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Preface

The field study for this evaluation was carried out in
August and September of 1976. One week was spent in Washington,
reviewing project files and talking with persons who had been
involved in the Honduran livestock project. Four weeks were spent
in Honduras, three of which were taken up visiting project ranches.
A week was spent in Tegucigalpa, where the project office is located,
interviewing project staff, current and past government officials
who had been involved with the project, and participating—bank
management and technicians. (Some of the latter were interviewed
during the field trips to other parts of the country.)

Ranchers were visited with different project or
participating—bank technicians——though interviews were usually not
conducted in their presence. Twenty three project ranchers were
interviewed. Nineteen of the interviews took place at the ranch
and all but three of the ranchers were from the first livestock
project. The accompanying map shows the ranches whose owners were
interviewed. Six small and medium non—project ranchers were also
interviewed in the department of At1ntida.

The project staff provided me with extensive assistance.
The project director, Mario Nufio, went far beyond what was required
of him in having data gathered for me, in providing logistic support
and, most Important to me, in spending long hours with me discussing
my questions. I was most appreciative of his time and his help.

Though this evaluation covers the first livestock project
most comprehensively, it touches considerably on the second project
(still disbursing) and the designing of the third (approved in June
1976). There was no hiatus between commitments under the first
project and the second, and the project staff looked at sub—borrowing
under the second project as a continuum of the first. Thus some of
the problems and issues that evolved only partially during the first
project were more understood and worked on during the second and the
elaboration of the third. The second project, moreover, added 179
sub—borrowers to the 78 of the first project. With this total of
257 cases, it was possible to find patterns that would not be
significant in the smaller group of 78, or that would not show up
at ail.
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Agrarian Reform and the Participating Banks

The pace of loan commitments under the first and second

livestock projects was said to have been adversely affected by peasant

land occupations up to 1973, and then agrarian reform legislation——

Decree 8 of December 1972 and Decree 170 of January 1975. This

situation was said to be a major influence in causing the PBs to

be reluctant to lend in the countryside. As a result, it was said,

PG loans were larger than contemplated and went to larger ranchers.

The banks were willing to accept only those borrowers who were

wealthy enough to have other attachable assets, so that expro

priation or peasant occupation of a borrower’s land would not impair

his ability to repay a loan. This was the general representation

of the impact of the agrarian situation on the project, as it

appeared in PG reports, supervision reports, and other Bank documents.

Another issue, not raised by the PG or the Bank, was a

commonly—heard criticism by peasant groups and government officials

and technicians working on the reform. The Bank loan, it was said,

was being used by ranchers as a shield against expropriation; the

Bank’s name was being used by cattlemen in support of their arguments

against the agrarian reform. By approving two large loans for those

most affectable under the reform, it was said, the World Bank was

identifying itself with the most prominent of the anti—reform
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groups. lu this aectio I will briefly describe the main elements

of the reform and then discuss the relationship between agrarian

uncertainty and PB behavior. In the foilowingaGtiiir1 I will

assess the evidence on the criticism of the Bank’s support of

livestock ranchers.

/h Decrees 8 and 170

Th,03 The present Honduran agrarian reform was initiated in

December 1972, with the military overthrow of an elected civilian

government by General L6pez Arellano. One of the reasons for the

takeover was the increasing unrest in the countryside. Considerable

peasant organizing had taken place during the J.960s with. the

assistance of reformist church groups and an AIFLD—sponsored

association of peasant unions) Peasant groups conducted occupations

of lands that they claimed were not being worked and therefore

belonged to them under the agrarian reform law of 1962.2 Land

1AIFLD is the American Institute of Free Labor Development. It wasset up in the 1960s as an arm of the AFL—CIO to promote non—communistunions in Third World countries. AIFLD is financed out of AIDappropriations.

2The agrarian reform law of 1962 was, like many similar laws in LatinAmerica, a response to the Punta del Este initiative of the United Statesand the Alliance for Progress. like many others, it was considered a
“paper law”, accompanied by almost no enforcement activity. The organizersof peasant groups, however, carefully schooled the peasants in thelaw, and were meticulous about basing their actions on it. Thus it wasthat one project rancher complained that John F. Kennedy was originallyresponsible for bringing all the “conmimist” troubles of agrarianreform to Honduras.
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occupations and the clamor for agrarian reform became particularly

intense in the 1969—1972 period, partially because of a pro—re.form

director in the Tational Agrarian Institute (INA) and an erratically

sympathetic though indecisive government. IRA director is

now again director of IRA.)

As a temporary emergency measure, the L6pez government

issued Decree 8 immediately after it took over in December of 1972.

Decree 8 made land invasions illegal and allowed the government to

take idle lands in “forced rental” for cultivation by landless

peasant groups of 12 or more persons. At the end of a two—year

period, the decree promised, a permanent agrarian reform law would

be issued. Though not explicit in the decree, priority was placed

by IRA on “affectable” lands in areas with already existing

infrastructure. This was meant to facilitate a rapid solution of

the problem and to min{m{ze the needs for government services to

the new groups. This priority was made explicit in the permanent

agrarian reform law issued two years later (Article 49).

Decree 8 put most of the burden of identifying idle and

“rentable” lands on peasant groups, called “as entamientos.” A

group had to present a claim to INA, which would investigate whether

the lands were indeed unused and then adjudicate the rental process.

The groups averaged from 20 to 60 families, and the size of the parcels
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they rented averaged between 30 and 100 b.ectares. Between early

1973 and December 1974, when Decree 8 expired, 21,500 families were

settled on 95,000 b.ectares of land.

- ,oL’ The permanent agrarian reform law was issued as

promised in January of 1975. Decree 170 expropriated all forced—

rental parcels and set forth criteria for further expropriation.

Mainly, landholding ceilings were specified and minimum stocking

rates were set for livestock operations. The lowest ceiling of

250 hectares was set for the Atlantic coastal areas and the lowlands

of three fertile and rainfad valleys—the Sula, the Cuyamel and

the Quimistn. These areas, where a good deal of PG ranches were

located, were considered the most apt for intensive agriculture.

Ceilings of 300 to 700 hectares were set for other valleys, and

1,500 hectares were allowed for any land with a gradient of 30%

or more (except for the Sula and Quimistn valley highlands, which

were allowed 500 hectares).

Minimum stocking rates were set at two ar{ml units per

hectare in the fertile valley and coastal regions, and one or 0.67

animl units in the drier and highland regions. For both decrees,

ceiling of 100 hectares was set for irrigated land, which in
effect applied only to parts of the Comayagua Valley.
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priority was given to unproductive land in the areas of already

existing infrastructure——as opposed to large tracts of unoccupied

public lands in distant regions, or large cultivated landholcLings.’

Both decrees explicitly exempted several important agricultural

crops 2

Compared to other countries, the Honduran agrarian reform

has been one of the more moderate ones. The landholding ceilings

cited above are relatively ifoeral. Decree 8 was drafted and

carried out with close consultation with the AID mission in Honduras

and the Land Tenure Center of the University of Wisconsin. An early

draft of Decree 170, in fact, was criticized by the Land Tenure

Center for being unrealistically moderate, in that it did not

specify landholding ceilings. The law was announced, moreover, one

month before it went into effect. This allowed landowners to

legally “sell” their excess holdings to relatives and friends. In

addition, those with uncultivated land were given three years to

put their lands into use. Finally, the law had various formulas

by which those with only a certain percentage of their land in

1This emphasis may now be changing, as evidenced by the recent
expropriation of lands planted in cane, owned by a large mill, and
of pasture lands for fattening owned by meat packers.

2Namely, cotton, sesame, tobacco, melon, tomato, banana and pineapple
under Decree 8; and banana, plantairis, sugar cane, African palm,
coffee, pineapple, citrus fruits and tobacco under Decree 170.
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production were allowed to have an equal percentage undeveloped.

• How the Participating Banks Coped

1o9 The concern of participating banks about agrarian

uncertainties was said to be a major bottleneck to commitment of

project funds. Up to the military coup in December of 1972, the

banks were said to be reluctant to participate because of the

increasing incidence of laud invasions and the indecisiveness of

the government. Though the December coup brought a decisive

government, it also brought Decree 8 and the specter of lands

taken in forced rental. Since the law left it up to the peasants

to identify the parcels of unutilized land they wanted to cultivate,

there was no way of knowing in advance which properties would be

affected. With Decree 170 of January 1975, the banks had a clear

set of guidelines as to which properties were expropriable

and they took care not to finance any properties over the landholding

ceilings.

Decree 170 introduced a threat for the banks that was

much greater than Decree 8 and was way beyond the scope of the PG.

The law required landowners to live on their properties. This

meant that the banks themselves were vulnerable to expropriation

as absentee owners, on any lands they took over from defaulting
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clients. Thus even though they could scrupulously avoid the taking

of mortgages on properties that were over the landho1dng 1mits,

they were still vulnerable to expropriation of foreclosed properties

that were under the limit because they would be. considered

absentee owners. Likewise, they were expropriable if they took

possession of two or more mortgaged properties which, though

individually underthe lfmfts, together exceeded them.

-
The banks coped with the vulnerability of rural

properties in various ways. They reduced their lending, and thus

new loans for livestock in 1973 and 1974 showed absolute decreases

for the first time in almost ten years——of 14% and 16% respectively

(Table 41)
.

This decrease was striking, given that the annual

increase in livestock credit in the 1970—1972 period had averaged 52%.

The banks also required urban guarantees on livestock lending in

addition to rural property mortgages. After the issuance of Decree

170, they made sure their rural borrowers were below the ceiling,

inspecting the properties of credit applicants to make sure they

were not vulnerable for one reason or another.

After Decree 170, the banks proposed to the government

that the law be amended so as to allow them to sell any foreclosed

1Total conmiercial—bank lending for crops actually increased in 1973,
and decreased in 1974—after having also decreased in 1971 and
1972 (Table 41). One would think that if agrarian uncertainty had led to
reduced livestock lending, it would have reduced all rural lending.
It may be that livestock lending was more vulnerable because of
its typically longer amortization period.
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properties to buyers who were eligible for ownership. They asked

for a time period of two years to transact such sales. Some banks

also asked that legislation be issued that would facilitate the use

of livestock as chattel mortgages. They would be more willing to

accept livestock in lieu of rural property, they said, if they could

use their own brand on the mortgaged animals and if there was a

legal mechanism to support this system. PG staff have also suggested

this idea from time to time; such a system would be particularly

helpful in the states of Atlntida and Col6n, where the PG opened

its last office and is expanding. Much of the land held by individuals

in this region is national land; or the legal title is held by

several individuals, harking back to an earlier period of individual

ownership of a large holding—the so—called “pro—indiviso” lands.

Guarantee problems will become greater and greater for the PG as

it tries to lend to smaller ranchers in this area of expanding

operations.

3 3 One bank virtually stopped lending in agriculture after

Decree 170, except for agroindustry, where it takes the plant as

guarantee. Another batik, with a history of agricultural, lending,

has reduced its lending considerably since Decree 170. Banks say

they are favoring dairy— over beef—cattle credit, because of the

greater likelihood that dairy ranchers can achieve the minimum
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stocking rates stipulated in the law. Some ranchers themselves

are preferring dairy as opposed to beef, as mentioned above, for

the same reason. This may partially explain the falling off of PG

beef cattle applications in 1975 and 1976, though a good part of

this decrease must be attributed to the decline in beef prices

during that period (Figures 1 and 2).

C- Wy the Banks Participated

What is puzzling about the PBs is not that they were

reluctant to participate, but that they participated as much as

they did——given the uncertainty in the countryside. It turns out

that there were some good reasons for their participation. From

the start of the PG, the banks asked for some kind of guarantee

on PG loans. As soon as the PBs’ reluctance was noted, the World

Bank asked the Central Bank to work out an arrangement whereby it

would guarantee PG loans against default resulting from land

occupation or expropriation. The Central Bank issued a resolution

in July 1972, declaring its intent to set up a guarantee fund for

PG loans; it issued another resolution defining the fund’s operation

three months later.

As a result of the guarantee resolutions, the PG

reported, loan commitments increased considerably. Commitments in the

second half of 1972 doubled their first—half level (Table 44 and Figure 1).
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The last quarter of 1972 reached a high in the value of commitments, which

was never repeated up to the present day. By the end of 1972, the level

of PG commitments was back on the schedule expected at appraisal.

By June 1973, first—project funds were totally committed, one year

ahead of schedule. Second—project funds started to be immediately

committed.1 As noted above, the PCR reported that this rapid

recuperation was possible because of the financing of fewer and

larger projects than had been expected at appraisal.

After Decree 8 was issued in December 1972, the banks

started to complain that the Central Bank guarantee was not explicit

enough. The Central Bank issued another more definitive resolution

in August 1973, and the PG reported that the problem was again

solved. Nevertheless, PB reluctance due to agrarian uncertainty has

surfaced regularly in PG reports until the present day.’ The value

of commitments in the second half of 1972 was never reached again

for any succeeding semester. The annual value of 1972 commitments

was. also never reached again.2 As discussed further below,

there is evidence that it was not the guarantee fuudhi4 made

explained in footnote 1 jp.lO9 above, Bank documents gave
April 1973 as the final commitment date on the first project and
January 1974 as the effective date of the second.

1974, the number of new PG loans did exceed the 1972 level.
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PG loan coients do so well in

No claims were ever made by the PBs against the Central

Bank guarantee fund. Some banks say that the Central Bank never

issued the implementing regulations necessary to make the fund

operable. Some complained that the guarantee was not reliable because

it left the Central Bank as the ultimate arbiter of whether pay!nent

out of the fund was justifiable, with no recourse to outside appeal.

Some felt that the fund could never operate because a government

could not agree to guarantee against its own actions.’ Some said

that fund or no fund, they believed in the word of the Central Bank.

Parallel to the guarantee was an amendment to Decree 8,
LCLJ

discussed in the those landowners who

were engaged in investment projects financed with credit would be

exempt from forced rental. The amendment had no counterpart in

Decree 170, though the law gave owners of uncultivated lands

three years to bring their land into production. This exemption,

of course, did not apply to that part of the land which exceeded

the landholding ceiling. At least until Decres 170, then, the PBs

could feel some protection from the combination of the Central Bank

guarantee and the amendment to Decree 8.

1lnterestingly, this last interpretation was given to one of the
PBs by its legal adviser, who had been president of the Central
Bank when the first two guarantee—fund resolutions were issued.
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inconsistent with the productivity goals of the program.

!L[L D. Lands Apt for Agriculture

The first and second livestock loans were explicitly

directed to areas that were apt for agriculture, as will be seen

shortly. This was contrary to the express policy of the agrarian

reform and also to the Bank’s own statements about its livestock

lending in Latin .merica.

In the early 1970s, the Bank issued various papers on

its livestock lending worldwide, arid in Latin 4merica in particular.

One of the points repeated in these papers was that livestock projects

in Third World countries could be justified only in certain kinds

of regions——because of problems of rural unemployment, land tenure,

and high rural population densities. Where land was suited to

agriculture and where substantial rural population and infrastructure

existed, according to this argument, there was no social or economic

justification for the Bank to finance livestock projects. As far

as Bank financing was concerned, it was said, livestock had its

place only in frontier areas, or where ecological conditions were

unfavorable to agriculture, or where rural population densities were

low.

The Appraisal Report for the first livestock project

justified the choice of Honduras’ Atlantic zone for 85% of the
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project ranches on the grounds that it had “fertile [soils) well

suited to intensive cropping” and was “well serviced with

infrastructure and commercial facilities.” A pre—appraisal memo

had suggested that the project be concentrated in this “area of

highest potential” because of the difficulty of adequately serving

ranchers all over the country. Passing reference was made to the

eastern “frontier” zone in the Appraisal 1eport, but only as having

a future potential for livestock. The Appraisal Report referred

to the Sula valley in particular as the area of expected concentration

of subproject ranches. This valley was in one of the most populated

,and agriculturally developed sections of the country,

adaet—t’the country’s principal trade and commercial cff-—San’

Pedro Sula. It was the valley singled out by the drafters of the

agrarian reform law as most ideally suited for intensive crop

agriculture.

Other signs of the aptness of many of the project

ranches for agriculture were cited above. Some project ranchers

took lands out of crops and put them in pasture under the project;

some “diversified” into agriculture during the project, or had plans

to; some had considerable land sown to crops on their project

ranches before and during the project; and some sold their lands

for the development of sugar cane. A senior PG officer commented
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that, indeed, many of the project ranches in the Atlantic region

were on lands suitedfor crop agriculture. That concern really

had not been within the purview of the program, he said, because

the money was available for livestock, not crops.

The regions selected by the Bank for its Livestock

project were also in the more populous areas of the country. Though

Honduras has a lower rural population density than the rest of

Central America, the areas indicated by the Bank for livestock

development were those in which pressures for land by peasants

were greatest during the 1960s and 1970s. Peasant groups ‘were

most active and successful in the Atlantic coast area and the

southern states of Choluteca and Vafle. Many of these groups

evolved into the later asentamientos, which received land in

forced rental under Decree 8.

Using the number of asentamientos established in a

region as a proxy for rural population pressures on land, one

finds that project ranches seemed to be concentrated in areas

where pressure was greatest. Of the five states of Honduras that

ranked the highest in the number of asentamentos settled under

Decree 8, four also ranked the highest in the number of PG

livestock projects (Table 45). A more detailed comparison of

asentamientos and PG project ranches by county, cited above, also
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suggests a strong association between the location of asentamientos and

project ranches (Table 46). Finally, the four states with the greatest

number of PG projects were those in which peasant claims for land were the

most successful——as measured by the ratio of asentamientos to rural

population (Table 45).

That project ranchers were located in developed areas

apt for agriculture was not the result of an attempt to initiate

ranching where it did not before exist. As mentioned above,

livestock coexisted with agriculture in the more

developed areas of the country. The livestock proj ects went, to a

certain extent, where the cattle population already was (Table 45).

Interestingly, the major exception to this rule was the state of

Olancho——with a high cattle population and a relatively low number

of projects. Olancho fits more nearly the “frontier” description

specified by the Bank as the type of the area where livestock development

is appropriate.1

i ‘3O Office location and project distribution. The location of the PG

offices probably had at least as much to do with the actual

distribution of loans as the preferences of the Appraisal Report

or the existing distribution of cattle ranching. The central

1Olancho was also one of the five states with the highest number of
asentamientos, which seems to contradict the “frontier” description.
It is the largest state in Honduras, however, and is three times larger
than the next largest state, Col6n. (Gracias a Dios is larger than
Olancho but is almost uninhabited.) Most of the asentamientos,—
oeeer were located in the state’s more developed western parts.
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region, for example, accounted for a considerably higher percentage

of project ranches than the approximately 8% contemplated at

appraisal. The region ended up with 30% of the projects under the

first loan, and 18% under the second (Table 5). This was no

doubt related to the location of the project office in Tegucigalpa.

3l The central—region states with the greatest number of

project ranches were Francisco Morazn—where the capital city is

located——and El Pariso, where the ranch of the project director

is located. Given that the PG had to drum up rancher interest

in order to make loans under the first project, close geographical

contact and personal relationships would have been important. This

may explain as well why two other cattle regions were under—

represented—Ojancho and the southern states of Valle and Choluteca.

Olancho is distant from the capital city and of difficult access.

The southern states, which were intended at appraisal to play some

role, though a minor one, accounted for only one third as many projects

as the central region. PG staff say that Choluteca is underrepresented

because of the lack of a PG office there to promote the program;

it is hoped that an office will be opened there next year.’

senior project officer said that the south was underrepresented
also because the southern cattleman is more traditional than his
counterpart in the north. A PG Annual Iaport mentioned, in addition,
that many southern ranches were already mortgaged to the banks for
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Given that the majority of project ranches were to be

in the north, the first Appraisal Report felt it necessary to

justify the location of the PG office in Tegucigalpa rather than

San Pedro Sula. There was said to be a need to “maintain liaison

with governmental services and banking institutions,” and

communications were said to be excellent between San Pedro Sula

and Tegucia1pa. Though the project was not meant to promote

livestock development in the less settled areas, then, it would

have had to locate its offices quite differently if it ever meant

to do so.

(33 Conclusion. The Bank chose an area for livestock development in

Honduras that was disqualified by its own general criteria. It was

apt for agriculture; it was in an already settled and populous

region of the country with transport and power infrastructure; it

was in one of the principal areas of land pressure by organized

peasants, pressure that was directed particularly at livestock

cotton production credit. The PBs would not take second mortgages.

It would se to be a mistake to promote PG livestock projects in
this area, given that it has one of the highest rural population
densities in Honduras and has been one of the two principal areas
of agrarian reform pressure and peasant organizing in the country.
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ranchers. Looked at broadly, livestock production seemed to have

a comparative disadvantage in relation to agriculture in the

regions selected for the project. The first and second appraisal

reports did not discuss the choice of livestock for these regions

vis—a—vis agriculture.

The Bank’s criteria for excluding agricultural and

developed regions were not enunciated until 1971. It is perhaps

unfair, then, to apply these criteria to the first livestock project, whose

Appraisal Report was written in 1969. The second Appraisal Report,

however, was written in late 1973 and the loan became effective

in January of 1974. But the second report showed the same preference

for the Atlantic zone—--”where the distribution of rainfall and soil

conditions enable the establishment of African star grass and

thus permit high stocking rates...” The Bank’s policy on

livestock had been enunciated by this time, McIamara’s Nairobi

speech had been delivered, and the Honduran agrarian reform

was in full swing. The Honduran policy of giving priority to

unutilized land in areas of public infrastructure had been clearly

enunciated, as well as the viewpoint that livestock should not

occupy the fertile valley bottoms. According to the Bank’s own statements,

at the least, there was good reason in late 3.973 not to make

a second livestock loan following the same geographical lines

as the first.
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The third livestock project, approved in 1976,

Incorporated agricultural and agrarian reform considerations. The

project included financing for crops “to meet some of the needs

of the expanding agrarian reform sector for mixed livestock/crop

development.” Project crop farms were to be concentrated in the

Atlantic and Pacific zones, and livestock activities were to be

“developed or shifted to the more marginal central (mountainous)

zone.” The exception would be intensive livestock activities

associated with crops in the cropping zones. The frontier zones,

however, were explicitly rejected. The project would only operate,

the Appraisal Report said, in areas reasonably serviced with roads,

housing, and schools.1 To a certain extent, this excluded the more

remote areas of Honduras with potential for further livestock

development——areas that were more apt for lending according to

criteria of the Bank’s papers on livestock lending in Latin merica.

Attitudes About the Agrarian Reform and the World Bank

Whether the Bank was justly criticized as having sided

with anti—reform forces is partly a function of the polarization

in the public sector with respect to the agrarian reform. As in

many agrarian reforms, there has been substantial ambivalence in the

1Actually, this limitation might also eliminate many projects in
the “marginal central zone.”
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Honduran public sector over the reform. Those government entities

most in favor of the reform in the 1973—1975 period were the

National Agrarian Institute and the Ministries of Planning, Finance,

and Labor. The more reluctant or neutral entities at one time

or another were the National Development Bank, the Ministry of

Natural Resources, and the Central Bank. The military itself

was divided, the pro—reform forces being spearheaded by the

president, General L6pez, and a group of young lieutenant colonels.

It was mainly the strongarming of the political situation by

Lpez that allowed the pre—reform groups in the public sector to

hold sway. With the fall of Lpez in early 1975——and later In

the year, of his military legatee in the directorship of INA—

ambivalence about the reform became more apparent and bad more

impact on the reform process.

Because of the polarization in the public sector, it

was difficult for those working in public sector entities not to

take sides. The side—taking was to some extent a function of the

clientele served by an agency. The BNF and MRN, for example, had

served larger farmers, and hence were understandably lukewarm to

the reform. The Central Bank, like many such entities, was

conservative. Its management tended to come from large landowning
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1families, which were adversely affected by the reform.

The PG naturally sided with the cattlemen—because of

its client loyalties, the fact that most of its senior officers

were cattlemen, and its organizational closeness to the Central

Bank. The opinions of PG staff were, with some exception, at the

opposite end of the spectrum as those of INk. A senior project

officer, for example, told of how he. had advised ranchers that they

were too docile in face of peasant land occupations before Decree 8.

“GO out and arm yourselves!” he chided them. “Sure they are going

to take your land if you just sit back and don’t do anything about

it. The way you deal with land invasions is with guns.”2

1The president of the Central Bank until 1971, with whom the Bank
negotiated the first livestock loan, owned 6,000 hectares in the
state of El Paralso. He had to sell 4,000 when Decree 170 was
announced, so as to be within the limits of the law. The current
president of the Central Bank, who was a principal figure in
negotiations with the World Bank from the start, is from a family
with large landholdings in the western section of the country.

2One PG borrower told of how he had purchased L.5,000 in arms since
Decree 8. He armed each of six guards on his ranch with M—1 rifles,
giving them orders to shoot anyone who came on the property alter
dark. He also went armed with a .45 revolver and an M—1 to the
president of the peasant association, IACli, and warned him “in no
uncertain terms” of what he would do if any peasant unions set foot
on his property. (His guards used their arms only once; but the
intruder turned out to be one of the rancher’ s tractor drivers
coming home drunk.)
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Because of the polarization in the public sector around

the agrarian reform issue, it is difficult to discuss the question

of the Bank’s involvement without simply citing the positions taken

by both sides. PG officers, with some exceptions, believe that the

agrarian reform law and its application have been discriminatory

against ranchers. The stocking rate of two animals per hectare

for the fertile valleys, they say, is achievable only by the smaller

ranchers who work more intensively. The stocking rates are highly

unrealistic and were “pulled out of the air,” they say, with no

serious study. All the lands protected with the PG letter, say

the PG staff, were being seriously worked. INA technicians, they

say, often made perfunctory inspections and declared lands sown

to pasture as not being worked. They do not know, for example,

that the first growth of African star grass is mixed in with weeds

and brush so that the land does not look cultivated.

Government officials involved in setting the minimum

stocking rates and the maximum landholdings say that the only

rigorous rate was that imposed for the three valleys—i.e., two

ar1mal units per hectare and 250 hectares m,rfmum. They say that

the rates were set mainly with regard to rainfall conditions and

soil fertility; the excellent rainfall and soil fertility conditions

of these valleys, particularly the Sula, are said to make them
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eminently apt for agriculture. The landholding ceiling was said

to be purposely set low for the three valleys——and the stocking

rate high——in order to discourage extensive beef operations and

allow intensive dairy operations.

High officials in the pro—reform entities of the government

believe that the World Bank made things more difficult for the

Honduran reform by associating itself with the large landowners

through the livestock program, and by granting a second large loan

in the midst of the reform. They say they personally inspected some

of the lands protected with the PG letter and found a good part of

them to be virgin. They say that PG protection took out of their

grasp lands that were excellent for purposes of the reform——namely,

uncultivated lands located in areas of infrastructure.

These officials feel that the Bank is hypocritical,

declaring in Nairobi in 1973 that it was in favor of rural income

re—distribution and then, on the heels of that statement, approving

a second program of loans to those who are considered the focus of

rural inequity in Honduras. “We were so excited about McNaxnara ‘s

Nairobi speech,” said a director of the National Agrarian Institute.

“We ran off xerox copies, we distributed it to everybody, we

circulated it among the military. But everytime I turned around,
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there was an expropriable cattleman in my office, cl4iirfng World

Bank protection for his uncultivated land. We were bitterly

disappointed.”

Pro—reform officials and technicians also cited the

activities of the PG to protect large rancher—borrowers. They

referred to the rough and unjust treatment of peasants by some

of the ranchers. It bothered them, they said, to see these kinds

of landowners protected by the World Bank. Apparently, the PG

did spend considerable time protecting its borrowers. A

supervision report noted in 1975 that II’A actions had “forced

the Central Bank staff to expend much time and effort in reversing

the actions and keeping other Project farms free of land problems.”

Some critics cited the project director’s backg

_amttivities as further evidence of the association of the

program with anti—reform interests. Until 1973, as mentioned above,

the director had been executive secretary of the cattlemen’s

association, the most vocal opponent of the reform. He had

participated in the working group which had resulted in the amending

of Decree 8 to exempt holders of investment credit. He was a

landowner and rancher himself, and had suffered one of the early

“forced rentals” under Decree 8—involving a ilO—hectare parcel.
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O as±on1—he had—arrived--at the QfCiue-ef--the-Idieetor

-h of his re1ative_—

of a large landowning family in the state of El Parasoth-

had four loans imder the first livestock project amounting to

L.560,000.

-severat±estrmoveceupy•ing—peasent—gt-oips---frem—eme—ef--ei

_peLtie-’hey lost land irnder Decrees 8 and
‘70A b ?

The cattlemen’s association often referred publicly to

the World Bank loan as evidence of the legitimacy of their

opposition to the reform. In the eyes of reform proponents, this

also tended to demonstrate an alliance of the Bank with the landowners.

The Bank’s name, in particular, was constantly cited in the press

by a large landholder and PG borrower, in defense of a highly

disputed case against forced rental and expropriation of his

project property. The case became a cause c1bre because the

borrower, a lawyer, was a major political figure. Ee was the

leader of the Liberal Party and a strong critic of the Lpez

government and the agrarian reform.

The borrower’s 4,000—hectare property had been acquired

in the early 1970s and was largely undeveloped before the PG loan;

the loan was the largest size granted under the program—L.200,000.

The owner claimed in the press that he was developing his property



19 5a

insert on p. 195:

8.45 The PG allied itself not only wIth the cattlemen in

pressuring to modify the agrarian reform legislation. It also

intervened officially in favor of the large landholdings held by

the meat packing companies, part of .hich mere for fattening.

(Part or full oners of five of the seven packers had PG loans.)

The permanent agrarian reform had allo..ed for special exemptions

from the landholing ceilings, in cases t.here the enterprise had

economic and social importance to the country (Article 39). Each

case ,.as to be decided individually, and v.ould require the approval

of the Ministry of Planning, the National Agrarian Institute, and

the Ministry of Natural Resources. By the time the implementing

legislation for this particular article being written, seven

applications for exemption under Article 39 had already been

presented——five from the meat packing companies. The drafters

of the implementing legislation ..ere pressured in opposite

directions ‘hile they .ere mriting—by INA and the PG. INA

..anted the Article 39 exemption to be defined quite strictly,

and the PG ‘uanted the legislation to be ..ritten in a .ay that

gave more of a chance to the packers. This official side—taking by the PG

in favor of the packers ?as also seen, by critics as an

alliance of the PG and the Bank 4th large landholding interests.
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with a World Bank loan and therefore was exempt from INA action.

INà said in the press that his lands were uncultivated, World

Bank credit or no. In August 1975, the IM& director announced in

the press that he was making buses available to the public so that

they could go and see for themselves that the property was almost

completely undeveloped. In 1976, FENAGH accused the subsequent INA

director in the press of being a communist for continuing with,

among other things, the expropriation proceedings against this

particular property. Without getting into the details of this

complex case, which is still pending, suffice it to say that it

became, in the eyes of reform proponents, another example of the

Bank being “in league with” anti—reform forces.

[[ .

t .Bank pressures on the government. For the most part, the PG and

the World Bank did not exert any direct pressure on the government

with respect to its agrarian reform actions. The Bank frequently

reminded the government, however, that it expected the insecurity

he caswas so publicly aireaE when the borrower was rung—
for president in 1976, a group of Liberal Party voters in the /western zone of the country declared support of another candidate.
The above caiididate, they said in the press, “had lost consideab1e
prestig,e among the peasant9.’; due to the permanent dispute that he
maintains with the peasants on his southern property. If were
a real politician, he wo,j1dn’ t have continued this s tru3gle
against the Honduran peasantry.”

/
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in the countryside to be cleared up as soon as possible. Further
lending, the government was given to understand, would be contingent
on such a clarification of the situation. In late 1975, a back—to—office
report advised that “if the rules of the agrarian reform are fair,
clearly stated and implemented in such a way as to reassure the
private sector that its interest will receive proper protection,
the confidence of the livestock industry and the participating
banks should be restored.” A few months later, the draft of a Bank
letter to the president of the Central Bank referred to the lag
in commitments of second—project funds:

While this has serious implications for the
development of the livestock industry andcould make the justification of an additionalIDA Credit difficult, I am optimistic that thepresent uncertainties will be removed andthat there will be a return of confidence
both on the part of farmers and bankers.Any influence that the Central Bank can bringto bear in restoring confidence to the bankingsystem in general would be greatly appreciated.

Finally, the supervision report advised the Honduran government
that it was too concerned with cropping and with settlement of
people on lands with agricultural potential. It was placing
livestock production too low on its scale of priorities:
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In view of the importance of beef for export
and of milk production for import substitution,
Government would be well advised to consider
carefully the position of livestock production
as an activity which is complementary to
agricultural cropping and not necessarily in
conflict with it nor with the policy of
Agrarian Reform.

The Bank’s cotmaents could not have been interpreted as

being sympathetic to the reform. Any agrarian reform process is

by nature one of considerable uncertainty. The only way of

restoring confidence to landowners and bankers is to assure them

that they will not be expropriated. Purthermore, if the designers

of the reform think that one sector is responsible for a good deal

of the inequity in the countryside——as was the case with Honduran

livestock——then they will want to give low priority to developing

that sector in their development plans. At such a historical

moment, Bank pressure in favor of private sector confidence and

higher priority for livestock could not help but be taken as siding

with the anti—reform forces. “I did not like the fact,” an INA

director said, “that the drafts of Bank reports constantly cited

the agrarian reform——a process we were deeply committed to and

proud of—as an adverse event that was making problems for the

execution of their loan.”
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LA..- Seeking the second livestock loan. ‘Why did the Honduran government

seek the second livestock loan in 197.3 if it was so bent on agrarian

reform, and if feelings ran so high against extensive livestock

ranching in the fertile agricultural regions? Here is where the

polarization in the public sector, as discussed above, played an

important role. The principal government entity with which the Bank

was dealing—the Central Bank——was not an institutional proponent

of the reform. It is not that the Central Bank was taking an official

position against the reform in seeking a second livestock loan.

It was simply that the concerns cited above were not likely to have

been concerns of that particular entity, or of the PG.

I The prestige value of a World Bank loan was no doubt

an additional factor in keeping any contradiction between a second

livestock loan and an agrarian reform from becoming a problem. In

carrying out its agrarian reform, the Honduran government had tried

hard not to alienate sources of international support. The ongoing

assistance of AID, the advisory relationship with the University

of Wisconsin Land Tenure Center, and the gentle treatment of United

and Standard Fruit—all were testimony to this attempt. International

support was crucial to the ability of the government to withstand

landholder opposition. At such a time it would have been counterproductive

to jeopardize a World Bank loan, no matter who its beneficiaries.
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The second loan may have been tolerable when viewed as

a way of buying off some of the cattlemen’s opposition to the

reform. One minister of state made exactly this argument when

responding to FENAGH’ a accusation that the government was contradicting

itself by, on the one hand, supporting livestock with a World Bank

loan and, on the other, expropriating livestock owners. To the

contrary, this official told the cattlemen, the Bank loan was

complementary to the agrarian reform decrees in that it gave the

cattlemen the wherewithal to comply with the law. Though the

cattlemen’s association may not have been placated, they did say

that the Bank loan was the only way they got some protection from

Decree 8.

Some government officials did suggest to the Bank arid

the PG that the second livestock loan be designed in a way that

was more in keeping with the agrarian reform. One minister of

state had asked that the second loan be directed toward agriculture

and asencamjentos. The Bank, he said, did not seem interested.

Another high government official said he had expressed an interest

in having the program benefit much smaller farmers. But the Bank

told him, he said, that the production of such farms was not

great enough to generate significant production increases.’ He

1This statement was also made in the first Appraisal Report. Itis questionable to the extent that the 46% of the country’s cattlepopulation is on farms less than 31 hectares. A distribution of cattlein Honduras by size of farm can be found in IBD/IDB/AID, “Agricultural!
Rural Sector Survey——Honduras: Expansion Possibilities in Livestock,”
Draft, 11 July 1974, Annex 6, Table 8, p. 54. (This annex seems to
have been omitted from the final report of December 1975.)
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thought it ironic that now, in the third livestock project, the

-Bank was “talking up” the small rancher so much.

; L Even in the third livestock project, the Bank seemed

reluctant to lend to as small ranchers as proposed by the PG

itself—or to commit itself as strongly as had been proposed to

asentamiento lending. The third Appraisal Rsport dropped the 10—

hectare sinai). dairy model proposed by the PG.1 Whereas the PG

proposal specified that 64% of the livestock—credit portion of the

loan should go to agrarian reform beneficiaries and to the sinail

dairy ranches (10 and 30 hectares), the Appraisal Baport left the

- division open. In explanation, the report said that it was difficult

to predict the demands and capacity of the agrarian reform beneficiaries.

Thus it was considered best not to specify the division of funds

in advance. As pointed out by a PG officer, and as noted above,

a first—come first—served criterion of allocation was likely to end

up with most of the funds going to individual and larger operators.

The second livestock loan offered ample evidence of this.

There were various reasons, then, that the Honduran

government would have been party to the second livestock loan, even

11t also dropped the larger 150—hectare dual—purpose and 400—hectarebreeding models proposed by the PG.
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though the loan supported the very groups against which the

government was carrying out its reform. It is unfortunate that

the Bank could not have offered a more positive form of support

to the government at that time, and that it could not go along

with those who would have liked the loan to be directed toward

smaller ranchers and agrarian reform beneficiaries.

LILL ‘ Conclusion. Though the Bank did not directly intervene in favor

of the Honduran cattlemen, its decision to invest in the Honduran

livestock sector a second time in 1973 could not help. but be

seen as tantamount to siding with the anti—reform forces——given

the institutional environment of the time. The PG, moreover,

could not have been expected to have loyalties different than

the ones it had. The fact that both PG directors were cattlemen

themselves was basic to the respect they co=anded among the

borrowers, and to the discipline they insisted on in investment

expenditures. Their reputation as successful cattlemen also

gave considerable weight to their advice to borrowers on new

techniques.

It was perhaps unrealistic of the Bank to think that

it could adapt to the post—Nairobi mentality by making its second

livestock loan in 1973 a “smail—rancher” one. At a time when
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banks were showing themselves just as skittish as ever about

lending in the countryside, and ultimately insisting on urban

guarantees, smaller ranchers were not likely to qualify. There

was no reason for the banks, who had dictated what kind of client

would qualify under the first loan,to do any differently under the

second. Decree 8 was still being.executed, and a permanent agrarian

reform law was coming up. The National Development Bank was to be

the conduit. for many of the smaller loans, but the BNF had been

serving large ranchers for many years. Without specific quotas for

small—rancher credit, then, it was doubtful that the BNF would

bring in a large group of smaller ranchers.

At a time when landowners with uncultivated lands were

desperate for protection and when the PG was the only protection

around, it was unrealistic to expect that the PG staff could turn

their backs on these ranchers and be just as adept at lending to

smaller ones. Finally, the Bankts constant interest in. seeking

Central Bank guarantees for default in the case of expropriation

of sub—borrowers could not help but be seen as making a privileged

class of those. expropriable landowners who were lucky enough to

be PG borrowers.


