Longitudinal Case Study of CAPUCAS
Co-operative Cafetalera Capucas Limitada
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Introduction
Shared Interest annually publishes longitudinal case studies that follow the customer journey
over several years. The objective behind this process is to understand the level of impact
Shared Interest finance has on a recipient business and its wider community.
The subject of this case study is Capucas (Co-operative Cafetalera Capucas Limitada), a
Fairtrade coffee co-operative based in the Capucas community in the region of San Pedro,
in Western Honduras. Capucas became a customer in 2015, and have since received a
Commercial Export Credit Facility (COEC), a Term Loan (TL) and a Stock Facility (SF).
The key objectives were:
1. To explore the impact of each financial product individually, to understand how
Shared Interest finance has affected Capucas’ business operations and describe the
change process that has taken place within the organisation.
2. To examine any impact the business finance has had on producers, employees, and
the local community.
3. To determine the critical success factors involved in the growth and sustainability of
Capucas.
Method
To gather the qualitative data we conducted semi-structured interviews. Two producers and
one employee (the General Manager) participated in these interviews.
We also reviewed all Shared Interest administrative documentation (proposals, annual
reviews, financial reports, and visit reports) to gather quantitative data.
This research was carried out from 17th – 18th September 2020.
Background
Honduras is the largest coffee-producing country in Central America and the third largest in
Latin America, after Brazil and Columbia (World Atlas 2019). The Honduran Coffee Institute
(IHCAFE) recorded a national production of 425,525 MT from 2018 – 2019. Most of this
coffee is grown in the six mountainous regions of Honduras, each with their own distinctive
flavour characteristics.
Historically Honduras was known for its banana production, which in the late 1920’s
accounted for over 80% of its exports. Thirty years later, smallholder farmers began to
diversify into other products, including coffee. Funding from United States Agency for
International Development (USAID) supported the move towards coffee production, helping
farmers to expand their production and improve infrastructure. In 1963, the International
Coffee Organisation was established to further assist vulnerable countries like Honduras to
profit from the production of coffee.
Until recently, almost all of Honduras’ coffee production was aimed at the commercial market
whilst its neighbours Nicaragua, Guatemala, and El Salvador became well-known for
producing high quality, speciality coffee. Despite Honduras’ favourable growing conditions,
they lacked the processing and quality control infrastructure that appealed to quality buyers.
Any progress made towards achieving these goals was hampered in 1998 as Hurricane
Mitch destroyed over 80% of their crops earmarked for export. As a result, famers saw no
benefit in marketing their coffee as Honduran, and instead chose to smuggle their coffee into
Guatemala to be sold at a higher price.

Around that time, the Honduran government implemented a tax on coffee exports and
subsequently channelled vital funding into the coffee infrastructure including roads to
connect remote coffee growing areas. As a result, coffee production and quality improved.
According to the Honduran Coffee Institute (IHCAFE), coffee is now Honduras’ main
agricultural export product contributing to more than 3% of the National GDP with the
greatest volumes exported to Germany, Belgium and the USA. The coffee sector provides
employment for almost a million people across the value chain and more than 90% of the
102,000 producers are small-scale farmers. The IHCAFE is confident that Honduran coffee
will continue to go from strength to strength with exports predicted to increase by 14% in the
2020-2021 season due to favourable weather conditions and an increase in plantations
(Reuters 2020).
Co-operative Cafetalera Capucas Limitada (Capucas)
Capucas coffee co-operative was established in 1999 and named after the community in
which it was founded. The co-operative was formed by a group of 55 coffee farmers, who
wanted to grow good quality coffee and create a better quality of life for people living in the
region.
One of the few co-operatives in Honduras to maintain a high level of fair trade exports,
despite several years of very low international coffee prices, Capucas has also built a
reputation for having significant social impact.
Indeed, Capacus has established a number of health, educational and social initiatives to
support farmers and their families, as well as the wider community. This has resulted in an
increase of orders from fair trade buyers who recognise the significant social impact
generated by Capucas.
In the next section, we will explore the impact of these developments. We will also examine
the effect of Shared Interest finance, provided in the form of a Commercial Export Credit
(COEC); previously, Capucas had struggled to access this type of pre-harvest finance as
local banks deemed it too risky.
Business growth and sustainability
In December 2015, Shared Interest approved an
Export Credit facility of 500k US Dollars, which meant
that Capucas could support farmers on the run up to
harvest time. We increased this Export Credit facility
by a further 250k US Dollars in 2016.
By paying farmers in advance, Capucas enables them
to care for their crop, and generally maintain their
farm.
Without pre-finance, farmers had struggled to prepare
their land, leading to reduced yields below the quality
expected by buyers.
Capucas General Manager, Omar Rodriguez said:
(Omar Rodriguez, Capucas General Manager)
“We have had cases before of producers that told us
that they cannot deliver the typical production volume because no pre-finance was
provided.”

When this was the case, their only option was to sell their coffee locally to ‘coyotes’ (local
middlemen who offer a low price and sell the goods on for their own gain).
Figure 1 shows how the volume of coffee sold locally significantly declined and has since
remained low after Capucus received support from Shared Interest in 2015.
Figure 1 – Volume (qq) of coffee sold locally by Capucas
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In addition to Shared Interest, Capucas has received finance from other social lenders
including Root Capital and Incofin.
It is suggested that the provision of pre-finance from social lenders, including Shared
Interest, has been influential in local banks changing their approach to finance provision. In
2016 / 2017, local banks began to finance coffee co-operatives more extensively.

The General Manager, Omar Rodriguez, continued: “This is also another indirect benefit of the
contribution of Shared Interest and other social lenders - making the local banking system more
open and competitive.”
The value of coffee sales has gradually increased since 2013, due to small production
increments and gradual price improvements. Figure 2 shows that between 2015 and 2016
there was a 14% growth in sales. Sales remained fairly stable until 2016 and 2017 when
they dropped by 28% to 16.2m USD. This was due to a reduction in coffee production
volumes as 48 producer members left the organisation as they did not comply with Capucas’
internal regulations. In 2019, sales improved by 6.7% due to improved coffee prices.

Figure 2 - Sales value (USD) from 2010 – 2019
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As shown in Figure 3, between 2016 and 2017, there was a small improvement in the sales
volume of coffee. This was due to renovated farms increasing their productivity. Production
decreased by 23% between 2017 and 2018 from 123,894qq (5,699 MT) to 95,711qq (4,403
MT). This was largely due to 180 producers leaving to establish a new co-operative.
Figure 3 - Sales volume of green coffee (qq) from 2010 - 2019
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Employment and livelihood impact
As of 2019, Capucus had 35 employees (34% women) and worked with 911 farmers (25%
women). Figure 4 shows how this number has changed over the past 10 years.

Figure 4 - Number of producers at Capucas 2010 - 2019
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Case Study 1 ~ Juana Maria Portillo - Coffee Farmer and Member of Capucas
We interviewed Juana in September 2020. Here, she tells her story in her own words:

“I joined Capucas at December 2014, just after completing high-school, when I was 21 years old.
In our town, the dream of many producers’ children is becoming part of the co-operative
somehow. There are always many benefits on doing so, training, and education, travelling and
meeting different people. I knew about coffee farming because my family has been coffee farmers
for many years.
“My first job was Coffee Shop Assistant, specifically Barista’s Assistant. Back in those days, I
had no idea what barista meant and how to prepare a fine coffee. So Capucas started investing in
my training as barista and coffee taster.”
Juana received extensive training from
Capucas, and in 2016 entered an annual
national barista competition in Honduras.
After winning first place, Juana had the
opportunity to represent Capucas in the
World Barista Championship in Ireland in
2016.
Between 2014 and 2017, Juana earned on
average HNL 7,000 (£247) per month as a
Barista Assistant. She used this income to
help her parents pay education fees for her
sister, and help with household food expenses.
In 2017, she was promoted to Barista and her monthly salary increased to HNL 9,000
(£276). With this additional income, Juana was able to plant a hectare of coffee plants on her
family farm. She started a small family business of roasted coffee, paying Capucas for their
coffee processing services and selling the roasted coffee locally.

This year, Juana won a scholarship from the Honduran Coffee Institute (IHCAFE) to study
Coffee Business Administration. In June, she was promoted once more to Quality Control
Manager. This involves management of the coffee shop, laboratory, wet mill process, and
sun drying activities. Her monthly salary is now HNL 12,300 (£377).
Juana said: “We are now legalising our own brand (K-Fe & Gracia), and sales are around
300 to 500lbs monthly. My personal recognition has indeed helped me selling the coffee in
many places. Now with the pandemic sales have decreased, but we are still selling.

“I honestly never even imagine my path in Capucas would have been like this, a place where I
could be able to fully succeed and grow as a person and professional.”

Case Study 2 ~ Jose Francisco Villeda - Coffee Farmer and Founding Member of
Capucas
Jose lives with his wife, less than 1km from Capucas’ main facility. He has three farms,
totalling 2.1 hectares, where he produces honey, coffee, lemon grass, and sells this to
Capucas. He also grows avocados,
oranges, and lemons for household
consumption.
Jose has been a coffee farmer for 30
years and has received various types of
support from Capucus, to increase the
productivity of his farms. This support
includes pre-harvest loans and training.
Jose has received two loans from
Capucas. He used the first loan of HNL
70,000 (£2,179) in 2012 to build a
sundryer and the second loan of HNL
40,000 (£1,148) in 2013 to improve the
infrastructure of his wet mill.
He also credits the loans to helping convert his farm to organic, and the technical assistance
as being key in his understanding of methods involved, as well as improving the
sustainability of his farm.
We interviewed Jose in September 2020. Here, he tells his story in his own words:
Jose said: [The pre-harvest loans are] important for me so I can cover all the expenses
during months with limited income.

“In 1999 I had only 0.7 hectares of productive land with coffee and my production was 12qq
(552kg) of wet parchment coffee. In 2009, with 1.4 productive hectares, my production was 30qq
(1,380kg) and in 2014, with 2.1 productive hectares, I reached a maximum production of 60qq
(2,760kg). During the last two seasons cycles (2018 and 2019), I have renovated parts of my
farms with more resilient coffee varietals. So my production has decreased but is likely to
increase even over 60qq once it is full productive.” As a result of this increase in production,
Jose’s annual income grew from USD 2,503 in 1999 to USD 13,042 in 2019, an increase of over
400%.

“The biggest accomplishment was definitely to gain all this valuable knowledge around coffee.
Knowing about organic farming, sustainability. Having the capacity of leaving a sustainable
business to my children. Since 1999, I have also been able to improve my house conditions,
especially the flooring.
“But a more important use of the coffee income was the possibility to educate my daughters.
Three completed high school and the youngest is about to finish it.
“I see Capucas as my home and family. I cannot be disloyal to the co-operative because I would
be disloyal to me, and to my community.”
Social, gender and environmental impact
The Capucas community has benefitted from the co-operative’s increased sales, which have
boosted the subsequent Fair trade Premium paid. Figure 6 shows the Fairtrade Premium
earned between 2010 and 2019, which was over a million USD annually. The annual price
paid to farmers for their coffee increased by of average USD 5.5/qq (£4.20 / 46 kg) through
the fair trade contracts.
Figure 6 - Fair Trade Premium earned (USD) 2010 - 2019
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Health initiatives
Capucas funded the construction of the first community medical centre in 2010. They also
made provision to recruit a doctor and pay their salary, to provide support to all community
members. This was achieved in partnership with the local university, Universidad Nacional,
who provided the specialist knowledge and designed the centre. This project has since
expanded, and the medical centre provides specialised health services, including dental
care. There are now plans to build a maternity ward at the centre.

Education initiatives
In 2017, Capucas
launched the Virtual
Capucas University. As
all universities are located
in urban areas, this unique
venture has provided a
further education facility to
the more rural region of
Honduras. The university
is open to all community
members, and offers a
Students and staff outside the training centre
range of courses including
microfinance and coffee
business management
and they plan to expand to teach coffee production, tourism and languages. Currently there
are 30 students at the university, with the first group graduating this year.
Capucas supports the community primary school, including providing the salary of a teacher,
as well as scholarships to 18 primary school students. They have also established a virtual
library and ensure the football field is maintained.
Gender
Capucas supports a group of female producers who created a roasted coffee business in
1999. Capucas initially provided the group with equipment, coffee and training, and in 2015,
they supported the group to form a separate legal entity owned exclusively by the women
called Empresa de Mujeres Flor del Campo (Women’s Company Country Flower). In 2019,
Capucas helped the group secure a grant
of 250k US Dollars from the Honduran
government to acquire a property of their
own, and purchase new equipment. This
build is expected to be completed by
2021.
The daughter of coffee farmer, Jose
Francisco Villeda (Case Study 2), is a
Lourdes Grisel Villeda, Barista at Capucas
member of the group, which has now
grown from 12 women in 1999 to 89 women in 2020 with annual sales of 50k US Dollars.
Environmental
Most coffee farms are located around the Celaque National Park, giving producers an
additional incentive to implement several eco-friendly techniques such as organic production
and use of organic fertilisers.
Between 2016 and 2018, Capucas installed 15 weather-monitoring stations linked to the
Climate Information Centre, with funding from USAID (US Government Aid Agency). These
stations measure temperature, humidity, and precipitation, and the information is sent via
text to producers’ phones with recommended actions for farmers to implement. With
additional funding from USAID, Capucas also launched an app called Coffee Cloud in March
2019, which provides guidance for the surveillance and management of coffee diseases
such as Roya.

To mitigate the effects of climate change, Capucas established a peer-to-peer learning
programme on good agronomical practices, with the aim of reducing soil erosion and water
consumption, as well as increasing biodiversity and shade in the farms through the planting
of trees.
Capucas has the largest area in Central America, certified as Bird Friendly, with 4,000
hectares designated as a renewable tree plantation. This certification guarantees that every
bean is produced organically and under high-quality shade, ensuring tropical "agroforests"
are preserved and migratory birds are protected. Capucus produces 18,000 qq (828 MT) of
coffee under this certification.
Since 2010, Capucas, has
carried out reforestation
activities, planting over a
million timber trees in the
region. The wood is certified
as sustainable by the Forest
Conservation Institute and
will provide a long-term
source of revenue for the
farmers and their families as
they sell the wood to
Honduran companies.
Further reforestation has
been carried out to protect
local water sources. In recent
Reforestation activities at Capucas
years, Capucas has worked with the Honduran army, who
have a training base in the nearby mountains, to deliver
training in reforestation and the protection of water resources.
Capucas provides producers with high quality, organic agricultural supplies. In 2016,
Capucas built two warehouses in which they could make compost and store raw material.
These supplies have also been sold locally to other coffee co-operatives, and Capucas has
secured contracts from public sector organisations for their organic agricultural supplies.
In addition, since 2015, Capucas has invested HNL 1m (£30,000) annually in technical
assistance activities for their producers, delivering training in topics including fair trade,
organic production, environmental protection, and certification schemes.
Coffee farmer, Jose Francisco Villeda (Case Study 2) has also participated in the
reforestation programmes.

He said: “I was one of the first producers who benefitted from the timber wood programme, and
so far I have planted about 12 different native species of trees in my farms. I started to plant in
2006 about 4,000 trees. These trees now provide shade, improve the ecosystem, and some logs
have been used to sell wood locally, improving my income. In a second opportunity, Capucas
helped me plant about 50 trees to protect the water springs found in my farms.”

Income diversification
Capucas has supported farmers to diversify into organic
fertiliser production, beekeeping, and growing
lemongrass. They continue to work on making these new
products profitable and sustainable.
In 2015, coffee farmer, Jose Francisco Villeda (Case
Study 2) participated in the training and diversification
program delivered by Capucas, which led him to start
growing lemongrass.

Lemongrass

In 2017, his production was 600lbs, which increased
to 800lbs in 2018. In 2016, he diversified again into
beekeeping, producing 15 gallons that year,
increasing to 80 gallons in 2020. Further training in
beekeeping has increased Jose’s household
financial resilience.

He said “The assistance on beekeeping was also
valuable since it has created a complementary income
for my family. The honey technicians of Capucas gave
me knowledge I would never achieve elsewhere.”
Tourism is another revenue source for the co-operative. Next to their main facilities,
Capucas has a tourism complex of cabins and a restaurant, which is used for visiting buyers
and local tourism groups. Capucas has plans to formalise this tourism activity through
developing ‘Countryside Schools’, where visitors receive lessons in coffee farming, coffee
toasting, beekeeping, and lemongrass farming.
Conclusion
The finance from Shared Interest has helped support the co-operative and its members in
meeting their critical pre-harvest needs. This has enabled farmers to maintain their coffee
farms throughout the year, meaning that they had the resources in place to produce the high
standard of coffee required. This been vital in ensuring contracts are fulfilled and farmers
are paid on time. Capucas has also been able to implement a variety of social impact
projects and income diversification activities, improving the lives of their producers and
community members.

General Manager Omar Rodriguez said: “The support of social lenders throughout the last five
years have helped Honduran coffee farmers to increase their production, productivity, quality,
and exports, and now the recognition of our coffee is far better. In addition, the income to rural
areas has also increased, improving the livelihoods in rural areas such as Capucas. Without the
component of the pre-harvest finance, all this will not have been possible.”
“Shared Interest’s contribution is to believe in Capucas’ project and not just considering as
another lending opportunity. Deep from our heart we say thank you because Shared Interest has
been there in toughest times, particularly when the solidarity support is key.”

Additional Notes
As discussed earlier, this report illustrates the period between 2015 and 2019, before the
impact of Covid-19. Here, Shared Interest Lending Manager for Central America, Marco
Garcia, explains how the pandemic has affected the region of Honduras, as well as Capucas
co-operative itself.

He said: “In March, Capucas was at the peak of their coffee harvest, when Covid-19 first hit.
Honduras implemented strict mobility and lockdown restrictions, which included people only
being authorised to work on one day of the week. The seaports were open, the national banking
system worked at a minimum capacity and provided limited services, but many non-essential
government institutions closed.
“Under these circumstances, it was almost impossible to finish the collection of coffee, which
involved each producer to deliver their lots of coffee cherries to the production plant. Therefore,
Capucas (like the rest of our Honduran coffee customers), had to request special permits from the
local government to allow essential production workers and administration staff to travel and
work in the main facilities, and thus allow the coffee processing and export to take place. Special
logistics were implemented to co-ordinate the delivery of coffee from farmers, following the
restrictions of one journey per week.
“These complications led Capucas to trade less coffee (11.3% reduction in volume) than
expected during the recently finished 2019/20 cycle. The forecast was 97kqq (4,462 MT) of
processed coffee, and they finally traded 86kqq (3,956 MT).
“However, Capucas was able to maintain their historical average price of 170 US Dollars per qq
(46 kg) and maintain their fair trade export level of 65%. No contract was postponed or
cancelled.
“This positive performance is quite remarkable considering the reality of other organisations in
Central America (including Honduras), which suffered from contracts postponed, contracts
cancelled, and an overall reduction in the average sales price and the share of fair trade exports.
The export season 2019/20 is over and all contracts have been exported. Now, Capucas is
focused on preparations for the coming 2020/21 cycle, which is about to start in the low altitude
farms.”

