impact of the 
expenditure redistributive effect have almost been annulled by the persistent low 
productivity, under-employment and the lack of opportunities for development of human 
capital, among others. 

49. The poverty incidence 
rate 3.2 points during the 
2001-2006 period, by 
going from 64.5% to 
61.3%, and this decrease 
was only made possible 
in the last year of the 
series. In other words, 
the rate stayed the same 
until 2005, it did not vary 
nor did show a slight 
increase, which implied a 
falling behind of 7 
percentage points in 
complying with the 
poverty goal established 
for 2015. 

Chart 111.1. Honduras 
Poverty according to income 2000-2006 
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50. Extreme poverty shown an irregular trend, with a slight decrease between 2001 and 
2005, by going from 48.6% to 47.1T (see Chart 111.1). From this perspective, it is 
necessary to give growth a pro-poor and inclusive bias, which should also be 
sustainable so as to obtain the extreme poverty reduction goal set out in the PRS and 
which are in agreement with the Millenium Development Objectives'. 

51, An important aspect to highlight is the dimension which poverty acquires in the rural 
area. It is true that 69.1% of rural households are poor and that 60.0% are below the 
extreme poverty line. In contrast, in the urban area, extreme poverty reaches the order 
of 25.8% and 54.9% of the households are poor.' All of the above shows the need to 
strengthen the efforts by implementing measures oriented to securing the inclusion of 
the poorest sectors in the growth benefits. 

For thoughts on the subject see "Millennium Development Goals for Honduras: current achievements and forthcoming 
challenges", December 2005, in its preliminary version. ' Multi-Purpose Standing Home Survey (Encuesta Permanente de Hogares de Prop6sitos Moltiples, EPHPM), March 2005. 
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52. 
Despite the less than promising panorama 
evidenced by these numbers, there has 
been a relative improvement with regard j I? Polwma 
to the breach and degree of poverty. 

(income deficit in poor households which 

Ciiatli o 111.1. Hoiitlms: Iiidicddoi es (le 
Poljreztl por Iiigreso 

Aiio' Breeha [le pdirem 1 Sleverirbltl tle 
._ 

2001 4 1 5  i - - 2 9 4 - 1  

2003 44 6 32 2 
2004 41 9 I 30 0 
2005 38 2 i 27 3 

....-...._...._.....-. ---_.--- Indeed, the poverty breach indicator 2002 4 3 4  T--TO- 

impedes their attaining the income level --- -____------- 
established for the poverty line) has been 
decreasing during the period and in 2o06 
it was equivalent to 35.2, which 

__.___._._ 2006 ~ .___._..______.____ 35 2 L _____ 24 9 ' 
"9 ejeraao utiliza las rondas de la EPHPM realizadas durante 
el pnmer =!mstn de cada af;o 
Fued'e UhA Tekboracdnpmfle en base a EfHPM, NE 

53. The behavior of inequality has not 
been different. Table 111.2 shows 
that during 2002-2006, 20% of the 
richest households (quintile 5) 
barely decreased its participation 
in total income from 60.2% to 
58%, while the poorest 80% went 
from 39.8% to 42%. Also, one can 
observe that the first quintile did 
not show any improvement for the 
time period, although it is 
important to point out that a 
reallocation from the fifth quintile 
to the third and fourth quintiles took 

Table 111.2. Honduras: Participation in quintiles of total 
income distribution. 2001-2005 

(In percentages) 

*The exercies uses the rounds of the EPHPM carried out during the flrst semester of each 
year. 
Source: UNAT - awn making basedon EPHPM, IN€ 

place. 

54. An increase in social inequality can be confirmed by recurring to specialized indices. For 
example, the Gini Index reveals that inequality has grown at important levels since the 
PRS began to be implemented, reaching a 59.2% for 2006. In a comparison between 
the rural and urban areas, the Gini Coefficient in the EPHPM of May 2006 shows that 
the inequality level in the rural area is greater than in the urban zones (indices of 0.62 
and 0.52, respectively). In other words, the execution of the PRS has not improved the 
household income distribution. 

Table 111.3. Honduras. Evolution of 
55. Additionally, when one considers the transfers that Unequal Indexes 

take place in the lowest part of the distribution 
[range],the Theil index shows a seven point 
increase for the period being analyzed and by 
assigning a higher ponderation to the lower income 
households, the Atkinson Index (e=2) shows an 
increase of almost 17 points for the period. 

'The exercise uses rounds of the EPHPM carried out during 
the first semester of each year. 
Source UNAT. own making based on EPHPM, /NE 



56. Taking into account all of the above, in its combat against poverty, the country should 
bet on a dual strategy: interventions directed to reducing poverty and improving 
distribution. For the former, it should focus its efforts on, among others, programs to 
stimulate development of human capital, such as health care, education, creation of 
employment opportunities, and inclusion of the poorest population groups in the growth 
benefits. For the latter, the country should also focalize and make the interventions more 
efficient through assistance and social protection programs. 

B. PERFORMANCE OF OVER-ALL INDICATORS 

57. 

58. 

59. 

60. 

61. 

The economic growth enjoyed in the past few years has the characteristic that it not only 
has been sustained but that it has been able to exceed the programmed goals. The 
results obtained from an adequate macro-economic management and a prudent fiscal 
policy, combined with, among other factors, the growing contribution by the remittances 
and the aggregate value of the assembly industry, during 2005 and 2006, has led to real 
economic growth rates which exceed the goal established, particularly in 2006 when the 
rate registered was that of 5.8% versus the 4.5% foreseen. At the GNP per capita level, 
the goals were met since the expected growth was 2.1% and the value recorded was 
2.9%. 

The difficulties generated by the transfer of power to the new administration and the 
tardy approval of the National General Budget had, among other effects, a decrease in 
the execution of the programmed social investment. In consequence, during 2006, 
poverty expenditures were 8.3% with respect to the GNP, which signified a non- 
fulfillment of the goal, established at 9.4%. 

During 2006, for the first time in the last 5 years, the country enjoyed a poverty rate 
which showed a fall of 3.5 percentage points (from 65.3% in 2005 to 61.8% in 2006). 
This, however, was not enough to reach the established goal of 57.3, which is why 
there is still a lag in goal fulfillment. Undoubtedly if the confluence of favorable external 
factors should continue, together with active monetary policies and a greater 
progressiveness in the social policies implemented by the government in 2006, it could, 
significantly, contribute to a progressive surmounting of this non-fulfillment, At the level 
of the urban and rural area, one can observe a similar behavior when the poverty rate in 
the urban area goes from 60.3% to 54.86%, and in the rural area when it moves from 
71.5% to 70.3%, respectively. 

The extreme poverty rate shows an even greater fall of 4.5 percentage points (from 
47.1% in 2005 to 42.5% in 2006), but at the same time the fulfillment lag inherited from 
the previous years, preventing the attainment of the 38.5% programmed goal. Extreme 
poverty in the urban zone decreased 5.5 percentage points with regard to 2005 and 3.8 
percentage points in the rural zone. 

The education goals were practically attained for the third cycle of basic education, for 
the diversified cycle and, above all, for pre-basic education. For the first, the net 
coverage showed a value of 39.4% compared to the goals of 39.7%; in the diversified 
cycle, the coverage reached 24.1% versus the 24.2%, and, finally, there was a better 
performance of the pre-basic education coverage rate which reached a value of 41.2%, 



almost three points over the goal of 38.6%. However, the net coverage for the first and 
second cycle was not attained, since the value of 89.6% was less than the goal of 
92.5%. 

62. For the health sectors, the figures included in the Epidemiology and Family Health 
National Survey (ENESF) [Encuesta Nacional de Epidemiologia y Salud Familiar], done 
in 2005, show that there have been some noticeable achievements with regard to the 
reduction in infant mortality and in children less than five years old, since both exceeded 
the goal established by four points for the former and 7 for the latter. The chronic 
malnutrition among infants noticeably decreased with respect to the data observed in 
2001, going from 27% to 24.7%. Likewise, the intermediate indicators reveal that there 
was an improvement in the access opportunities to basic health care services which had 
a direct impact on the over-all indicators, for example among the intermediate indicators 
related to the health sector which have evolved positively are: increase in the 
percentage of in-hospital births, increase in the percentage of births attended by trained 
traditional midwives, increase in the rate of cesarean sections, increase in the average 
number of prenatal care, decrease in the diarrhea incidence rate among children less 
than five years of age and a decrease in the pneumonia incidence rate among children 
less than five years of age, among others. 

63. With regard to the electric energy sector, its coverage rate shows an upward trend. The 
efforts undertaken in the context of the social and rural electrification program were 
enough so that it exceeded the specific goal for the year by 4.3 percentage points, 
revealing a coverage rate of 70.8% versus the goal of 66.5%. 

64. The market opening for new cellular phone companies, the liberalization of Internet 
market services and the participation of the private sector in providing telephone 
services, allowed the telephone indicators to achieve the goals set out in 2006. Thus, 
the fixed line density indicator (for each 100 inhabitants) reached 9.5 compared to the 
goal of 6.1; meanwhile the mobile telephone penetration indicator (users for each 100 
inhabitants) tripled its goal by achieving a value of 27.9 versus the goal of 8.1. 

65. The 2006 goals for water and basic drainage registered a slight deficit. The potable was 
coverage was 84.2%, slightly less than the goal of 85%. Likewise the basic drainage 
coverage reached a 74.2%, while its goal was 76%. 

66. According to the National Report on Human Development, dated June 2006, the 
Relative Human Development Index by Gender (IDG) has undergone a reduction going 
from 0.675 in 2001 to 0.650 in 2003. The Global Report on Human Development 2005, 
with respect to the Gender Potentiation Index (IPG) shows that Honduras occupies the 
74th position in the global classification based on the IPG of 80 countries studied. 

67. The PRS environmental indicators also show a non-fulfillment of the goals established 
to 2006. The indicator for the number of priority protected areas (AA.PP.) with 
management plans went from 25 in 2005 to 32 in 2006, without achieving the goal of 39 
established for that year. The percentage of the total surface of the AA.PP. with 
management plans was not able to achieve the goal of 1 OO%, only obtaining 82%. 

68. In summary, by 2006 nine of the over-all indicators were successfully attained; eleven 
did not achieve positive results and for three there is no information available. Those 



indicators which evidence permanent improvements are the macro-economic ones; 
those for education (coverage rate for the 3rd cycle of basic education and net coverage 
rate for diversified cycle from the tenth to the twelfth grades); those for electric power, 
and those for telecommunications. On the other hand, the key indicators such as 
poverty, health and environment, show low performance, the same as for the two first 
cycles of basic education. There is still no recent information available for the maternal 
mortality indicator. 

69. It is necessary to redouble efforts to improve te quality of public expenditure since, as 
will be shown further on, it is evident that the non-attainment of goals has a strong bias 
linked to economic policy problems and bad public management, which has provoked a 
filtration of benefits toward the non-poor. It is also necessary to modernize the 
information systems, in such a way that it will be delivered opportunely and with quality. 

Table 111.5. Honduras: Evolution of PRS Global Indicators 
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Table 111.5. Honduras: Evolution of PRS Global Indicators 
GOAL INDICATOR (base year) Base Obs.  Goal ),Goal met Obs Goal LGoal yi?t Obs  Goal 

2004 2004 20047” 2005 2005 20057 2006 2006 
LGoal met 

20067‘2 

Reduce the country’s 
environmental 
vulnerability 

5.0 23’” 23 Yes 25”  31.0 No 32.0’” 39 0 No Amount of priority protected areas 
(A4.PP) with management plans (2000) 

12.5 57.5’’ 75.0 No 75.2 ” 79.5 No 82.0’’ 100.0 No of total extension of Priority 
Protected Areas with management 
plans (2000) 

Air pollution in urban areas ( u g h 3  of 53.6 ” 35.9 40.0 No 
N02) (2000) 

n.d 40.0 n.d n d n.d n d 



IV. BEHAVIOR OF POVERTY EXPENDITURES 

70. This section analyzes the behavior of poverty expenditure during the period 2000-20068, 
which is broken down by funding source and economic classification; and it includes an 
analysis of the distributive incidence of the important PRS programs. It concludes with a 
description of how the debt relief funds, granted to Honduras during this period, were 
applied. 

A. TOTAL EXPENDITURE FOR POVERTY 

71. Between 2000 and 2006, the total poverty expenditures went from L. 7,298.4 million to 
L. 14,424.1 million. Nevertheless, the 2006 interannual increase was only 3.3%, which 
represents a loss of 19.59 percentage points with regard to 2005 With regard to the 
GNP this expenditure represents an 8.3%, which is a lesser result than the 9.3% goal 
set out for 2006. 

72. In 2002, the PRS expenditures showed a reduction mainly caused by the completion of 
several programs part of the Master Plan for National Reconstruction and 
Transformation [Plan Maestro de Reconstruccion y Transformacibn Nacional] and by 
the cessation of new contracts due to the break-off with the IMF program. As of 2003, 
the poverty expenditure grew and attained a maximum 8.9% of the GNP in 2005 and 
8.3% in 2006. It is expected that for the next few years, the relief funds will gradually be 
substituted by national funds. 

The definition for poverty expenditure analyzed in this section, is found in the revision carried out in 2003, which incorporates 
some differences with respect to the original. 



Table IV.l Honduras: Expenditure in Poverty 
Summary of Financial Execution 

Millions of Lempiras 

Programa 
Gasto Total ERP 
Gasto Total ERP (% 
PIB) 

2000 2001 2002 
7,298.4 8,755.2 8,156.E 

8.2 8.8 7.f 

4.389.1 
2,178.3 

579.0 
152.0 

4,680.5 5,108.4 
2,526.7 4,665.0 

687.2 443.1 
860.8 940.3 

7 9,255.2 11,356.4 

2.894.3 
853.3 

546.9 

2,891 .Q 

112.9 

7.71 8.2 

3.259.1 3,681.1 
695.2 675.4 

855.8 864.1 

3377.1 2,917.3 

68.0 18.9 

5,417.0 6,917.7 
2,026.7 3,560.3 

894.2 385.9 
917.3 492.5 

3,992.0 4,518.0 
069.4 1,020.9 

1,177.7 1,597.1 

3,120.9 4,026.3 t 194.1 

13,956.9 14,424.’ 

3,060.9 1,838.7 
974.9 704.5 
695.3 2.623.8 

I /  lncluye HIPC, Club de Paris y MDRI. I Fuente: SEFiN I 

73. During 2006, 41.6% of the PRS funds, according to their economic destination, were 
allocated to pay salaries of employees in the health, education and safety and security 
areas9. A 30.2% were oriented to investment and to capital transfers in diverse projects, 
particularly in rural development, associative micro-enterprises for road maintenance, 
FHIS-sponsored rural infrastructure, minimal rural housing, access to basic services in 
poor urban zones, formal elementary education, secondary education, in-hospital 
medical care, healthy schools, strengthening the justice systems and citizenry safety, 
transfers to the local governments, FHIS-sponsored social investment plans, support to 
local governments for the PRS and transfers of capital to the ENEE, the SANAA and 
FHlS for several major and minor infrastructure works. An additional 17.5% were current 
transfers, particularly to the municipalities, to the IHNFA, for free registration, family 
education voucher, scholarships for students, integrated management of natural 
resources, vouchers granted by the PRAF, support for indigenous and Negro 
communities and for the Honduran Program for Community Education [Programa 
HondureAo de Educacion Comunitaria] (PROHECO). The remaining 10.7% were 
allocated to the purchase of goods and services and for concession of loans. 

74. At the programmatic structure level, the most-favored area was “Investing in Human 
Capital,” which represents a little more than 50% of the PRS expenditure during the 
period. The above has been positive in terms of the need for long-term investment to 
improve the capabilities of the poor, however, it is not enough, it is necessary to 
complement this investment with programs which will improve opportunities and the 
poor’s access to economic and social infrastructure so as to improve the production and 

The teachers’ salaries considered as a PRS expenditure are estimated to be 3.5 times the per-capita GNP and the total amoung 
for the doctors’ salaries are estimated to be 5 times the per-capita GNP. 



75. 

76. 

77. 

productivity levels; at the same time, to improve the focalization of such programs as 
education, health, and directed to groups living in extreme poverty and groups in 
conditions of vulnerability: infancy, senior citizens, handicapped, women and indigenous 
groups. The new programs should promote intensive economic sectors with 
employment, support for the urban and rural micro-, small and medium enterprise and 
for the economy’s social sector; support for the small agricultural farms, agroforestry 
and forest management in the context of forest social system, among others. It should 
also promote public investment in sectors which the private sector does not consider 
profitable and should result in improvements in economic growth in general, in 
governance, decentralization and citizen participation, transparency and reduction of 
environmental vulnerability. All this should be carried out without losing sight of the 
necessary coordination with the macro-economic and macro-economic policies, under a 
new approach. 

Table IV.2 shows the expenditures financed with relief funds, with regard to the rest of 
the public revenues, distinguishing the funds invested in post-Mitch reconstruction, the 
PRS expenditures and the non-PRS expenditures. In the period 2000-2006 domestic 
funding represented 60.8% of the total PRS funds, compared with the 9.6% 
represented by the funds coming from debt relief funds. It is important to point out that 
domestic funding has increased an average of 18.5% during the same period, in 2005 it 
showed a greater interannual variation for the period with an increase of 33.4%. 

In 2006, 64.2% of the PRS expenditures were funded with national revenues, 18.2% 
with debt relief funds. 12.7% with loan funds and 4.9% with donation funds. 

On the other hand, when one compares PRS expenditures with non-PRS expenditures, 
one can observe that the former had an average interannual increase greater than the 
latter (1 6.3% versus 14.8%, respectively), which evidences the Government’s 
commitment to the goal of reducing poverty. This greater growth in PRS expenditures 
can be confirmed by verifying growth. 

Table IV.2. Honduras: Financial Balance of the Central Government 
Millions of Lempiras 

DESCRIPTION 

TOTAL INCOME 
Uc Donations 
GASTOTOTAL 
Payment of lnteres 
Total PRS Expenditure 

Adjusted PRS Expenditure 
Internal Funding 
External Funding 

Debt Relief 
Others” 

Mitch-related Expenditure 
Internal Funding 
External Funding ’’ 

rota1 Non PRS Expenditure 
Internal Funding 

2000 

16,753.1 
881 .C 

21,769.2 
2,306.4 
7,298.4 

5,687.1 
3,991.2 
1,695.9 

152.0 
1.543.9 

1,611.3 
397.9 

1,213.4 
12,164.4 
11,173.1 

- 2001 

19,807.7 
1,739.0 

25,634.0 
2,128.9 
8,755.3 

6,905.3 
4,595.8 
2,309.5 

860.8 
1,448.7 

1,850.0 
84.7 

1,765.3 
14,749.8 
12,211.6 

- 

31 

2002 

20,977.3 
1,138.30 
26,717.6 

2,046.9 

- 

8,156.8 

7,064.8 
4,906.6 
2,158.2 

940.3 
1,217.9 

1,092.0 
201.8 
890.2 

16,513.9 
15,085.9 

2003 

23,632.4 
1,328.2 

31,048.2 
2,292.6 

9,255.2 
9,255.2 
5,417.0 
3,838.1 

917.30 
2,920.8 

0 
0 
0 

19,500.5 
17,750.5 

- 2004 

27,821 .I 
1,295.0 

32,548.5 
2,364.0 

11,356.4 

11,356.4 
6,319.0 
5,037.4 

1,091.2 
3,946.2 

0 
0 
0 

18,828.2 
17,381.5 

2005 al  - 
32,343.6 
2,103.2 

36,802.5 
2,486.4 

13,956.9 

13,956.9 
9,225.8 
4,731.1 

695.3 
4,035.8 

0 
0 
0 

20,359.2 
17,782.9 

2006 al  

37,291.9 
3,035.4 

39,509.5 
2,115.2 

14,424.1 

14,424.1 
9,257.2 

- 

5,167.0 
2,623.8 

2,543.3 
0 
0 
0 

22,970.20 
21,119.5 



External Funding ” 
NET GLOBAL BALANCE 
Total Funding 

Net External Funding 
External Resources *’ 
Allowances 

internal Funding 
I/ Includes donations 
21 Excludes donations 
3/ Includes non-conciled differences 
a/ Preliminary data 
Source:SEFIN 

2,538.2 
-5,826.3 
5,826.3 

2,731.8 
4,874.0 
2,142.2 
3,094.5 

991.3 
-5,016.1 
5,016.1 

1,111.9 
3,019.5 
1,907.6 
3,904.1 

1,428.0 
-5,740.3 
5,740.3 

873.6 
3,338.1 
2,464.5 
4.866.7 

1,750.0 
-7,415.8 
7,415.8 

2,116.8 
4,259.9 
2,143.1 
5,299.0 

1,446.7 
-4,727.50 
4,727.50 

5,708.0 
7,179.4 
1,471.4 
-980.5 

2,576.3 
4,458.9 
4,458.9 

3,986.7 
5,403.9 
1,417.2 

472.2 

1,850.7 
-2217.6 

2,217.6 
866.2 

3,414.1 
2,547.9 
1,351.4 

B. DISTRIBUTIVE INCIDENCE OF PUBLIC SOCIAL EXPENDITURE AND PRS EXPENDITURE 2006 

78. 

79. 

80. 

81. 

82. 

83. 

Table IV.l classifies the principal programs sponsored by the PRS using the pro-poor 
and progressive and regressive non-pro-poor, originating from the estimates of benefits 
received by each individual derived from each social public program. If the benefits have 
a positive impact on the per-capita family consumption level, the program can be 
considered pro-poor. The progressive classification derives when the benefit which it 
generates falls together with the consumption and regressive level when the contrary 
occurs. It is important to point out that the instrument used did not consider the 
distortions derived from the inefficiencies and filtrations in project management and, it is 
for this reason, that some of these are perceived by the population as projects which 
have no impact on the poor, appear under the non-poor category. To see the real 
impact of these it is necessary to carry out the specific impact evaluations for each 
project. 

The programs’ redistributive impact not only depends on their focalization level but also 
on their budgetary importance, for example elementary education is not only an 
expenditure focused on the poorest but it also has an impact on the budget; likewise the 
hospital program, although it is not very focalized, is very important in the Government’s 
budgetary structure. The FHlS programs are more focalized but are less important 
within the expenditure structure. 

Of those programs analyzed, approximately half are biased toward the most poor, the 
remaining ones are not focused on groups in extreme poverty and some do not have a 
mayor impact on the distribution of income. 

The social programs focused on the poorest population strata are the education 
programs, such as PROHECO, PRALEBAH and EDUCATODOS, the PRAF-sponsored 
program, the food programs and Healthy Schools. 

Theoretically, the rural development programs could benefit the poor since they are 
geographically situated in areas with a high poverty incidence, but their inefficiencies, 
have, in practice, provoked a breach between the service cost and the benefit for the 
poor, which must be revised and quantified. 

Although the PRS-related expenditure is relatively focalized, there is still some margin 
left to significantly increase its degree of focalization by benefiting the poorest quintiles 
(the first 3 quintiles). Of the total PRS expenditures, only 24.3% were allocated to the 



first distribution quintile, in other words the most poor. This percentage conforms to 
those quintiles considered to have the highest incomes. Quintiles 4 and 5 (which are not 
the less poor) together appropriate more than 30% of the PRS expenditures, particularly 
through the education, health and also social welfare programs. That is why more 
attention should be given to the focalization of PRS expenditures on the most poor, 
particularly such programs as alternative education, PRAF and FHIS-sponsored 
programs, food programs and the expansion of water systems and pre-school 
education, among these. 

84. A focalized implementation of all the PRS expenditure programs, would imply a fall in 
the Gini Coefficient for the per capita consumption distribution of 5.95; the focalization of 
education expenditures would produce a reduction of the Gini Coefficient by 3.86 y in 
health care expenditures of 1 .I 0, likewise a greater focalization on social welfare would 
make the Gini Coefficient fall by 0.63 points. On the other hand, the elimination of all 
sales tax exemptions would cause an increase in the Gini coefficient of 0.43, the 
elimination of sales tax evasion would increase the Gini by 0.37 and the evasion of the 
earnings tax would decrease the Gini by 0.03 points, controlling the filtration of 
expenditures by 20% would increase the Gini by 1.63 points. All of the above shows that 
there is ample room to implement reforms and improve the impact of the redistributive 
social expenditure, in general, and of the PRS expenditures, in particular. It also reveals 
that a greater focalization of PRS expenditures would contribute, in large measure, to 
obtain better results in the distribution of income. 



Chart IV.1. Honduras: PRS Focus Expenditure Indexes 
Indexes of Concentration of Public Social Expenditure” PRS Expenditure 2006 (Millions of Lempiras)” 
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Source: UNAT based on Study“Who Benefits from Social Public Expenditure in Honduras?” UNATNorld Bank 2005. 
/ I  does not consider distortions caused by excess in administrative expenditure or filtrations 
12 Figure includes several programs of social expenditure that are not funded through PRS funds, like private education, higher educations and 
scholarships for medical students, therefore only the programs with green bars show PRS expenditure. 

c. USAGE OF DEBT RELIEF FUNDS 

a. Background 

85. In 2005 when the HlPC Initiative Culmination Point was reached, the country started to 
receive the full foreign debt relief from its creditors, both multilateral as bilateral and 
private [commercial], according to the following conditions: i)macro-economic stability, 
under the Growth and Struggle against Poverty Service [Programa de Servicio para el 
Crecimiento y Lucha contra la Pobreza] (PRGF); ii)successful implementation of the 
PRS; iii)preparation and implementation of an Anti-corruption Strategy; iv) reform of the 
social security system; and of the financial sector, among others. 

86. As a consequence, the Paris Club creditors considered a balance operation for an 
amount of US$250.0 millions. Most of the Paris Club creditors made a commitment to 
provide an additional relief in the amount of US$885.0 million. 



87. The G-8 also promoted the Multilateral Debt Relief Initiative [Iniciativa Multilateral de 
Alivio de Deuda] (MDRI), which would benefit the world’s eighteen poorest countries, 
including Honduras, who obtained a relief of approximately US$1,259.0 million (US$ 
1,104 million from IDA and US$155.0 million from IMF). 

17.54 
58.7 

88. Under these conditions in December 2005, the total condonation granted by the 
members of the Paris Club reached the amount of US$950.3 million and US$22.8 
million were readjusted. 

18.41 18.99 19.02 
74.9 117.8 

137.9 512.6 

b. Debt Relief Received 

21.1 

5.8 

89. 

90. 

91. 

92. 

26.7 64.6 90.6 
314.1 

7.4 9.1 53.2 
- 21.5 26.2 94.8 

Until 2006 the amount received in debt relief granted by multilateral, bilateral and private 
[commercial] entities was that of US$512.6 million. Since mid-2002, the WB suspended 
the debt relief and conditioned it to the attainment of the Point of Culmination. Once this 
point was attained, the WB reactivated the flow of relief funds in such a way that by 
2006 the amount had risen to US$53.2 million from BIRF. 

IDB, on its part, granted debt relief in an amount which by December 2006 totaled 
US$94.8 million, of which US$26.2 corresponded to 2006, these funds were to be used 
for the PRS. 

Table IV.3 

Total Received in 
Millions of Lempiras 

Exchange Rate 
TOTAL RECEIVED in 

Millions of US$ 

a) Multilaterals 

AI F 
BiRF 
BID 

BCIE 
i DA 
FMI 

OPEC 
Fi DA 

b) Bilaterals 
Plub de Paris 

Other Bilaterals 
c) Commercial 

CDC 

- 
2000 - 
153.1 

15.01 
10.2 

7.3 

5.7 

1.6 

2.9 
2.9 

lebt Re1 
2001 
870.1 

15.65 
55.6 

- 

55.2 

18.8 
22.8 
12.3 

1.3 

0.4 
0.4 

f Receh 
2002 
955.1 

16.61 
57.5 

- 

48.6 

12.2 

13.4 

4.5 

18.5 

8.5 
8.5 

0.4 
0.4 

15.3 21.0 16.9 13.8 94.3 I 5.7 I I 2::; I :::; 

0.4 0.4 5.2 

Preliminary figures 

By using the Effective Nominal Relief Percentage in terms of Present Net Value 
[Porcentaje de Alivio Nominal Efectivo en Terminos de Valor Presente Neto] 
(PENWNPV) methodology, the CAlB [BCIE] granted US$94.3 million , amount to be 
used for PRS relief. 

The IMF started to provide interim debt relief in 2001, by 2006 the total relief amount 
reached a total of US$54.2 million, of which US$29.3 million corresponded to 2006. 
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93. 

94 I 

95. 

The Paris Club creditors have provided PRS relief which by 2006 had come to a total of 
US$193.2 million. In 2006 this relief mainly came from the United States for US$25.1 
million, Spain for US$8 million and from Japan for US$6.6 million. 

With regard to the private [commercial] debt, the Commonwealth Development 
Corporation (CDC) granted a total relief of US$5.2 million accumulated in 2005, by 
condoning 100% of the service charges, by subtracting 67% of traditional relief and 10% 
of additional relief (in accordance with the principles managed in the DPD). 

According to estimates done, the highest amount of debt relief (US$137.9 million) will be 
received in 2006, and, through the years, it will progressively decrease to US$23 million 
by 201 5. 

c. Allocation of Debt Relief 

96. A total of US$410.9 million of HIPC, Paris Club and MDRl relief funds were executed 
during the period 2000-2006. During the same time period, an average of 57.3% of relief 
funds invested were destined to the “Investing in Human Capital” programmatic area, 
particularly for the education and health care sectors. In the last few years, the 
investment has been concentrated in the execution of education development programs, 
the most important for the present government are: Formal Elementary Education 
Program, In-school Secondary Education, Honduran Secondary Education Support 
Program [Programa de Apoyo a la EnseAanza Media en Honduras] (PRAEMHO), 
scholarships for qualified students, Transformation of the National Education System, 
Honduran Program for Community Education [Programa Honduretio de Educacibn 
Comunitaria] (PROHECO), Basic Education Centers and free registration. In the health 
care sector most of the funds have been allocated to In-hospital Medical care, Integral 
Attention to Family Health Care, Healthy Schools and Epidemiological Disease Control. 

Cuadro IV.4. HONDURAS: Us0 De 10s Fondos de Alivlo Segun k e a  Programltlca 

AREA PROGRAMATICA / PROYECTO I 2000 I 2001 I 2002 I 2003 I 2004 I 2005 I/ I 2006 I/ 

1, Acelerando el Crecimiento 
Econ6mico Sostenible y Equitativo 
2. 
Urbanas 
3. 
Rurales 
4. lnvlrtiendo en Capital Humano 

2000-2006 

MILLONES DE DOLARES 

Reduciendo la Pobreza en Zonas 

Reduciendo la Pobreza en Zonas 

ntizando la Sostenibilidad de la 

Fuente:SEFIN 
I/: Datos Preliminares 

97. Of the total relief funds, 17.7% were allocated to social protection networks, outstanding 
are the transfers to PRAF and to the Honduras Institute for Children and Family 
[Instituto HondureAo de la NiAez y la Familia]. On the other hand, 7.4% of the total HIPC 
relief funds were destined to the execution of projects focused on the reduction of 
poverty in rural areas, and 1.2% to programs and projects in the urban areas, by 2006 



98. 

99. 

100. 

HiPC Relief received for PRS 10.2 55.6 
(USS) 

these two strategic areas did not use relief funds. Finally, of the total relief funds an 
average of approximately 16.4% were allocated to the Guaranteeing the Strategy’s 
Sustainability programmatic area. 

57.5 

In the context of economic classification, during 2006, 22.8% of the relief funds 
executed were allocated to funding salaries, 7.4% to the purchase of goods and 
services, 33.9% to current transfers, 31 5% to transfers of capital, and 4.4% to 
investment, all within the framework of the programs and projects in each programmatic 
area. 

53.3 
5.4 

5.4 

17.54 

934.9 

As was previously mentioned the allocation of 
relief funds will gradually decrease as more 

Table IV.5. Honduras: Distribution of Relief 
Resources 2006 

national revenues are used to finance those 
programs and projects presently financed by relief 
funds. That is why it is critical to rationalize the 
use of these resources, especially because the 
country must absorb large proportions of current 
expenditures attempting not to affect the fiscal 
sustainability. Loan assignment 

Source: SEFlN 

Finally, it is. important to mention that there is a debt relief residual which to date has not 
been executed in PRS programs, the amount estimated is US$ 101.7 million. It is 
expected that this residual, in the next few years until 2015, will be oriented to PRS 
expenditures. 

Table IV.6. Honduras: HlPC Rellef Reconciliation received and executed in PRS, 2000-2006 

60.0 
14.9 

20.3 

18.41 

1,104.6 

I 2000 I 2001 I 2002 

101.7 
18.99 

695.0 
19.02 

2,623.3 

HlPC Relief executed(US$) I 10.2 I 55.6 I 57.5 

Exchange rate 

Executed relief (Millions of 
Lempiras) 

Annual difference 

Accumulated difference 

15.01 15.65 16.61 

153.1 870.1 955.1 

:I 
36.4 I 137.9 

81.41 I 

TOTAL I 7,336.1 

512.6 

410.9 
101.7* 

* Difference in delay of execution, due to bidding procedures, will be executed in following years 
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V. ACHIEVEMENTS AND INCIDENCE OF POVERTY EXPENDITURES PER 
PROGRAMMATIC AREA 

101. This chapter refers to achievements obtained in the PRS in those aspects related to 
policy measures, programs, projects and indicators with respect to each one of the 
programmatic areas. Since it is important to get to know the degree of incidence on 
poverty of the programs and projects considered in the Strategy, this section also 
includes a brief analysis regarding the classification of each one of them in the 
categories of pro-poor and pro-non-poor, based on the results found in the document 
“LQuienes se benefician del gasto publico social en Honduras?” [Who benefits from the 
social public expenditures in Honduras?]. 

A. EQUITABLE AND SUSTAINABLE ECONOMIC GROWTH 

a. Policy Measures 

102. The Millenium Challenge Agreement, undersigned by the Government of the United 
States (Millenium Challenge Corporation) and the Republic of Honduras, went into effect 
in September 2005, and established the following objectives for the Millenium Challenge 
Account Program (MCA): i) increasing the productivity and commercial capabilities of 
the farmers who operate small and medium agricultural farms as well as those of their 
employees; and ii) reducing the transportation costs between the production centers and 
the local, regional and world markets. During 2006, the MCA had carried out an arduous 
task aimed at promoting among the government officials the Program’s Goals and 
Achievements, as well as the administrative, technical and organizational strengthening 
of the Program’s Administration Unit. By December 2006 there had been disbursements 
for a total of Lps. 95.5 million. 

103. The National Competitiveness Program (Honduras Competes) continued to execute its 
activities, with the purpose of improving the business climate. In order to do this, it gave 
direct assistance to 230 enterprises, most of them small and medium (PYMES), in the 
context of the different components which conform it. Among their main achievements 
are: passage of the Law for the Promotion and Defense of Competition, advances in 
the proposal for the Micro, Small and Medium Enterprise Law. The purpose of these 
legal instruments, elaborated by the SIC, is to improve access to credit opportunities so 
that they are sustainable and to provide them with technical, legal and financial support. 
Another notable effort was the certification of Puerto Cortes and a Mega-port, as part of 
the initiative to prevent terrorists from using global transport containers (CSI-Container 
Security Initiative). Likewise, SIC has helped to simplify the procedure to register a 
Company in the Economy’s Social Sector, by reducing it to 10 days. 

104. With regard to the Tourism Sector measures to promote its development are being 
implemented, among the important ones are: i) Investment of Lps. 27.7 million in basic 
infrastructure works; ii) Approval of 33 projects sheltered by the Tourism Incentives Law; 
ii) Training to improve the quality of the tourist services rendered; and iii) Implementation 
of important programs such as “SAVE” and “Tourist and Citizen Safety”. Likewise a 
Tourism Promotion Fund and Prosperity Fund were established, benefiting 27 micro- 
enterprises. The lslas de la Bahia Tax Free Zone Law was promoted. 



105. 

106. 

107. 

In the Energy Sector, the period for 2006 witnessed the start of the monitoring process 
of sixteen Contracts for supplying Hidro-electric Energy, which had been undersigned 
with the Private Sector up to the opening of the commercial operation, which totaled an 
installed capacity of 122,672 KW, distributed in different regions in the country. Also 
begun was the study of renewable resources for the generation of electrical power 
(biomass, aeolic and solar). The electric power coverage level was 69.1 %, increasing by 
4.6% with respect to 2006 when it was 66.5%, which corresponds to 32,928 new 
households having electric power. A total of Lps.499.8 million was invested in studies, 
generation, transmission and distribution. The Electric Development Social Fund 
received an investment of L. 191 .O million which helped to improve the living conditions 
of the population more. 

In the Telecommunications Sector, CONATEL put two strategic bands for 
radiobroadcasting on the market, and in order to support citizen safety issues it 
published a resolution to block the use of the radioelectric spectra in the prison centers, 
as well as establishing a system to block cellular phones reported as lost or stolen. 
HONDUTEL aggressively forayed into wireless telephony by installing 9,961 lines all 
over the country and by increasing the number of fixed telephone lines to 69,728. 
However, HONDUTEL still does not compete in the new Internet services, increasing 
the number of clients to 252 during the time period under analysis. Likewise, 
HONDUTEL is at a standstill in its foray in cellular phones, since the company is still 
plagued with competitivity problems. This is due to the use of obsolete equipment, and 
to the non-approval of the new Organic Law and HONDUTEL Modernization Law, which 
on a medium term, puts its stability in a precarious state. 

By December 2006, a total of L.44.2 million had been disbursed in the program destined 
to facilitate trade and to increase productivity and Auto-managed Local Development. 

b. Intermediate Indicators 

108. The intermediate indicators which refer to equitable and sustainable growth within the 
PRS framework show that the current expenditures has slightly increased its 
participation with regard to the GNP. Likewise, the IMAE reveals a continuous increase 
throughout the year (up to November 2006 show a 9.4% increase). Notwithstanding 
there were important drops in total investment, when it went from 30.1 % to 24.2% with 
regard to the GNP, which could have an impact on the long-term growth of the national 
economy. 

109. On the other hand, the assembly industry’s aggregate value registered an increase in its 
participation on export of services by going from 25.0% in 2005 to 27.95% in 2006, 
revealing a certain dynamism in this sector. 

6. REDUCING POVERTY IN RURAL ZONES 

a. Policy Measures 

11 0. In order to improve the living conditions of approximately 3.5 million Hondurans who live 
in rural zones and who show the country’s highest poverty indices, efforts continue to 
favor their access to productive factors and to basic services. Among these are: 



Granting of, in 2006, of 7,991 title deeds which have benefited 9,457 individuals, 34% 
of these are women. Two hundred eleven (21 1) reformed sector organizations have 
also benefited, particularly the Peasant Associative Enterprises [Empresas 
Asociativas Campesinas] (EAC); 7,770 independent y 10 indigenous communities. 
Additionally, and as an alternative land acquisition model, the Land Acquisition 
Project [Proyecto de Acceso a la Tierra] (PACTA) has created a market for lands for 
all producers interested in integrating agricultural production enterprises, having 
obtained funding from the country’s private sector for a total land value of L. 14.0 
million. In 2006 this permitted the acquisition of 1,717.1 3 hectares (5.01 has./family) 
and the establishment of 28 production enterprises with an equal number of 
production subprojects with a starter capital of L. 27.16 million, distributed in 18 
communities in 6 of the country’s departments. 

Maintaining the on-site national coverage of PRONADERS through 17 programs and 
projects distributed in 255 municipalities, 1,467 communities, including the country’s 
80 poorest. In this context, more than 100 thousand farmers planted crops on 
approximately 21 thousand Hectares, 92% of these are staple goods [granos 
basicos] to maintain foodstuff security. An area of 5,000 hectares will also benefit 
from 1,415 micro-irrigation systems for 1,000 producers. It is also worth mentioning 
that PRONADERS’ contribution to foodstuffs security is due to technical assistance 
and training of small farmers, having celebrated 483 events, 669 for institutional and 
local capabilities strengthening, as well as 144 for transfer of technology; 262 micro- 
basins were protected by planting 80 thousand forest plants and benefited 1,347 
peasant family groups belonging to the CNC, CHMC, and COCOCH confederations. 

The Sustainable Rural Development Project in Ecologically Fragile Areas in the 
Trifinio Region [Proyecto de Desarrollo de Zonas de Fragilidad Ecologica en la region 
del Trifinio] (PRODERT) and the Tri-National Program for the Sustainable 
Development of the Rio Lempa Upper Basin [Program Trinacional de Desarrollo 
Sostenible de la Cuenca Aka del Rio Lempa] (PTCARL) has benefited more than 
4,000 families in the country’s border zones. Both projects have, then, developed 
farming, forestry, health care, transformation and commercialization sub-projects, 
which have improved the production of staple products, coffee and vegetables by 
30%, with the application of practices for soil conservation and for the protection of 
the water sources. 

Support for the functioning of the agro-food networks through PRONAGRO and 
INFOAGRO, not only in operativity but also in production and market information for 
all organized sectors. At present efforts are focused on African palm, horticulture, 
beekeeping, bovine meat and staple products. 

Seed and fertilizer distribution through the Technological Voucher implemented by 
DICTA for a total of L. 78.6 million. With this, more than 80 thousand small farmers 
have been able to plant 57,223 hectares with corn (47%), beans (42%), sorghum 
(1 O%), and rice (1 YO). 



Contributing to the eradication and control of pests and diseases in the farming 
sector through SENASA by providing the Animal and Plant Health National Service 
[Servicio Nacional de Sanidad Animal y Vegetal]. 

Support of small producers’ access to credit by putting at their disposal a credit 
portfolio of approximately L.600.0 million, through the regional office of BANADESA 
and the SIFARS. In 2006, a total of approximately 1,701 rural banks were 
established, 301 by PRONADERS, 294 by INA, 1608 by SAG and 50 by FUNDER. 

b. Programs and Projects 

11 1. In 2006, L1,043.2 million were assigned to activities oriented toward promoting the 
development of the country’s rural zones due to its high incidence on the reduction of 
poverty, a lesser amount of L. 1,423.4 million was attained in 2005. Notwithstanding, 
these resources did fund more than 40 programs and projects which supported 
research, technical assistance, commercialization and providing infrastructure in rural 
areas, such as: electricity, irrigation, roads, storage silos. 

112. It is important to noted that due to the redistributive incidence of the rural development 
programs and projects, these were considered as pro-poor. Based on the studies 
carried out, 34.2% of the benefits received from these programs went to the population 
found in quintile 1, only 6.9% were received by those in quintile 5. It is important to point 
out, that although the rural development programs were not focalized on the poorest 
population group, they are, however, situated in those geographical zones were they 
reside. 

c. Intermediate Indicators 

11 3. In 2006, assistance was granted to six agro-food networks already functioning, this aid 
was to develop the competitiveness of small and medium producers. These networks 
work with African palm, vegetables, honey, bovine meat, milk and staple products, and 
they benefit some 11 1,000 producers all over the country. In the same manner, through 
PRONADERS-sponsored projects, there are 63 micro-enterprises dedicated to the 
traditional production of agricultural and non-agricultural products; and the integrated 
rural development programs have trained 300 individuals on the subjects of 
agroforestry, community forestry, agro-productive development, forest management, 
delimitation of protected areas and participation in management of micro-basins. 

114. It should be emphasized that one of the most important sources for credit funding in the 
rural area was the Alternative Rural Finance Systems [Sistemas Financieros Alternos 
Rurales] (SIFAR), the most common modality is the rural bank. In 2006, 1,713 such 
organizations were established and together with the other factors have contributed to 
an agricultural diversification promoted on 58,539 Has. all over the country. 

c. REDUCING POVERTY IN URBAN ZONES 

a. Policy Measures 



115. In order to strengthen and promote competitiveness of the Micro, Small and Medium 
Enterprises (MIPYME) and to meet the challenges brought on by the trade agreements 
in effect, 2006 witnessed the establishment of a total of 6 Associative Groups. Likewise, 
a total of 20 Small and Medium-size Information Technology Enterprises received 
training with the support of the Ministry of Commerce, which has continued to implement 
the Enterprise Development Service Fund (FOSEDEH). In 2006 alone, 563 companies 
and 738 micro-entrepreneurs benefited through this fund and by concession of vouchers 
for training, diagnosis and technical assistance. 

116. As a result of the implementation of the “Strategic Plan for the Modernization of the 
Potable Water and Draining Sector” [Plan Estrategico de Modernizacion del Sector 
Agua Potable y Saneamiento] (PEMAPS) and in compliance with the Potable Water 
Sector Organic Law, 9 systems under the control of the National Aqueducts and Sewer 
Systems Service [Servicio Autonomo de Acueductos y Alcantarillados] (SANAA) were 
transferred to several local governments all over the country. Also, the Regulatory Entity 
for Potable Water and Drainage Services [Ente Regulador de 10s Servicios de Agua 
Potable y Saneamiento] (ERSAPS) issued 14 regulatory instruments whose purpose 
was to standardize the activities carried out by the providers of fresh water [potable 
water] and drainage services all over the country. This organism instructed several 
Municipal Technical Assistants [Asistentes T6cnicos Municipales] (ATM) on subjects 
such as regulation and control to support the certification process by different local 
governments and also trained water committees which provide potable water services. 

117. In order to support social interest housing, the Citizen Housing and Solidarity Credit 
Program was established to promote the construction and improvement of low-income 
housing. The purpose of this measure was to promote citizen participation and self- 
management strategies, so as to decrease the construction costs by exploiting the local 
resources and the development of self-responsibilities. 

b. Programs and Projects 

1 18. In 2006, the amount allocated for the urban development programmatic area was 
L.472.4 million, L.14.5 million less than the amount allocated in 200110. Of the total 2006 
funds, 22.9% are public funds, 56.1 % loan funds and 21 .I % from donation funds. Most 
of the funds allocated in the period 2001-2006, were oriented to Basic Services in 
Priority Areas (71.7%), followed by the program linked to Support for Social Interest 
Housing (23.1 %); and the remained, to programs oriented to the development of 
intermediate cities and of the MIPYME. 

1 19. During 2006, several programs, for an amount of L.55.5 million, were executed with the 
purpose of supporting social interest housing. Among these are: “Program for Solidarity- 
based Housing Reconstruction (PRSV)” [Programa de Reconstruccion Solidario de 
Vivienda], “Minimal Rural Housing Program (PVMR)” [Programa de Vivienda Minima 
Rural], “Program for Urban Housing Improvement (PRIMHUR)” [Programa de 
Mejoramiento Habitacional Urbano], and other funds are canalized through the Social 
Housing Development Foundation (FUNDEVI) [Fundacion para el Desarrollo de la 
Vivienda Social]. While it is true that some projects do help those with the least income, 
the results of the analysis of the PRS expenditures indicate that some of the funds 

Io Among the main factors which explain this reduction is the conclusion of important programs destined to increase the coverage 
of the water system, such as SANAA. 



allocated to housing projects have had a mayor impact on the higher quintiles, that is to 
say, 38.4% and 19.5% for the fifth and fourth quintile, respectively. 

120. In 2006 a total amount of L. 331.8 million was invested in the “Access to Basic Services 
in Priority Areas” programmatic sub-category, allocated to projects administered by the 
SANAA, and L.47.7 million were assigned to the Potable Water and Drainage 
Investment Program. With SANAA sponsorship, 264 manual wells were built in difficult 
access zones, also built were 10 thousand latrines in rural areas and 8 potabilizing 
plants in several localities in the country. 

121. The analysis of the incidence of PRS expenditure distribution shows that the programs 
oriented to the maintenance of the water and drainage network has a higher incidence 
in the 2 quintiles with higher incomes, both in the maintenance of the water network 
(86.6%) as well as in the drainage maintenance (81.5%). However, the programs 
oriented to expanding the water network are the only ones which show a greater 
incidence among the poor population groups (34.9% for the first quintile and 21 -3% for 
the second quintile). 

D. INVESTING IN HUMAN CAPITAL 

122. Investment in human capital occupies the first place in the allocation of PRS funds. This 
programmatic area has captured an average of 59.3% of the total PRS funds for the 
period 2001-2006. A total of L. 9,067.9 million was invested in 2006, of these 70.82% 
were allocated to the expansion of the coverage and quality of education, and 29.1 8% to 
improve and expand access to health care services. 

1. Education. 

a. Policy Measures 

123. The purpose of the policy measures set out for the education area during the PRS- 
implementation process is to attain the objectives and coverage, quality, efficiency and 
equity in education goals for the pre-basic, basic and secondary levels. That is why the 
following policy measures continue to be implemented: 

So as to expand the coverage and improve the quality of education at the pre-basic 
level, 290 educational centers were assisted and coverage expanded to 270 
intercultural bilingual education centers. The achievements in basic education were: 
a) implementing the Free Registration Program; b) distributing 1,121,218 
Mathematics and Spanish textbooks; c) elaboration of second and third grade 
textbooks in indigenous tongues and of 35,000 Environmental Education manuals; d) 
benefits for students through 222 thousands scholarships and vouchers; e) 
organizing 2,088 school libraries and 53 education innovation classrooms; f) 
providing alternative education for 225,000 teens and adults; g) installing 800 
information systems with educational software; h) converting 13 one teacher schools 
into two teacher schools; i) organizing 46 educational networks; j) issuing the 
Attention Accord for the Oficialization of the National Quality Evaluation System; k) 
elaborating the Flexible Evaluation and Promotion proposal which is to be applied in 
the first and second grades; and 1) supervising 6,555 education centers. 



According to the Comprehensive Teacher Training Plan [Plan Integral de 
Capacitacion Docente], 48,000 teachers from the different education levels received 
training in Mathematics and Spanish, and 821 teachers were trained under the 
sponsorship of the Inter-cultural Bilingual Education Professionalization Program 
[Programa de Profesionalizacion de Educacion Intercultural Bilingue]. One thousand 
eighty students were assisted by the reconversion process of the teacher-training 
schools, and the District Directors were accredited with the Project Planning and 
Management Diploma. 

The National Basic Curriculum for Pre-basic Education [Curriculo Nacional Basico de 
Educacion Prebasica] was designed and reproduced. Also, the national standards for 
the pre-basic and basic levels were implemented and the standardized tests for 
academic achievement were applied for the first and second cycles of basic 
education . 

In the context of the educational decentralization, the organization and administrative 
procedure manuals were validated and adjusted, as were the pedagogical technical 
processes for the Departmental, District and Schools Directorates; and 3,774 Local 
Development Associations (ADELs) were organized. 

The achievements obtained in the strengthening of the formal secondary technical- 
productive education are the following: a) elaboration of the national standards; b) 
transformation of 20 technical schools with the formation of duly qualified 
professionals in accordance with the demands of the national productive sector; c) 
granting of 500 scholarships in the form of work-study modality in the non-formal 
sector; d) training for 6,814 individuals for the establishment of micro-enterprises; e) 
training for 747 enterprises to improve their competitiveness and thus permitting their 
insertion into the labor market. 

With regard to higher education, 5% of the degree courses at the National 
Autonomous University of Honduras [Universidad Nacional Autonoma de Honduras] 
were evaluated in order to redesign the curricula of these degree courses. 

With regard to the promotion of the different artistic manifestations, 6 national 
festivals and 10 cultural competitions were held; 33 cultural associations were 
organized; and 116 local libraries were strengthened. 

b. Programs and Projects. 

124. In the education sector, the amount executed in programs and projects has increased 
by L. 3,163.3 million in 2001 to L. 6,421.6 million in 2006. The main funding source were 
public funds for L. 4,812.1 million (75%), followed by HlPC relief funds for L. 743.3 
million (1 1.6%) and to a lesser degree, donation funds for L. 279.4 million (4.35%). Loan 
funds were also available for an amount of L. 261.8 million (4.08%), those from the 
multilateral debt relief initiative were L. 200.0 million (3.1 %) and funds from the Paris 
Club provided L. 125.0 million (1 .9%). 

125. Of the total amount of funds invested in 2006, the elementary education level absorbed 
63.2%, amount which has contributed to the expansion of this level’s coverage, as well 
to improving the academic achievement rate. The most dynamic projects for this level 



126. 

127. 

are: Formal Elementary Education, Central Activities, PROHECO and EDUCATODOS. 
The investment of funds has also contributed to the implementation of free registration, 
scholarship grants and student transportation vouchers, and the construction and 
maintenance of school buildings. It should be mentioned that the investment at this level 
has a high incidence on the poor, since a high percentage of this population sector 
attend public schools, this behavior is reflected in the over-all indicators for the PRS 
coverage, at the first and second cycles of basic education. 

With regards to the secondary education level, it occupies the second place in 
investments for the sector, having executed a 29.45%. The most important projects are 
those related to in-school secondary education, support for secondary education in 
Honduras and distance learning. The 2006 over-all indicator of PRS coverage in the 
secondary education level shows that its impact on the poor is minimal, since the 
secondary education centers are privately-owned, 

Pre-school level investment has the lowest percentage of PRS expenditure (7.35%), 
funds are allocated to the maintenance and establishment of formal and non-formal 
education centers. The impact of this level on the poor is significant since the informal 
education centers are located in rural zones. 

c. Intermediate Indicators. 

128. The statistics for this education sector are still weak despite the actions undertaken to 
improve this system, particularly the administrative records originating in the education 
centers, which obstructs the existence of a systematic statistic series which can account 
for the quantitative quality of the intermediate indicators. However, if one compares the 
numbers for the 2005-2006 period, shows some improvement for the academic 
achievement, desertion and illiteracy indicators. With regards to the academic 
performance indicators, these cannot be compared since the Quality Measurement Unit 
(UMCE) carries this out every two years and there are still no results for 2006. 

2. Health Care Sector 

a. Policy Measures 

129. Priorities for health care are directed to, during the 2001-2006 period, strengthening the 
primary and preventive health services, children and women health services, and a 
greater efficiency and quality in health services. Among the main policy measures for 
2006 are the following: 

Expansion in the coverage of health care services through: i) assistance for 434,701 
individuals with a basic health and health care services packages established under 
agreements between local governments and NGOs; ii) hiring of 1,751 workers 
incorporated into all of the departments at the national level; iii) re-opening of 4 
CESAMOS, 5 CESARs and 2CMI; iv) expansion of IHSS health care service to 
Roatan; and v) implementation of a special regimen for the progressive affiliation of 
the domestic employees. 

Assistance for the malnutrition and maternal-infantile mortality goals through: a) 
creation of the Coverage and Funding Extension Unit [Unidad de Extension de 



Cobertura y Financiamiento] (UCEF) to implement, under the Sub-sectorial Plan, 
projects with funds from the World Bank (US$ 12.0 million), IDB (US$ 18.0 million) 
and USAID (US$45.4 million), so as to initiate the expansion in the coverage of the 
Comprehensive Child Care [Estrategia de Atencion Integral] (AIN-C) to 2,541 
communities; increasing the number of in-hospital births and obstretical care, among 
others; and b) budget increase for the school meal program from L 157.4 million in 
2005 to L.261.8 million in 2006, so as to assist more than one million students with a 
complete meal. 

Because of the crisis faced by the National Health System caused by the scarcity of 
medicines in Public Hospitals and Health Centers all over the country, the Ministry 
of Health was authorized to go ahead with the direct contracting of medical supplies, 
for a total amount of L. 156 million. According to Executive Decree No. PCM-10- 
2006, this process counted with the participation, as observers, of the National 
Commissioner for the Defense of Human Rights [Comisionado Nacional para la 
Defensa de 10s Derechos Humanos], the National Convergence Forum [Foro 
Nacional de Convergencia], the Medical Association of Honduras [Colegio Medico 
de Honduras]; and the National AIDS Forum. Executive Decree No. PCM-21,2006, 
also, authorized the use of the L. 30 million left over from the direct purchase of 
medicines. 

This decree established an Interinstitutional Commission, which by delegation of the 
President of the Republic, will be in charge of the direct purchase of medicines, as 
well as the direct purchase of medicines for the National Health System. The latter 
was carried out through the private tendering procedure, up to an amount of L. 350.0 
million. The Commission is made up by: the Catholic Church, through the 
Archdiocese of Tegucigalpa represented by Father Rafael Alvarado who is assisted 
by Father German Calix; National Convergence Forum [Foro Nacional de 
Convergencia] (FONAC), represented by Mr. Leonard0 Villeda; National AIDS 
Forum, represented by Xiomara BU, Ph.D.; Medical Association of Honduras, 
represented by Doctor Carlos Godoy; National Anti-corruption Council, represented 
by Mr. Juan Ferrera; and Doctor Alfonso Diaz Pon, as liason between the 
Government of the Republic and the Interinstitutional Commission. 

The Global Fund is still being implemented, and this includes, among others, the 
following achievements: i) nomination of UNDP to continua as the Principal 
Recipient (RP); ii) strengthening of the National Coordinating Mechanism Technical 
Secretariat; iii) the undersigning of an agreement between 63 COMALTB and 
UNDP; iv) strengthening of a network of laboratories to improve the baciloscopic 
quality and the laboratory’s response; v) elaboration of notebooks and 
methodological guides to include the subject of Tuberculosis in the National Basic 
Curricula; vi) complete treatments of prophylactic medications of antiretrovirals to 
reduce the risk of motherkhild transmission for 314 women diagnosed as HIV 
positive; vii) comprehensive care and access to therapy for approximately 4,252 
individuals living with HIV/AIDS; and viii) signing and putting in motion 58 
agreements with three-party commissions (eco-systemic roundtables) for malaria 
assistance. 

b. Programs and Projects 



130. The PRS funds allocated to the health care sector have grown from L. 1,357.8 in 2001 
to L. 2,646.4 million in 2006. For this last year, 69.6% were national funds, 11 .O% were 
HlPC funds, 8.5% correspond to loan funds and 7.5% to Paris Club funds. According to 
the area of attention, these funds were allocated to finance promotion, prevention, 
welfare and health care activities. 

131. Of the total amount of funds assigned to health care during the 2001-2006 period, 
approximately 31.7% were allocated to in-hospital care. This program includes all 
ambulatory surgeries and restraint of first, second and third level of complexity, together 
with their psycho-physical rehabilitation. The expenditures are allocated to the public 
health centers users: Hospitals under the Ministry of Health and the CESAMO and 
CESAR establishments. This is the environment most commonly associated with health 
and which mostly concentrates on health care actions. 

c. lnetermediate Indicators 

132. Up to 2005, the intermediate indicators show the behavior of malnutrition and mother- 
infant mortality, which evidence a positive trend, especially regarding the use of 
contraceptive methods, assisted cesarean operations, DPT immunization coverage, 
incidence of diarrhea and pneumonia on children less than five years old. On the other 
hand, the incidence of Chagas, dengue fever, tuberculosis and AIDS have shown some 
improvement. With regard to in-hospital or -in-maternal-infant clinics births, births assisted 
by qualified personnel, births assisted by a trained traditional midwife, average number of 
prenatal and puerperal care and the incidence of malaria have shown no improvement, 
but they are indicators which show an irregular behavior but with a positive trend in the 
last few years. 

E. STRENGTHENING THE PROTECTION OF SPECIFIC GROUPS 

a. Policy Measures 

133. The actions and programs directed to favor the needs of vulnerable and at-risk 
populations, considered as specific groups, have contributed to the strengthening the 
development of human capital and of the basic social infrastructure for ample population 
sectors. In this respect, it is important to highlight the activities carried out by the Family 
Allocations Program [Programa de Asignacih Familiar] (PRAF) through its money 
transfer projects; the Honduran Institute for Children and Family [Instituto HondureAo de 
la Nitiez y la Familia] (IHNFA) with its projects to assist children and teens in social risk; 
the Honduran Fund for Social Investment [Fondo HondureAo de Inversion Social] (FHIS) 
with its school buildings and health care centers improvement projects, and other lesser 
infrastructure projects for water, drainage, roads and rural accesses. 

134. With regard to gender equality there were some important achievements, such as the 
passage of the reforms to Legislative Decree No. 250-2005 which includes the Law 
against Domestic Violence, as well as strengthening the incidence actions with public 
sector officials to consolidate the cross-cutting processes for gender equality in those 
institutions which implement the National Policy for Women and the Equal Opportunities 
Plan for 2002-2007. With regard to the development policies and potentiation of the 
local capabilities for the indigenous and Negro population, have been ratified by the 
International Convention for the Elimination of all Forms of Racial Discrimination and the 



National Commission against Racial Discrimination, Xenophobia and all Interrelated 
Intolerance Forms was formed. 

b. Programs and Projects 

135. The programs to assist vulnerable and at-risk populations are focalized on the poorest 
strata of the population. The services rendered in this strategic area are very diverse, 
encompassing from money or specie transfers to subsidies of certain basic services. To 
cover these services, the PRS funds allocated to this area increased from L.482.9 
million in 2001 to L.756.1 million in 2006. For the latter year 88.7% of the funds come 
from public funds, 4.8% from loan funds, 1.9% from donation funds and 4.6% from 
HlPC funds. During 2006, 76.4% of the resources were executed by PRAF, through 
money transfers (vouchers) and other interventions in production and women training 
projects; 14.8% were for IHNFA and were implemented through its projects to assist at- 
risk children and teens; 3.0% for FHlS in indigenous communities development projects; 
and 0.3% for gender equality projects executed by the Ministry of the Interior. 

136. The purpose of the PRAF money transfers (solidarity vouchers) is to promote the 
permanence of children in elementary schools, avoiding absenteeism and desertions. In 
the health area, it carries out interventions with pregnant women, nursing mothers with 
children, children of less than five years of age and handicapped children up to 12 years 
of age who live in conditions of extreme poverty. On its part, IHNFA carries out actions 
to promote activities to assist children and teens at-risk, seeking their social insertion as 
well as into the labor market. It is worth pointing out, that the PRAF-sponsored 
interventions have a high incidence on poverty, since 51% of its expenditures, in the 
form of health and education vouchers, benefit quintile 1, 25% quintile 2 and 13.6 to 
quintile 3". 

137. The actions undertaken by FHlS focus on providing social assistance and developing 
community projects with indigenous population groups, under the PEC modality, which 
are projects implemented by the communities themselves. When one analyzes the 
incidence of FHlS expenditures, one observes that approximately 67% of the total 
resources are absorbed by the three poorest quintiles of the population. 

138. In general terms, those programs and projects in the fifth programmatic area which have 
a major incidence on poverty are those dealing with PRAF money transfers, followed by 
the FHlS projects, although they have a lower focalization degree, and then those 
projects who assist at-risk populations which are implemented by IHNFA. 

F. GUARANTEEING THE STRATEGY'S SUSTAINABILITY 

1. Strengthening Participational Democracy, the Justice System and Citizen Safety 

a. Policy Measures 

139. With the purpose of consolidating the country's governance by creating a favorable 
climate for the effective execution of poverty reduction actions, the following have been 
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carried out to strengthen participational democracy, the justice system and citizen 
safety: 

Passage of the Citizen Participation Law, Decree No. 3-2006 dated January 27, 
2006, whose purpose was to promote, regulate and establish those instruments 
which will allow the organization and functioning of citizen participation and its relation 
with the government organs. 

With regard to the professionalization of civil servants, it is important to point out that 
despite having WB funding, especially with all that deals with the restructuring of the 
Civil Service General Directorate [Direccion General de Servicio Civil], the process 
has not attained the required achievements. However, there efforts which are worth 
pointing out is that the Executive Revenue Directorate [Direccion Ejecutiva de 
Ingresos] (DEI), based on its Strategic Plan for 2006-2010 has initiated the evaluation 
process of its personnel as well as adopting a merit-based recruitment and selection 
process. 

Important achievements were attained in the process for the Reform and 
Modernization of the Justice System through its Program to Support the 
Modernization of the Administration of Justice, Stage II and through the Project for 
Modernization of the Judicial Branch. The most relevant achievements were: 

Remitting two bills to the National Congress: Judicature Council and Judicial Career 
Law (LCJCJ) and the Judicial Branch Organic Law (LOPJ), as well as their 
socialization. With the passage of the LCJCJ, the Judicature Council is established 
and the Judicial Career was developed as a superior administrative entity within the 
institution, responsible for appointing and removing jurisdictional personnel, for the 
training and improvement of their duties, all oriented to guaranteeing employment 
stability, as well as for promotions based on objective elements removed from 
political criteria. On the other hand, the approval of the LOPJ would substitute the 
Law for the Organization and Jurisdiction of the Tribunals (LOAT) which has been in 
force for some one hundred years; the new law created a legal framework to adapt 
the organization and functioning of all the organs which constitute the Judicial 
Branch: jurisdictional (courtrooms, courts and tribunals), administrative (Judicature 
Council) and contributing organs (Public Defense, Free Judicial Consultancy Offices 
and Judicial Technical Inspection Office). 
Remitting the proposal of the new Civil Procedural Code to the National Congress. 
The passage of this important law will help to convert the civil judicial process from a 
written process to an oral and public process, thus eliminating the system which 
dates since 1906 and by which a trial in the civil tribunals could last almost 15 years. 

iii. Elaboration of the Manuals for the Penalty Execution Judge and Security Measure 
and Sentencing Tribunal Manual; the first is a complementary instrument for the new 
Penal Procedural Code which will ease the exercise of jurisdictional duties in 
penitentiary matters; while the second helps to unify the jurisdictional application of 
norms through technical-juridical criteria which will answer the most common 
consultations which arise regarding penal matters. 

defenders, formulation of the organizational proposal for Public Defense and start of 
the Case Management System. 

iv. Training in Legal and Forensic Medicine for two-hundred twenty-five public 



These actions are directly linked with the attainment of a modern and efficient structure 
which will allow better access to the justice system for part of the population, as well as 
making the work of the justice operators more efficient. 

i. 
With regard to safety, the most important achievements show the following actions: 
In the context of the Safer Community Program, the process of forming Citizen for 
Safety Roundtables was widened, 4,015 roundtables in the country’s 18 
departments were formed. With this process, the citizens participate in promoting a 
safer climate in their communities. The program brings about a community training 
process covering several subjects related to safety. 

ii. Strengthened the response capability of the Preventive Police by providing 
equipment and creating 2,000 new police positions; 

iii. Training of 2,300 new policemenlwomen; and 
iv. Improving the telephone communication system for the reception of complaints and 

reports. These actions were accompanied with ample training processes for the new 
members of the National Police. Likewise, the areas of police investigation have 
been strengthened, by improving the training processes and by providing equipment, 
thus improving the comprehensive instruction of police officers. 

The implementation of the processes oriented to improving Citizen Safety have 
received PRS funds for a total of L. 208.1 million, of which L. 103.9 million were 
allocated to providing equipment for 2,000 new police officers; L.10.8 million for 
criminal investigation; L.40.3 million to preventive police services, and L. 2.9 million to 
police education. Finally, L.21.7 million were allocated to creating new safety [police] 
positions. 



2. Transparency and Accountability 

a. Policy Measures 

With regard to the implementation of the 
National Purchase and Contracting System 
through the Office Web Site 
HONDUCOMPRAS, 67 government entities 
and 11 1 local governments received training 
and the Roundtable to Aid HONDUCOMPRAS 

this organism will help to provide a permanent 
was set up and promoted, it is expected that 

140. 

SECTOR RESULTS OF HONDUCOMPRAS 
TRAINING 

Central and 67 Government entitles trained 
Descentralized 

120 Purchasing Units trained 
426 civil servants trained . 57 training sessions . 200 training hours - 226 employees trained 
18 training sessions 

1 63 training hours 

Municipalities - 111 municipalities trained 

As most of the components of the 
Program for the Efficiency and 
Transparency in Government 
Purchases and Contracting 
[Programa de Eficiencia y 
Transparencia en las Compras y 
Contrataciones del Estado] were 
about to end, as well as the need to 
guarantee their continuation by 
getting the Government to appropriate 
the procedures and processes initiated under this Program, the Government created 
and set in motion the Evaluation and Monitoring Unit [Unidad de Evaluacion y 
Seguimiento] (UES). This Unit was to inspect, supervise and monitor the Government's 
purchases and tendering. Also, the directors of those entities obtaining some benefit, as 
well as local and national government officials received training on the subject of Public 
Acquisitions, particularly those from the government institutions which altogether 
executed almost 80% of the funds allocated for public purchases. 
Nevertheless, it is worth point out that while the Program lasted, it was able to carry out 
1,279 inspections in 47 institutions; it gave assistance to the Ministries of Education, 
Health, Agriculture and Livestock, and SOPTRAVI, as well to FHlS on purchase and 
contracting management; the National System for Training on Public Acquisitions and 
Contracting was set up, 345 public officials were trained in Purchases and Contracting 
Diploma; now there is a Regulating Office for State Purchases and Contracting [Oficina 
Normativa de Compras y Contrataciones del Estado] (ONCAE) and the official Web Site 
for Acquisitions and Contracts of Honduras is up and functioning. 

141. In order to enforce transparency in the execution of public duties and in the relationship 
between the State and the individuals, the Law for the Transparency and Access to 
Information was approved and created the Institute for Access to Public Information as a 
decentralized organ with operational, decision-making and budgetary independence. 
This Institute must promote and facilitate access to public information by citizens in 
general, as well as regulating and supervising the procedures followed by public entities 
with regard to the protection, classification and custody of public information. 



142. With regard to comptrolling aspects, it is important to point out that one of the 
Government’s commitments is to continue taking steps to strengthen the Supreme 
Accounts Tribunal [Tribunal Superior de Cuentas] (TSC), particularly in its comptrolling 
duties at the local and national government level. In this regard, actions have been 
undertaken to form the Transparency Commissions which will carry out social audits at 
the local level, and these, through the TSC, will receive 1% of the Central Government’s 
transfers to the local governments (5%), in the context of the Municipalities Law. 

3. Modernization and Decentralization of Public Administration 

a. Policy Measures 

143. With regard to decentralization issues, despite delays inherent to any government 
transitions process, the National Decentralization and Local Development Program 
(PRODDEL) [Programa Nacional de Descentralizacion y Desarrollo Local] continued its 
activities, and it adapted to the government’s new priorities. 

144. During the year studied, the financial investment in the Program rose to L. 1,718.57 
million, which were basically oriented to technical assistance projects, training, providing 
equipment, information systems, transfers to local governments and local entities12, social 
infrastructure and basic production projects, and passage of legal frameworks, Among the 
most relevant actions are the following: 

Approval, Resolution No. 214-2006, of the National Training and Municipal Technical 
Assistance Policy [Politica Nacional de Capacitacion y Asistencia Tecnica Municipal] 
(PNCAT), as a normative, orientational and referential framework to unify training 
processes in municipalities and communities. 

Advice and continuous technical assistance and difference for the Municipalities on 
issues such as: budget formulation, legal aspects, distribution of the transfers 
established in Article 91 of the Municipalities Law, Accountability elaboration, approval 
of local government budget and revenue plan, legalization of the Municipal Minutes 
Book and petition for financial documents. 

Technical assistance to the communities in the central zone of the country, including 
MANOF and AMUPROLAGO, on issues such as strategic planning and 
decentralization. In the specific case of MANOF, L. 3.4 million have been transferred to 
implement projects prioritized by the community. 

Updating of the Municipal Development Strategic Plans (PEDM) in 42 municipalities 
and prioritization of PIM-PRS in 20 municipalities. 

Total transfer of 5% of the national budget to the municipalities and monitoring the 
application of the Reform to Article 95 of the Municipalities Law. 

’* The 5% established by the Municipalities Law, the PROHECO schools, funds from the FHIS’ Project Cycle 
Operative Delegation [Delegacibn Operativa del Ciclo de Proyectos] (DOCP) to finance social investment projects 
contained in the PEDM and for the TSC for the recurring audits of the Municipal Transparency Fund. 



Elaboration and development of the Manual of the Municipal Budgetary Classifications 
which will homologue the Accounts Catalog at the local and central government level. 

Continuation of the Honduran Community Education Program [Programa Hondureno 
de Educacion Comunitaria] (PROHECO), which received a transferal of L165.0 million 
and apply it to school administration at the local level. 

Continuation of the decentralized model for health management and health care which 
includes the active participation of the community. 

Commencement of the Regional Environmental ProgramlComponent 3b Support for 
the Decentralized Environmental Management in Honduras [Programa Regional 
Ambientall Componente 3b Apoyo a la Gest ih  Ambiental Descentralizada en 
Honduras], which includes the design of norms which will increase the local 
government’s capabilities in environmental management and control. 

Implementation of budgetary execution audits in 45 municipalities of category C and D, 
through the Superior Accounts Tribunal and funded by the Municipal Transparency 
Funds [Fondo de Transparencia Municipal]. 

Revision and adaptation of 15 popular manuals under the present-day normative on 
Territorial Regulation and its socialization (Law, General and Specific Regulations of 
Territorial Regulation) in 135 of the country’s municipalities. Also, the initial actions 
leading to the design of 19 new Territorial Regulation plans were monitored. 

b. Programs and Projects 

145. 

146. 

In order to support the actions oriented to the Modernization and Decentralization of the 
Public Administration, during 2006 a total of L. 2,422.5 million were allocated to this 
purpose. Most of this amount (L. 1 ,I 69.4 million) were allocated to enforce the 5% 
transfer established in the Municipalities Law; and in a lesser proportion, local 
government support for the PRS (L. 700.0 million) and for the Municipal Social 
Investment Plans through FHlS programs (L. 248.2 million), among others. 

With regard to the transfer to the local governments of L 700.0 million of condonation 
funds, it is important to point out that the latter had only asked for L.692.0 million. From 
the amount applied for, L 668.9 million were allocated to fund 3,428 projects, of which: 
1,685 are production (L. 375.0 million), 1,154 were social (L. 234.4 million), and 589 for 
governance (L. 59.5 million). 

c. Intermediate Indicators 

147. The measures adopted and the projects executed in regard to decentralization and 
municipal strengthening have, until now, allowed a relative strengthening of the 
municipalities’ financial and planning capabilities. According to the corresponding 
intermediate indicators, the local finances have been strengthened thanks to the 
following: I) have programmed their expenditures according to the revenues received; ii) 
have reduced the percentage of current revenues destined to operating expenditures; 
and iii) have increasingly been able to cover running expenditures with their own 
revenues. Likewise, there is a certain trend to reduce the dependency of municipal 



governments on the transfers from the National Government. Even though the 
proportion of the 5% transfers with respect to total municipal revenues increased, during 
the 2002-2004 period due to a progressive compliance with the same, it decreased in 
2005 due to the increase of the local government’s revenues coming from other 
sources. 

148. With regard to planning, the indicators show improvement, particularly with that 
regarding the PEDMs and departmental strategies. The first went from 10 PEDMs in 
2002 to 295 in 2006; and the latter went from 1 in 2003 to 11 in 2006. Likewise, the 
number of municipalities and communities which implement local development 
programs went from 37 and 14, respectively, in 2003 to 86 and 19 in 2006. 

4. Improving the Protection of the Environment and Risk-Management 

a. Policy Measures 

149. With regard to the promotion of the financial sustainability of the environmental 
management and protection activities, the Environmental Conservation and National 
Reforestation Program [Programa para la Conservacion del Medio Ambiente y la 
Reforestacibn Nacional] was begun and executed 98 projects funded by 1% of the 
National Budget. The National System of Protected Areas in Honduras [Sistema Nacional 
de Areas Protegidas de Honduras] (SINAPH) continued to be implemented and the 
Preliminary Design for the Protected Areas Fund was elaborated, it is now called the 
Nature Conservancy Fund which was put in trust in BANADESA for an amount of L.60.0 
million as seed capital. 

b. Programs and Projects 

150. In the Improving Environmental Protection and Risk-Management sub-programmatic 
area, there was a decrease in the amount executed, by going from L.330.2 million in 
2001 to L. 304.2 in 2006. This decrease came about because of the restructuring and 
reprogramming of the programs and projects by the Executive Branch, so as to re-orient 
the same to the country’s new priorities established by the new government. 

Citizen participation is still promoted in environmental protection actions as well as in 
prevention, mitigation and emergency assistance, which are based on a permanent and 
decentralized structure. The main actions are focused on: a) reactivation of the 
Protected Areas National Council; b) socialization of the second communique on 
climatic change; c) strengthening of the municipal; d) protection against forest fires; e) 
creation of micro-basins; and f) tree planting in public areas, private and public lands. 
Among the important programs and projects implemented in 2006 are the following: 
National Conservation and Reforestation program, Forest and Rural Development 
Project (PBPR), Program for Natural Resources Management in Priority Basins 
(MARENA), Project for the Mitigation of Natural Disasters, Program Capacity Creation 
for the II stage Adaptation to Climactic Change in Central America, and the Natural 
Resources Program (PRORENA). 

151. 

c. Intermediate Indicators 



152. One can observe that by 2006, the indicators concerning the protection of and 
management sustainability show an increase in the number of management plans for 
private forest terrains going from 855 in 2005 to 956 in 2006. For the rational 
exploitation of the national forests, in 2005, 1,099 management plans were approved, 
increasing to 1,202 in 2006. Also, the number of priority micro-basins to supply water to 
communities increased from 386 in 2005 to 428 in 2006. 
The indicators which refer to the number of forest fires reported show a decrease of only 
66 forest fires for 2006, despite the fact that the present Government has concentrated 
its efforts in this sector by implementing actions and programs to control this scourge. 
The problem not only continues to affect the forest resources, the bio-diversity and 
wildlife but also entails the proliferation of respiratory diseases, particularly among 
children and senior citizens. 

153. 

154. With regard to the participation of different actors and instances in actions oriented to 
reducing the environmental vulnerability, during 2006, 18 new Municipal Environmental 
Units (UAMs) were strengthened and 9 new ones were created. In the same manner, in 
order to create the bases for the National System for Risk Reduction, in 2006 160 
Municipal Emergency Operations Center (CODEM), while only 130 were trained in 2005 
and 8 early warning systems were set up and functioning in different areas all over the 
country . 



VI. UPDATING THE PRS AND THE NEED FOR A MORE EFFECTIVE COMBAT AGAINST 
POVERTY 

155. This chapter summarized the principal aspects contained in the document which updates 
the PRS, its preliminary version was elaborated in June 2006 and was publicized and 
socialized with civil society and the international cooperation during that same year. 

1. REASONS FOR UPDATING THE PRS 

156. 

157. 

158. 

159. 

160. 

As any strategy, the PRS is a vision which can be perfected, consequently it is subject 
to permanent review and revision and, in case it is necessary, it should be updated. This 
need is endorse by Article 5 of the Poverty Reduction Management Law. In fact, the 
flexibility of the PRS, which has entailed two previous updates, is one of the 
potentialities more-widely recognized by different sectors. 

More than the formal reasons involved in the updating, the imperative for change is 
supported by the meager results obtained, up to now, in term of objectives and goals. 
The non-fulfillment in performance of the PRS indicators, when compared to the 
favorable results obtained in economic growth and increase in social expenditures, has 
show that the relationship between economic growth and poverty reduction as foreseen 
in the initial diagnosis has not been linear nor virtuous, so that the greater growth has 
not translated into less poverty. Nor due higher levels of social expenditures oriented to 
poverty combat lead to a reduction in poverty as foreseen. 

What is put in doubt, then, is the PRS’s effectiveness to really favor and potentiate the 
poorest and most vulnerable groups. On the other hand, this implies the strengthening 
of the positive aspects of the PRS which, through time, has shown, such as its 
recognized inclusive and participative character, its promotion of dialogue and 
consensus processes in the country and its flexibility to incorporate new visions and 
actions to combat poverty. On the one hand, it implies the rearrangement of its original 
design, as well as modernizing the public management in which it is included, and, 
above all, promoting a true national appropriation process of this instrument by all 
citizens. 

In summary, the update could try to attain a greater diagnostic precision, definition of 
clear and effective focalization and prioritization criteria, formulation of an integral and 
comprehensive conceptual framework, establishing coherence between over-all 
objectives and the programmatic structure, and orientation of the PRS management 
under a result-based management system. 

This then deals with reforming the original PRS, not only partially, like the two previous 
updates, but also comprehensively. It includes not only those aspects corresponding to 
its design, but also to its execution, from the same conceptual framework and including 
merely operational aspects. 



2. THE CONCEPTUAL AND METHODOLOGICAL FRAMEWORK OF THE PRS UPDATE. 

161. The point of departure for the formulation of the conceptual and methodological 
framework is to question the alleged automatism between economic growth and poverty 
reduction, in other words, that the larger economic growth translates into lesser poverty 
levels 13. On the contrary, the document supports the affirmation that the type of growth 
really matters and that in the fight against poverty a greater growth favors the poor, as is 
amply recognized in the bibliography on the subject. 

162. The strategy, then, must promote an inclusive growth which will open opportunities for 
all, potentiating the employment of quality. This growth of ample base or pro-poor 
growth implies that the poor sectors grow much faster than the rest of society and that 
its growth will permit that the challenge to reduce poverty and extreme poverty be faced 
with seriousness. Because of this, the a,ction of economic growth itself is strategically 
oriented to three main directions: a) Direct support for the economy of the poor and 
vulnerable sectors; b) The potentiation of the small and micro-enterprises and of the 
social sector of the economy, both at the urban and rural level, as the principal agent for 
economic inclusion; and c) promoting employment and productivity in the modern and 
formal sector with intensive use of labor. 

163. The second characteristic of this growth is that, at the same time that it seeks a more 
stable and dynamic economic growth, and because of this, competitive, it must also 
pursue a more integrational development in social terms and in environmental 
sustainability terms. It deals then win a growth model focused on the subject of equity, 
putting at the forefront the validity of economic, social and cultural rights 14. This is why it 
is stated that the update has an “approach based on rights.” This entails placing the 
subject of citizenry and participation as the fundamental factors in the public exercise in 
the fight against poverty. 

164. The present update re-introduces some of the lessons learned both at the local and 
international level. This is why it asserts that the PRS must consolidate itself as a 
comprehensive policy which combines short- and long-term instruments, so as to allow 
the creation of synergies in such a way that the poor can contribute to growth and defeat 
poverty 15. 

165. The contribution of the update document leads the comprehensiveness even further on, 
it proposes a comprehensive policy of asset access. By virtue of this, the PRS will then 
be conceived as a comprehensive policy with an “assets approach.” The concept of 
comprehensiveness -as set out in Chapter Ill-refers to the conjunction and 
interconnection of disperse strategic actions so as to produce synergies which will 
potentiate the capacities and will expand the opportunities for those sectors which live in 
poverty. The so-called ‘‘assets approach”, on its part, considers converting the social 
policy instruments into investments to improve the competitiveness and productivity of 
those individuals with less resources and socio-economic opportunities.At the heart of 

l3 The literature on economic development increasingly recognizes that in countries with inequality levels, the growth in revenues 
has few probabilities of translating this into lesser poverty levels and to attain sustained growth rates (among others, see SELA, 
$005 and Perry, 2005, Sen: 2002, UNDP, 1995). 

l5 ECLA (2005). 
ECLA (2000). Equality, Development and Citizenry. Santiago de Chile. 

57 



this proposal is this document’s thesis: the optimum way to reduce poverty is to invest in 
the production and productivity of the poor. 

166. This novel focus, then, seeks to sets the basis for a social policy for the State 
characterized by a greater inter-institutional and inter-sectorial coordination. On the 
other hand, it seeks to insert the present social policy into a comprehensive 
development policy. 

3. THE PRIORITIZATION AND FOCALIZATION OF THE EXPENDITURES AND THE PROGRAMMATIC 
READJUSTMENT OF THE PRS. 

167. As has been demonstrated the increase in public expenditure is not enough to obtain a 
greater impact on poverty reduction. What must be attained is an efficient allocation and 
use of public expenditures. For this, the fundamental task is to focalize, in a more 
efficient and comprehensive manner, the resources on those sectors which suffer from 
a higher degree of poverty. 

168. In this manner, from the orientation on pro-poor growth for the PRS expenditures three 
axis or areas are defined. The first refers to the area of sustainability which includes the 
stable macro-economic framework and oriented by monetary and fiscal prudence 
[caution], national security and citizen safety in general, and the modernization of the 
State, all fundamental elements which without their inclusion there would be no 
economic, political and social stability which the strategy requires for its stability. All of 
the policy and program actions which contribute to consolidating macro-economic 
stability, the country’s competitiveness, the promotion of exports and democratic 
consolidation are included in this area. The second of the principal areas, refers to 
strategic axis which correspond to the four basic elements of the intervention based on 
“assets approach.” These are: social protection, providing capabilities, generation of 
opportunities and of infrastructure to ease communication and market access. The 
cross-sectional areas are not less important and these try to respond to criteria of 
inclusiveness, active citizenry and sustainability which supports the conceptual 
framework. In consequence, six cross-sectional axis complement the strategy: 
decentralization, transparency and anti-corruption, reduction of environmental 
vulnerability, equity and gender equality, food security and citizen participation. 

169. According to the strategy’s prioritization and focalization criteria on the poorest, it 
establishes that the expenditures should mainly be oriented to finance the strategic axis 
and, to a lesser extent, the cross-sectional axis. Since the Government has additional 
revenues and quantitatively greater revenues at its disposal, it can decide that the 
expenditures and programs which correspond to the sustainability axis should 
progressively differentiate until the over-all expenditures are absorbed, on the medium- 
term, by the social expenditures in general, while the funding destined to the PRS is 
concentrated on the strategic and cross-sectional axis of the strategy. 

170. Based on the “assets approach,” the update considers promoting a virtual circle of 
greater-investment-greater productivity-less poverty. For this is necessary to completely 
identify the geographical spaces and households occupied by the population with lesser 
resources, to focalize attention on them. In this respect, the strategy will carry out a 
progressive intervention from families in extreme poverty of extreme severity to focusing 
on families in relative poverty. This means that the initial priority will focus on the 80 



thousand poorest families, followed by the following 120more poor families until it 
concludes with the 270 thousand families identified on the corresponding poverty maps 
and censuses. This is why the Solidarity Network is at the center and is one of the 
Strategy’s main intervention tools. 

171. This focalization must be accompanied by a intervention comprehensiveness approach. 
This means that action “packages” must be implemented in the same geographical 
space so as to, simultaneously: 1) expand the capabilities; 2) expand opportunities; 3) 
improve the infrastructure; 4) reduce at-risk situations, for the poor. Again, it is important 
to point out that this is the same methodological and functional approach used by the 
Solidarity Network, which reasserts its condition as a fundamental instrument for the 
execution of the PRS. Besides, this establishes the need for an adequate 
interinstitutional and intrasectorial coordination, which is the support for the sectorial 
goals established in the Result-Based Management Systems (SGGR). 

4. A NEW MANAGEMENT MODEL FOR THE PRS. 

172. Although there have been important advances in the institutionalization of the PRS and 
in the modernization of the monitoring and evaluation systems, it is true that the 
information on the results attained by public programs and measurement of the impact 
on poverty has not been enough. Likewise, the diverse information systems defined by 
the monitoring and evaluation of the public administration (SIERP, SlAFl and SISPU) 
are still disperse and no interconnection, which has made impossible a true result-based 
management process. 

In this manner, it has not been possible to provide feedback for the execution of the 
PRS and, in consequence, it has not attained an adequate orientation of the policies to 
reduce the costs of interventions and to guarantee that the programs have the required 
performance and quality levels, among real success or failure factors. 

173. 

174. The management of a comprehensive “asset” approach consubstantially requires that 
the PRS be based on a real monitoring and evaluation system, cross-sectional to all the 
life cycles of the public policies. This additionally requires the synchronization and 
compatibility with the principal monitoring and evaluation systems. 

175. A fundamental aspect in the re-design of the PRS is the operative connection between 
the SIERP and the Result-Based Management System promoted by the present 
Government. With this, it is expected that the public administration will orient the tasks 
and budgetary availability to substantive actions derived from the PRS framework and, 
in consequence, contributing to the effective compliance with the goals proposed. 

5. THE NEW INSTITUTIONAL AND OPERATIVE FRAMEWORK OF THE PRS. 

176. The new vision of the PRS’s institutional and operative structure in its updated version 
basically resides on guaranteeing the coordination and institutional complementarity 
from and between political technical and operative levels. The political level, which 
previously was only integrated by the Social [Issues] Cabinet and the CCERP, presently 
incorporates the President of the Republic, the Council of Cabinet Ministers, the 
Economic and Sectorial Cabinets as well as the Presidential Commissioner for the 



Reduction of Poverty, and its purpose is to establish interaction levels with the National 
Congress. 

177. The technical level now unifies the technical-political decision level, the technical support 
level and the monitoring level. While it is true that almost of the same instances are 
maintained, the GTI figure does not appear because its powers were re-taken from a 
more dynamic functional scheme, the Administrative Managements are incorporated 
due to their relevance in the operational capacity of several decentralized entities 
important for the execution of the PRS, and the Analysis and Information Management 
for the PRS Group as the instance charged with generating information for the principal 
variables of the PRS’s result. 

178. At the execution and operative level, the instance responsible for the normalization of 
the purchase and contracting process (UPET) is now part of the public comptrolling 
organs as a norming organ, and which establishes a link between the Presidential 
Commissioner for Poverty Reduction and the operative instances at the decentralized 
levels (local governments and communities) through the Poverty Reduction Fund and 
counting on an Ad-Hoc Commission’’ as the decision-making instance for the allocation 
of resources. 

179. It is important to point out that the new institutional and operative structure of the PRS 
involves the Public Comptrolling instances at each of the levels mentioned above and 
those of Citizen Control at the operative level. 

6. TO UPDATE THE PRS IS TO POTENTIATE CITIZEN PARTICIPATION 

180. Citizen Participation, seen from the original PRS scheme is only limited to the Strategy’s 
monitoring and evaluation stage. In this updated version, the citizens will be involved in 
the planning, execution and monitoring levels, at the local, sectorial and over-all levels. 

181. The planning stage will be carried out by installing the Community Assemblies, Sectorial 
Roundtables, Commissions for Departmental Development [Comisiones de Desarrollo 
Departamental] (CODED) and CCERP. The execution stage, on its part, will basically be 
supported by Article 22 of the General Regulations of the National Budget for the Fiscal 
Year 2006, in which the local government’s are responsible for the implementation of 
the PRS funds in their communities. The monitoring stage, aside from considering the 
Sectorial Roundtables and CCERP instances, contemplates the social audits being 
carried out by instances such as Municipal Commissioners, Social Comptrolling 
Networks, Municipal Transparency Commissions, Citizen Participation and Control 
Boards. 

l6 The Ad-hoc Commission was created by Executive Decrre No. 1101 signed by the President of the Republic, which constitutes 
the Regulations for the Operationalization of the Revenues for the Poverty Reduction Strategy allocated in the National Budget 
2006. The Commission’s main objective is to approve the PRS Municipal Investment Plans (PIM-PRS), verifying that the prioritized 
project portfolio at the local level with their respective budgets. It is integrated by representatives from the Social [Issues] Cabinet, 
UNAT, SEFIN, SGJ and the CCERP’s Civil Society Technical Unit. 
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APPENDIX B.l GLOBAL INDICATORS OF THE PRS 

1. This appendix explains the calculus methodolgy for poverty and inequality indicators: 

Behavior of Poverty 

2. The calculus methodology for poverty indicators is used internationally, 
3. The rate poverty incidence or the headcount index “H” measures the proportion of people that are 

below the poverty line, representing the “incidence” or the “predominance” of poverty. If n is the 
total number of persons and q is the number of persons with an income below the poverty line, 
this measurement is expressed as: 
H = q / n .  

4. This measurement has the advantage of being easily interpreted and simple to communicate for 
policy means. However, it has been harshly criticized in academic literature, despite its 
widespread use. The headcount is insensitive to the crucial characteristics of poverty (like its 
depth and severity), and it is an indicator that is limited to carry out poverty comparisons. This 
measurement is very useful, however, to carry out poverty profiles, since it is additionally 
separable; so the proportion of the population’s poor is equal to the sum of the poor in the 
subgroups that make it up. 

5. One measurement that is above some of the criticism of the rate of incidence is the poverty gap - 
PG. This measures the “depth” o poverty and indicates the average distance between the poor 
and the line of poverty, weighted by the incidence of poverty. If z is the poverty line, and g is the 
amount of individuals I with income below this line. Then the income breach rate can be defined 
as: 

This measurement can be interpreted differently, if written out as follows: 
PG = H *I  I is the income gap ratio defined as: 

I = [ ?] where y stands for the average income of the poor. 

6. The income gap ratio is not a good poverty indicator on its own since one individual with income 
just below the poverty line will stop being poor, income y’ will decrease, therefore the I ratio 
would increase, although now there is one less poor person and the rest remain in the same 
circumstances. This problem is corrected when the indicator is multiplied by the headcount, and 
that is how you get the PG. 

7. A group of measurements that deserves special attention is the family of parametric indexes 
proposed by Foster, Greer and Thornbecke (1984). These indexes can be interpreted as a 
poverty gap to which a greater relative weight is assigned to individuals the further they are from 
the poverty line. As can be seen in the following, the formulation of this index is similar to the 
poverty gap, except for the presence of exponent a, that is responsible for assigning a growing 
significance to individuals as their income decreases: 

P G = - C  ‘ [ - ;’] a where a ? 0 and is an indicator of the “aversion to inequality”, and shows the 

significance that is assigned to the poorer in comparison to those that are closer to the poverty line. 

8. When a =0, this measurement is equal to the headcount index (H), and when a = 1, you get the 
poverty gap PG = H*l; which is the indicator of the relative deficit of the poor’s income with respect 
of the value of the poverty line. 

n i=l 



9. When a = 2 you get an index that, additionally, considers the degree of disparity in income 
distribution among the poor. This indicator also measures the distance between the poverty line 
and the income of each person, but it squares said distance to give a greater relative weight in the 
final result to those who are further from overcoming poverty 

10. The values of index FGT2 are not as easy to interpret as those of H and PG. But its 
complimentary value makes it preferable for the design and evaluation of policies, as well as the 
poverty related comparisons between geographical units and social groupings. 

11. Also, the inequality indexes were also calculated upon international standards and with the 
databases used for calculating poverty indicators. This report presents a detail of per capita 
income distribution in homes per income quintiles and also synthetic indicators that summarize 
the general situation taking into consideration the income of the entire population and not only that 
of the specific subgroup (be it quintile or decile); such indicators are the Gini, Theil and Atkinson 
indexes. 

12. The Gini index is the most used to evaluate income distribution. The Gini index corresponds 
geometricaly to the area between the Lorenz curve and the distribution balance line (or equality) 
taking values between (0, I), where the value of 0 corresponds to absolute equity, and the value 
of 1 to absolute equity. 

4 n n  

13. The Theil index, additionally calculated, assigns greater significance to the transfers that take 
place in the bottom part of the distribution and whose minimum value is zero (absolute equity) and 
whose maximum value is log(n), where “n” is the size of the population. 

14. Finally, the Atkinson index takes values between 0 and 1, having the characteristic of using the 
inequality aversion parameter (E), which indicates the weighting that the observations of the 
bottom part of the distribution receive. 

77 





I 

I 

I 

a i  

& N 

t 

, 

, 



0 b 
n 
3 
? 

m 
8 8 

0 
q 
r 

w 3 m 
0 
? 

m 
8 8 

0 
q 
r 

,g 
x m 

m N N 
m 2 m 

8 8 
0 

q 
r 

8 je m 
2 

m 
8 8 

0 r 

s m 
7 
N d 

m rt m 
2 

m 
2 

r 
0 

d 
9 
r 

P r- 
r 

w je 
3 

m 
2 

'1 
0 

d 
@! 
r 

m N 
m 
2 

?? 
r 

1 
W + 
z a 
P 

m n 



(D 
0 
0 
N 

- 

3 
0 
N 

- 
B 
0 
N 

- 
m 
0 
0 
N 

- 
N 
0 
0 
N 

- 
6 
0 
N 

- 

g 
7 N 

s 
0 
T 
N 

g 
o! 
I- 

s 
0 

g s 
0 

z 
LL 
W 
v) 

z 
LL 
W 
v) 

z 
U w 
v3 

ti 
Z a I-, 

r g  
P $  - a  

n 
r f 



7- W s 
? 
r 

W 
N 
m 

r 
N 

a, 
r 

i; 

a z 

I 
g 

I 
g 

0 z z 0 N 



7 
I n ?  
O b  
0 
h( 

g 
2 
N 

- 
s s 
0 m 

m 

g 
x 

m 
2 
r 

s 
0 

m 2 

m 2 

g 
x 

ae 
0 

N 
x 

N 

.;a 0 

d 
2 
r 

g 
rc 
N 

g 
7 W N 

- 

I 
M 

g 

I 
M - 
a, 

F 
E n 

f a 

I 
M 

I 
M 

I 
M 

I 
M 

- 
m t N m N 



E 
3 

A 

g 
K 
N 

g 
a 

E g 
z 2 

3 

h r 

E g 
3 rc ? 

6 r r 

E E 
2 p! 
3 

r 6 
r ?  
3 "  Jj 

a 

;e 
3 

I 
2 

I 
g 

I 
g u z 

0)  0 )  
0 m c 

E a i 
1 

ln i 
z 

0 z R 



r. t 
E- 

W 

t 

h 0 
r: 
(0 

? 
4 
F 
N 

P 

0 

0 

a 

m 

2 
2 

0 

0 

2 
2 
2 
(D' 

0 

0 

~ 

m 
E 
c 



m z r 

r 
m m a 

m- m 

m z ID cn 

a :: m z 
r 

IC 
8 tn m m 

d m d 6 m 

K 

W 
0 
I 

9 

s 

0 z f a tn rf IC d 



K 
>( 

2 
U 
E 
n 
4 

0 z 

jP 

e 
r 

jP 

? 
r 

P 

w 
v) 

ae rc 
m Q, /? 

r 

z g 
8 
$ 

g g 

w 
v) 



;e 
R 

;e 
q 
r 

;e 
0 z ;e 

9 
r 

g 
x 

ie ;e m x 

g g 

U 
d 
5 W 

v) 
W 
v) 

W W 
v) v) 

W 
v) 

E 
0 
P 
P ,- 
b 
n 

- 

Q 

z s 
. 

0 z - 
. 
n m In 



g 
d 

d 

I '  

-t g 
a 

g 
d 

g 
7 m m 

a e g 
a 2 
d 

6 

g ae 
0 

g s 
IC 
7 m 

e g 
3 

ae - 
d 

x P g 
x 3 

P 
i 

(s R g g g 
m 

g 3 

- 

.!A 
L - 

2- E 

s. x 6 m 

Y 
5 

Y 
5 f 

N LD m W 



i z 5 z 5 
E 

0 
i 

U 

4 

d 9 
i 

R 

ri 

i z 

m r i z 

m r a 
2 

h 2 

r x 
z 

m m 
2 

0 

W 
b 

u z VI In n 
n - 
m 0 

g 
E n 

v) cn A 
~ 

m 
P 
f 
U 

XI 0 m 
(D 

0 IC m IC 



5 z 5 z i d 
2 z 

k 0 
0 

0 ? 

d z 
P 
2 8 

0 m 

6 z 
6 x 

g 
R cn 

? ?-J 0 n 

K 3 0 

$ 
N 

E r 0 
r r 

9 z 
h h r t 

v )  
v )  

v )  
v )  

0 

r 3 X 1' % c 
E a 

3 

x m  
? ?  
m Y  
2s" 

- 
al 
a 

K! 3 0 0) tc 



d 
2 

i d 
2 

5 z 0 d d  d 
2 2 2  z 

N 0 5 m 8 r c o w  
8 %  c 

r 

m G 
N 

r r I!- II /2i 
m c . r B m 

m 

. 
3 N 

UJ 
UJ 

n n v) 
v) 

8 8 



d 
2 d 

Z 
ae g 
0 
7 n! 

r ? 

cn 
2 

- 
cn 
2 

- 
In 

2 

r 

ae 
0 ; 

W 

2 
m 
7 3 

8 
6 

N 

0 
n! g 

7 
Y 

m 
2 

- 

v) 
v) 

N 
7 3 

- 

9 jf z E 

- 

w 
E 

u 
E 

w z W z 

01 

f 
d 
P 
- 

s 
N J) 03 cn n 



8 
N 

0 IC N 

R 
2 
ti 

z 
N 

m 
2 

k 
N P 

2 
ti 

F 

m N P 
? 

0 0 N 

p 

W z W z 

0 z 0 0 7- 



0 N N 
IC m m m 

N P 

IC 03 m W 
m m 8 

N 

h W 
m m 

8 
r 

co m 0 h m 

m 
% 

m m m 

N z N 0 0 7 Ti 
N 

m z R 

U 

W 
0 
X 

9 

8 

U 

W 
0 
I 

9 

8 
I 
U 
W 
v) 

L 

U 
p! 
p! e ; 

.o 
e! 
0 e a. 
c 

.- s 
E m  pJ 

m z h 

3 



N d R N s 
3 

r 
D B 

2 
t 
N 

0 a 

m h 

m h 

(D r- 

m h 

2 

r s m N 

F; R 

0 N F; 

8 W N n 

N a 
W N 

m 

r 
Y r 2 

r 

n 
r r 

D 
i r 



FJ g 
N 
r 
m 

a N m 

m N 8 
(0 

r m 
UJ 
0 
0 
N 

w 0 

m a 
7 
m FJ 

m 
0 
0 
N 

7 
N 

0 
N 

0 

m 8 
2 

8 
0 

m 
o? 
U J  

II: 

W 
0 
I 

9 

8 

II: 

W 
0 
9 

8 
r 

U 

W 
0 r 

9 

8 

VI Y 

o! 
B a 

c 

VI U C V I  

g i  
c w  c c  

0 
L 

3 N r 
r 

r 
u N 

P 
*) 

r 



0 

m x 
2 

T: 3 n n 
0 
h! 

'4 
w 
r 

N 0 
N. 
r 

2 
r 

8 
9 
2 

7 

n 8 
0 
N 

'4 
w 
r 

r 
r 7 

0 ; 
2 

r: 
In In 
n 

0 

m x 
'4 
r 

8 m 

0 $ 
2 

0 ; 
2 

0 5 
x 

r 

2 
10 

- 
r: n 
B 

0 
m m 

W 
2 6 

W 

0 

m x 
x 

0 ; 
2 

m 
8 

0 

N m 
h! 

'9 
r 

W 3 2 

r r 
9 2 

IC N r. w 

p: p: 

W W 
0 0 
I 1 

9 B 

8 8 

rn 
m 

v) 

m 
h h 

T: n n n 

- 
7 

n A 

8 m 8 
m m x 
0 
'4 

-- % 
m 

r. 
E 

m m 0 
h! 

(4 
w 
r 

Y 
? 
Y 
5 
L) - 
rn 

6 
r" 

p: 

W 
0 
I 
0 
0 

9 
K 

W 
0 
I 
0 
0 

9 
p: 

W 
0 
1 
0 
0 

2 

1 

a, 

E m 
c 

; 
tl 

z a  55 
0 
2 3 

r 

m 
E 0 N r 

c 

2 
m 
2 3 

r) r I 5 
r 



f N 

N 
m n 

+) 
r f 0 

0 d d 0 N m 3 N r 
d n 

0 
9 
;; ". 
8 
r. 
r 

m 
d 
r 

0 
# 

N 
4 

m 
8 

m 
0 m 

6 
N 

0 
9 
R 

6 
N 

n 
$ 

0 

m 

h 
P 

: 
R 

2 

0 
L 

9 
2 x 0 

2 
D 
2 



h 
2 

m 
2 8 

fp f ?3 
r 

d 
f P 

r 
8 
R 6 

r 
r r g 

r 

ae 
fp 

r 

E! r r z E 
? N 

d 
2 h IC m 

E! ae 
2 

N 
E! 

3 
r 8 g 

? N 

; 
r 

6 3 
r 

0 
2 

m 
E 

m 
03 

m 
2 

ln m ae 
8 

0 

8 8 
N 

8 3) ae m m 
z 
.r 

N 7 

0 

n z 4 

0 z 
r 

2 
N z m 

2 
d 
2 

9 
P 



ae 
0 N 

z 
!n N 

g 
m 

n 

n 

- 
XI 

P 

g 
N 

ae 
(0 N z 

t 

g 
(u 

g 
m 

z 
2 

P g 
m 5 m 

ae 
N 

0 

? z 
s 

P g 
t 

ae 
ZJ 

8 
r 

ae 
W t 

ae 
R d 

T a’ a’ 

0 

F 
E a 

% c 
E a 

W 

F 
E a 

W 

P 
E a 

M 
? 

m 
? x I5 R 

r 



In 
0) N 

ip 
? 
6 v 

m 
(D 

IC m 

m t a 

2 
ii 

T- O z 





€ 
E 

_. 
m 





.- 





- 
0 
m 
Lo 

a 
- 8 
Q 

7 
s 
.- 8 
5 

E 
m s " L 



r 

5 c 



.- .- .- 

3 
4 
:ai 
g; 
- a  

m 
V .- 



v) 

v 

v) 
B 

'c 

U 
m 

I v 
E 
0 

. . . . .  .. . 



. * e  

> 

m c 
C .- 

m . 0  e . . 



I 

L L  

P S  

.- 



n 

i 
U 
m 
0 
3 



a, 0) 

2 
E 
U 
m 
S 
.- 
E 

P 
a 

- 
L 
C 

E 
8 
E 



r - - m 
.- 5 
2 
C 



m 
5 
L 



APPRENDIX D.l EXPENDITURE IN POVERTY 



PROJECT 

Rural Development Project in Central Eastern 
Honduras (PRODERCO) 

Rural Economic Reactivation Project 
RERURAL (FONADERS) 

Rural Economic Reactivation Project 
RERURAL DINADERS 
Integral Development Project of Southern 
Lempira 

Project for Support to Medium and Small 
Peasants of the Department of Olancho 

2001 2002 2003 2004 20051p 20061~  

67.4 58.3 38.8 8.9 

4.3 16.8 4.5 154.3 140.5 

25.2 

7.0 7.3 10.5 9.2 10.3 15.7 

5.5 2.0 25.7 3.6 1.9 1.8 

Comayagua, La Paz, lntibuca 
Construction of Modular Wood Bridges in 
Several Community Roads throughout the 
Country 
Construction and Rural Road Improvements in 
Indigenous Zones 
Associative Microbusiness for Road 
Conservation (IDA 3432-H0 of the IDB and 
national funds) 
Quimistan 

Nacaome Valley 

Coyolar Dam 

Water Resources Development of the 

1.9 37.2 12.7 1.8 

7.6 7.0 6.8 53.6 

22.6 43.3 62.3 47.1 

9.2 37.7 52.6 70.0 15.9 
182.3 40.6 10.6 286.7 109.9 37.3 

52.5 15.0 
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Affected by Mitch 

through Labor accross the Country 

of Natural Resources 
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Transformation of National Education 
Transformatio of the Third Cycle of Basic 
Education and High-School Education 

Honduran Community Education Program 
PROHECO 

108.1 
40.5 96.2 201.6 56.5 62.6 

198.6 131 .I 222.9 472.4 482.6 360.2 
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Tuberculosis and HIV I AIDS Health 
Nursing Personnel and Doctors in the 
Promotion and Lending of Health Services 
Quality Assurance Programs in Reproductive 
Health Services of the IHSS 
PRAIM - Project for Comprehensive Care for 
Women - Phase II 

0.6 

0.8 

1.5 
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(PRRAC II) FHlS 
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Vulnerable Women (PRAF) 

of Ecology and the Environment 

5.2 Gender Equity and Equality 

Foundation for the Sustainable Development 

Comprehensive Development of Women 
Project to Support Rural Women to Increase 
Food Production 

Equal Opportunity Project for Rural Women 

National Institute for Women 

2.0 

13.1 27.1 17.8 17.7 2.9 
12.0 26.4 16.3 13.2 
0.1 0.7 1.5 1.5 2.9 

1 .o 

3.0 

i 
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OF THE STRATEGY 
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(Hurricane Beta Emergency) 
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Natural Resources in Honduras 

P/= Preliminary 



APPENDIX D.2 PRS EXPENDITURE FINANCED WITH ALLEVIATION RESOURCES 
Millions of Lempiras 

SUSTAINABLE ECON 

Access to Land 

PRONADERS (FONADERS) 

Small Rural Economy 



Programmatic Area 
Comprehensive Pilot Program to Fight 
Urban Poverty 

3.3 Support for Social Interest Housing 

2001 j 2002 2003 I 2004 20051~ 2006/p TOTAL 

I 
I 

99.7 60.7 8.3 168.7 

Solidary Program for Housing 
Reconstruction (Chinese Government) 

Education 

(technical) 

I I 
99.7 8.3 108.0 

I 1 
Housing Allowance 

3.4 Access to Basic Services in Priority 
Areas 

SANAA 

I I 
I 
I 

- i  6 0 7 '  60.7 

217.1 

I 

I 

- 1  42.3 ' 98.9 75.9 

I 
I I 

4 2 3  1 98.9 1 75 9 - 1  217.1 

133 

Ambulatory Care - Epidemiological 
Diseases Control 

I 
105 3 22 4 I 127.7 

I 
I I 

Medical - Hospital Care 
Primary Health Care 
Healthy Schools 

- I  1323 1 0 2 6 ;  2 6  40 9 59 9 338.3 
46 3 46.3 

- 1  2 5 3 ,  5 5 4 '  24 24 223 4 352.1 

I 

I I 
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APPENDIX D.2 PRS EXPENDITURE FINANCED WITH ALLEVIATION RESOURCES 
Millions of Lempiras 

I 

I 

2,623.8 6,309.3 

- 1  6.4 Improving Environmental . I  

Protections and Risk Management I 
~ 

TOTAL PROGRAMS AND PROJECTS 860.8' 940.3 i 917.3 271.8 695.3 



APPENDIX D.3 POVERTY EXPENDITURE AS A PERCENTAGE OF THE GNP 

P/= Pmliminaiy 



APPENDIX D.4 DEFINITION OF POVERTY EXPENDITURE 

The broad version of poverty expenditure in Honduras takes into consideration all that is included in the 
original version adopted in 2001, in addition to other programs and projects that have been indentifies in 
the consultation process that took place in 2003 and that were considered relevant to reaching the goals 
of the Poverty Reduction Strategy (PRS). This Appendix describes a precise definition of the included 
elements. 

Original Definition 

The original definition of the PRS incorporated in the PRSC of 2001 was based on the analysis of the 
portfolio of projects in the public expenditure program (financed with donations and loans), que were 
related with the six “pillars” of the PRS. 

The definition’s emphasis was based on programs and projects financed with external resources and 
additionally with counterpart national funds corresponding to those projects. A small number of projects 
financed only with national resources were also included. 

A financial gap was identified, which had to be covered with additional external resources that had to be 
discussed in meetings with the Consultative Group or similar mechanisms. This financial gap was 
distributed in indicative form among the six programmatic areas of the PRS, but were not assigned to 
specific interventions whose costs or results were known. 

The original version of the PRS estimated a total expenditure for the 2001 - 201 5 period of US $2,665.6 
million, approximately 2.6% of the GNP. Of this amount, 60% was programmed to be funded with external 
resources and donations, 35% with debt alleviation and 5% with national funds. In practical terms, 1% of 
poverty expenditures would be destined toward programs geared toward accelerating sustainable and 
equal growth, 21 % would be oriented toward reduction of rural poverty, 17% to reducing urban poverty, 
40% toward human capital programs (health and education), 10% for social protection and 8% for social, 
political and environmental promotion of the strategy. 

During 2001 -2002, the list of projects included in the original document of the PRS was adjusted to 
incorporate relevant projects that had originally been excluded; to incorporate new projects negotiated 
since 2001 (such as EFA and the Global Fund for HIV - AIDS); to exclude some projects that were not 
related to the goals of the PRS; and to correct duplicate projects (emerged through the use of different 
names in different databases from different agencies, like SETCO and SEFIN). 

New Definition 

This Appendix presents the revised definition of the PRS as adopted in 2003 and that is defined as 
follows: 

Programs Financed with External Resources 

7. The PRS includes programs and projects financed with external resources relevant for reaching the 
goals specified in the programmatic areas identified in the original document of the PRS (six 
programmatic areas and 21 sub-areas). This includes investment projects as well as projects financed 
with running expenditures that contribute to reaching the goals of the PRS. 

2. Although the majority of external financing is destined to direct investment, there are externally 
funded programs that are predominantly running expenditure. Amont them: Family Allotment 
Program; technical assistance programs for small producers administrated by PRONADERS 
through SAG; and PRIESS which is dedicated to basic medical care in remote rural communities. 

3. The decision over which projects to include in the PRS that are externally financed is taken by a 
technical committee with representatives from UNAT and SEFIN. The resulting list has been 



published among the interested paties - including representatives from Civil Society - during the 
consultation process that took place in 2003. Some adjustments have been done to assure the 
consistency of the list. 

Programs Financed with National Funds 

4. Automatically included in the budget for the PRS are the national counterpart funds of all PRS 
projects that are financed with external resources. 

5. Capital Expenditures Financed with National Funds. Within the investment budget financed 
with national resources, the main components of the PRS as the following: 

a. All investments of the Ministries of Education and Health 
b. In SOPTRAVI, investments in low income housing, construction and repair of secondary 

roads and rural roads; and rural bridges 
c. All capital investments of the Ministry of Agriculture 
d. All capital investments of the FHlS 
e. Capital transfers to Municipalities to finance their investment programs 
f. All transfers to the SANAA and other agencies for the construction of fresh water and 

sewage systems 
g. Capital transfers to increase coverage of electricity and telecommunications in rural and 

urban-marginal communities 

6. Running Expenditure Financed with National Funds. The broader definition includes the 
running expenditure financed with national resources that are relevant for the programmatic areas 
of the PRS and compliance with its goals. 

7. Ministry of Education. The broader version includes: 

a. Salaries for teachers (excluding personnel from the central administration of the Ministry 
who are hired under the Civil Service Regime, such as Ministers, Vice-Ministers, 
Administrators and other administrative personnel). For purposes of the PRS, the amount 
of teachers is calculated using the data obtained form the teacher information system of 
the Ministry of Education (SIARDH) for the personnel assigned to non-administrative 
posts; in addition, data obtained from SEFIN's budgetary system shows teachers in 
administrative posts outside of the central administration (mainly High School Principals, 
supervisors, technical assistants and Departmental Directors). For 2005 it is expected 
that all this information be consolidated in the SIARDH. The salary per teacher admissible 
as expenditure in poverty is calculated as 3.5 the per capita GNP. These agreed with the 
technical staff of the World Bank based on the benchmarks of neighboring countries of El 
Salvador and Nicaragua. To calculate the per capita GNP, the information was obtained 
from official projections of the INE and in the case of the GNP, the source is the Central 
Bank. Once the amount of salaries admissible for purposes of the PRS is calculated, any 
remaining value of the salaries totals is registered as non PRS salary expenditure. 
However, salaries for contracted personnel to improve coverage and quality and financed 
with HlPC debt alleviation are fully included. 

b. Running transfers and other costs related to the development and financing of community 
education (PROHECO, AECO and the like). (Transfers to universities are not included). 

c. Other programs to develop alternative systems of delivery (including for elementary and 
high-school levels, such as Basic Education Centers, Educatodos, Telebasica and 
programs for specific groups, like ethnic minorities, marginal neighborhoods and rural 
corn m u n ities). 



d. Economic support programs for the promotion of academic excellence and to cover costs 
in transportation with the purpose of improving access to education. 

8. Ministry of Health (Secretaria de Salud - SS). The broader version includes: 

a. The salaries of ambulatory medical care personnel, environmental health and infectious- 
contagious diseases and hospital care programs (excluding central adminstrative 
personnel of the Ministry of Health, such as Ministers, Vice-Ministers, administrators and 
other administrative personnel, not including auxiliary personnel of the service delivery 
units). For purposes of the PRS, the number of medical personnel is calculated using 
SEFIN’s budgetary system information. The average permissible salary per person is 
calculated as 5 times the per capita GNP. This was agreed with the World Bank’s 
technical staff, based on benchmarks with neighboring countries of El Salvador and 
Nicaragua. To calculate the per capital GNP, the population data was obtained from 
official projections of the INE and the GNP data came form the Central Bank. Once the 
amount of the admissible salaries for purposes of the GNP are calculated, any remaining 
amount of the salaries total is registered as non-PRS expenditure. However, salaries 
financed with HlPC debt alleviation to contract personnel to improve service coverage and 
quality is fully included. 

b. The cost of medicines for ambulatory care, environmental health / infectious-contagious 
diseases and hospital care. 

c. The cost of per diem expenses related to the implementation of basic health programs 
(ambulatory care, environmental health / infectious - contagious diseases). 

d. Transfers to finance community programs and other third-party mechanisms for the 
expansion and improvement of basic health coverage. 

9. Ministry of Agriculture (Secretaria de Agricultura - SAG). The broader definition includes: 

a. All expenditures related to rural development and poverty reduction, but none destined to 
the costs of the Ministry’s central administration. 

b. Transfers to COHDEFOR or other agencies for the administration of protected areas and 
basin administration programs. 

IO .  PRAF. The broader definition includes: 

a. All running transfers to finance programs directly aimed to beneficiaries, but not to include 
the cost for central administration of the program. 

11. FHIS. The broader definition includes: 

a. All running transfers to finance programs that directly reach beneficiaries, but not to 
include the costs for central administration of the program. 

12. Secretariat of the Presidency. The broader version includes: 

a. The School Meals program 
b. The Healthy Schools program 
c. The Program for Efficiency and Transparency in State Purchases 

13. Ministry of Public Security. 



a. Salaries financed with debt alleviation funds for additional personnel contracted to 
improve safety conditions in low-income communities. 

Attached is a complete and detailed list (by source and economic classification) of the programs 
and projects included in the revised PRS - including time series of the executed expenditure 
and projections for the 2001 - 2007 period. 
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EXECUTIVE SUMMARY 

I. 

II. 

Ill. 

IV. 

V. 

VI. 

VII. 

VIII. 

IX. 

This report summarizes progress made in the implementation of the Poverty 
Reduction Strategy PRS) since its approval by the Government of the Republic in 
August of 2001 until December of 2005. 

By law, the country is committed to prepare annual follow-up reports for the 
strategy for the consensus of the Civil Society, International Cooperation and 
Government. This report derives from the commitment of complying with and 
presenting the progress made in global and intermediate goals, PRS spending, 
and political measures contemplated in the strategy. 

Having contrasted results obtained in terms of PRS objectives and goals and 
evolution of spending, there is a significant delay in the expected performance. 
Therefore, a meticulous explanation is necessary. What are the causes of 
poverty persistence? What is the relation between growth and poverty? What is 
the dynamic between PRS spending allocation and compliance of 2015 goals? 

The country has a referential framework of potential spaces to improve strategy 
implementation, its main task being to focus on resources in a more effective and 
integrated fashion; evaluating correspondence of PRS goals and compliance 
requirements with programmes and projects as well as aspects referring to 
priority and focal interventions. 

During 2005, the world economy’s performance characterized by a Gross 
Domestic Product (GDP) growth of nearly 4.8%, a figure slightly below the one 
registered the previous year (5.3%) and affected by oil prices. 

The report highlights that for Honduras, notwithstanding great oil price volatility 
and its respective impact on internal inflation that reached 8.7% at the end of 
2005, economic growth reached a considerable level at 4.1 %. 

During 2005 efforts continued to maintain sound public finances through 
continuity of application of measures oriented to improve efficiency of fiscal 
collection and an adequate management of the current spending. According to 
goals presented in the document Poverty Relief and Growth Fund (PRGF), in 
order to improve current savings and thereby strengthening investment in social 
projects and programmes, especially those in the PRS framework. 

The first quarter of 2005 registers a transcendental event in the PRS execution 
and sustainability. The International Monetary Fund (IMF) and the World Bank 
(WB), jointly announced that the country had complied with the previous 
conditions established to reach the culmination point of the Highly Indebted Poor 
Countries’ Initiative (HIPC). The amount accrued in concept of HIPC relief for the 
PRS during the period 2000-2005 ascended to US$347.3 million. It estimates that 
for the year 2006 a higher amount of relief received calculated at US$112.6 
million reducing in time to US$23 million by 201 5. 

Notwithstanding static tendency of the poverty rate of incidence during the period 
2001-2005, the last year experienced a slight increase from 64.2% to 65.3%. 
Noteworthy of mention is that although the same increased during the period, the 
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condition of the poor in terms of income have improved slightly; this situation 
evaluated by the indicators related to poverty and severity gaps. On the other 
hand, the extreme poverty indicator has a slight reduction of a point and a half 
between 2001 and 2005. 

X. Regarding inequality, the Gini Index nationwide displays inequality has increased 
to significant levels since the PRS began, reaching 58.9% by 2005, placing 
Honduras at the highest inequality levels in Central America. Worth mentioning is 
that inequality in the rural area is higher than that of urban zones, 62.0% and 
52.0%, respectively. 

XI. Global indicators have two tendencies: on the one hand there is a positive 
performance of macroeconomic indicators, while on the other hand social 
indicators present certain stagnation. Examples are the delays in poverty, gender 
and environment indicators. Those observing a slight improvement are education 
(coverage rate in the third year of basic education and coverage rate of the 
diversified cycle of loth to 12'h grades), electric energy, potable water and 
sanitation, and telecommunications. By the year 2005, 62.5% of indicator 
complied with their annual goals. 

XII. During the period 2000-2005, total poverty spending doubled, from Lps.7,298.4 
million to Lps. 14,100.3 million. The inter-annual increase registered for the year 
2005 at 24.2%. According to the third PRGF programme progress report 
delivered to IMF, such amount represented 8.9% of the GDP complying with the 
goal established fro the year 2005. 

XIII. Resource distribution from the programmatic point of view continues its tendency, 
since 2000, investment in human capital has represented 59.1 % in average, 
spending destined to guarantee Strategy sustainability at 20.6%, programmes 
destined to reduce poverty in rural areas at 10.1% and 9.4% for the remaining 
programmatic areas; majority of resources financed by national funds (66.7%) 
and external loans (21.5%). 

XIV. Additionally, internal financing has contributed an average 18.3% of PRS 
spending for the period 2000-2005, compared to 2.8% of resources from the 
HlPC relief. Likewise, internal financing has increased during the same period an 
average 16.8%, with the greatest inter-annual variation of 34.8% during 2005. 
Worth mentioning is that when comparing the PRS spending and the non PRS 
spending, the first has grown an average 3.4 more percentage points for the 
period 2000-2005 than the second (14.7% versus 11.3%, respectively). 

XV. The spending related to PRS is relatively focalized. From the total, 24.3% 
allocated to the first quintile of distribution. In redistributive terms, such spending 
has a pro-poverty turn, although there is still margin for an important increase of 
its focalization point. Since 45% of this spending benefits people considered to be 
non poor, especially through services as education, health and even welfare, it is 
necessary to focus on this set of programmes that deviate benefits to the poor on 
those explicitly not poor. 

XVI. The PRS spending financed with HlPC resources reaches 1.0% of the GDP in 
2005, surpassing the historical mean sin the beginning of the PRS at an average 
0.7% of the GDP per year. Noteworthy is that HlPC resources are distributed in 
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XVI I. 

XVIII. 

XIX. 

xx. 

xxl. 

49.8% to finance salaries, 13.7% to buy goods and services, and 36.4% to 
current transfers in the framework of programmes and projects established in 
each programmatic area; focusing fundamentally on investments to improve 
human capital (53%). 

Amongst the main progress made to achieve an equitable and sustainable 
economic growth is the subscription of a Millennium Challenge Agreement 
pointing towards increasing productivity, reducing transportation costs between 
production centres and national, regional and world markets. In addition, 
noteworthy are the efforts to improve competitiveness, investments in tourism, 
and an increase of the capacity installed of fix telephones by the Honduran 
Telecommunications Enterprise (HONDUTEL). 

During the year 2005, spending to foster rural development reached the figure of 
Lps.l,423.4 million. With the purpose of favouring access to productive factors 
and basic services, actions have continued, including: formulating a State Policy 
on Food and Nutritional Livelihood 2004-2015; delivery of 7,747 property titles; 
disbursement of Lps.61.3 million in the productive sector and Lps.2.8 million in 
the micro-credit sector to support the agricultural activity. 

In distributive terms, rural development programmes have a structuring favouring 
the poor: the first quintile of the population receives 34.2% of benefits, while the 
fifth quintile only receives 6.9%. Of the PRS spending 41.4% in rural 
development benefits extreme poverty groups; 27.6% the poor, and only 31.1% 
the non-poor. With a high incidence in poverty is the National Sustainable Rural 
Development Programme (PRONADERS). Through these programmes, 6 
functional food chains have been established in 2005, working with African palm, 
vegetable gardens, honey, bovines, cacao and rice, benefiting approximately 
11 1,000 producers nationwide. Likewise, 63 micro businesses are operating in 
the production of artisan agricultural and non-agricultural products. 

Actions to reduce poverty in urban zones point to create employment and income 
generating conditions by means of the Micro, Small and Medium-Sized 
Enterprises (MIPYME), housing, and access to basic services. Important 
progress made with a) the Fund for Services for Entrepreneurial Development 
(FOSEDEH); b) the presentation of the Framework Law of the Urban Housing 
and Development Sector to the National Congress of the Republic; c) launching 
the Strategic Plan to Modernize the Potable Water and Sanitation Sector, and d) 
the Model of Potable Water and Sanitation Service Regulations applied at 
municipal level by service providers. 

Resources allocated to the urban development programmatic area increased 
from Lps.486.8 million in 2001 to Lps.540.5 million in 2005. From these 
resources, 74.9% was destined to Basic Services in Priority Areas; 21.8% to 
Housing of a Social Interest; and 3.3% remaining to programmes for the 
development of intermediate cities and MIPYME development. even though 
programmes destined for potable water supply, specifically maintenance of the 
potable water and sanitation networks and urban housing programmes, have an 
inclination to favour the rich. Programmes destined to expand the water network 
present an inclination towards the poor, since their incidence analysis displays 
that more than 50% of the spending is concentrated on the first quintiles of a 
lesser income (34.9% for the first and 21.3% for the second). 
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XXII. Regarding the strategic area of human capital, an average of 58% PRS 
resources have been destined during the period 2001 and 2005. For the year 
2005, the amount allocated to education and health programmes and projects 
ascended to Lps.8,442.1 million representing 66.3% to expand education 
coverage and quality, and 33.7% to improve access to health services. 

XXIII. In education, the primary level captures 62.0%, medium level 31.0% and pre- 
school level 7.0% of the resources. Investment in primary level projects was 
destined to sustain public schools’ system nationwide, including Basic Education 
centres; the programmes: Honduran Programme of Community Education 
(PROHECO), Adult Literacy and Education Programme (PRALEBAH), and 
EDUCATODOS; and to finance scholarships and bonuses for student 
transportation. Amongst these, the latter are less inclined to favour the poor. In 
the medium level, resources are destined to attendance at medium education, 
long distance and technical education. Their distributive evaluation indicates that 
only 3.3% benefits families in the poorest quintile; this performance related to the 
low rates of attendance of the poor at the medium level education. On the other 
hand, resources destined to the pre-school level address sustaining formal and 
non-formal public centres, with a high incidence of poor. 

XXIV. Of the total resources allocated to health, during the period 2001-2005 an 
average 70% was destined to the programme of hospital care and ambulatory 
care, epidemiological control of diseases. Assuming homogeneity in 
assignments, almost all such spending is slightly concentrated in the poorest 
quintiles. Of the total resources destined to a Greater and Better Access to 
Health Services in 2005 (L~s.2~842 million), 21% benefit the first quintile, while 
14% benefit the fifth quintile. Likewise, worth mentioning is that only resources 
destined to Medicine post-graduate scholarships have no direct incidence on the 
poor and favour the rich. 

XXV. PRS resources destined to protect specific groups increased from Lps.482.9 
million in 2001 to Lps.766.1 million in 2005. In average, during the period 2001- 
2005, 87% executed in bonuses through PRAF and in subsidies for electricity 
and transportation; 10% to development projects in ethnic groups through FHIS; 
and 3% in gender equality projects. In general terms, in the programmatic area 
number five, programmes and projects with a greater incidence on poverty are 
the bonus programmes executed by PRAF, followed by those of FHIS, although 
with a lesser degree of focalization, and electricity subsidies that do not really 
favour the poor. 

XXVI. The programmatic area of Strategy Sustainability received Lps.2,896.5 million in 
2005; of which 82.7% was destined to improve public administration and 
decentralization; and 11.4% to risk management. Progress was made in Justice 
administration programmes modernization and the Project of Judicial Branch 
Modernization, as well as the Transit Law and the Programme of a Safer 
Community, training 15,300 members of Citizen Safety committees. Regarding 
transparency and efficiency of the public administration, during 2005, 289 audits 
held at State institutions, continuing with the strengthening of acquisitions and 
contracts management in four State ministries, as well as launching the official 
website for Honduran Acquisitions and Contracts. Regarding State 
Modernization, reforms have continued in the sectors of telecommunications, 

4 



energy, transportation, and potable water and sanitation. With the purpose of 
ensuring continuity of the decentralization process, Lps.800.0 million were 
assigned to comply with the 5% transfer conferred by the Law of Municipalities, 
and Lps.851.2 million destined to cover aspects related to Municipal Social 
Investment Plans. To promote the sustainable use and management of natural 
resources and contain environmental deterioration, actions have continued 
developing through projects and programmes executed under the community 
micro-basin focus as the basic planning unit, resulting in the improvement of the 
indicator related to the number of protected areas with management plans, 
increasing from 23 in 2004 to 40 in 2005. 
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I. INTRODUCTION 

1. The present report summarizes progress made in the execution of the Strategy 
for the Reduction of Poverty (PRS) since its approval by the Government of the 
Republic in August of the year 2001 until December of 2005. 

2. The PRS presents as an objective, the reduction of poverty and indigence levels 
in a sustainable manner through economic growth, equitable in resource 
distribution. It therefore defines five strategic guidelines and six programmatic 
areas’. Likewise, a legal and institutional framework has been institutionalized 
with the finality of promoting execution of the same, by means of government 
leadership and citizen participation. 

3. The first PRS progress report recounts progress made for the year 2003 and an 
update of where the operational framework redefined. Goals and indicators again 
calibrated, and the definition of poverty spending is changed. It presents an 
expansion of this framework including totality of public resources whether 
national or from international cooperation, whose purpose is achieving 
compliance of goals. 

4. In the year 2004, the country presented to the IMF and the WB a second 
progress report, basis for the negotiation of the culmination point of the Highly 
Indebted Poor Countries’ Initiative (HIPC). Although the document presents a 
somewhat meagre progress in goal compliance, the joint IMF and WB staff 
decides to grant the complete relief of the external debt, considering the efforts 
made by the Government, to increase spending destined to the least favoured 
sectors and progress in the participative process. 

5. The Law of the Reduction of Poverty Fund (RPF) orders preparation of annual 
follow-up reports that must include the Government’s vision as well as that of the 
Civil Society and International Cooperation. This report pretends to comply with 
such commitment and present progress made in global and intermediate goals, 
PRS spending and political measures contemplated in the strategy. 

6. After contrasting results obtained in terms of objectives and goals, as well as the 
evolution of spending, there is a significant delay in the performance expected. 
Therefore, it is fundamental to explain meticulously the causes of poverty 
persistence as well as the relation between growth and poverty and the dynamic 
between PRS spending allocation and compliance of goals by 2015. 

7. Likewise, it is necessary to create a reference framework to generate potential 
spaces to improve strategy implementation, the principal task being a more 
effective and integrated resource focus; evaluating correspondence of PRS goals 
and compliance requirements with programmes and projects as well as aspects 
referring to priority and focus of interventions. 

8. Chapter II of the report analyses the country’s macroeconomic situation, its 
relation with the indicators contemplated in the PRS and the Fund for the Relief 
and Growth Fund (PRGF) agreed with the FMI. Worth mentioning is the recent 

’ The Strategic Guidelines are: i) Priority reduction of poverty actions above poverty alleviation 
actions; ii) 
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dynamic of the region’s economies, affected mainly by the energy crisis. 
Likewise, the performance of the principal macroeconomic variables in the 
country highlighted by the great volatility of oil prices and their respective impact 
on internal inflation at 8.7% at the end of 2005, the economic growth of Honduras 
at a considerable level at 4.1%. 

9. Chapter Ill outlines the poverty status by means of global indicators’ performance 
for the period 2001-2005. To analyse performance of poverty and extreme 
poverty on the income side, as well as associated indicators, the Government’s 
efforts have almost doubled PRS spending in the last four years, and these have 
not translated into significant results in terms of an improvement in living 
conditions of the poorest. 

10. Chapter IV focuses on the description of the poverty spending for the period 
2000-2005, emphasizing programmatic distribution of funds and the financing 
structure. Additionally, it presents the evolution of HlPC funds according to the 
principle of addition and use of the same. 

11. Chapter V enunciates PRS progress by programmatic area, emphasizing on 
results of the year 2005 in aspects related to political measures, programmes and 
projects and intermediate indicators. In reference to programmes and projects, 
results of the analysis of public spending incidence incorporated, particularly 
highlighting PRS projects with an incidence on poverty. 

12. Finally, Chapter VI1 describes the challenges the country faces in order to ensure 
PRS implemented effectively in the short, medium and long term, advancing in 
the consecution of goals by 2015. 

II. MACROECONOMIC SITUATION 

A. International Panorama2 

13. The year 2005 was an inflection point in the expansive cycle of the world 
economy during the last few periods. The global GDP grew nearly 3.3% in real 
terms, a figure lower than 4% of the previous year, with a more elevated inflation 
(above 4.2%) and an increase of 7.3% in commercial activity. The increase in the 
international price of oil, in addition to the more restrictive fiscal and monetary 
policy in the developed economies, caused this slight deceleration. 

14. The dynamism of developed economies was more heterogeneous. The 
production of the United States of America grew by 3.5% (less than 4.2% in 
2004), influenced by the richness effect derived from the expansive monetary 
policy applied in previous years and the correlative boost of internal demand, 
especially in private consumption and the construction market, notwithstanding 
the imposition of the Federal Reserve of a monetary restriction to avoid 
overheating. On the other hand, the rise in oil prices and natural catastrophes 
affected the country and reduced the upward rhythm of its growth. Japan grew 
2.2%, while the European Union only grew 1.5%. 

Source: International Monetary Fund. 
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FIGURE 11.1 ECONOMIC GROWTH OF REGIONS IN THE WORLD 
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15. The Latin American economies continue their moderate expansion at an average 
rate of 4.3%, less than 5.9% during 2004. Such growth accompanied for the third 
consecutive year by a positive balance of the current account, mainly fostering an 
increase in the internal demand from their main commercial partners and an 
increase in the price of fuels favouring producer countries. Central America and 
the Dominican Republic on their hand, reached an average growth of 4.4%, 
influenced by the deceleration of the insular country’s economic activity and the 
recovery of the internal demand of all economies, especially regarding private 
consumption, explained by the growing flow of remittances of funds to families. 

B. National Economy 

a. Growth, Investment and Competitiveness 

16. Although superior to the average of the past decades, Honduran GDP growth of 
4.2% in 2005 was less than the 5.0% in 2004, fundamentally due to deceleration 
of investment and persistence of climatic phenomena that affected agricultural 
production. The macroeconomic dynamic was influenced by a prudential policy, 
(monetary policies and non-discretionary fiscal ones); and an improvement in the 
position of the country’s net external assets, with a positive effect on the internal 
demand. This, together with the recovered credibility derived from the compliance 
of all the goals in the agreement signed with the International Monetary Fund 
(PRGF), undermined the negative effect of the reduction in terms of exchange 
and contracted expectations generated by the end of the political cycle. The 
growth of aggregated demand was influenced by an increase in public 
consumption (6.7% with respect to 2004), a 4.8% increase in exports, and mainly 
public consumption with a 7.7% variation, contrary to that expected by the impact 
of international prices of fuels. 

17. Notwithstanding the efforts of the Government to generate a business climate 
prone to generating new enterprises, the gross formation of fixed capital was 
contracted by 2.9 percentage points in real terms, due to the reduction of 
3.2points in private investment, affected by the contraction of the construction 
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sector and less opening of commercial and industrial establishments. For its part, 
the public investment showed dynamism above that of 2004, notwithstanding the 
displacement effect exercised by the Government to comply with the goal of fiscal 
deficit of the PRGF. 

18. Consumer prices moderated their upward tendency during the last quarter, 
reaching an inflation of 7.7%, that although out of the range between 6,5% and 
73% stipulated in the monetary programme, is less than the 9,2% registered in 
2004 attributed to the external shock caused by the increase in oil prices. 
Headings like transportation, foodstuffs and non-alcoholic beverages, and 
lodging, water, electricity, gas and other fuels. 

19. In the external sector, the result of the Balance of Payments was positive. The 
increase of US$372.4 million in Net International Reserves (NIR) was superior to 
the average of the past few years. The balance of such external assets covered 
until December, more than 5 months of imports of goods and services. The deficit 
in the current account reduced to 0.8% of the GDP, due to the effect of the 54.1 YO 
increase in flow of remittances from abroad. The value of exports of goods 
increased by 10.0% with respect to 2004, reaching in 2005, 21 1 % of the GDP. 
Notwithstanding, the capital account was less than US$474.8 million to that of 
2004, a consequence of the reduction in the long term net capital entry and the 
negative balance of the short term net capital flow caused by the reduction of 
direct external investment flows and the reduction of capital incomes of the public 
and banking sectors. 

b. Fiscal Performance 

20. The fiscal result for 2005 evaluated as positive, taking into consideration the 
compliance of the deficit goal fixed by authorities (3% of GDP). Notwithstanding, 
there are still problems in spending effectiveness that can provoke sustainability 
problems in the medium term. In effect, current incomes increased although not 
much in 2004 (13.9% versus 18.0%); nevertheless, the current spending 
experienced an unexpected increase (1 8.8% versus 7.4%), forcing authorities to 
stop public investment that decreased by 1.3%. 

21. Although the fixed cap for the total spending fulfilled at 24.7% of GDP, and the 
poverty spending floor at 8.9% of GDP, the latter increased in a lesser amount to 
that of the first. In addition, its definition reviewed, since increases in the 
Government’s capital spending v is -h is  the marked reduction of gross formation 
of fixed capital of this sector in the national accounts. 

22. The Law of Public Finance Rationalization kept in force, prolonged to 2006, 
guaranteeing sustainability of the current spending for one more year and forcing 
new authorities to negotiate salary increases consigned in the trade-union 
statutes for 2007. The obligation of a temporary solidarity contribution also kept at 
5% applicable to the excess of taxed net income above Lps.1 .O million, allowing a 
better tax collection for one more year. 
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Chart 11.1 
Honduras: Main Macroeconomic Indicators 

National Income and Prices 
Real p.m GDP (real growth, %) 
GDP Deflator (increase, %) 
Consumer Prices (% increase 
at the end of the period) 
GDP per capita (US$) (to 
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Poverty Rate (% of population) 
External Poverty Rate (% of 
population) 

Balance of Payments 
Current Account 
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Public Sector 
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Central Government General 
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Nominal GDP to market prices 
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Average Type of Exchange 
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Source: BCH, INE, SEFIN 
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23. The Initiative for Highly Indebted Poor Countries was translate into an estimated 
debt relief of nearly 2.800 million Dollars in 15 years (60% of the current balance 
of the external public debt), including the condoning initiative of G-8. Beginning 
2006, resource savings by the debt service destined to social programmes in the 
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framework of the Strategy for the Reduction of Poverty (PRS) will allow more 
approximation to the Millennium Development Goals. 

c. Monetary and Financial Policy 

24. Beginning May 2005, the monetary policy operates a new framework with the 
purpose of transmitting with greater clarity the position of the issuing entity. The 
changes include operational goals as well as Central Bank of Honduras (BCH) 
instruments complied. The objective of controlling intermediate goals abandoned 
and instead an operational goal established consisting on defining a short-term 
interest rate in the monetary market. Likewise, short-term liquidity management 
separated from the long-term one and monetary policy instruments expanded. 
Finally, the intention of determining empirically need of the financial system 
liquidity to minimize divergence between the operational goal and current rates. 

25. The substantial increase (50%) of money remittances from abroad translated into 
an increase in net international reserves of the BCH beyond expectations, 
generating an increase in monetary issuance of nearly 13% real. The monetary 
aspect of foreign currency forced the issuing entity partially to sterilize them with 
a greater net placement of monetary absorption certificates in national currency. 

26. The abundant liquidity allowed the continued reduction of interest rates with 
which real passive rates are about to turn negative. Credit to the private sector 
increased 16% with greater increases registered in credits to commerce, 
consumption and industry. Financial indicators continued to improve by means of 
a favourable economic climate. 

27. The type of exchange registered a nominal depreciation of 1,4% situating it at the 
inferior limit of the exchange band of the BCH. In real terms, this is a slight 
appreciation that helped to moderate the inflationary pace. 

Chart 11.2 
Honduras: Macroeconomic Projections 

2004 2005 2006 2007 
Real GDP (%)  4.6 4.2 6.0 4.5 
Inflation (increase, YO at the 
end of the period) 9.2 7.7 6.5 6.5 

Public Sector Combined 

Combined Public Sector 

Percentage of GDP 

Deficit -3.0 -2.8 -1.7 -1.7 

Primary Deficit -2.7 -2.3 -2.5 -2.5 
Current Account Balance -5.8 -0.8 -2.4 -2.7 
Gross Internal Reserves (in 
months of imports) 4.6 5.0 4.9 4.9 
Total Public Debt 66.1 51.4 49.8 48.0 
External Public Debt 66.0 45.6 44.3 43.0 
Source: IMF 
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Ill. POVERTY STATUS, PRS GLOBAL GOALS AND INDICATORS 

A. Poverty and Inequality 

28. Even though in the past few years the country has sustained a long-term 
programme with the purpose of reducing elevated poverty indexes and social 
exclusion, these efforts seem to dilute with the increase of the public spending 
destined for such purposes. In effect, a quick look at the basic social indicators 
show a deterioration of the Honduran’s living conditions, especially in the rural 
areas, where low productivity of the agriculture of subsistence, isolation and lack 
of opportunities to develop human capital impede economic growth benefits to 
reflect on the population. 

FIGURE 111.1 HONDURAS - POVERTY ACCORDING TO INCOME 2000-2005 

Flgura 111.1. Honduras.Pobrera seglin lngresos 
2000-2005 

29. The static tendency of the poverty incidence rate during the period deteriorated in 
the period of 2001-2005 from 64.5% to 65.3% of households. Notwithstanding, 
the poverty gap (indicating the poverty aggregated deficit or the distance of the 
poor population in relation to the line of poverty) and the severity (depending on 
the distribution of consumption among the poor) displays a slight improvement 
throughout the quinquennium (Chart 111.1).3 

Chart 111.1 Honduras: Poverty Indicators by Income 
Year* Poverty Gap Severity of Poverty 
2001 41.5 29.4 
2002 43.4 31 .O 
2003 44.6 32.2 
2004 41.9 30.0 
2005 38.2 27.3 

*The exercise uses the EPHPM rounds performed during the first quarter of every year. 
Source: UNAT own preparation based on EPHPM, INE. 

Worth mentioning is that these data are the result of measurement of poverty per income, by 
means of the Permanent Surveys of Households performed every quarter by INE. In 2004, the 
Survey on Living Conditions (ENCOVI) performed to measure poverty by consumption, providing 
a better instrument to measure the same. Nevertheless, this report continued using the income 
method in order not to lose sequence of the previous ones. Farther on in the analysis of incidence 
of PRS programmes and projects, data from ENCOVI are used. 
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30. Extreme poverty displays an irregular tendency (see Figure 111.1), with a slight 
reduction between 2001 and 2005, from 48.6% to 47.1%. From this perspective, 
it is necessary to count with a growth pace with inclination to the poor, of a robust 
and sustainable nature, to achieve the goal of extreme poverty reduction 
proposed in the PRS and according to the Millennium Development Goals 
(MDGs).~ Nevertheless, the need to focus the budget on programmes and 
projects directed to the poor of a progressive nature5, together with the design of 
adequate policies towards increasing the income of the poor through sustainable 
employment generation in the economy’s formal sector, is an effort much needed 
to achieve the goal aforementioned. 

31. A very important aspect to highlight is that 69.7% of households in the rural areas 
are poor and 60.3% of these are below the extreme poverty line, in contrast with 
the urban area where extreme poverty is in the order of 27.4% and 57.3% of 
households are poor.6 The above, evidences the need of profoundly hard efforts 
to ensure inclusion of the poorest in growth benefits. 

32. When evaluating the distributive structure from the percentage of total income the 
households in an ascending order receive, for the year 2005 80% of the 
households barely received 42.0% of total income, 58.0% remaining for the 
richest 20%. Nevertheless, the first quintile does not improve throughout the 
years, although there is a reallocation from the inferior quintile to the third and 
fourth ones. 

Chart 111.2 Honduras: Participation by Quintile in Distribution of 
Total Income 2001-2005 (In Percentages) 

Quintile 2001 2002 2003 2004 2005 
1 2.3 2.4 2.4 2.4 2.3 
2 6.1 6.1 6.1 6.2 6.2 
3 11.3 11.2 11.2 12.3 12.0 
4 20.2 20.0 20.0 20.4 21.5 
5 60.2 60.2 60.2 58.7 58.0 

The exercise uses EPHPM rounds made during the first quarter of each year. 
Source: UNAT, own preparation based on EPHPM, INE. 

33. On the other hand, Gini nationwide displays an inequality that has increased in 
significant levels sin the beginning of the PRS, reaching 5.89% for the year 2005. 
Likewise, if observed carefully, the inequality level in the rural area is higher to 
that of the urban zones, 0.62 and 0.52 respectively, (Gini coefficient of the 
EPHPM of March, 2005). This means that with the execution of the PRS, 
household income distribution has not improved. 

A reflection on the subject: “Millennium Development Goals for Honduras: Current 4 

Achievements and Forthcoming Challenges”, December of 2005, in its preliminary version. 

from the Social Public Spending in Honduras”, October of 2005. 
Source: CELAS (University of La Plata) and UNAT (Government of Honduras), “Who Benefit 

(Multiple Purpose Permanent Household Survey, EPHPM, March of 2005). 

5 

6 
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Chart 111.3 Honduras: Evolution of Inequality Indexes. (In Percentages) 
Year* Gini Theil Atkinson 
2001 56.1 6.23 74.8 
2002 56.3 62.9 78.5 
2003 58.4 66.9 76.1 
2004 58.1 66.6 77.7 
2005 58.9 66.9 84.9 

Source: Human Development Report 2005, UNDP 

34. Furthermore, when considering transfers in the lowest part of distribution, the 
Theil Index displays and increase of 8 points for the period analysed and when 
assigning greater weight to lower income households with respect to higher 
income ones, the Atkinson Index (e=2) displays an increase of almost 10 points 
for that period. In general terms the conclusion is that the distributive inequality 
has increased (in terms of the Gini coefficient), placing Honduras at the highest 
level after Guatemala in the Central American region. 

Chart 111.4 Gini Coefficient for 2005 
(In Percentages) 

Countries El Salvador Guatemala Honduras Nicaragua Costa Rica 
Coefficient 53.2 59.9 58.9 43.1 46.5 

Source: Human Development Report 2005, UNDP. 

35. Considering all of the above, the country must bet on a dual strategy to combat 
poverty: interventions addressing reduction of poverty and improvement of 
distribution. For the first, by focalizing efforts on programmes stimulating human 
capital development, such as health, education, generation of employment, and 
inclusion of the poorest in growth benefits, amongst others. In the second, the 
country should focus and more of efficient interventions through aid and welfare 
programmes. 

B. Performance of Global Indicators 

36. Two tendencies characterize the performance of global indicators established as 
framework to evaluate PRS goals: on the one hand, the positive performance of 
macroeconomic indicators, and on the other hand, stagnation and in some cases 
recession of social indicators. 

37. The economic evolution of recent years has made possible a positive 
performance of the country’s macroeconomic indicators, although the link 
between economic growth and poverty is not immediate, this growth continues 
without reflection on the reduction of poverty. Attributed in part to the lack of 
household sustainable incomes, product of the ample informality of the labour 
market and a growth promoted by sectors not labour intensive, with a persistent 
bad distribution of incomes. 

38. Chart 111.5 displays the results of the global indicators with respect to the goals for 
the years 2004 and 2005. The political measures destined to strengthen public 
finances, the financial system and the country’s external position; and the prudent 
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management of the monetary policy, together, helped to comply with the goal of 
economic growth registered at 4.2% versus the 4.0% goal established for 2005. 
Likewise, the GDP per capita reaches 1.8% versus the goal of 1.6%. 

39. The public policy, a privilege of the PRS spending, allowed achieving the poverty 
spending goal in relation the GDP, with a relation of 8.9% for the year 2005 two 
tenths above the goal established at 8.7%. 

40. Contrary to what happened during the period 2001-2004 with the slight reduction 
of poverty, specifically extreme poverty, the year 2005 displays a unfavourable 
tendency for this indicator. Explained by redistributive policies (apparently there 
was a redistribution of the monetary income not from the rich towards the poor, 
but from the middle class to the sectors in extreme poverty) and not due to 
growth (Trickle-down).’ 

41. The goals of poverty and extreme poverty not met. On the contrary, their 
diminishing tendency of a poverty rate for 2005 of 65.3% and 47.1 % for extreme 
poverty reverts, compared with the goals established for that year of 58.4% and 
39.7%, respectively. At the urban and rural levels, there is a similar performance 
of the urban area poverty rate of 58.7% to 60.3%, and in the rural area of 70.3% 
to 71.5%, respectively. Meanwhile, extreme poverty in the urban zone increased 
by 2.2 percentage points with respect to 2004 and 2.4 percentage points in the 
rural zone. Contrary to the city of Tegucigalpa, the city of San Pedro Sula’s 
poverty index diminished with respect to the index for 2004. 

42. Education goals met at the net coverage levels in the third cycle of basic 
education with a value of 39% compared to the goal of 37.3%. Net coverage in 
the diversified cycle displays a permanent improvement, surpassing the 
established goal of 22.3% at 22.7%. Notwithstanding, pre-basic education 
coverage rate was not met, with a value of 34.3%, two points below the 36.5% 
goal. The net coverage of first to second cycle not met, with a value of 89.4% 
versus the goal of 91.7%. 

43. For the health sector, there are no updated data of indicators, nevertheless, once 
the National Survey on Epidemiology and Family Health (ENESF) currently being 
processed published, these will be included. Tendency of the intermediate 
indicators reveal an improvement in the access to basic health services that will 
directly affect global indicators. For example, among the intermediate indicators 
related to the health sector that have evolved positively, are the following. 
Increase in the percentage of institutional births, increase in the percentage of 
births assisted by a trained traditional midwife, increase of c-sections, increase of 
average of prenatal care, reduction of the rate of incidence of diarrhoea in 
children 5 years old, and reduction of the rate of incidence of pneumonia in 
children less than 5 years old, amongst others. Worth mentioning is that 
resources are being negotiated to reduce periodicity of the ENESF and to 
strengthen health sector administrative registers in order to have more systematic 
indicators and thus better quality intermediate indicators to advance towards the 
goals. 

’ Operational Growth for the Poor in Honduras, UNAT and Pedro Morazan, Jorge Gallardo and 
Mario Negre, 2005. 
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Goal 

Real GDP 
Growth 

Per Capita GDP 
Growth 

Social Spending 

Reduce poverty 
by 24 

percentage 
points 

Double Net 
Coverage of 

Pre-Basic 
Education to 5 

Years 
Net Coverage of 
95% in the First 
Two Cycles of 

Basic Education 
Net Coverage of 
70% in the Third 
Cycle of Basic 

Education 
50% of 

Emerging 
Population 
Completing 
Secondary 
Education 

Reduce by Half 
the Infancy 

Mortality Rate 
and in Children 
Less than Five 
Years Of Age 

Reduce by Half 
Malnutrition in 
Children less 

than 5 Years of 
Age 

Reduce by Half 
Maternal 
Mortality 

Achieve 80% of 
Electric Energy 

Service 
Coverage 
Triplicate 

Telephony 
Density in the 

Country 

Access of 95% 
to Potable Water 
and Sanitation 

Chart 111.5 Honduras: Evolution of PRS Global Indicators 
Indicator (Base Year) 

% Real GDP Growth 

% Per Capita GDP 
Growth (2000) 
Poverty Spending as % 
of GDP (2000)(3) 
Poverty Rate (1999) 

Extreme Poverty Rate 

(2000) 

(1 999) 

Coverage Rate of Pre- 
Basic Education (1999) 

Net Coverage Rate 
(excluding over-aged) 1 
to 2 cycle (1 999) 
Coverage Rate 
(excluding over-aged) 
in the 3'd Cycle of Basic 
Education (1 999) 
Net Coverage 
(excluding over-aged) 
of Diversified Cycle (1 0 
to 12 grades) (1999) 

Infancy Mortality Rate I 
1,000 born alive (1 996) 
Mortality Rate in 
Children less than 5 
Years of Age (per 1,000 
born alive) (1 996) 

Infantile Malnutrition 
Rate (1 996) 

Maternal Mortality Rate 
for each 100,000 born 
alive (1 996) 

Electric Energy 
Coverage Rate (2000) 

Fixed Lines Density x 
Every 100 Inhabitants 

Penetration of Mobile 
Phones (users per 
every 100 inhabitants) 
% of Population with 
Access to Potable 
Water (1999) 
% of Population with 
Access to Systems to 

(2000) 

Base 

5.7 

2.6 

7.0 
66.0 

32.9 

32.9 

89.8 

24.2 

12.4 

3.60(5) 

48.0( 5) 

37.8(5) 

147.0(6) 

54.9 

4.8 

2.5 

81 

70.2 

Noted 
for 2004 

5.0(1) 

1.9(2) 

8.1(3) 
64.2(4) 

36.0(4) 

36.0(4) 

89.3(4) 

38.2(4) 

21.3(4) 

n.a. 

n.a. 

n.a. 

n.a. 

63.7 

5.6 

10.1 

82.2 (4) 

76.7(4) 
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2004 
Goal 

3.5 

1.1 

8.1 
60.2 

41.5 

35.7 

91.2 

35 

20.6 

30.0 

41 .O 

29.9 

98.0 

63.3 

5.2 

6.4 

82.6 

71.9 

2004 
Goal 

Met?(l2) 

Yes 

Yes 

Yes 
No 

No 

Yes 

No 

Yes 

Yes 

n.a. 

n.a. 

n.a. 

n.a. 

Yes 

Yes 

Yes 

Yes 

Yes 

Noted 
for 2005 

4.2(1) 

1.8(2) 

8.9(3) 
65.3(4) 

47.1 (4) 

34.3(4) 

89.4 (4) 

3.90(4) 

22.7(4) 

n.a. 

n.a. 

n.a. 

n.a. 

64.2(7) 

6.6(8) 

15.5(8) 

84.7(4) 

78.2(4) 

2005 
Goal 

4.0 

1.6 

8.7 
58.4 

39.7 

36.5 

91.7 

37.3 

22.3 

29 

39 

28.9 

95.0 

64.9 

5.4 

7.2 

83.4 

73.0 

2005 
Goal 

Met?( 12) 

Yes 

Yes 

Yes 
No 

No 

No 

No 

Yes 

Yes 

n.a. 

n.a. 

n.a. 

n.a. 

Yes 

Yes 

Yes 

Yes 

Yes 



Elevate by 20% 
Women's 
Human 

Development 
Index 

Reduce 
Environmental 
Vulnerability of 

the Country 

Eliminate Excretes 

HDI Relative to Gender 
(1 999) 0.6(9) 
Gender Boosting Index 
(1 999) 0.5(9) 

Number of Protected 
Areas (PPAA.) with 

Management Plans 

% of Total Surface of 
PP.AA. a Priority with 
Management Plans 12.5 

Air Pollution in Urban 

(1 999) 

Priority with 5.0 

(2000) 

(2000) 

n.a. 

n.a. 

23( 10) 

57.5(10) 

Centres (ug/m3 of 53.6(11) 35.9 
N02)(2000) 

0.66 n.a. 

0.48 n.a. 

23 Yes 

75.0 No 

40.0 No 

n.a. 0.7 n.a. 

n.a. 0.5 n.a. 

25(10) 31.0 No 

75.2(10) 79.5 No 

n.a. 40.0 n.a. 

1. BCH. 2. UNAT, with figures from BCH and INE. 3. SEFIN based on the new definition of 
poverty spending. 4. Estimates based on EPHPM, May of each year respectively. 5. ENESF. 6. 
Secretary of Health: research on maternal mortality and women in a reproductive age in 
Honduras, 1997. 7. ENEE registries. 8. HONDUTEUCONATEL registries. 9. Report on Human 
Development (UNDP). 10. Statistical Yearbook COHDEFOR. 11. SERNA (Centre for Studies and 
Control of Contaminants, CESCCO), for the following years there was no monitoring due to lack 
of budget. 12. Considered to meet the goal if the difference between the value noted and the goal 
is not greater than 0.7 percentage points in the case of relative values and 10% in the case of 
absolute values. 

44. In the electric energy sector, the coverage rate displays a growing tendency. 
Efforts in the social and rural electrification programme framework was barely 
sufficient to meet the year's specific goal within the margin allowed of deviation 
established at seven tenths of percentage points, noting a coverage rate of 
64.2% versus the goal of 64.9%. 

45. Market opening to new cellular telephone companies, liberalization of the Internet 
market and participation of the private sector in providing fixed telephone service 
have caused telephone indicators to meet the goals established for the year 
2005. Thus, the density indicator of fixed lines (per every 100 inhabitants) 
reached 6.6 compared to the goal of 5.4; penetration indicator of mobile 
telephones (users per every 100 inhabitants) doubled its goal at a value of 15.5 
versus the goal of 7.2. 

46. Basic potable water and sanitation coverage complied with the goals for the year 
2005. For potable water there is an evolution of 82.2% (2004) to 84.7% (2005) 
compared to the goals for those respective years of 82.6% and 83.4%. On its 
part, basic sanitation coverage evolved from 76.7% (2004) to 78.2% (2005) with 
respect to the goals of 71.9% to 73% for those respective years. 

47.The National Report on Human Development published in June of 2005, 
indicates that the Human Development Index Relative to Gender (GDI) has 
experienced a reduction from 0.675 in 2001 to 0.650 in 2003. The World Report 
on Human Development for 2005, in the Gender Promotion Index (GPI) notes 
that Honduras occupies position number 74 in the world classification based on 
the GPI of 80 countries. 

17 



48. The two environmental indicators available display non-compliance of the goals 
established for 2005. The indicator for number of Protected Areas (PP.AA.) of 
priority with management plans passed from 23 in 2004 to 25 in 2005, not 
meeting the goals established for that year of 31. The total percentage of PP.AA 
surface with management plans did not meet the goal established of 79.5% 
remaining at 75.2%. 

49. In summary, for the year 2005, ten global indicators successfully met; there were 
no good results in six, and seven did not have any information. Indicators 
displaying permanent improvement are the macroeconomic: those for education 
(coverage rate in the 3' cycle of basic education and net coverage rate for the 
diversified cycle of loth to 12'h grades); electric energy, potable water and 
sanitation, and telecommunications. 

50. Notwithstanding key indicators as poverty, gender and environment display low 
compliance, such as the two first cycles of basic education. No health indicator 
has recent information. 

51. It is necessary to double efforts to improve the quality of public spending, since 
as will be shown further on, it is evident that compliance of goals has a strong 
inclination to political economy and bad public management problems, provoking 
filtration of benefits towards others but the poor. It will also be necessary to 
modernize information systems so the same is provided in a timely fashion and 
with quality. 

IV. POVERTY SPENDING PERFORMANCE 

52. Following is a detail of the total poverty spending performance during the period 
2000-2005*, broken down by financing source and economic classification. It also 
incorporates an analysis of distributive incidence in programmes for a later 
adequate review of portfolio. Immediately after, the application of interim debt 
relief funds specified, granted to Honduras during the period of analysis. 

A. Total Spending on Poverty 

53. During the period of 2000-2005, the total poverty spending doubled, from 
Lps.7,298.4 million to Lps. 14,100.3 million. The inter-annual increase registered 
for the year 2005 at 24.2%. According to third progress report of the PRGF 
programme present to the IMF, such amount represented 8.9% of the GDP, 
complying with the goal established for the year 2005. 

54. Notwithstanding, spending growth was not homogeneous displaying oscillations 
mainly caused by the fall in external aid (consult the year 2002), principally 
explained by termination of various programmes in the National Reconstruction 
and Transformation Master Plan considered within the PRS and cease of new 
contracts due to breaking-up with the IMF programme. Beginning 2003, poverty 
spending again resumes its trajectory to reach a maximum 8.9% of GDP in 2005. 

* The definition of poverty spending analyzed in this section derives from the review made in the 
year 2003 that incorporates some differences with respect to the original. (Consult Annex D.5) 
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Chart IV.l Honduras: Summary of Poverty Spending of Financial Execution 
Millions of Lempiras 

2000 2001 2002 2003 2004 2005 
Programme Original Executed 

December 
Total PRS Spending 7,298.4 8,755.2 8,156.8 9,255.2 11,356.4 13,093.4 14,100.3 
Total PRS Spending (% 
GDP) 8.2 8.8 7.5 7.8 8.4 8.6 8.9 
Financial Source 
National Funds 4,389.1 4,680.5 5,108.4 5,417.0 6,917.7 7,501.4 9,399.0 
Loans 2,178.3 2,526.7 1,665.0 2,026.7 3,560.3 3,357.5 3,031.1 
Donations 579.0 687.2 443.1 894.2 385.9 1,459.8 974.9 
HlPC 11 152.0 860.8 940.3 017.3 492.5 774.7 695.3 
Economic Classification 
Salaries 2,894.3 3,259.1 3,681.1 3,992.0 4,518.0 5,119.9 5,051.6 
Goods and Services 853.3 695.2 675.4 869.4 1,020.9 1,287.4 1,363.1 
Current Transfers 546.9 855.8 864.1 1,177.7 1,597.1 1,954.6 3,290.9 
Capital Investment and 
Transfers 2,891.0 3,877.1 2,917.3 3,120.9 4,026. 4,731.4 4,315.4 
Concession of Loans 112.9 68.0 18.9 95.2 194.1 79.3 
Source: SEFlN 
I /  Non-adjusted HlPC Resources 

Programme to 

55. From the programmatic point of view, throughout the years, a strong preference 
has been to privilege programmes relative to the Fourth Pillar (Investment in 
Human Capital) in average represented at 59.1%. This is positive if one 
considers the need to invest in the long term to guarantee sustainability of the 
strategy. Nevertheless, it is necessary to balance again the totality of 
programmes so that those addressed to generate employment, infrastructure to 
promote private investment, access to public services and improvements to 
governance, can be privileged, without prejudice to social spending while 
maintaining macro stability. For this, the only response can be improvement of 
the spending efficiency. 

56. For the year 2005, national resources (66.7%) and loans (21.5%) continued as 
the principal source of financing for the project portfolio addressing reduction of 
poverty. the remaining 1 1.8% of resources derived from donations and debt relief 
resources. A similar structure prevailed in previous years. 

57. From the point of view of economic destination of resources for the year 2005, 
35.8% of resources served to finance wages and salaries of employees in a great 
majority belonging to the areas of health and edu~at ion.~ The 30.6% went to 
investment, mainly in roads and improvement of several hospitals, and to capital 
transfers addressing potable water and sanitation programmes, to major and 
minor infrastructure projects executed by FHlS and to the Honduran Project of 
Land Administration (PATH) (known before as the Rural Areas Administration 
Project - PAAR). In addition, 23.3% were current transfers, of which the greatest 
part was destined to bonuses issued by PRAF, the Honduran Community 
Education Programme (PROHECO) and Bonus 80. The remaining spent on the 
purchase of goods and services and concession of loans. 

Teachers’ salaries considered as PRS spending are calculated as 3.5 times the GDP per capita 
and the amount of salaries for doctors is calculated as 5 times the GDP per capita. 
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Chart IV.2 Honduras: Financial Balance of the Central Government 
Millions of Lempiras 

Description 2000 
TOTAL INCOMES 16,753.1 
dlc Donations 88.10 
TOTAL SPENDING 21,769.2 
Payment of Interests 2,306.4 
Total PRS Spending 7,298.4 

Adjusted PRS Spending 5,687.1 
Internal Financing 3,991.2 
External Financing 1,695.9 

HIPC Relief 152.0 
Others 1/ 1,543.9 

Spending related to Match 1,611.3 
Internal Financing 397.9 
External Financing 1/ 1,213.4 

Total Non PRS Spending 12,164.4 
Internal Financing 11,173.1 
External Financing 1/ 991.3 

BALANCE (5,016.1) 
Total Financing 5,016.1 

Net External Financing 1,111.9 
External Resources 21 3,019.5 
Amortization 1,907.6 

Internal Financing 3,904.2 
1/ Includes donations. 
Source: SEFlN 

21 Excludes donations. 

2001 
19,807.7 

1,739.0 
25,634.0 
2,128,9 
8,755.3 
6,905.3 
4,595.8 
2,309.5 

860.8 
1,448.7 
1,850.0 

84.7 
1,765.3 

14,749.8 
12,211 -6 
2,538.2 

(5,826.3) 
5,826.3 
2,731.8 
4 I 874 .O 
2,142.2 
3,094.5 

2002 
20,977.3 

1,138.3 
26,644.8 
2,046.9 
8,156.8 
7,064.8 
4,906.6 
2,158.2 

940.3 
1,217.9 
1,092.0 

201.8 
890.2 

16,441.1 
15,301.1 
1,428.0 

(5,667.5) 
5,667.5 

873.6 
3,338.1 
2,464.5 
4,793.9 

2003 
23,632.4 

1,328.2 
30,738.1 
2,292.6 
9,255.1 
9,255.1 
5,417.0 
3,838.1 

917.3 
2,920.8 

0.0 
0.0 
0.0 

19,190.4 
17,440.4 
1,750.0 

(7,105.7) 
7,105.7 
2,116.8 
4,259.9 
2,143.1 
4,988.9 

2004 
27,821.1 

1,295.0 
32,548.6 
2,364.0 

11,356.4 
11,356.4 
6,319.0 
5,037.4 
1,091.2 
3,946.2 

0.0 
0.0 
0.0 

18,828.2 
17,381.5 
1,446.7 

(4,727.5) 
4,727.5 
5,708.0 
7,179.4 
1,471.4 
-980.5 

2005 
32,343.6 
2,103.2 

37,060.5 
2,472.1 

14.100.3 
14;100.3 
8,517.6 
5,582.7 
1,576.7 
4,006.0 

0.0 
0.0 
0.0 

20,488.1 
18,763.4 
1,724.7 

(4,716.9) 
4,716.9 

816.3 
5,403.9 
4,587.6 
3,900.6 

58. Since 1999, the country is committed to complement debt relief resources with 
own resources to propitiate reduction of poverty efforts. In this sense, the HlPC 
relief cannot be fungible and added to internal efforts destined to PRS. Chart IV.2 
shows this addition of the HlPC spending with the rest of public resources, 
distinguishing funds invested in post-Mitch reconstruction, in the PRS and the 
remaining not considered in any of these qualifications, meaning No PRS 
Spending. 

59. Internal financing as noted has contributed in average 18.3% of the PRS 
spending for the period 2000-2005, compared with 2.8% representing resources 
from HlPC relief. In addition, internal financing has increased an average 16.8% 
for the same period, with the greatest inter-annual variation of 34.8% in 2005. 

60. On the other hand, important to mention is that when comparing PRS spending 
and non-PRS spending, the first has grown more than the second, (14.7% versus 
11.3%, respectively). 

B. PRS Spending Distributive Incidence 

61. The spending related to PRS is relatively focalized nevertheless many of the 
programmes have a strong inclination towards less vulnerable groups. Of the 
total PRS spending, 24.3% assigned to the first quintile of distribution. This 
percentage is according to what considered in the greater income quintiles. 
Nevertheless, PRS spending benefits on the superior quintiles (not poor) are 
inferior. Quintiles 4 and 5 jointly count for more than 30% of the PRS spending, 
constituting an approximate value for 2005 of Lps.4,230 million. 
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indices de Concentraci6n 

Source: Study "Who Benefit from the Social Public Spending in Honduras", UNATMlorld Bank, 2005. 

Gasto ERP (Millones de Lempiras) 

62. From figure IV.l, one notes a great amount of public resources destined to 
programmes without a great incidence in income distribution. For example, the 
spending on conventional primary education, although favouring the poor, does 
have a great impact on the reduction of concentration indexes and consumption, 
the fourth of the PRS budget. Nevertheless, PROHECO that is an alternative 
education programme has a relatively high inclination in favour of the poor and 
receives few resources. 

63. Social programmes more focalized on the poor are the education programmes 
PROECHO, PRALEBAN and EDUCATODOS, PRAF, and food programmes and 
Healthy Schools. Rural development projects also benefit the poor since 
geographically they are located in areas with high incidence of poverty. On the 
other hand, superior education programmes, post-graduate scholarships, private 
education subsidies, maintenance of potable water networks, transportation 
subsidy and provision of sanitation services, are mostly concentrated in the most 
affluent society. Worth mentioning is that classification in functions hides 
important differences between programmes. For example, within the Education 
Sector, the spending on elemental education favours the poor, while university 
disbursements favour the rich. 
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64. In summary, PRS spending is not completely destined to the poor and there is an 
ample margin to increase its degree of focalization significantly. This implies that 
the PRS spending principally benefits the poor; although 45% of this spending 
benefits people not considered poor, especially through services in education, 
health, and even welfare. Therefore special attention should be given to this set 
of programmes that deviate funds for the poor and concentrate them an those 
explicitly not poor. 

65. Focalized implementation of all the PRS spending programmes would imply the 
fall of the Gini coefficient of consumption per capita distribution of 4.4 points in 
the worst of scenarios of spending financing translating into its financing with 
regressive taxes. Forty-three percent of this impact derives from education 
programmes, followed in relevance by rural development programmes (1 9.6%), 
health (1 7.8%) and welfare (1 7.6%). 

C. Use of HlPC Funds 

a. HlPC Relief 

66. In April of 2005, Honduras reached the Culmination Point of the HlPC Initiative 
and the country began receiving complete relief of the foreign debt from creditors, 
multilateral as well as bilateral. Conditions to achieve such point related to: 
macroeconomic stability goals under the Programme Service for Growth and the 
Reduction of Poverty (PRGF); the successful implementation of PRS during at 
least one year; preparation and implementation of a participative and 
comprehensive anti-corruption strategy; reforms to the social security system; 
and strengthening of the financial sector amongst others. 

67.The above opened the doors to creditors members of the Club of Paris who 
considered opening a balance operation as had been agreed on records of the 
meeting held in April of 2004 (Club of Paris V) culminating in cancellation of 
US$206 million, achieving parameters required for the debt sustainability 
according to the HlPC Initiative. The majority of creditors, members of the Club of 
Paris committed themselves to grant an additional relief estimated in more than 
US$900 million. 

68. Furthermore and in the framework of the G-8 meeting held in Great Britain in 
June, the Multilateral Debt Relief Initiative (MDRI) promoted. Eighteen of the 
poorest countries in the world, amongst these Honduras, will benefit from a debt 
cancellation package agreed in September of 2005 by the WB and IMF. This 
allows the country to obtain a relief of approximately US$1,300.0 million applied 
to the debt balance with IMF and WB. In December of 2005, IMF officially 
declared the relief of US$107.5 million in Special Drawing Rights (SDRs), 
equivalent to US$155.18. 

69. A result of the abovementioned negotiation, up to December of 2005 six bilateral 
agreements had been signed with the creditors members of the Club of Paris for 
a total amount cancelled of US$678.3 million and readapting US$30.8 million. By 
2006 the remaining bilateral agreements are expected to be signed to obtain a 
cancellation amount of nearly US$438.0 million. 
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b. HlPC Relief Received 

70. The amount accrued in concept of HlPC relief for the PRS for the period 2000- 
2005 ascends to US$347.3 million. In July of 2002 the WB had suspended relief 
subject to achieving the Culmination Point. Having agreed on such Point, the WB 
reactivated relief flows to the country for a total amount in 2005 of US$9.6 million 
for the PRS. 

71. With respect to IADB, result of the relief deliveries beginning November of 2001 
under the modality of transfers, in December of 2005 relief received for the PRS 
totalized an amount of US$69.9 million of which US$22.8 million received in 
2005. 

Chart IV.3 Honduras: HlPC Relief Received for the PRS 
2000-2005 

2000 2001 2002 2003 2004 2005 TOTAL 
Total Received 

Millions of Lempiras 153.1 870.1 955.1 1,029.6 1,378.9 1,717.6 6,104.7 
Type of Exchange 15.01 16.65 16.61 17.54 18.41 19.0 

TOTAL RECEIVED 
Millions of US$ 

a) Multilateral 
AIF 

IBRD 
AlDB 

CABEl 
IDA 
IMF 

OPEC 
FlDA 

b) Bilateral 
Club of Paris 

Other Bilateral 
c) Commercial 

CDC 
Source: BCH 

10.2 55.6 57.5 58.7 74.9 90.4 347.3 

7.3 55.2 48.6 21.1 26.7 64.2 223.1 

5.7 18.8 12.2 5.0 41.7 - 22.8 18.5 5.8 - 22.8 69.9 
1.6 12.3 13.4 15.3 21.0 17.9 81.5 

4.6 4.6 
1.3 4.5 5.7 13.3 24.8 

0.6 0.6 
8.5 37.2 47.8 25.8 119.3 
8.5 37.2 47.8 25.8 119.3 

2.9 0.4 0.4 0.4 0.4 0.4 4.9 
2.9 0.4 0.4 0.4 0.4 0.4 4.9 

72. By means of the use of the Percentage of Effective Nominal Relief in Terms of 
Net Present Value methodology (PENR/NPV), CABEI at the end of 2005 granted 
a total relief amount for the PRS of US$81.5 million and specifically for 2005 
US$17.9 were received. 

73. IMF began providing interim relief of the debt in 2001 and to December of 2005 
the total relief provided was US$24.8 million of which US$13.3 million correspond 
to 2005. 

74. Creditors of the Club of Paris have provided PRS relief accrued to 2005 of 
US$ll9.3 million, during 2005 receiving an amount of US$25.8 million. 

75. From the Commonwealth Development Corporation (CDC) a HlPC relief amount 
for the PRS of US$4.9 million accumulated by 2005 has been received, under the 
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modality of 100% cancellation of debt service, subtracting 67% of traditional relief 
and 10% of additional relief (according to principles managed in the DPD). 

76. It is estimated that for 2006 the highest amount of relief will be received, 
calculated in US$112.6 million to be reduced in time down to US$23 million by 
2015. 

c. Relief Allocation 

77. HlPC relief resources have been destined according to the agreements for the 
Culmination Point for Honduras. At the end of 2005, a total of US$319.6 million 
executed. The greatest part of investment with HlPC resources destined to the 
programmatic area of Investing in Human Capital (53%), specifically in the 
sectors of education and health. During the last few years, investment has been 
concentrated in the execution of programmes for education development; 
noteworthy are the Honduran Programme of Community Education (PROHECO), 
Formal Basic Centres and Formal Primary Education. In the sector of Health, the 
greatest part of resources destined to Hospital Medical Care and Epidemiological 
Control of Diseases. 

Chart IV.4 Honduras: Use of Relief Funds According to Programmatic Area 
2000-2005 

Programmatic Area / Project 2000 2001 2002 2003 2004 2005 
Millions of Dollars 
1. Accelerating Sustainable and Equitable 

2. Reducing Poverty in Rural Zones - 0.2 1.5 1.5 1.6 2.3 
3. Reducing Poverty in Urban Zones - 9.2 9.7 4.9 5.5 7.6 
4. Investing in Human Capital 6.5 23.1 23.7 28.5 32.2 44.4 
5. Strengthening Social Protection of Specific 

Groups 3.7 13.4 11.8 7.3 8.2 11.4 
6. Guaranteeing Strategy Sustainability 0 9.7 10.8 11.1 12.5 17.3 
TOTAL 10.2 55.6 57.5 53.3 60.0 83.0 
Source: BCH/SEFIN 

Economic Growth 

78. Approximately 17.5% of the total of relief resources have been destined to social 
protection networks, the most important being transfers to the Honduran Institute 
for Children and the Family. On the other hand, 2.2% of HlPC relief resources 
invested in projects focused in the reduction of poverty in rural zones, and 11.5% 
to programmes and projects in urban zones. Finally, from the totality of relief 
resources, nearly 19.2% for the programmatic area of Guaranteeing the Strategy 
Sustainability, highlighting the sub area of Public Administration Modernization. 

79. PRS spending financed with HlPC resources reaches 1% of GDP in 2005, 
surpassing the historical mean sin PRS started of an average 0.7% of GDP per 
year. Noteworthy are HlPC resources distributed 49.8% to finance salaries, 
13.7% to purchase goods and services, and 36.4% to current transfers in the 
framework of programmes and projects established in each programmatic area. 

80. Just as mentioned above, HlPC relief resources’ allocation gradually reduced 
after reaching its maximum in 2006. The consequence is that the Government 
will have to allocate greater resources from national sources to finance 
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programmes and projects currently financed with HIPC resources. It is therefore 
critical to rationalize use of these resources, especially since the country must 
absorb high proportions of recurrent resources whose sustainability cannot be 
discriminated. 

Chart IV.5 Honduras: Distribution of HIPC Resources 
HlPC 100.0% 

Salaries 49.8% 
Goods and Services 13.7% 
Current Transfers 36.4% 
Capital Transfers 0.1 % 
Investment 0.0% 
Concession of Loans 0.0% 

Source: SEFIN 

81. Finally, it is important to mention that there is a small remnant of debt relief 
received to date that not applied to programmes contained in the PRS, for an 
estimated amount of US$27.7 million. This remnant will be destined to PRS 
spending during 2006. 

Chart IV.6 Honduras: Reconciliation of HIPC Relief Received and 
Executed in the PRS, 2000-2005 

2000 2001 2002 2003 2004 2005 TOTAL 
HlPC relief received for PRS 10.2 55.6 57.5 58.6 74.9 90.4 347.2 
HlPC relief executed 10.2 55.6 57.5 53.3 59.9 83.0 319.5 
Annual difference 5.3 14.9 7.5 27.7 
Accumulated difference 5.3 20.2 27.7 53.2 
Type of exchange 14.8 15.5 16.4 17.2 18.2 19.0 101.1 
Relief executed (Millions of 
Lempiras) 152.0 860.8 940.3 917.3 1,091.1 1,576.7 5,536.6 
Source: BCH 

V. PROGRESS AND INCIDENCE OF POVERTY SPENDING 
BY PROGRAMMATIC AREA 

82. This chapter enunciates PRS progress according to programmatic area, with 
emphasis on 2005, in aspects related to policy measures, programmes and 
projects and intermediate indicators. Referring to programmes and projects, the 
results of the document “Who Benefits from the Social Public Spending in 
Honduras?” incorporated, particularly highlighting PRS projects with an incidence 
on poverty (Annex Dl) .  

Equitable and Sustainable Economic Growth A. 

a. Policy Measures 

83. The Agreement of the Millennium Challenge subscribed between the 
Government of the United States of America (Millennium Challenge Corporation) 
and the Republic of Honduras, establishes the main objectives of the Millennium 
Challenge Account Programme (MCA). i) to increase productivity and commercial 
skills of farmers who operate medium and small agricultural farms and their 
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employees; and ii) to reduce transportation costs between production centres and 
national, regional and worldwide markets. 

84. The execution of the National Competitiveness Programme (Honduras Compite) 
continued with the purpose of improving business climate. In order to do so, 166 
businesses were directly assisted, the majority Small and Medium Enterprises 
(PYMEs), within the different components. Some of the most important 
achievements: approval of the Competition Defence and Promotion Law, and the 
preparation of the technical and financial support for the certification of Puerto 
Cortes, in the initiative of helping to avoid terrorists’ use of global transportation 
containers (CSI-Container Security Initiative). 

85. Regarding the rest of the Tourism sector, actions continued to promote its 
development. Emphasis on: i) investment of Lps.67.0 million for basic 
infrastructure works; ii) approval of 42 projects under the Law of Tourism 
Incentives; iii) training sessions to elevate quality of tourism services provided; iv) 
implementation of important programmes such as SAVE and Tourism and Citizen 
Safety. 

86. With respect to the Energy sector, during 2005 nearly 1,031 communities were 
electrified with an increase in coverage of 63.7% in September to 66.5% in 
December of 2005. Likewise, 290 social electrification works finalized nationwide 
with an approximate investment of US$13.15 million representing an increase of 
20,076 electrified homes. 

87. In the sector of Telecommunications, the Strategic Plan of HONDUTEL 
redefined, principally establishing that the company will expand operations of 
fixed wireless telephones; will begin working with mobile telephones; and will 
install new generation central plants with IP (Internet Protocol) platform. 
Notwithstanding, there are still problems with the company’s competitiveness due 
to the use of obsolete equipment in prejudice of the company’s medium term 
stability. 

b. Intermediate Indicators 

88. Total exports at nearly 21.1% of the GDP for the year 2005; non-traditional 
agricultural exports represented 19.8% and wood and wood products exports 
represented 4.0%. Furthermore, noteworthy is the value added of the “maquila” 
at 25.0% of total exports. 

89. Growth in the Tourism sector propitiated foreign currency generated by tourists at 
13.3% of total exports, as in previous years. 

B. 

a. Policy Measures 

Reducing Poverty in Rural Zones 

90. Nearly 3.5 million Hondurans live in rural zones where the country’s highest 
poverty indexes are located. To improve living conditions of such population, 
there are continued efforts to favour access to productive factors and basic 
services. Among the main actions executed are the following: 
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0 In 2005, 7,747 land deeds granted, benefiting: 178 reformed sector 
organizations, with special attention to Farmers Associative Enterprises (FAEs); 
7,555 to independent groups and 14 to ethnic groups. Additionally, and as an 
alternate model for acquisition of land, the Project of Access to Land (PACTA) 
has established a land market for producers interested in integrating agricultural 
productive companies with Honduran private sector financing for US$1.5 million. 
The latter in 2005 propitiated acquisition of 1,108 hectares (2.67 per family); 
development of 27 group productive companies and 54 individual companies in 
24 m un ici pa I i ties, benefiting 4 1 4 families. 

In the same year, the Honduran Production and Housing Bank (BANHPROVI) 
disbursed Lps.61.3 million in the productive sector and Lp.2.8 million in the 
micro-credit sector to support the agricultural activity: the outstanding actions 
located in milk production and livestock reproduction (Lps. 17.9 million) and sugar 
cane production (Lps.15.9 million). BANHPROVI had financial intermediaries in 
the different sectors: the banking system (66.0%), savings and loans association 
(13.0%) and other institutions (21.0%). 

b. Programmes and Projects 

91. In the year 2005, spending to propitiate rural development in the PRS reached 
Lps.1,432.4 million, an amount that has diminished with respect to 2001 at 
Lps.l,543.4 million. Likewise, more than programmes whose finality is to alleviate 
poverty in rural zones financed, with main products: research, infrastructure 
(electricity, irrigation and roads), technical assistance, financing, organization and 
commercialization, amongst others. 

92. In terms of redistributive incidence, rural development programmes have a 
structure for the poor: quintile 1 of the population receives 34.2% of benefits, 
while quintile five only receives 6.9%. Benefits from the rural development 
spending in terms of consumption are important: the total relation 
benefitlconsumption decreases from 10.4% in the first quintile to 0.2% in the last 
quintile. 

93. From the PRS spending, 41.4% in rural development benefits extreme poverty 
groups; 27.6% the poor, and 31.1% the non-poor. Noteworthy is that 
notwithstanding the fact that rural development programmes are not focused 
exclusively in the poor population, they are executed in geographic zones where 
the great majority of the population is poor, meaning that geographical focus 
indicates these programmes have a strong nature in favour of the poor. 

c. Intermediate Indicators 

94. To develop competitiveness of small and medium producers, support was given 
to the establishment of 6 functional agricultural food chains in 2005, working with 
African palm, vegetable gardens, honey, bovines, cacao and rice, benefiting 
approximately 11 1,000 producers nationwide. Likewise, there are 63 micro 
businesses operating in artisan production of agricultural and non-agricultural 
products, promoted principally by projects such as PRONADERS. Approximately 
300 people trained by means of rural development programmes and projects in 
the following subjects: agricultural forestry, community forestry, agricultural 
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productive development, forest management, delimitation of protected areas and 
participation in micro-basins’ management plans. 

C. 

a. Policy Measures 

Reducing Poverty in Urban Zones 

95. With the purpose of strengthening Micro, Small and Medium Enterprises 
(MIPYMEs), an Entrepreneurial Services Development Fund (FOSEDEH) 
established to increase technical, administrative and productive capacities and 
the marketing sector. Likewise, there are activities to promote the importance of 
information technologies, and a Project called “Strengthening the Competitive 
Capacity of MIPYMEs in Honduras” developed with the purpose of fostering 
associative groups to benefit from CAFTA opportunities. 

96. In order to improve access to basic services in priority areas, the “Strategic Plan 
for the Modernization of the Potable Water and Sanitation Sector” (PEMAPS) 
presented through the National Council on Potable Water and Sanitation 
(CONASA) to contribute to the harmony between sustainable offer and demand 
of the sector’s services. Furthermore, in compliance with the Framework Law, the 
Regulating Entity of the Potable Water and Sanitation Services (ERSAPS) 
approved the Model of Regulations for the Potable Water and Sanitation Service 
for its application in municipalities by the service providers. 

b. Programmes and Projects 

97. Resources assigned to the programmatic area of urban development increased 
from Lps.486.9 million in 2001 to Lps.540.5 million in 2005. From the total 
resources for 2005, 22.2% correspond to national funds, 62.4% to loan funds, 
and 15.4% to donation funds. In average, during the period 2001-2005, 74.9% of 
resources were destined to basic services in priority areas, 21.8% to Housing of a 
Social Interest and 3.3% remaining to programmes for the development of 
intermediate cities and MIPYMEs. 

98. In 2005, Lps.87.3 million were invested in programmes such as “Solidarity 
Reconstruction of Homes” (PRSV in Spanish), the “Programme for Rural 
Minimum Homes” (PVMR in Spanish), and the “Programme of Urban Homes 
Improvement” (PRIMHUR in Spanish), in addition to some resources channelled 
through the Social Homes Development Foundation (FUNDEVI in Spanish). 
Notwithstanding, results of the PRS spending analysis indicate that resources 
destined to housing projects concentrate in the superior quintiles of greater 
income, representing 38.4% and 19.5% of the fifth and fourth quintiles, 
respectively. 

99. In relation to the Access to Basic Services in Priority Areas, through projects 
executed by SANAA, there was an investment of Lps.345.3 million, a figure 
representing 87% of the total invested in this programmatic sub-category. In 
addition, resources invested in the Programme of Investment in Potable Water 
and Sanitation (Lps.40.1 million). When the PRS spending incidence in 
distribution is analyzed, the conclusion is that programmes oriented to 
maintenance of the network providing water and sanitation services favours the 
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rich, since in both cases spending concentration is in the 2 quintiles of greater 
income: maintenance of the water network by 86.6% and maintenance of 
sanitation by 81 -5%. This does not happen with programmes addressing 
expansion of the water network that are the only ones in favour of the poor, since 
their incidence in PRS spending distribution shows that more than 50% of the 
spending is concentrated in the first quintiles of greater income (34.9% for the 
first and 21.3% for the second). 

D. Investing in Human Capital 

100. From the beginning of PRS implementation, the human capital strategic 
area has captured in average 58% of total PRS resources during the period 
2001-2005. For the year 2005, the amount assigned to education and health 
programmes and projects ascended to Lps.8,442.1 million. From the total amount 
invested in 2005, 66.3% was destined to expand education coverage and quality, 
and 33.7% to improve access to health services. 

1. Education 

a. Policy Measures 

101. Policy measures adopted in the PRS implementation process in 
education point to the achievement of objectives and goals in coverage, quality, 
efficiency and equity at pre-basic, basic and medium levels. To that purpose, the 
following policy measures continue developing: 

0 Implementation of the Education For All Plan (EFA). In pre-basic 
education, Departmental Directorates instructed to implement regulations 
for the obligatory attendance of children 5 years of age with 862 Pre-Basic 
Education Centres organized. Contributing to improve quality of basic 
education by distributing 650,000 mathematics and Spanish textbooks as 
well as 38,000 mathematics and Spanish guides for teachers, 38,000 
didactic cases, 10,000 workbooks for children failing Spanish and 
mathematics, along with 300,000 school bags and 133,000 scholarships 
and bonuses to students. Transformation of 30 one-teacher education 
centres into those with two teachers, alternative education attention for 
150,000 youths and adults, and the installation of 592 information 
equipments with educational software. 

0 Implementation of the National Basic Curriculum, by training 1,250 pre- 
basic teachers and 8,000 1" and 2nd year basic cycle teachers. In 
addition, in the context of the Teacher Training Integral Plan, 12,000 
teachers are trained in basic education in mathematics and Spanish and 
250 teachers in the superior level, result of the new conversion of the 12 
normal schools for teachers in superior education centres. 

0 National standards designed and reproduced for the pre-basic and basic 
levels, and standardized tests applied for academic performance for the 
first and second cycles of basic education. Likewise, there is continued 
measurement of academic performance of students, for 2004 reflecting an 

29 



average performance in sixth grade of 36% in mathematics and 44% in 
Spanish. 

In order to advance to a not concentrated management in education, the 
regulations for functioning of the Departmental Directorates approved, 
with the preparation of the Plan to Reassign Teachers. There is 
legalization of 6,422 Local Development Associations (ADELs) that 
received monetary transfers of US$l,OOO each one and 33 education 
networks are now functioning. 

To attend to medium education there is a design proposal for a new 
medium education curriculum, with review of the curricular programmes 
for technical education in order for them to be adequate to the productive 
dynamics, and scholarships and transportation bonuses granted to 28,000 
students. 

In superior education, the Organic Law of the Honduras National 
Autonomous University (UNAH) approved, together with the creation of 
the UNAH Transition Commission. 

b. Programmes and Projects 

102. Resources executed in the education sector increased from Lps.3,161.3 
in 2001 to Lps.5,600.2 million in 2005. For this last year, 82.1% corresponds to 
national funds, 5.9% to loan funds, 4.5% to donation funds and 7.5% to HlPC 
funds. According to the education level, the primary level absorbs 62.0%, the 
medium level 31 .O% and the pre-school level 7.0%. 

103. Resources invested in projects for the primary level oriented to: i) 
sustaining the system of public schools nationwide, including Basic Education 
centres; ii) PROHECO, PRALEBAH and EDUCATODOS projects; and iii) 
financing of scholarships and trans ortation bonuses for students. A study on the 
incidence of the poverty spending'! notes that projects and spending categories 
of the primary level have a high incidence on the poor. Ninety-three percent of 
students in primary level nationwide attend a public school and almost all belong 
to the first three quintiles of the population. This performance is consistent with 
the increase in coverage of the PRS global goals in the first and second cycles of 
basic education. Nevertheless, the information on school performance in 
mathematics (39% in the sixth grade) and Spanish (43% in the sixth grade) 
reflect serious problems in the quality of education in the basic level. 

104. The second product of the education spending is the medium level where 
31 .O% of resources invested in projects related to attending medium education, 
long distance education and technical education. The study on incidence on 
poverty cited previously, indicates that from the total in medium education 3.3% 
benefit families in the poorest quintile. This performance deals with low rates of 
attendance of the poor in the medium level education. 

lo Who Benefit from the Social Public Spending in Honduras?, UNAT, 2005. 
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105. The least percentage (7.0%) of the PRS spending in education is destined 
to pre-school, especially sustaining formal and non-formal public centres’ 
network, displaying an incidence in the poor, since each one of the first four 
quintiles of the population receive nearly 20.0% of the spending benefits. 

c. Intermediate Indicators 

106. The education sector characterized by its weakness in updating education 
indicators, particularly those derived from administrative registers at the school 
centres. A result of this is the inexistence of a series of systematic statistics on 
quantitative condition of intermediate indicators. Notwithstanding, the tendency 
between 2003 and 2004 of the indicators on approval, desertion, and illiteracy 
display some improvement. Likewise, indicators on school performance that are 
the lowest in Central America, have improved although very slightly. 

2. Health Sector 

a. Policy Measures 

107. Since the beginning of PRS, health priorities address strengthening care 
in primary and preventive health, care of health conditions in children and 
women, and a greater efficiency and quality of health services. To that effect, 
during the period 2001 -2005 among the policy measures implemented the 
following outstand: 

0 Extension of the health service coverage by caring for 230,000 persons with a 
basic health package and services established in agreements with municipalities 
or NGOs. Contracts for 1,190 doctors and nurses and other employees to attend 
to closed or new health centres; c) opening of 3 CESAMOs and 7 CESARs; d) 
modernization and remodelling of infrastructure and equipment in 12 hospitals; 
and, e) functioning of the hospitals in Tela and Danli. 

0 Attend to the goals of malnutrition and maternal-infantile mortality. Subscribing 
credits with the World Bank (US$12.0 million) and IADB (US$18.0 million) to 
begin in 2006 with the extension of coverage in the Strategy of Integral Care of 
Children (AIN-C in Spanish) to 1,000 communities; increase institutional births 
and obstetric care, amongst others; b) increase budget for the school lunch 
provided for at least 1 million school students. 

0 As part of the health reform process, 18 Departmental Sanitary Regions defined, 
along with two Metropolitan Sanitary Regions and at the financial administrative 
level, preparation of a methodology so that each region and hospital can prepare 
their budget according to their needs. 

0 Continuing execution by the World Bank, including subscription of 33 agreements 
between COMAL TB and UNDP; strengthening the information system for the 
application of the TAES/DOES strategy; integral care and access to therapy with 
anti-retroviral medicines approximately for 3,648 patients; subscription and 
operation of 45 agreements with municipalities for the care of malaria, and 
identification of communities with greatest risk factors and vulnerability to the 
presence of malaria. 
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b. Programmes and Projects 

108. PRS resources assigned to the health sector were increased from 
Lps.1,356.0 million in 2001 to Lps.2,842.0 million in 2005. For the latter, 71.0% 
correspond to national funds; 17.5% to loan funds, 4.9% to donation funds and 
6.6% to HlPC funds. According to the area of care, these resources are destined 
to finance activities such as promotion, prevention, prevision and care in health. 

109. From the total of resources assigned to health in average during the 
period 2001-2005, nearly 70% are destined to the programme of hospital care 
and ambulatory care and epidemiological control of diseases. This programme 
includes all ambulatory interventions, first, second and third level of complexity 
internment, together with physical and psychological rehabilitation. The spending 
assigned to public health centres’ users: Ministry of Health hospitals and 
CESAMO and CESAR establishments. This are the most commonly used 
associated with health where most sanitary actions concentrate. 

110. On the other hand, poverty spending abovementioned, notes that given 
homogeneity of cases attended to, almost the totality of PRS spending is slightly 
concentrated in the poorest quintiles. From the total of resources destined a 
Greater and Better Access to Health Services in the PRS spending (Lps,2,482 
million), 21 % benefit quintile 1, while 14% benefit quintile 5. Likewise, noteworthy 
is that only the resources destined to post-graduate scholarships in Medicine do 
not have a direct incidence on the poor and have a nature favouring the rich. 

c. Intermediate Indicators 

111. The series of intermediate indicators 2001 to 2005 is not complete since 
to date central level processing of administrative records has not concluded at 
the Ministry of Health. To 200, intermediate indicators indicative of malnutrition 
and maternal-infantile mortality performance display positive tendencies, 
particularly with respect to coverage of institutional births, average of prenatal 
care, use of contraceptives, c-sections performed and incidence of diarrhoea. 
Indicators with an irregular performance but with a positive tendency in the last 
year are births attended to by a trained traditional midwife, incidence of 
pneumonia, malaria, chagas, dengue and AIDS. Regarding coverage of DPT 
immunizations and tuberculosis, coverage is stagnant and has even somewhat 
diminished in the past few years. 

E. Strengthening Protection to Specific Groups 

a. Policy Measures 

112. Protection to specific groups has the purpose of serving people in 
extreme poverty and groups in a social risk. To that respect, actions continue 
developing to improve living conditions of the poorest in rural zones through the 
Family Allowance Program 9PRAF) and the Honduran Social Investment Fund 
(FH I S). 

113. Regarding gender, reforms to the Legislative Decree No.250-005 
approved; therein is the Law against Domestic Violence. Regarding development 
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policies and fostering local capacities of the ethnic and black populations, the 
International Agreement on the Elimination of all Types of Racial Discrimination 
ratified. Likewise, the creation of the National Commission on Racial 
Discrimination, Racism, Xenophobia, and Related Forms of Intolerance, 
incorporating the category of “ethnic group belonging or of reference” in the 
national statistics through a module of household surveys in the year 2004. 

b. Programmes and Projects 

114. Welfare programmes are by definition programmes focalized on the 
poorest strata of population. This strategic area has a diversity of cases, from 
monetary to payment in kind transfers, to subsidies for several basic services. To 
attend to these services, PRS resources assigned increased from Lps.482.9 
million in 2001 to Lps.766.1 million in 2005. For the latter, 57.5% correspond to 
national funds, 14.5% to loan funds, 23.1% to donation funds and 4.9% to HlPC 
funds. In average, during the period 2001-2005, 87% executed in bonuses 
through PRAF and in subsidies for electricity and transportation; and 10% in 
projects to develop ethnic peoples through FHIS, and 3% in gender equality 
projects. 

115. PRAF bonuses have the purpose of stimulating permanency of children in 
primary schools, avoiding absenteeism and desertions. In the health area, there 
are interventions with pregnant women, mother with lactating children, children 
under 5 years of age and incapacitated children up to 12 years of age, who live in 
extreme poverty conditions. Likewise, there are training sessions for youths and 
adults in social risk, seeking to insert them in the labour market. The structure of 
the PRAF spending determined by the health and education bonuses. Fifty-one 
percent of PRAF spending benefits quintile 1, 25% quintile 2 and 13.6% quintile 
3”, deducing that PRAF interventions have a high incidence on poverty. 

116. With respect to FHlS projects, these concentrate on development and 
welfare actions and in projects to develop ethnic groups. When analyzing the 
incidence of FHlS spending, approximately 67% of total resources absorbed by 
the three poorest quintiles of the population. 

117. In general, programmatic area five has programmes and projects of a 
greater incidence on poverty are the bonus programmes executed by PRAF, 
followed by FHlS projects, although in a much lesser degree of focalization, and 
electricity subsidies without significant incidence on the poor. 

F. Guaranteeing Strategy Sustainability 

1. Strengthening Participative Democracy, Justice and Citizen Safety 

a. Policy Measures 

118. The reduction of poverty demands measures oriented to safeguarding a 
State where transparency, justice and citizen safety prevail. In order to do so, the 
following are required: 

l1 Who Benefits from the Social Public Spending in Honduras?, UNAT, 2005. 
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In the framework of the Electoral Law and of the Political Organizations (Decree 
No.44-2004) for the first time in the country separate elections of Deputies to the 
National Congress we held. Likewise, and during the presidential elections of 
2005, a Vice President of the Republic was elected substituting the figure of three 
presidential designates. 

The programme “Modernization of the Administration of Justice” and the project 
“Modernization of the Judicial Branch” advanced in the review and socialization 
of draft projects in the Law of the Adjudication Council and the Judicial Career, 
and the Organic Law of the Judicial Branch to be delivered to the National 
Congress. They also advanced through the National Commission of Civil Justice 
Reform in formulating the Draft Project of the New Civil Procedures Code. In 
addition, the first phase of the project: “Towards the Consolidation of the National 
Juridical System of Honduras” began, its objective being the systematization of 
the juridical legislation in force. 

Regarding security, in the framework of the Programme “A Safer Community”, 
approximately 15,300 received training while participating in Citizen Safety 
Committees in 27 different subjects. Noteworthy is that the Citizen Safety 
Committees in the framework of the Citizen Power Vision of the current 
government, will constitute Citizen Safety Tables. 

HlPC resources were oriented to the execution of processes destined to criminal 
research/investigation services (Lps.9.3 million), preventive police services 
(Lps.27.7 million), preventive special services (Lps.3.4 million) and special 
research/investigation services (Lps.9.9 million) for a total of Lps.50.0 million. 

2. Transparency and Accountability 

a. Policy Measures 

119. PRS entails actions oriented to improve transparency and efficiency of 
public management. Through the Programme of Efficiency and Transparency of 
State Acquisitions and Contracts, during 2005, 289 inspections to State 
institutions took place, continuing strengthening management of acquisitions and 
contracts in 4 Ministries of State, training approximately 19 acquisitions and 
contracts’ officers and 177 people for the Diploma on the subject. During 2005, 
the Official Website of Honduran Acquisitions and Contracts, denominated 
HONDUCOMPRAS, created by means of which there is diffusion and 
management of procedures for public acquisitions and contracts by Internet. 
Likewise and by means of Executive Decree No. 008-2005, the members of the 
Consulting Committee of the Office to Regulate State Contracts and Acquisitions 
(ONCAE) were designated, together with representatives fro the Private 
Enterprise and Government. Likewise, the Law of the National Anticorruption 
Council was approved (Decree No. 7-2005) granting faculty to CAN to support 
policies and actions to combat corruption initiated by the Government of the 
Republic. 

3. Modernization of the Public Administration and Decentralization 
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a. Policy Measures 

120. Decentralization continues with the process of implementing the National 
Programme of Decentralization and Local Development (PRODDEL in Spanish). 
Through this programme, in 2005 achievements included the following: i) 
preparation and approval of the Regulations for municipal indebtedness; ii) 
complying with the transfer of the 5% of national tax income to municipalities, 
gradually increasing from 1.9% in 2001 to 5% in 2005, with prior modification of 
the formula to make the transfer effective; and, iii) create on the 30th of March of 
2005, the Tripartite Forum on Decentralization (FTD in Spanish) by means of the 
Charter subscribed by 12 members representing the Central Government (4), 
Civil Society (4) and Cooperation (4). 

In consonance with the above, and with the purpose of ensuring continuity 
of the decentralization process, Lps.800.0 million were assigned to comply with 
the 5% transfer conferred by the Law of Municipalities, and Lps.851.2 million 
were destined to cover aspects related to Plan of Municipal Social Investment. 
Likewise, financial aid was provided to execute programmes and projects in 18 
departments (Lps.368.1 million); loans to municipalities (Lps.79.3 million); 
support to control fires (Lps.4.0 million); punctual aid to the municipalities of San 
Jose del Potrero (Lps.2.0 million) and Tegucigalpa (Lps.130.6 million). 

Improving Protection of the Environment and Risk Management 

121. 

4. 

a. Policy Measures 

122. With respect to developing instruments to improve environmental 
management and planning, the Environmental Policy of Honduras prepared and 
socialized, as well as the National Action Plan to Combat Desertification and 
Drought and the Action Plan to Implement the National Sustainable Energy 
Policy. These last two plans extensively discussed with all the parties involved in 
the subject at different levels and harmonized with the PRS to provoke synergies 
expanding their impact. 

b. Programmes and Projects 

123. In the programmatic sub-area of environmental protection and risk 
management, there is an increase of the mount executed, from Lps.22.0 million 
in 2001 to Lps.330.2 million in 2005. This increase in part is the product of a 
relocation of several projects in the programmatic area of rural development to 
the sub-area of environmental protection. 

124. To promote the sustainable use and management of natural resources 
and the contention of the environmental deterioration, actions have continued 
developing through projects and programmes executed under the focus of 
community micro basins as the basic unit of planning. The principal actions focus 
on: strengthening local capacities, technical assistance and training for the 
sustainable management of natural resources including soil, forests, and water, 
as well as the protection and conservation of forest areas and biodiversity. In the 
subject of territorial legislation, this one is transversal in the majority of actions. 
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During 2005, among the principal programmes and projects executed, several 
outstand. The Programme for the Management of Natural Resources in Priority 
Basins (MARENA), the Project of Mitigation of Natural Disasters, the Tri National 
Programme for the Sustainable Development of the High Basin of the River 
Lempa, the Protection of the River Platano Biosphere, the Programme in Multiple 
Phases for Sustainable Forest Development (PROBOSQUE), the Project for 
Rural Forests and Productivity (PBPR). 

c. Intermediate Indicators 

125. Efforts initiated through the different projects and programmes for 
protection and conservation executed in this area have resulted in an 
improvement of the indicator related to the number of protected areas with 
management plans, from 23 in 2004 to 40 in 2005. In protected areas of priority 
with management plans, there is also an improvement of 10 to 15 between 2004 
and 2005. Another indicator reflecting success in these types of projects is the 
related to the number of protected areas with community participation from 69 in 
2004 to 81 in 2005. 

126. Actions have also continued to promote decentralization and citizen 
participation in environmental planning and management processes. In that 
sense, in 2005, 29 new Municipal Environmental Units (MEUs) were created, and 
6 were strengthened. Likewise, in order to advance in the decentralization 
processes of risk management, 130 Municipal and Local Emergency Committees 
(CODELs) and 120 Emergency Operations Centres (CODEMs) received training, 
strengthening local capacity to attend to and prevent risks, developing 
Community Early Alert Systems. 

127. Other indicators such as the number of forest fires reported, displaying an 
increase of 939 in 2004 to 1,988 in 2005, evidencing the problem of a sufficiently 
strong institution that can control and regulate actions for this sector. Likewise, 
the problem of the agricultural frontier recognized as the main cause of forest 
fires. The years in which this indicator improved attributed to climatic factors and 
not to good controls. 

36 



ANNEXES 

-37-  



- 3 8 -  



CONTENTS OF ANNEXES 

Annex A . 1 Gross Domestic Product by Activity Branches ......................................................................... 42 
Annex A.2 Gross Domestic Product by Type of Expense ........................................................................................ 43 
Annex A.3 Gross Domestic Product Per Capita ............................................................................. 44 
Annex A.4 Honduras: Balance of Payments ................................................................................ 45 
Annex A.5 Central Government Financial Account .................................................................... 46 

Annex A.6 External Public Debt by Source ............................................................................... 48 
Annex A.7 Average Index of Consumer Prices by Regions and Products ................................. 49 
Annex 6.1 SRP Global Indicators ............................................................................................. 50 
Annex 6.2 SRP Global Indicators ............................................................................................. 52 
Annex 6.3 SRP Intermediate Indicators .................................................................................... 55 

Annex D.l Poverty Expense ..................................................................................................... 99 
Annex D.2 HlPC Resources Expense ..................................................................................... 110 

Annex C Progress Matrix of SRP Policy Measures ................................................................... 86 

Annex D.3 SRP Expenses Chart of Adjustments .......................................................................... 
Annex D.4 Poverty Expense as GDP Percentage ......................................................................... 

- -  Annex D.5 Definition of Poverty Expense .................................................................................. 



ANNEX A. l  GROSS DOMESTIC PRODUCT BY ACTIVITY BRANCHES 
(Millions of Lempiras) 

Community, social and personal services 

GROSS DOMESTIC PRODUCT c.f. 
Plus: net indirect taxes of subsidies 
GROSS DOMESTIC PRODUCT p.m. 

446 460 485 491 516 581 620 642 668 690 

5,751 6,038 6,195 6,134 6,551 6,762 7,006 7,242 7,602 7,932 
617 648 685 616 587 562 517 543 574 575 

6,368 6,686 6,880 6,750 7,138 7,324 7,523 7,785 8,176 8,507 
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ANNEX A.2 GROSS DOMESTIC PRODUCT BY TYPE OF EXPENSE 
(Millions of Lempiras) 

Public Sector 
Variation of Stocks 
E X D O ~ ~ S  of goods and sewices 

CURRENT PRICES 1 1996 1 1997 1 1998 I 1999 I ZOO0 

487 411 ' 338 409 414 
386 307 179 221 305 

1,890 1,915 1.945 1,728 1,855 

FINAL CONSUMPTION EXPENSES . _ -  
Pnvate Sector 
Public Sector 
.- - _ _  

- - - - - - - . _ _  
GROSS FORMATIONOF FIXED CAPITAL 

__ - - -  
Public Sector 

_ .- . - - - 
Minus imports of goods and sewices 
GROSS DOMESTIC0 PRODUCT et p.m. 
Net incomes by production factors 
Received from the rest of the world 

____  - - - 

Incomes by factors _ - . _ _ _  

1,915 
2,354 
7,324 
I 

6,603 8,212 10,370 11,214 11,879 Minus: Net indlrect taxes from subsidies 
Minus: esslgnad for consumption of flxed capital 1 2,845 I !,528 ~ -__4,086 I 4,645 __ I 5,269 

NET DOMESTIC PRODUCTe<ci = NATIONAL 35,246 46,TIo 53,137 58,902 70,128 

_ - - - - - - - - - _ _ _  - _ - - - _ _ - __ - - - 

INPnUF 

2,009 2,115 2,321 2,460 
2,411 2,587 2,948 3,223 
7,523 7,785 8,176 8,507 

CONSTANT PRICES 
FINAL CONSUMPTION EXPENSES 

Private Sector 
Public Sector 

GROSS FORMATION OF FIXED CAPITAL 
Private Sector 

Net incomes by production factors 
Received from the rest of the world l_l. 
Incomes by factors 
Minus: Payments by factors 

._--l_l_-_ll_-l___ 
GROSS DOMESTIC PRODUCT at D.m. 

-242 -168 -152 -113 -90 
33 40 48 62 88 

275 208 ' 200 176 178 
6.126 6.518 6.728 6.637 7.048 

Minus: imports of goods and sewices 1 1,973 I 1,945 1 2,091 I 2,180 1 2,263 
GROSS DOMESTIC PRODUCT at D.m. I 6.368 1 6.688 1 6.880 1 6.750 1 7.138 

Minus: Net Indirect taxes fmm subsidies 
Minus: assigned for consumption of bed capital 

NET DOMESTIC PRODUCT at c.f. NATIONAL 
F 

617 648 685 616 587 
360 368 374 381 389 

5,149 5,502 5,669 5,840 6,072 6,252 

_ _  . . - . 
53.744 57,655 65,572 82,466 
99,032 ~ -1E1124 

~ 120,4651 
137,242 ' 

6,466 6,641 6,933 7,279 

489 I 357 1 417 I 438 1 472 
360 1 340 1 355 1 307 1 398 

I i I I 
-1121 -133 1 -1831 -241 1 -212 

37: 1~~ ~ 3 8 ~  7 3 ~  

180 220 278 285 
7,212 7,390 7,601 7,935 8,295 

562 517 543 574 575 
398 407 417 428 441 

- .- __ 

p/ Preliminary 
Source: Department of Economic Studies, BCH 
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ANNEX A.3 GROSS DOMESTIC PRODUCT PER CAPITA 
(In Millions of Lempiras of 1978) 

/p = Preliminary 
Source: UNAT, based on figures from the Central Bank of Honduras, INE and DGEC 
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Global Balance 
Change RIN (-) means increase 
Exceptional Financing 

- 43 - 

101.4 188.5 141.3 216.0 -53.7 -0.5 63.6 -226.6 372.9 219.0 
-173.0 -296.4 -230.0 -473.9 -118.8 -147.2 -214.0 87.8 -504.3 -372.4 
71.6 107.9 88.7 257.9 172.5 131.3 150.1 137.8 131.4 153.5 



External Financing 

External Credit 

ExternalTransfers 

Reduction of External 
Liabilities fl 
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1864.4 1958.4 1750.8 4650.4 1769.0 4000.2 1989.8 2,929.4 2,741.9 2,736.0 

1691.9 1631.3 1361.5 3026.8 2016.7 3953.2 1983.7 2,546.4 N.A. N.A. 

172.5 327.1 389.3 1623.6 611.8 47.0 166.9 0.0 N.A. N.A. 

-749.2 -612.1 -646.4 -590.6 0.0 0.0 0.0 0.0 N.A. N.A. 



DESCRIPTION 
Delays due to Debt 

Payment 
Tenement of Bonds 

Abroad 

Balance Resources 
Rent of Public 

Companies in Previous 
Years 

Other Sources of 
Financing el  

I Variation of Cash g/ 
Source: SEFIN a1 I 

I 1 I I I I I I 

N.A. 

N.A. 

N.A. 421.7 I 190.4 I 434.3 I -1113.1 I -736.6 I -339.3 I -1.9 I 190.8 I N.A. 
lirninary 

d/ Comprises net conversion of loans 
gl Positive sign means cash surplus 
N.A. Not available 

b/ Includes collection of Net Active Tax 
e/ Comprises floating debt and reduction in deposits 

d Incomes from sales of assets 
f l  Corresponds to loan recovery 

- 4s - 



ANNEX A.6 EXTERNAL PUBLIC DEBT BY SOURCE 
(Balances in Millions of Dollars) 

PRIVATE 189 178.2 23.3 37.7 23.5 2.5 1.6 3.67 3.67 3.67 

TOTAL 13,885.62 13,760.53 13,807.11 14,231.54 14,234.16 14,156.20 14,401.48 15,479.89 15,808.06 15,178.03 I 
N.A. = Not Available 
pl  Preliminary 
Source: Secretary of Finances, Directorate of Public Credit 
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ANNEX A.7 AVERAGE INDEX OF CONSUMER PRICES BY REGIONS AND 
PRODUCTS 

(December 1999 = 100) 

PRICE INDEX TO 

Source: Department of Economic Studies, Central Bank of Honduras 
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ANNEX 6.1 SRP GLOBAL INDICATORS 

1. This annex explains the methodology to calculate poverty and inequality indicators. 

Poverty Performance 

2. The methodology to calculate poverty indicators used internationally. 
3. The poverty rate of incidence or “headcount index”, measures the proportion of people under the 

line of poverty, representing the “incidence” or “predominance” of poverty. If we consider n as the 
total number of people and g a s  the number of people with an income below the line of poverty, 
this measure is expressed as: H = q I n. 

4. This measure has the advantage of easy interpretation and it is easy to communicate for policy 
purposes. Nevertheless, it receives severe critics in the academic literature, notwithstanding its 
use in practice. The headcount index is not sensible to crucial poverty characteristics (such as 
depth and severity), and is a limited indicator for poverty comparisons. This measure is useful, 
nevertheless, for profiling poverty, since it is additive and can be separated; therefore the 
proportion of poor population is equal to the sum of the proportion of poor in its subgroups. 

5. A measure that overcomes some critics to the rate of incidence is the “poverty gap” (PG). It 
measures “depth” of poverty and indicates the average distance of poor people from the line of 
poverty, weighted by the incidence of poverty. This means that z i s  the line of poverty, and qis the 
number of individuals /with an income inferior to that line. Therefore, the gap index of income can 
be defined as: 

P G = - x [ I ]  1 z - y i  
n i=l 

This measure can be interpreted another way, if it is written in the following way: PG = H * I / i s  the 
“income gap ratio”, defined as 

I = [ G] where ydenotes average income of the poor. 

6. The income gap ratio is not a good indicator of poverty per se, since if an individual with an 
income barely lower than the line of poverty ceases to be poor, the income ‘ y ’ would diminish, 

7. 

therefore, ratio I increase, notwithstanding the fact there is one less poor and the rest remain in 
the same conditions. This problem corrected when the indicator is multiplied by the headcount 
index, obtaining PG. 
A group of measures merits special attention: the parametric indexes of family proposed by 
Foster, Greer and Thorbeck (1984). These indexes considered as one poverty gap where the 
greatest relative weight is assigned to individuals while farther on is the line of poverty. Following 
is the formulation of this index, similar to the poverty gap, except for the presence of the exponent 
a, in charge of assigning a growing importance to individuals as they reduce their income: 

1 z - y i  cI 

n i=l 
PG = - x[ I] where a 2 0 and is an indicator of the “aversion to inequality”, and shows the 

importance assigned to the poor in comparison to those who are near the line of poverty. 

8. When a =0, this measure is equal to the headcount index (H), and when a = 1, the poverty gap is 
obtained at PG = H*l, that is the indicator of relative deficit of income for the poor with respect to 
the value of the poverty line. 
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9. When a = 2 there is an index that considers the degree of disparity in income distribution of the 
poor. This indicator also measures the distance between the line of poverty and each person’s 
income, but elevates such distance to the square to provide a greater relative weight in the final 
result to those who are farthest away from overcoming poverty: 

10. The values of the index FGT2 are not easy to interpret as H and PG are. Nevertheless, their 
complementarity makes them preferable for the design and evaluation of policies, as well as 
comparisons regarding poverty among geographical units or social groups. 

11. On their part, inequality indexes are also calculated based on the international standards and 
base on data used to calculate poverty indicators. This report presents a breakdown of income 
distribution per capita of the household by income quintiles and furthermore, synthetic indicators 
summarizing the general situation taking into consideration income of the entire population and 
not only for one specific subgroup (whether quintile or decile); such indicators are the Index of 
Gini, Theil and Atkinson. 

12. The Gini Index is the index most used to evaluate income distribution. The Gini Index 
corresponds geometrically to the area between the curve of Lorenz and the line of distributive 
equilibrium (or inequality), taking values between (O,l), where the value of zero corresponds to 
the absolute equality and one to the absolute equality.. 

13. The Theil Index, additionally calculated, assigns more importance to transfers made in the lower 
part of distribution and whose minimum value is zero (absolute equality) and its maximum value is 
log(n) where n is the population size. 

14. Finally, the Atkinson Index takes values between 0 and 1, having the characteristic of using the 
parameter of aversion of inequality (E), indicating weight received by observations of the lower 
part of distribution. 
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ANNEX D.5 DEFINITION OF POVERTY EXPENSE 
The expanded version of poverty expense of Honduras considers everything included in the original 
version adopted in 2001, adding other programmes and projects identified in the consultation process of 
2003 as relevant to achieve goals of the Strategy for the Reduction of Poverty (SRP). This annex 
describes a precise definition of the elements included. 

Original Definition 

The original SRP definition incorporate in the SRP Programme of 2001 based on the analysis of the public 
expense programme projects’ portfolio (financed with donations and loans) related to any of the six pillars 
in the SRP. 

The emphasis of the original definition based on programmes and projects financed with external 
resources and additionally with national counterpart funds corresponding to these projects. They also 
included a small number of projects financed only with national resources. 

Identified was a financing gap to cover with additional external resources, submitted to discussion during 
meetings with the Consulting Group or similar mechanisms. This financial gap distributed in an indicative 
fashion among the six programmatic areas of the SRP without assignment to specific interventions whose 
costs or results are known. 

In the original SRP version, estimated for the period 2001-2005 was a total expense of US$2,665.6 
million, approximately 2.6% of the GDP. From this amount, 60% financially programmed with external 
resources and donations, 35% with debt relief and 5% with national funds. In programmatic terms, 1% of 
the poverty expenses were destined to programmes oriented to accelerate sustainable and equitable 
growth, 21% to the reduction of rural poverty, 17% to the reduction of urban poverty, 40% to human 
capital programmes (education and health), 10% to social protection, and 8% to social, political and 
environmental promotion in the strategy. 

During 2001-2002 the list of project included in the original SRP document was adjusted to incorporate 
relevant projects originally excluded; to incorporate new projects negotiated since 2001 (such as EFA and 
the Global Fund for HIV/AIDS); to exclude some projects not related to SRP goals and, to correct 
duplicated projects (there was use of different names in different basis of different agencies such as 
SETCO and SEFIN). 

New Definition 

This annex presents the revised definition of SRP adopted in 2003, defined as follows: 

Programmes Financed with External Resources 

7. The SRP includes programmes and projects financed with external resources relevant to achieve 
goals specified in programmatic areas identified in the original SRP document (6 programmatic 
areas and 21 sub-areas). This includes investment projects as well as projects financing current 
expenses contributing to achieve SRP goals. 

2. Although the greatest part of the external financing is destined to direct investment, there are 
certain programmes financed externally that are predominantly current expenses. Amongst these: 
the Programme of Family Allowance; technical assistance programmes for small producers 
managed by PRONADERS through SAF; and, PRIESS dedicated to basic medical care in remote 
rural communities. 
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3. The decision as to which projects should be included in the SRP externally financed, is made by a 
technical committee with representatives from UNAT and SEFIN. The list was published to the 
parties interested - including representatives from the Civil Society - during the consultation 
process made in 2003, some adjustments made to ensure list consistency. 

Programmes Financed with National Funds 

4. Automatically included in the SRP budget, the national counterpart of all SRP projects financed 
with external resources. 

5 Expenses in capital financed with National Funds. Within the investment budget financed with 
national resources, the main components included as SRP are the following: 

a. All investment of the Secretaries of Education and Health. 
b. In SOPTRAVI, low-income housing investment, and for the construction and repairs to 

secondary roads and rural roads, and rural bridges. 
c. All capital investments of the Secretary of Agriculture. 
d. All FHlS capital investment. 
e. Capital transfers to municipalities to finance their investment programmes. 
f. All SANAA transfers and from other agencies to construct potable water and sanitation 

systems. 
g. Capital transfers for the expansion of electricity coverage and telecommunications in rural 

communities and urban marginal zones. 

6. Current Expense Financed with National Funds. The expanded definition includes current 
expense financed with national resources relevant to the programmatic areas of the SRP and 
compliance of goals. 

Z SectetavofEducation. The expanded version includes: 

h. Salaries for teachers (excluding central administration staff of the Secretary of Education 
under contract with Civil Service, such as Secretary, Vice Ministers, Administrators, and 
other administrative staff). For purposes of the SRP, the amount of teachers is calculated 
using data obtained from the information system about teachers in the SE (SIARDH) for 
staff assigned to non-administrative positions. Additionally, SEFIN budget system has 
data of the teachers in administrative positions outside the central administration (mainly 
Secondary School Directors, supervisors, technical assistants and departmental 
Directors). For 2005, this information should be consolidated in SIARDH. The salary of 
the teacher admissible as poverty expense is calculated in 3.5 times the GDP per capita. 
This was agreed with the technical staff from the World Bank, based on benchmarks of 
neighbouring countries such as El Salvador and Nicaragua. For GDP per capita 
calculation, the source is the Central Bank. Once the amount admissible for salaries for 
SRP purposes is calculated, any remaining value of total salaries is registered as 
expense in non-SRP salary. Nevertheless, salaries of staff hired to improve coverage and 
quality and financed with HlPC debt relief are included in their totality. 

Current transfers and other costs related to the development and financing of community 
education (PROHECO, AECO and similar). (Does not include transfers to universities). 

Other programmes to develop alternate systems of delivery (including primary and 
secondary levels, such as Basic Education Centres, Educatodos, Telebasico and 
programmes for specific groups such as ethnic minorities, marginal neighbourhoods, and 
ru ra I commu n i ties). 

k. Economic support programmes for the promotion of academic excellence and to cover 
transportation costs with the purpose of improving access to education. 

i. 

j. 
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8. Secretary of Health (SH). The expanded version includes: 

I. Salaries of the medical staff for ambulatory care, environmental health and infectious 
contagious diseases and hospital care programmes (excluding central administration staff 
from the SH, such as Secretary, Vice Ministers, administrators and other administrative 
staff, not including auxiliary staff of the service delivery units). For SRP purposes, the 
number of medical staff is calculated using information in the SEFIN budget system. The 
average salary admissible per person is calculated so that it is five times the GDP per 
capita. This agreed with the World Bank technical staff based on benchmarks of 
neighbouring countries such as El Salvador and Nicaragua. For GDP per capita 
calculation, the population data obtained from official INE projections and GDP data from 
the Central Bank. Once having calculated the admissible amount of salaries for SRP 
purposes, any remaining amount of the total SH salaries registered as non-SRP salary 
expense. Nevertheless, salaries financed with HlPC debt relief to hire staff to improve 
coverage and quality of service, are completely included. 

m. The cost of medicines for ambulatory care, environmental health, infectious contagious 
diseases and hospital care. 

n. The cost of viaticum related to basic health implementation programmes (ambulatory 
care, environmental health, infectious contagious diseases). 

0. Transfers to finance community programmes and other tertiary mechanisms for the 
expansion and improvement of basic health coverage. 

9. SecretaryofAgriculture (SAG). The expanded definition includes: 

p. All expenses related to rural development and reduction of poverty, but none destined for 
central administration costs of the Secretary. 

q. Transfers to COHDEFOR and other agencies for the administration of protected areas 
and basin administration programmes. 

10. PRAE The expanded version includes: 

r. All current transfers to financed programmes directly for beneficiaries, but not including 
central administration costs for the programme. 

11. FHIS. The expanded definition includes: 

s. All current transfers to finance programmes directed to beneficiaries, but not including 
central administration costs for the programme. 

72. Secretary of the Presidency. The expanded version includes: 

t. School Lunch Programme 
u. Healthy School Programme 
v. Programme for the Efficiency and Transparency of State Acquisitions 

13. Secretary of Public Security 

w. Salaries financed with debt relief funds for additional staff hired to improve security 
conditions in low-income communities. 
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Enclosed is a complete list detailing financial source and economic classification of programmes and 
projects in the reviewed SRP - including time series of expense executed and projected for the period 
2001-2007.. 
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