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HONDURAS 
COUNTRY ASSISTANCE STRATEGY - PROGRESS REPORT 

A. INTRODUCTION 

1. This CAS Progress Report assesses implementation o f  the Bank’s FY2007-10 Country 
Assistance Strategy at mid-term. The FY2007- 10 CAS was aligned with Honduras’ Poverty 
Reduction Strategy and the priorities identified by the Government o f  President JosC Manuel 
Zelaya Rosales. The CAS comprises four pillars: equitable economic growth for employment 
generation; good governance through state modernization and civic participation; environmental 
protection and risk management; and the development o f  human capital. Transparency, 
accountability and the demand for good governance are addressed as cross-cutting issues. The 
original lending strategy proposed a program o f  PRSCs and investment projects to support the 
Government’s reform agenda, focusing on improvements in: the performance o f  utilities, notably 
in the energy sector; public sector performance, transparency and accountability; the quality o f  
education; and economic governance. However, in the face o f  uncertainty over the macro- 
economic and political outlook, the CAS advocated flexibility, with the timing and blend o f  PRSC 
and investment lending adjusted in line with performance and macro-economic conditions. 

2. While the objectives of the FY2007-10 CAS remain relevant and aligned with the 
Government’s development agenda, the lending program has been adjusted by shifting 
resources from development policy to investment operations. Although init ial  work on  the 
design o f  a PRSC series was completed in FY2007 and progress has been made in some areas, 
macro-economic conditions and delays in the completion o f  measures related to  key structural 
reforms led to the dropping o f  the PRSC operations originally scheduled for FY2007 and FY2008. 
Given that elections are scheduled for late 2009, it i s  n o  longer feasible to embark on  a PRSC 
series. Instead, a single Development Policy Credit i s  proposed which acknowledges progress in 
implementing reforms to mid FY2009. Al l  o f  the investment projects programmed in the original 
CAS continue to feature in the lending program, albeit with adjustments in the timing and level o f  
financing to ensure effective use o f  IDA. The resources released from PRSC series have been used 
to scale-up investments in infrastructure, provide additional financing for disaster mitigation and 
will also finance follow-up health and roads projects that were not originally foreseen in the CAS. 
At the Government’s request, the Bank has launched the preparation o f  an operation to  mitigate the 
impacts o f  recent increases in food prices which may require some adjustments to the lending 
strategy presented in this report. 

3. The governance focus o f  the FY2007-10 CAS has been carried through in CAS 
implementation, with the recently approved Government Anti-Corruption Strategy 
providing the framework for Bank support. Participatory governance assessments are used 
routinely to support the design o f  Bank operations, integrating project level fiduciary work into a 
broader sector level governance agenda. Progress has also been made in the development o f  
national systems, improving access to information o n  projects and strengthening project 
management (see Box  1). 

B. ECONOMIC AND POLICY DEVELOPMENTS 

4. Over the last two years Honduras has enjoyed a period o f  rapid economic growth 
accompanied by reductions in poverty and inequality. Growth exceeded 6 percent over the last 
four years, from 2004 through 2007. This represents a significant acceleration over the 4.6 percent 
growth recorded in 2004-05 and 2.3 percent in 2001-02. Indeed, growth is now at levels not seen 
since the late 1970s. Moreover, after years o f  stagnation in poverty indicators, growth has been 
accompanied by poverty reduction. The income-based poverty headcount declined from 7 1 percent 
in M a y  2005 to 68 percent in M a y  2007, with dramatic reductions in extreme poverty f rom 53.4 
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percent to 42.9 percent over the same period. Following a similar trend, the income GIN1 
remained stable from 2002 to 2006 with values ranging between 0.58 and 0.60 and then registered 
a decline to 0.55 in May 2007. 

5. However, this performance seems to be more related to external factors than to 
progress in structural reforms, and fiscal and monetary pressures are mounting. While the 
recent performance i s  impressive by historical standards, growth has been facilitated by a favorable 
external environment (at least until the last months o f  2007), which has contributed to record 
growth rates across Latin America, and by the dramatic increase in remittances flows which grew 
in real terms at annual rates above 20 percent in 2005 and 2006. CPI inflation accelerated during 
the course o f  2007, peaking at 9.6 percent in November 2007, the highest rate in six years. Rapid 
growth in imports has doubled the current account deficit to ten percent o f  GDP in 2007, putting 
pressure on international reserves which dropped from 3.1 to 2.7 months coverage. In response, 
monetary policy was tightened towards the end o f  2007. However, fiscal policy remained loose, 
with the combined public sector deficit growing from 1.4 percent o f  GDP in 2005 to 2.3 percent in 
2007. Over this period, increases in tax revenues were offset by growth in the public wage bill, 
reduced transfers from Hondutel, and the electricity utility’s increasing losses. Failure to curtail 
losses and clear arrears to generators i s  likely to impact electricity production, raising the prospect 
o f  blackouts. 

6. On April 7, 2008 the IMF Board approved a Stand-by arrangement for Honduras 
that will support the country’s economic program through December 2008. Passage o f  the 
2008 budget in late March signaled Congress’ endorsement o f  an economic program which 
includes a comprehensive set o f  fiscal, monetary, and external policy measures to address emerging 
macroeconomic imbalances, maintain solid growth, and place the energy sector on a sustainable 
footing. The program seeks to reduce the fiscal deficit to 1.5 percent o f  GDP for 2008, which 
would provide room for increases in public investment while keeping public debt stable. This w i l l  
require measures to tighten monetary policy, curtail growth in public wage bill and strengthen the 
finances o f  public enterprises, particularly the state electricity utility, through an energy tariff that 
better reflects cost recovery, while focusing subsidies on the poor. Progress in the implementation 
o f  this program w i l l  allow the Bank to proceed with a development policy operation, mobilize 
budgetary support from other development partners and may pave the way for a Poverty Reduction 
and Growth Facility with the IMF later in 2008. 

7. The Stand-by arrangement i s  particularly welcomed given the downside economic 
risks. Growth i s  projected to decline from 6 percent in 2007 to 4.8 percent in 2008 and 4.6 percent 
in 2009, as a result o f  the U S  slowdown and i ts  negative effect on exports and flows o f  workers 
remittances. Other risks include pressures for expansionary fiscal policies in the run-up to the 
elections and higher fuel and food prices. 

8. Year-on-year food price inflation increased from 7.9 percent in January 2007 to 18 
percent in November 2007 before declining to 13.9 percent in February 2008. As in other 
countries, food inflation has been on the rise over the past year and, together with rising o i l  prices, 
has put pressure on headline inflation, which has increased from 5.6 percent in January 2007 to 9.1 
percent in February 2007. The rise in food prices i s  o f  particular concern in the Honduran context 
given the high levels o f  poverty in the country and the fact that, in Honduras, the poor spend close 
to 60 percent o f  their income on food. Bank estimates suggest that the recent rise in food prices 
may have added about 2 percentage points to Honduras poverty rate. Moreover, this may have 
long-term impacts, since food price inflation may aggravate the already high incidence o f  
malnutrition: more than one in four Honduran children under 5 years old suffer from chronic 
malnutrition. 
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9. The Government expects to publish an updated Poverty Reduction Strategy in mid- 
2008. Initial drafts o f  the PRS update were prepared shortly after the change in administration in 
early 2006 and the proposed adjustments were outlined in the PRS 2006 Progress Report published 
in June 2007. The update incorporates suggestions by the PRS Consultative Council and includes: a 
stronger focus on the creation o f  assets, including capacity, opportunities, protection and 
infrastructure used by the poor; improved geographical targeting and integration o f  programs; and 
greater emphasis on results, participation and program management. PRS indicators have already 
been integrated in the Government’s results-based management system. Finalization o f  the PRS 
update, incorporating a medium-term macroeconomic and expenditure framework, w i l l  be an 
important step in the negotiation o f  a PRGF before year-end. Alongside the PRS process, the 
Government has held extensive consultations on the preparation o f  National Plan for the period to 
2025. 

10. An Anti-Corruption Plan was approved in November 2007. The Plan includes 
measures supporting implementation o f  the Transparency Law, professionalization o f  the public 
sector, improvements in public financial management and procurement systems, independent 
audits o f  the utilities and procurement and reforms in the oversight and internal control functions 
within the police force. The Bank supports implementation o f  key elements o f  the Plan through 
on-going projects and grants. 

c. PROGRESS TOWARDS CAS OUTCOMES 

11. Progress towards CAS outcomes has been mixed, particularly as regards the reform 
agenda that the CAS sought to support, with some notable advances in governance and 
notable disappointments in restructuring of  public utilities. The Results Matrix in Annex B 
summarizes progress to date across the Bank program. 

12. Approval of the Transparency Law represents a significant advance in the 
governance reform agenda. The Transparency and Access to Information Law came into force in 
January 2008, the Access to Information Institute has been established and public information 
officers appointed in most institutions. Much o f  the Bank’s governance program i s  now geared to 
supporting the law’s implementation and civil society’s efforts to use the law and monitor 
compliance. Progress has also been made in strengthening the core financial management 
information system (SIAFI), the establishment o f  the single treasury account and extending the 
coverage o f  Honducompras, the procurement information system. These systems are now well- 
established. The challenge i s  now to integrate the financial management and procurement systems. 
A results management information system has also been put in place and i s  now used to set 
institutional targets and monitor performance. The system has had some impact on behavior in the 
public sector - largely because institutional results are routinely reviewed by cabinet and have been 
widely reported in the press - but i s  not yet institutionalized. Some progress has also been made in 
the implementation o f  the professionalization program, notably in recruitment o f  staff for the 
revenue administration. A professionalization plan and supporting regulation figures prominently 
in the Anti-Corruption Plan, though it i s  likely to prove difficult to make significant progress on 
this front in the run up to elections. 

13. Significant progress has been made in improving the business regulatory 
environment and in strengthening the financial sector. Notable achievements include the 
establishment o f  a Competition Institute, which undertakes investigations into anti-competitive 
practices, and administrative simplification, particularly as regards business and property 
registration. Progress has been made in strengthening the regulatory framework for the financial 
sector, notably as regards the passage o f  legislation establishing a capitalization fund to help 
address bank failures, control o f  money laundering and criminalizing the financing o f  terrorism. 
Moreover, favorable conditions for the expansion o f  credit and substantial investments by leading 
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international banks in Honduras have helped strengthen banks balance sheets. Nevertheless, 
financial sector risks remain, arising from the rapid expansion o f  credit, significant exposure to the 
energy sector and incomplete coverage o f  risk management systems. 

14. Little progress has been made in restructuring public utilities. The Government has 
not requested assistance in developing a regulatory framework that would facilitate private 
investment in ports and so this activity has been dropped from the CAS. In the water and sanitation 
sector, work has started on the transfer o f  systems from SANAA to autonomous municipal 
providers in medium-sized towns, though this process i s  far behind schedule for the end-2008 
transfer deadline foreseen in legislation. The telecommunications sector has been able to attract 
investments in mobile telephony and the cost o f  international calls has been significantly reduced, 
but a regulatory framework for the sector has not yet been approved. Nor has the Government 
identified a private partner for Hondutel, the public telephone utility, and the company’s financial 
situation i s  deteriorating rapidly. In the energy sector too, despite modest reductions in losses, the 
financial situation o f  the electricity utility has deteriorated, with mounting losses and the 
accumulation o f  arrears to generators. However, early in 2008, the Government announced tariff 
increases and launched a process which should lead to the separation o f  accounts and restructuring 
o f  the utility. These measures should improve the electricity utility’s performance. 

15. Bumper harvests and high prices have helped boost rural incomes. Data from the 
income-based household survey, suggest that sharp reductions in the incidence o f  extreme poverty 
in rural areas from 2005 to 2007 are largely due to increases in income. The Bank-financed 
Forestry and Rural Productivity and Pilot Land Access Projects have made minor contributions to 
this trend, though the business models they have developed have much wider impact. Parallel to 
these activities the Bank-financed Land Administration Project has continued to expand the 
number o f  registration offices and the area o f  registered land, reaching 15 percent o f  the project 
area by end 2007. Nevertheless, progress has been much slower than planned and the project has 
recently undergone restructuring with a view to accelerating activities in the field. In October 2007 
the Board discussed an Inspection Panel Investigation Report and Management Response related to 
planned regularization activities in Garifuna communities. The Action Plan i s  now being 
implemented and a follow-up report w i l l  be submitted to the Board in October 2008. 

16. The approval of the Forestry Law puts in place an institutional framework for the 
sustainable management of  forest resources and protected areas. Approved in 2007 after 
nearly ten years o f  debate, the Law provides for a forestry institution that w i l l  be financed from the 
budget rather than licensing the sale o f  forest products, local oversight o f  forest resources and the 
establishment o f  a Protected Areas Fund to finance the management o f  national parks. Alongside 
these initiatives, the Bank has continued to support efforts to expand disaster mitigation and risk 
reduction capacity at the national and municipal level, including mitigation works, through 
additional financing for the Natural Disaster Mitigation Project. The effective response o f  
COPECO, the national emergency response agency, and municipalities to floods during the 2007 
hurricane season demonstrated the effectiveness o f  these investments. 

17. The Government has shifted social interventions to focus on the poorest and most 
vulnerable, though progress in expanding service coverage and improving quality has been 
slower than anticipated. The Red Solidaria has provided a framework for the targeting o f  health, 
education and investments in social capital to the poorest communities. However, services have 
been slow to follow. By early 2008, for instance, the program for integrated attention for children 
in the community - which combats infant malnutrition - had reached just four percent o f  the target 
for expansion by end o f  2010. Similarly, just fourteen o f  the twenty five decentralized clinics 
originally planned for 2008 are currently in operation. In the education sector, attention has 
focused on strengthening sector management following up on the 2006 pay agreement with the 
teachers. A post audit wi l l  be completed in April 2008 and the results o f  this w i l l  be used to 

4 



constitute a new human resource management system. The Ministry o f  Education has continued to 
support the expansion o f  PROHECO schools and the transfer o f  resources to school parent-teacher 
associations to strengthen local accountability. 

D. ADJUSTMENTS TO THE CAS AND PROGRESS IN IMPLEMENTATION 

18. The overall objectives o f  the FY2007-10 CAS remain valid with only minor 
adjustments. The FY2007-10 CAS i s  consistent with the PRS update currently being finalized by 
Government and the recently approved Government Anti-Conuption Plan. A number o f  the Plan’s 
initiatives, which were not originally foreseen under the CAS, such technical audits o f  the public 
enterprises, have been incorporated into the Bank’s program using CGAC funds. Some adjustments 
are also required where the Government has chosen not to follow up with IDA support, notably as 
regards the development o f  the ports and a policy framework for decentralization. 

19. The lending program has been adjusted to accommodate a shift o f  resources from 
development policy to investment operations. A preliminary design o f  a PRSC series was 
completed in FY2007. Although progress has been made in some areas since then, macro- 
economic conditions and delays in the completion o f  measures related to the education, 
telecommunications and energy sectors led to the dropping o f  the PRSC operations originally 
scheduled for FY07 and FY08. It i s  no longer feasible to launch a PRSC series under the FY2007- 
10 CAS in view o f  the impending change in administration in January 2010. Instead, the Bank’s 
support for the reform agenda will be channeled through a single Development Policy Credit 
(DPC), which acknowledges progress made on key reforms to mid-2008. However, Board 
presentation o f  the DPC, currently scheduled for early FY2009, wi l l  depend on continued progress 
in implementing the macro-economic program laid out in the 2008 budget and supported by the 
IMF’s Standby Arrangement. If progress on the Government’s macro-economic program stalls, 
Bank funds allocated to the DPC w i l l  be reassigned to investment operations. 

Table 1: Changes in the Indicative Lending Program for the FY2007-10 CAS (US% m) 
CAS CAS Progress Report 

Operations FY07 FY08 

Rural Competitiveness 30 
Road Reconstruction & Improvement I1 & I11 
Land Administration I1 
Utility Restructuring 30 
Water and Sanitation 
Public Sector Management 
Education 1s 
Disaster Mitigation 
Health Reform (Rural Clinics) 
Total 70 60 

Development Policy Operations 10-25 IS-30 
FY09 FYlO FY07 FY08 
1.5-30 

40 30 
48 

30 

20 30 
10 

15 
9 

70 60 39 93 

FY09 FYlO 
20 

20 
30 
30 

15 

15 
80 50 

20. The sequencing o f  investment operations has been adjusted to ensure effective use o f  
available IDA funds taking account o f  project readiness. Adjustments in the lending program 
are presented in Table 1. To date, three projects have been approved by the Board: the Water and 
Sanitation Program (brought forward from FY20 10 to FY2007); additional financing for the 
Natural Disaster Mitigation Project (substituting for GEF funding that was no longer available); 
and the Education Quality, Governance and Institutional Strengthening Project. Two projects are 
presented for Board consideration alongside this Progress Report: the Rural Competitiveness 
Project which supports agribusiness development and the Second Road Reconstruction and 
Improvement Project financing investments on transport corridors - including corridors in areas 
where the Rural Competitiveness Project w i l l  operate - and institutional development. These two 
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projects were originally conceived as separate stages o f  a Rural Competitiveness APL: now they 
w i l l  be implemented in parallel. 

21. A further five investment projects are scheduled for Board presentation in FY2009 
and FY2010. The Util i ty Restructuring Project i s  part o f  a broader program o f  support to the state 
electricity utility aimed at reducing losses and improving sector management, with parallel 
financing from USAID, CABEI and IADB. The second phase o f  the Land Administration program 
w i l l  build on the first phase o f  the APL closing in FY2009, though the focus w i l l  shift to rural areas 
and governance arrangements w i l l  be strengthened taking into account the results o f  a recent INT 
investigation. A new operation to support public sector management reforms i s  in preparation 
jointly with IADB and Swedish Cooperation as part o f  a comprehensive institutional strengthening 
program in the areas o f  planning, financial management, procurement, institutional oversight and 
public sector professionalization. The Government has requested that the revised lending program 
should also include two projects not foreseen under the CAS lending program: a follow-up health 
sector reform project, aimed expanding coverage o f  successful decentralized management model 
for rural clinics; and a Third Road Reconstruction and Improvement Project, financing hrther 
expansion o f  priority road corridors. 

22. The indicative lending program assumes that Honduras’ IDA 15 allocation will be the 
same as IDA 14, with commitments structured so as to ensure the most effective use o f  IDA in 
line with the electoral cycle. Honduras i s  a gap country which i s  expected to remain IDA only for 
the remainder o f  the CAS period. Recent experience demonstrates that the authorities have limited 
capacity to prepare projects and bring them to effectiveness in the period immediately proceeding 
and following elections. In view o f  the elections scheduled for November 2009, effective use o f  
Honduras’ IDA allocation requires reprogramming approximately 30 percent o f  the annual 
allocation from FY2010 to FY2009. The Development Policy Credit and Utility Restructuring 
Project wi l l  be presented for Board approval in mid-2008, providing timely support to the 
Government’s reform program. IDA has also been allocated to investments where there i s  broad 
political support and commitment to implementation, including financing the expansion o f  
programs that were initially developed under previous administrations, notably in health sector 
reform, public sector management and land administration. 

23. I n  addition to these operations, the Government has asked the Bank to provide 
assistance in mitigating the impact o f  recent increases in food prices. The Bank fielded a 
mission in the last week o f  April as a result o f  which the Bank has initiated the preparation a credit 
including supply side (agricultural technology) and demand side (scaling up existing safety nets) 
interventions. Financing for this operation may require some adjustment to the indicative lending 
program presented in Table 1 and described above. 

24. New projects have been coordinated with other development partners to promote 
development o f  Government-led sector programs. The Education Quality Project has been 
aligned with the Education for All (EFA) Initiative, which i s  the most advanced sector program in 
Honduras. The project w i l l  implemented by the EFA program management unit, focusing on the 
strengthening o f  management systems and sector governance. While the Water and Sanitation 
Project wi l l  support a well defined sector program, the institutional framework i s  s t i l l  being 
established, and so the project w i l l  initially be implemented by the Ministry o f  Finance and 
responsibility w i l l  gradually be transferred to the sector institutions as capacity i s  built. In other 
sectors, where sector programs are less advanced, Bank operations have been designed in close 
coordination with other partners to support a common Government-defined strategy. Notably, the 
Rural Competitiveness Project i s  co-financed by Swiss Cooperation and complements similar 
projects financed by IFAD and IADB. Also, the Second Road Reconstruction and Improvement 
Project has been designed within the framework o f  the sector investment program in close 
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collaboration with MCC, IADB and CABEI, with CABEI providing parallel financing for the 
Bank-financed project. 

25. Portfolio performance was adversely affected by changes in project and agency 
personnel following the change in administration in early 2006 but i s  now improving as staff 
gain experience. Disbursements dropped steadily from the first quarter o f  2006 through to the 
second quarter o f  2007 but have since picked up. The disbursement ratio currently stands at 15 
percent, the highest in Central America but s t i l l  well below the peak o f  30 percent in 2005. Five o f  
the seven projects scheduled to close in 2008 wi l l  be extended. O f  the fifteen active investment 

BOX 1 : PROGRESS IN STRENGTHENING TRANSPARENCY, ACCOUNTABILITY AND DEMAND 
FOR GOOD GOVERNANCE AS A CROSS-CUTTING I S S U E  

Sector governance assessments are now undertaken regularly during project preparation. 
The purpose o f  these assessments i s  to identify opportunities for strengthening sector 
governance that can be supported by Bank projects. The assessments complement and 
incorporate the Bank’s routine fiduciary work during project preparation, focusing on 
arrangements to improve transparency and accountability at the agency level and at the service 
delivery point. The first assessment was undertaken for the education sector, drawing on 
regional workshops for ministry personnel, service providers and clients. Sector Ministries and 
teams have taken the lead in the design o f  subsequent assessments (focusing on water and 
sanitation, road infrastructure and the rural competitiveness program) adapting the approach to 
suite their needs. Assessments in water and sanitation and the education sectors have been 
undertaken in collaboration with W B I ’ s  Local Governance and Anti-Corruption Program. 
External partners have participated in these sector assessments and their follow-up. 
The Bank’s fiduciary and governance work focuses on the development o f  national 
systems. Following up on the Government’s request during CAS preparation, work i s  underway 
on the design o f  indicators that can be used to monitor governance through the Government’s 
results management system at the institutional and project level. An initial set o f  indicators i s  
already being used to monitor implementation o f  the Transparency Law. Progress has also 
being made in the use o f  the Government’s financial management information system, SIAFI, 
for project implementation. The Bank and IADB are currently undertaking a system audit that 
w i l l  certify the external assistance module for the purposes o f  project financial reporting. 
Similarly, the Bank and IADB are collaborating in the harmonization o f  procurement 
documentation and expanding the use o f  Honducompras, the procurement information system, 
so that procurement notices for Bank-financed projects can be published through 
Honducompras, the Government’s procurement information system. 
Complementing these initiatives, the Bank and Government have sought to improve access 
to information and strengthen portfolio and project management. In agreement with 
Government, the Bank now publishes project performance information on i t s  website, including 
assessments from the Bank’s internal reporting systems. Recognizing that project staff turnover 
has been a source o f  fiduciary risk and poor performance, covenants on project staffing have 
been strengthened and a joint Bank-Government team has been set up to formulate portfolio- 
wide policies on project staffing. The fiduciary team has assisted the authorities in preparing 
and following up on action plans addressing issues identified in INT investigations. A new 
procurement planning tool now ensures that procurement plans are approved and published, 
while also reducing the scope for direct procurement and shopping, the highest risk procurement 
methods. The Bank has also strengthened supervision capacity in the field office through the 
appointment o f  a Senior Country Officer and the decentralization o f  a Procurement Specialist 
and a Senior Agricultural Economist to work on the rural development portfolio. 
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projects, implementation status reports rated seven satisfactory or above as regards development 
objectives and six as satisfactory as regards implementation progress. There are now four problem 
projects and two potential problem projects, as compared just two potential problem projects at the 
close o f  FY2006. However, five projects have been or are undergoing restructuring to address 
implementation concerns. Portfolio reviews, chaired by the Ministry o f  Finance, have been held 
every six months, focusing on problem projects and cross-cutting implementation issues. Equally 
important, the Bank has provided training and capacity building for project staff. 
Together these measures are contributing to a steady improvement in portfolio performance. 

26. A substantial program of analytical work has been undertaken in close coordination 
with development partners, contributing to policy development and national debate on key 
policy issues. Products delivered to date are an Energy Study prepared in collaboration with IADB 
(FY07), a Governance Strategy Note (FY07), a Public Expenditure Review jointly with DFID and 
Sweden (FY07), a ROSC on Accounting and Auditing (FY08), and a Financial Sector Assessment 
jointly with the I M F  (FY08) (see Table 2). On-going analytical work includes an Environmental 
Assessment in collaboration with GTZ (FY08), an Institutional and Governance Review (planned 
FY08) and a Public Expenditure Tracking Survey (FY09) both being prepared in collaboration with 
DFID, Sweden, Spain and Germany, together with a Regional Investment Climate Assessment 
(FY09). Considerable effort has been made to involve senior Government officials, civil society 
representatives and donor partners throughout the design and preparation o f  Bank analytical work, 
notably so in the case o f  the Institutional and Governance Review and the Public Expenditure 
Tracking Survey. Bank studies have been broadly disseminated through workshops and the media 
and have contributed to national debate on sector policy and governance issues. 

27. However, a change in approach i s  proposed for FY2009 and FY2010, taking account 
absorptive capacity and the need for flexibility during the electoral period. Policy Notes have 
been scheduled for delivery early FY2010, replacing the core Country Economic Memorandum, 
Poverty Assessment and Fiduciary Updates. The Policy Notes w i l l  provide a framework for 
multisectoral analytical work program which could include strategic studies, fast response policy 
advice, and monitoring and evaluation o f  polices and programs. This w i l l  allow the Bank and the 
Government to react to changing circumstances, targeting analytical work to support debate on 
critical issues in the electoral period and dialogue with the new administration. The program o f  
regional studies w i l l  be adjusted to include a Regional Study on Crime and Violence, as requested 
by Central American Governments. The Regional Land Management Study has been dropped due 
to i ts  relatively lower priority. 

28. During CAS implementation, the Bank has strengthened i ts  partnerships with civil 
society. The Bank works closely with the Consultative Council for the Poverty Reduction Strategy 
(CCERP), comprising representatives o f  Government and civil society, where the Bank holds 
observer status as representative o f  the multilateral institutions. The Bank has financed CCERP 
initiatives in social monitoring, the development o f  CCERP’s work plan and activities related to the 
definition and monitoring o f  poverty spending. The National Anticorruption Council has become a 
key partner for the Bank’s work on the governance agenda, implementing activities related to the 
monitoring o f  the Transparency Law, media training on governance issues and identifying best 
practices in the professionalization o f  the public sector. Alongside these partnerships, the Bank 
frequently meets with civil society organizations on issues related to Bank analytical work, project 
design and implementation and key issues in policy dialogue. 

29. Similarly, the Bank has played an active role in the G16, the donor coordination 
forum. Over the past two years the Bank has chaired the G16 Transparency and Governance, Rural 
Development and Water and Sanitation working groups. In January 2008, the Bank assumed co- 
presidency o f  the G16 with the European Union for a period o f  six months. Under this co- 
presidency the G16 held a joint planning workshop with government, focusing on a common policy 
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agenda and actions to improve harmonization and alignment in the run up to the Accra High Level 
Forum. 

30. The FY2007-10 CAS results framework has been revised, updated and streamlined, 
to reflect adjustments in the lending and analytical work programs, implementation progress 
and efforts to harmonize with the Government’s results-based management system. The 
results framework has been revised in collaboration with the Presidency’s results-management 
team, with a view to improving the alignment between the indicators used in the CAS and the 
Government systems (see Annex B). Outcome indicators which are considered too high level for 
the Bank to have demonstrable impact have been removed, while the milestones and indicators 
have been adjusted taking into account changes in the timing o f  new projects and progress in 
program implementation. Milestones have been added to reflect the passage o f  on the 
Transparency and Forestry Laws and follow-up on this legislation. The updated CAS Results 
Matrix i s  significantly shorter than the original. 

E. IFCANDMIGA 

3 1. The International Financial Corporation (IFC) has sought to expand its activities in 
Honduras, whilst continuing to follow a regional approach in its support for Central 
America. Although the FY2007-10 CAS i s  not a joint strategy document, considerable progress 
has been made in coordinating IDA and IFC operations through the field office. Recent IFC 
investments have focused on financial services, including investments in a Honduran bank 
specializing in lending to micro and small-businesses. IFC continues to explore opportunities for 
investment in agribusiness and infrastructure, particularly in telecommunications, ports and 
transport infrastructure. At the Government’s request, the Bank-IFC sub-national lending facility 
fielded a mission to Honduras in early 2008 to identify investment opportunities in the larger 
municipalities. A PPIAF grant has been approved to provide technical assistance for project 
preparation. The IFC’s technical assistance activities in the area o f  administrative simplification at 
the municipal level are well-coordinated with national level initiatives implemented by Bank- 
financed Trade Facilitation and Competitiveness Project, contributing to significant improvements 
in Honduras’ Doing Business ratings in 2007. 

32. MIGA’s assistance i s  focused on investment promotion. These activities are 
coordinated with the Bank-financed Trade Facilitation and Competitiveness Project. While there 
are no projects underwritten at present or projects in the pipeline for next fiscal year, MIGA 
continues to explore opportunities to support foreign investors. 

F. R I S K S  

33. The risks highlighted in the FY2007-10 CAS remain valid. These risks have 
materialized to varying degrees and the Bank’s program continues to support mitigation efforts. 

34. Macro-economic stability i s  threatened by fiscal pressures owing to increases in 
public sector pay and the deteriorating performance o f  the state owned utilities. Wage 
pressures are likely to intensify in the coming months owing to the acceleration o f  inflation and 
increases in food prices in particular. Increases in he1 prices have also increased losses o f  the state 
electricity utility. Implementation o f  the stabilization package, supported by the IMF Standby 
Arrangement and the Bank’s proposed DPC, should mitigate these risks. 

35. As an open economy, the downturn in the US economy i s  expected to have a 
significant impact on Honduras’ economic performance and poverty levels. The U S  
slowdown i s  expected to negatively affect exports and flows o f  remittances. Remittances are a 
critical source o f  external finance and o f  household income for around one in ten households. 
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Again, the stabilization package i s  an important mitigation measure, since this will allow Honduras 
to face the downturn with a stronger macroeconomic framework in place. 

36. The CAS highlighted the risk posed by interest groups opposing key reforms, a risk 
that i s  likely to increase now that campaigning has started for primaries in November 2008 
and general elections in November 2009. The Government managed to mobilize sufficient 
support for i ts  macro-economic program to secure passage o f  the 2008 budget which authorized 
increases in electricity tariffs, targeting o f  electricity subsidies and capping o f  petroleum subsidies. 
However, a number o f  other key reforms, such as the Telecommunications Law and the 
professionalization program, have proved more politically contentious. The Bank continues to 
support the Government’s efforts to mitigate these risks by promoting dialogue and the 
implementation o f  reforms through administrative measures where feasible. 

37. Recent natural disasters have served to demonstrate the authorities’ heightened 
awareness and preparedness. After a quiet 2006 hurricane season, two hurricanes struck 
Honduras in 2007 causing extensive flooding and property damage in the north o f  the county. On 
both occasions the national and municipal authorities, led by COPECO, anticipated events and 
prepositioned supplies and equipment to provide shelter to those affected. This has demonstrated 
the effectiveness o f  investments in early warning systems, institution building and mitigation 
infrastructure. Building on this strong performance, the Bank continues to provide support to 
COPECO through additional financing for the Natural Disaster Mitigation Project. 

38. I n  addition to these risks, Honduras faces risks arising from global trends in oil and 
food prices. Higher oi l  and food prices w i l l  impact the macroeconomic program (higher inflation, 
deterioration o f  the external balance, lower growth). They wi l l  also negatively affect poverty 
outcomes. The Bank has responded to the Government’s request for assistance in mitigating the 
impacts o f  increases in food prices by launching the preparation o f  a credit combining supply and 
demand side interventions. In addition, the proposed DPC w i l l  help alleviate any spending pressure 
resulting from these forces. 
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Annex A.l: Honduras at a Glance 

Key Development I n d i c a t o r s  

(2007) 

Population, mid-year (millions: 
Surface area (thousand sq. km) 
Population growth (%: 
Urban population (% of total population 

GNI (Atlas method, US$ billions: 
GNI per capita (Atlas method, US$: 
GNI per capita (PPP, international $: 

GDP growth (96) 
GDP per capita growth (56)  

(most recent estimate, 2000-2007) 

Poverty headcount ratio at $1 a day (PPP, %: 
Poverty headcount ratio at $2 a day (PPP, %: 
Life expectancy at birth (years: 
Infant mortality (per 1,000 live births 
Child malnutrition (% of children under 5 

Adult literacy, male (Oh of ages 15 and older: 
Adult literacy, female (56 of ages 15 and older: 
Gross primary enrollment, male (Sa of age group 
Gross primary enrollment. female (% of age group 

A C C ~ S S  to an improved water source (Oh of population: 
Access to improved sanitation faulities (% of population 

Honduras 

7.5 
112 
2.1 
47 

11.3 
1,600 

6.3 
4.2 

21 
44 
69 
25 
25 

80 
80 

113 
113 

87 

Latin 
America 
a Carib. 

556 
20,415 

1.3 
76 

2,650 
4,767 
8,796 

5.5 
4.2 

9 
22 
72 
26 

91 
89 

120 
116 

91 
77 

Lower 
middle 
income 

2,276 
28,549 

0.9 
47 

4,635 
2,037 
7,020 

8.8 
7.9 

71 
31 
13 

93 
85 

117 
114 

81 
55 

N e t  A i d  Flows 

(US$ millions) 
Net ODA and ofha1 aid 
Top 3 donors (in 2005): 

Japan 
Spain 
United States 

Aid (% of GNI) 
Aid per capita (US$) 

Long-Term Economic T rends  

Consumer pnces (annual Oh change: 
GDP impliut deflator (annual Oh change 

Exchange rate (annual average, local per US$: 
Terms of trade Index (2000 = 100) 

Population, mid-year (millions) 
GDP (US$ millions) 

Agriculture 
Industry 

Services 

Household final consumption expenditure 
General gov't final consumption expenditure 
Gross capital formation 

Exports of goods and services 
Imports of goods and services 
Gross savings 

Manufacturing 

1980 

102 

7 

19 

4.2 
29 

13.2 

2.0 

3.6 
2,566 

23.7 
24.3 
15.0 
52.0 

69.4 
12.7 
24 6 

37.2 
44.1 
13.2 

1990 zoo0 

448 449 

65 50 
6 35 

215 110 

16.0 6.5 
92 70 

23.3 11.0 
21.2 9.7 

4.1 15.0 
129 100 

4 9  6 4  
3,049 7,106 

(% of GDP) 
22 4 15 9 
26 4 32 5 
16 3 22 7 
51 2 51 7 

66 8 85 9 
12 9 16 3 
23 0 25 6 

37 2 54 2 
39 9 65 9 
21 7 22 4 

2007 a 

681 

103 
95 
68 

7.3 
94 

8.9 
7.0 

19.0 
92 

7.5 
12,279 

13.5 
28.3 
20.3 
58.2 

94.8 
20.1 
37.3 

51.7 
78.1 
20.4 

Age distribution, 2006 

~ Male Female 

70.74 
e364 
50-54 
4044 
3034 

M-24 
10-14 

0-4 

percent I l5 lo O lo l5 

Under4 mortality rate (per 1,000) 

w ,  

1063 1895 Mw zw5 

OHonduraS rSLatm Arnenca B the Canbbean 

Growth of GDP and GDP per capita (Oh) 

lo T 

-GDP - GDP per capita 

1980-90 1990-2000 200047 
(average annual growth %) 
3.1 2.6 2.2 
2.7 3.2 5.1 

2.7 2.2 3.6 
3.3 3.6 4.1 
3.7 4.0 5.8 
2.5 3.8 6.1 

2.6 3.0 5.4 
3.3 2.0 5.2 
3.0 6.9 4.8 

1.1 1.6 7.7 
1.2 3.6 7.5 

Note. Figures in italics are for years other than those speufied. 2007 data are preliminary. Group data are through 2006. .. indicates data are not availabl 
a. Aid data are for 2005. 

Development Economics. Development Data Group (DECDG). 
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Annex A.2: Honduras at a Glance 
Balance of Payments and Trade 

(US$ millions) 
Total merchandise exports (fob) 
Total merchandise imports (cf) 
Net trade in goods and services 

Current acwunt balance 
as a % of GDP 

Workers' remittances and 
compensation of employees (receipts) 

Reserves. including gold 

Central Government Finance 

(% of GDP) 
Current revenue (including grants: 

Current expenditure 

Overall surplusldeficit 

Highest marginal tax rate (%) 

Tax revenue 

Individual 
Corporate 

External Debt and Resource Flows 

(US$ millions) 
Total debt outstanding and disbursec 
Total debt service 
Debt relief (HiPC. MDRI) 

Total debt (x of GDP) 
Total debt service (% of exports) 

Foreign direct investment (net inflows: 
Portfolio equity (net inflows; 

2000 

1,436 
2.856 
-831 

-508 
-7.2 

416 

1,319 

15.1 
13.8 
14.8 

-5.2 

25 
15 

5,360 
389 
688 

75.4 

282 
0 

2007 

5,594 
8.556 
-3,249 

-1,225 
-10.0 

2,551 

2,733 

18.6 
16.2 
16.9 

-2 1 

25 
25 

2,259 

18.4 
20.7 

674 
-2 1 

US$ millions 

Cornnorition of total external debt. ZOOS 
IBRD 0 IDA 1353 

IMF 188 

other muia. 
lateral, (848 

Private Sector Development 

Time required to start a business (days) 
Cost to start a business (% of GNI per capita) 
Time required to register property (days) 

Ranked as a major constraint to business 
(% of managers surveyed who agreed) 

Corruption 
Access tolcost of financing 

Stock market capitalization (% of GDP) 
Bank capital to asset ratio (%) 

2000 2006 

- 21 - 59.9 
- 24 

.. 62.7 

.. 62.4 

8.6 
8.8 8.4 

Technology and Infrastructure 2000 2005 

Paved roads (% of total) 
Fixed line and mobile phone 

High technology exports 

20 4 

subscribers (per 1,000 people) 

(% of manufactured exports) 0 3  2 2  

Environment 

Agricultural land (% of land area 26 26 
Forest area (% of land area) 
Nationally protected areas (% of land area 

Freshwater resources per capita (cu meters) 
Freshwater withdrawal (% of internal resources 

C02 emissions per capita (mt) 

GDP per unit of energy use 

13,311 
0 9  

078 094 

(2000 PPP 5 per kg of oil equivalent) 8 1  5 5  

Energy use per capita (kg of oil equivalent: 469 548 

(US$ miiiions) 

IBRD 
Tote! debt outstanding and disbursec 
Disbursements 
Principal repayments 
InWest paymeats 

Total debt outstanding and disbursec 
Disbursemenls 
Total debt wiea 

IDA 

IFC (fiscal yeer) 
Torat dtsbursed and outstanding portfolw 

Disbursements for IFC wyn accownl 
Portfoiio sales, prepayments and 

repayments fw iFC own acwuni 

of which IFC own acwunt 

MtGA 
Gross axpasure 

151 
0 

27 
15 

836 
as 
8 

42 
27 
9 

26 

16 

0 
0 

70 
3 

1,353 
151 

E6 

2 
2 
0 

i 

0 
New guarenteera 0 0 

Note: Figures in italic$ are for years other than those specified. 2007 data are preliminary 
.. indicates data are not available. -indicates ObSeNatiOn is not applicable 

Development Economics Development Data Group (DECDG) 
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Annex A.3: Millennium Development Goals 

With selected targets to achieve between 1990 and 2015 
(esbmate closest to date shown, +/- 2 years) 

Goal 1: halve the rates for $1 a day poverty and malnutrition leeo 1995 2000 2Do5 
Poverty headcount ratio at $1 a day (PPP, %of population) 37.8 25 0 207 14.9 
Poverty headcount ratio at national poverty line (% of population) 47,o 484 
Share of income or consumption to the poorest qunitile (%) 2 8  3 4  3 0  3.4 
Prevalence of malnutrition (% of children under 5) I6.0 25.4 16.6 

Goal 2 ensure that children are able to complete primary schooling ,,,,, ̂" ,,,,,,, " ...... "^ ^" " ..... " ....,,.,..,,,.. 
Primary school enrollment (net, %) a$ 88 97 
Primary completion rate (x of relevant age group) 65 71 79 

Youth literacy rate (% of people ages 15-24: a0 89 
Secondary school enrollment (gross, %) 33 65 

Goal 3: eliminate gender disparity in education and empower women 
.~".-̂ ..-I,."-xI.. -~ 

Ratio of girls to boys in primary and secondary education (%) fo6 97 io9 
Women employed in the nonagricultural sector (% of nonagricultural employment) 4a 45 48 47 
Proportion of seats held by women in national parliament (%) 10 8 9 23 

~~~ 

Goal 4: reduce under-5 mortality by two-thirds 
Under-5 mortality rate (per 1,000) 59 49 43 40 
Infant mortality rate (per 1,000 live births) 44 37 33 31 
Measles immunization (proportion of one-year olds immunized. % 90 89 98 92 

Tuberculosis cases detected under DOTS (%) 

Nationally protected areas (% of total land area) 
CO2 emissions (metric tons per capita) 
GDP per unit of energy use (constant 2000 PPP 0 per kg of oil equivalent) 

Internet users (per 1,000 people) 
Personal computers (per 1,000 people) 
Youth unemployment (% of total labor force ages 15-24) 

Education indicators (X) 

~2~ 25 2000 2002 2005 

-Primary net enrollment ratio (..) 

- i iRat io of girls to boys in primaly 8 
%epndary ?duca!ion I.) ,, 

Measles immunization (% of I-year olds) r 
$990 1995 2000 2005 

0 Honduras 
Latin America 8 the Caribbean 

ICT indicators (per 1,000 people) 

1 4 0 3  

2000 2002 2005 

OFixed + mobile subscnbers ( ) 
D Internet users 

Note Figures in italics are for years other than those specified 

Development Economics, Development Data Group (DECDG) 

indicates data are not available #REF1 
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Annex C: Selected Indicators* o f  Bank Portfolio Performance and 
Management 

Indicator 2005 2006 2007 2008 
Por ffolio Assessment 
Number o f  Projects Under Implementation a 18 18 16 16 

Percent of Problem Projects by Number 0.0 11.1 12.5 25.0 
Percent of Problem Projects by Amount 0.0 9.6 11.1 29.7 

Percent o f  Projects at Risk by Amount " 6.1 9.6 55.7 38.1 
Disbursement Ratio (%) e 31.4 36.7 20.6 16.5 
Porffolio Management 

Supervision Resources (total US$OOO) 2,550 2,226 1,753 

Average Implementation Period (years) 2.9 3.1 3.4 3.7 

Percent of  Projects at Risk by Number a' 5.6 11.1 50.0 37.5 

CPPR during the year (yedno) Yes Yes Yes Yes 

Average Supervision (US$'OOO/project) 142 124 110 

Since FY Last Five 
Memorandum I tem 80 FYs 
Proj Eval by OED by Number 48 8 
Proj Eval by OED by Amt (US$ millions) 1,773.6 241.1 

20.8 0.0 
14.6 0.0 

% o f  OED Projects Rated U or HU by Number 
% o f  OED Projects Rated U or HU by Amt 

a. As shown in the Annual Report on Portfolio Performance (except for current FY). 
b. Average age of  projects in the Bank's country portfolio. 
c. Percent o f  projects rated U or HU on development objectives andor implementation progress. 
d. As defined under the Portfolio Improvement Program. 
e. Ratio of  disbursements during the year to the undisbursed balance of  the Bank's portfolio at the 

beginning o f  the year: Investment projects only. 
* Al l  indicators are for projects active in the Portfolio, with the exception of  Disbursement Ratio, 

which includes all active projects as well as projects which exited during the fiscal year. 
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Annex D: IDA Program Summary 

Proposed IDA Lending Program a 

Fiscal 
year Proj ID 

Strategic b Implementation b 

Risks (H/WL) Rewards 
US$(&! 
) fH/WLL) 

2008 HN Road Reconstruction & Improvement I1 
HN Rural Competitiveness Project 
Subtotal for 2008 

2009 HN Land Administration I1 
HN Development Policy Credit 
HN Utility Restructuring Project 
Subtotal for 2009 

20 10 HN Public Sector Management 
HN Health Sector Reform 
HN Road Reconstruction & Improvement I11 
Subtotal for 2010 

Total FY2008-10 

48.6 
30.0 
78.6 

30.0 
20.0 
30.0 
80.0 

15.0 
15.0 
20.0 
50.0 

208.6 

H 
M 

M 
H 
H 

H 
M 
M 

L 
M 

H 
H 
M 

L 
L 
L 

a. This table presents the proposed program for the next three fiscal years, giving higher values in the range for each operations. 

b. For each project, indicate whether the strategic rewards and implementation risks are expected to be high (H), moderate (M), 
or low (L). 
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Annex F: Summary o f  Non-lending Services in Honduras 

Audience (a) Objective (b) Completion Cost 
FY (US$OOO) Product 

Analvtical Work/ReDorts 
Recent completions: 
Poverty Assessment FY06 
Governance Strategy Note FY07 
PRSP 3rd Progress Report & Joint Staff Advisory Note FY07 
Energy Study FY07 
Public Expenditure Review FY07 
ROSC Study FY07 

In Preparation I Planned: 
Environmental Assessment FY08 
Institutional and Governance Review FY08 
Public Expenditure Tracking FY09 
Regional Investment Climate Assessment FY08 
Regional Disaster Mitigation Study FY09 
Regional Energy FY09 
Regional Service Delivery Study FY09 
Regional Crime and Violence FY09 
Policy Notes FYlO 

IDF & JSDF Ongoing Grants 
Children and Youth Innovtion Fund-JSDF 
Community Disaster Mgmt in Tegucigalpa -JSDF 

F Y l O  
FY08 
F Y l O  Transparency and Accountability in Public Institutions-IDF 

PHRD Oneoine Grants 
Natural Disaster Mitigation - PHRD FY09 
Regional Development in Copan Valley - PHRD FY08 
Sterngthening Aid Coordination PHRD FY08 

Water and Sanitation-PHRD FY08 
Utility Restructuring Project-PHRD FY08 
Rural Productivity-PHRD FY08 

Adaptation to Climate Change-PHRD F Y l O  

Other Oneoing 
Indigenous Communities Ecosystem Mgmt GEF (regional) 
Corazon Transboundary Biosphere Reserve GEF (regional) 

F Y l O  
FY12 

Pic0 Bonito Sustainable Forests Project - Biocarbon Fund FY17 
GPOBA Water Sector Grant F Y l O  
PPIAF Municipal Infrastructure FY08 
La Esperanza Hydroelectric- Carbon FY15 
Unblocking Government Reforms-FS-SP FY09 
Price Risk Management-FS-SP FY08 
Improving Land Tenure for Women-GENTF FY09 
Rural Electrification-GEFIA F Y l O  
Honduras PRSTAC-SPTF FY08 

a. Government (G), donor (D), Bank (B), public dissemination (PD). 
b. Knowledge generation (KG), public debate (PD), problem-solving (PS). 

263 
25 

160 
200 
160 

253 
160 
90 
160 
300 
160 
300 
300 
250 

1,970 
1,984 
339 

508 
400 
47 1 
300 
337 

1,000 
417 

4,000 
12,000 
1,800 
4,440 
425 

1,395 
112 
70 

203 
2,350 
1,556 

G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 

G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 
G, D, B, PD 

G, D, B 
G, D, B, PD 

G, D, B 
G 

G, D, B 
G, D, B 
G, D, B 

G 
G 
G 
G 

G, D, B 
G, D, B 
G, D, B 
G, D, B 
G, D, B 

G 
G, D 
G, D 

KG, PD, PS 
PD,PS 

KG, PD, PS 
KG, PD, PS 
KG, PD, PS 
KG, PS, PD 

KG, PD, PS 
KG, PD, PS 
KG, PD, PS 

KG, PS 
KG, PD, PS 
KG, PD, PS 
KG, PD, PS 
KG, PD, PS 
KG, PD, PS 

KG, PS 
KG, PS 

KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 

KG, PS 
KG, PS 
KG, PS 

PS 
KG, PS 

PS 
KG, PS 
KG, PS 
KG, PS 

PS 
PS 

27 



Annex G: IFC and MIGA Program, FY 2005-2008 

Fiscal Year 2005 2006 2007 2008* 

IFC commitments (US$m) 
Gross 
Net* * 

Sector (YO) 
Financial Markets 
Wholesale and Retail 
Total 

9.0 
9.0 

32.0 
32.0 

100 
0 100 0 
0 100 0 100 

Financing 
Loans 0 0 0 6.25 
Equity 
Total 

0 100 0 93.75 
0 100 0 100 

*As o f  March 18,2008 
** IFC’s Own Account only 
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