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Common Format for Project/Program Concept Note for the Use of Resources from the FIP 

Competitive Set-Aside 

 

 

1. Country/Region:  México 2. CIF Project ID#:  

3. Project/Program 

Title: 
Guarantee Fund for financing low carbon forestry investments  

4. Date of Endorsement 

of the Investment Plan: 
October 31st 2011 

5. Funding Request (in 

million USD equivalent): 
Grant: N/A 

Non-Grant (loan, equity, guarantee, etc.): 

$ 3,000,000 USD 

6. Implementing 

MDB(s): 

IDB / Multilateral 

Investment Fund 

X  Private sector arm         

  Public sector arm          

7. Executing Agency: 

Fondo de Garantía Líquida 

o Fuente Alterna de Pago 

del Estado de Quintana Roo 

(FOGARQROO) 

 

8. MDB Focal Point and 

Project/Program Task 

Team Leader (TTL):  

Headquarters- Focal Point: 

Gloria Visconti 

gloriav@iadb.org 

TTL: 

Guillermo Aguilar 
gaguilar@iadb.org 

 

I. Project/Program Description:  Provide a summary description of the project, objectives, and 

expected outcomes. Which sectors would be targeted? 

The project aims to enhance the flow of financial resources directed to foster financial 

schemes for productive activities in forest landscapes, aligned to both, the REDD+ strategy 

and to the reduction of greenhouse gases emissions. 

The project proposal’s objective is to create a guarantee fund to serve as a financial 

instrument for facilitating access to formal credit for ejidos and communities and to promote 

sustainable economic development. In order to be successful, this instrument has to be 

attractive to producers, the credit beneficiaries, as well as to financial intermediaries, so that 

they develop financial models to support the sustainable, competitive and profitable forestry 

production systems. 

The guarantee fund will allow financial institutions to reduce credit supply risk during the 

duration of the project, thus building confidence in the financial soundness of new customers 

(ejidos and communities) and in supporting innovative low carbon forestry investments 

focused in a sustainable development. 

The guarantee scheme will be implemented through the Fondo de Garantía Líquida o Fuente 

Alterna de Pago del Estado de Quintana Roo (FOGARQROO), that will serve as the executing 

agency. The scheme will involve private sector financial institutions for lending directly to the 

forestry producers, hence creating conditions that allow a better access to financial resources. 
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The entities involved in this project include private, public and social sector, comprised by 

financial institutions (regional or local), FOGARQROO and community forestry enterprises 

(CFEs) respectively, and the latter will be the ones performing productive processes 

constituting the final users of the financial resources. 

In this context the objective of the proposal focuses on complementing investments that are 

being made as part of the Special Program for Conservation, Restoration and Sustainable 

Management of Forest Resources in the Yucatan Peninsula (PEPY), which is partially funded 

with resources from the World Bank in the framework of the Forest and Climate Change 

project operated by CONAFOR to promote REDD+ in Mexico. PEPY aims to promote, support 

and joint efforts to conserve, restore and sustainably manage forest resources of the Yucatan 

Peninsula, to avoid deforestation and forest degradation and also improve the social welfare 

of its inhabitants. 

The PEPY has financial support for territorial planning of ejidos and communities. It also has 

developed Community Land Management (Ordenamiento Territorial Comunitario) studies 

identifying the productive activities undertaken by farmers, highlighting maize, cattle, 

beekeeping, ecotourism and, particularly in forest management, highlighting acahuales and 

vegetal charcoal production as activities to be managed in order to stop the expansion of the 

agricultural frontier, while the forest areas are restored and preserved. 

Therefore, and in line with the study prepared for designing the IDB/MIF projects included in 

the Forest Investment Program (FIP) Investment Plan (IP) of Mexico (Guevara et al, 2012)1, 

this proposal aims to encourage bank and non-bank financial intermediaries to develop 

investments with financial resources through credits in the following sectors: agro-forestry, 

silvopastoral, management of native forests and forestry commercial plantations. Sustainable 

use of non-timber products such as natural rubber extraction, beekeeping, medicinal plants 

and ecotourism could also be taken into consideration. Additionally, due to the impact of 

climate contingencies in the results of the projects it becomes necessary, to provide coverage 

for non-payment for a better risk management. 

This project will test the guarantee fund as a new and complementary risk mitigation 

instrument complementary to and/or alternative to the financial instruments offered in 

Projects 3 and 4 of the FIP IP. 

 

II. Rationale: Provide the rationale behind the idea in the national context, and from a local 

market perspective.  Also, provide an explanation as to why it should receive the funding and 

how it would further advance the objectives of the endorsed investment plan. 

In Mexico, more than two thirds of forests are owned by a diverse group of local and 
indigenous communities, with the remaining owned by small landowners and the State. 
Mexico’s unique land tenure structure provides a firm basis for collective management of 

                                                           
1
 Guevara A. et al, (2012) “Financiamiento de Estrategias de baja intensidad de carbón en ambientes forestales” 



3 
 

forest resources under ejidos and indigenous communities most of them under poverty 
conditions with a strong need for capacity building in managing more sustainably their 
productive activities and an to enhance their access to adequate financial resources.  

Despite efforts to address deforestation in the last decade, significant areas of forest still are 
under high pressure and have high rates of deforestation and forest degradation. The drivers 
of such pressure vary across the landscapes; however many of them are related to:  

i. the relative profitability of alternative land uses other than forest management that 
make them more attractive, including limited access to financial services and viable 
market opportunities for sustainable forest management 

ii. rural development policy incentives that generate unwanted and indirect impacts that 
exacerbate land use change, particularly related to agriculture and livestock 
production 

iii. lack of management and organizational capacity of ejidos and indigenous 
communities for conducting forest operations, business administration and market 
information 

iv. weak organizational, governance structures and leadership capacity of ejidos and 
indigenous communities, which contributes to increased informal or illegal practices 

v. additional pressure created by other rural landless population on ejidos and 
indigenous communities forest resources  

In addition to these existing challenging pressures, climate change related variability and food 
security could create important forces for deforestation and degradation in the future.  

There are important planning, capacity and institutional challenges in the coordination of 
policies and investments at the local level. An additional challenge is the effective removal of 
barriers to financing low-carbon forestry projects at the community level.  

Forestry productive activities represent only 0.01% of total loans in the banking sector. 
According to a survey in the Early Action REDD+ Areas (EARA)2, where the Investment Plan 
(IP) in Mexico is implemented, only 16% of the ejidos and communities have applied for loans 
from financial institutions, the vast majority for agricultural and pastoral activities. It should 
be noted that the agriculture, forestry and other land use (AFOLU) sector has not yet been 
categorized within the financial sector. Also, in general, only 1% of the rural productive units 
have access to financing in the medium and long term, which is the type of financing required 
for the investment in their economic and productive activities. 

The main factors that limit funding for low-carbon strategies in forest areas of ejidos and 
communities are (i) the lack of specific credit lines tailored to sectoral demand and local 
needs (in terms of interest rates and the grace and maturity periods), which is attributable to 
the limited knowledge and experience of the financial sector regarding such activities, (ii) the 
long periods of development and operation of projects, due to the natural biological cycle of 

                                                           
2
 The Early Action REDD+ Areas constitute an institutionally articulated effort in the selected states - five of the eight states with 

the highest net forest loss - Campeche, Jalisco, Oaxaca, Quintana Roo, and Yucatan - to address the causes of forest and carbon 
loss through different policy instruments as well as specific actions of various actors aligned to national policy who can create 
opportunities for economic and social development of communities 
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forestry products that increase risk exposure to investors, (iii) the land tenure regime of 
ejidos and communities that creates uncertainty, especially for long-term investments, and 
limits options as collateral, and (iv ) lack of institutional capacity of borrowers to manage 
loans and long-term investments. 

The region where the project would be implemented is characterized by the dominant land 
tenure regime, ejido or communal type, where agricultural economy predominate and the 
investments in productive processes depend almost entirely on government subsidies, 
usually scarce, without continuity and not matching sustainable practices. Additionally, these 
subsidies require lengthy and costly processes to be assigned and issued. Furthermore and 
considering the information of the National Forest and Land Inventory, the Yucatan Peninsula 
is one of the areas with the highest rate of deforestation in the country, mainly due to the 
change of use of forest land to agricultural and livestock activities. 

The creation of the guarantee fund would provide incentives for private financial institutions 
to increase their participation in the forestry sector. Through this innovative instrument, the 
financial sector could mitigate the risk to participate in new productive forestry activities 
where there is no sufficient financing experience to make a proper risk analysis since the 
trend is to overestimate this risk hence avoid financing these type of projects. It is expected 
that a direct effect of this project, a greater access to formal credit in forestry activities is 
promoted, aligned to the survey results reported in the study of Guevara where ejidos and 
communities express the desire to access formal credits offered by banks. Additionally, 
through the proposed innovation of this instrument, it is expected to encourage the 
establishment of a network of financial intermediaries and technical assistance agents with 
institutional capacities to promote rural development, increase social capital and provide 
tools, inputs and capital that will allow forestry entrepreneurs to be more competitive. 

With this perspective may well arise several forms of partnerships among producers, 
technical agents and financial intermediaries up to build businesses and partnerships as in 
the case of Chicza in Quintana Roo. It is expected that the limiting factors are addressed 
through innovative projects such as those proposed in the Mexico Investment Plan and the 
one presented in this paper. 

 

III. Consistency with Investment Criteria: Provide information how the proposed project  meets 

the investment criteria for the Forest Investment Program, including:  

 

 Climate change mitigation potential: The estimated impact in terms of GHG emissions 
reductions will follow the same methodology developed by Guevara et for Projects 3 and 
4 of Mexico’s FIP IP. In the case of the IP Project 4, which is similar in terms of amounts 
and general characteristics, the estimated direct impact is a GHG emissions reduction of 
approximately 104,903 tCO2e, equivalent to the capture of 28,610 tCO2e throughout the 
5-years project duration3. This estimation is presented here for comparison purposes only 
and needs to be assessed in detail during the design phase of the proposed project. 

                                                           
3
 It is relevant to clarify that these estimates could change as a result of the implementation of the monitoring, reporting and 

verification system that is being created by CONAFOR. The final results in terms of GHG emissions reductions will be based on 
the national accounting system. The allocation of carbon reductions to individual and specific activies is complex, particularly 
because it can involve multiple activities in the same space in EARA, including, among others, thee three other FIP projects. The 
proposal is to replace, in the future, this figure by an analytical method to statistically evaluate the contribution of program 
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 Effect of large-scale demonstration: Currently, FOGARQROO’s scope of action is limited 
to Quintana Roo, however, the concessional resources of the FIP Reserve could allow the 
coverage of Fund activities in other states of the Peninsula to include, for instance, the 
states of Campeche and Yucatan. 

 Cost-effectiveness: Guarantee instruments tend to be highly cost effective 
compared to debt because of their greater leverage potential. This means larger 
investments, more projects and, therefore, higher volume of greenhouse gas 
(GHG) emissions reductions for the same amount of financial resources invested. 
Guarantee products tend to leverage approximately 4 times more funding. 

 Implementation Potential: The adequate conditions for the implementation of 
this project are in place. These conditions include FOGARQROO’s existing 
capacities due to their previous experience in managing similar financial 
instruments. It is also relevant to mention that FOGARQROO is already recognized 
by both, development banks and the private financial sector, as an auxiliary 
instrument of collateral in rural areas of Quintana Roo. Additionally, according to 
preliminary surveys being conducted with various financial institutions operating 
at state and federal level, as preliminary investigations, these financial institutions 
have expressed appetite in a guarantee fund to support sustainability in the 
forestry sector  

 Integrating sustainable development (co-benefits): The project will improve 
the environmental, social and financial sustainability of ejidos and communities 
through the promotion of sustainable forestry and low carbon emissions activities. 

 Safeguards. The project will be developed following environmental and social 
safeguards consistent with national, state and IDB/MIF policies and requirements. 

 

 

IV. Type of Private Sector Engagement:  Provide information whether this will be a solely 

private sector project, a PPP, or a public sector project financing private sector entities. 

The limited environment for private sector investment in forest enterprises in Mexico 

requires a “demonstration” approach to show that community forestry enterprises projects 

are financially viable and deliver environmental benefits. 

The project proposes a public-private scheme with an instrument implemented by 

FOGARQROO linked to this partnership and is developed with the participation of the 

Government of the State of Quintana Roo. The main objective of the scheme will be to 

promote economic development in the following sectors: agricultural, forestry, fisheries, 

aquaculture and agribusiness, with particular attention to gender issues and rural 

development activities. The scheme will operate through granting partial trust guarantees to 
                                                                                                                                                                                           
activities and investments to the global carbon reduction as determined in the national system of measurement, reporting and 
verification. 
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projects that are viable and profitable and which are authorized by bank and non-bank 

financial intermediaries or by individuals and corporations that fund or maintain commercial 

relationships in the key sectors mentioned.  

V. Innovation: Explain how the project is innovative in terms of technology, business model, 

financial instruments or structure, and how the innovation will add value to the project. 

The proposed guarantee fund is an innovative financial instrument due to the unique 

combination that will offer to guarantee credits focused on low-carbon forestry activities to 

increase the participation of the private financial sector in this type of sustainable productive 

activities. 

Currently it is mainly the development banks in Mexico who invests in the development of 

sustainable forestry, as the private financial sector considers these investments as high-risk 

operations. This perception is caused by the lack of mutual involvement of forestry sector 

with the financial sector. 

The guarantee fund will be a very useful tool in reducing the financial risk of the private 

sector. This will allow, for the duration of the project, the private financial sector to use the 

guarantee to participate in low-carbon forestry investments and to build confidence in the 

financial soundness of new customers, ejidos and communities. At the same time, the private 

financial sector will develop a better understanding of low-carbon forestry investments. 

Therefore the innovation component of the proposed guarantee fund applies in the area of 

intervention and in the end customers. 

The proposed scheme aims to prove how a guarantee fund can facilitate access to finance for 

innovative and sustainable projects that are not traditionally attractive to the private financial 

sector but these projects are necessary for the generation of environmental and social 

benefits. 

 

VI. Technology, Product, and/or Business Model: Provide description of the technology, the 

technology provider if identified, whether it has been tested, commercialized and viable 

commercially.  If the project does not involve a technology, provide a description of the 

business model and its structure. 

The proposed instrument will provide guarantee or collateral to allow private financial 

institutions to offer credit conditions tailored to the sustainable productive forestry sector, 

including not only competitive rates but also adjusting the time allowed to repayment 

according to the low-carbon forestry activities.   

This fund will be a flexible entity that will be executed by FOGARQROO depending on the 

demand and requirements of the projects. The fund is planned to, preferably, guarantee up to 

30% of the, although the guarantee could be higher depending on the applicant and the 

authorization of FOGARQROO’s Technical Committee. 
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FOGARQROO was established in 1993 and initially had the function of providing guarantees 

only to rural development banks accredited. Currently the private financial sector recognizes 

FOGARQROO as an auxiliary guarantees instrument. This experience provides greater 

strength to the commercial viability of the proposed instrument. 

The contributions to constitute the guarantee fund could come from various sources like FIP 

resources, public funds, or even from the final users, producers and beneficiaries. This 

definition will be done as part of the detailed design of the project and considering the most 

appropriate model to maximize participation and expected benefits of this financial 

instrument. 

The target group of this fund will be the private financial institutions whose interest and 

portfolio include low-carbon forestry investments. The main customers of these financial 

institutions will be cooperatives and producer associations or individual producers who are 

part of communities and ejidos of Quintana Roo, in the beginning, and as a second stage, to 

include the other two states in the scope of operations. 

During the detailed design of the project the best way to establish operating rules and 

authorizations will be defined in order to facilitate the implementation and reduce the risks of 

the financial instrument. It will also be important to define the entities that will participate in 

the execution of the rules and controls regarding transparency, solvency and capital 

requirements of the guarantee fund. 

 

Fig. 1 Guarantee Fund scheme for Financial Institutions 

 

VII. Market: Provide an overview of the market, product nature, supply and demand status, 

prices, and competition.  In the absence of other comparable products, provide a brief 
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explanation on how the proposed product will substitute for existing products and the 

benefits from a climate standpoint, and the prospects of commercial viability.  Also, provide 

an overview of current market barriers and how will they be reversed by the proposed 

project. 

The development of the forestry sector has been limited. The access to financial services and 

loans for the forestry sector represents 0.01 % of total loans by the banking sector, and, as 

highlighted by a recent survey, only 16% of the ejidos and communities have applied for a 

loan, the vast majority for agriculture and livestock activities. In a study prepared for the FIP 

Mexico, the main difficulty cited by ejido and community members in forming a business was 

a lack of finance (45%) followed by technical capacity (41%)4. This lack of funding constitutes 

then a key cause of the limited development of the forestry sector and, in particular, of low-

carbon forestry activities. 

Traditionally it has been the development banks who have been the main promoters and 

suppliers of financial resources for the forestry sector. However, currently the private 

financial sector shows more interest in participating in the financing of forestry projects and 

particularly of those who have relevant forest sustainability components. The main challenge 

these private financial institutions are facing is the high perceived risk in forestry projects. 

Through the proposed guarantee fund is expected that small-scale producers, ejidos and 

communities become eligible to receive a credit, which currently they do not meet the 

requirements, mainly due to the lack of guarantees or collateral. This will allow the private 

financial sector to generate a pipeline of projects, significant enough to increase their 

involvement and participation in the forestry sector, considering, particularly ejidos and 

communities as part of their customers. These communities and ejidos would then have a 

better opportunity to increase their productivity, capacity growth, job creation and 

environmental benefits. 

Consequently, the proposed guarantee fund can become a useful tool for supporting a more 

sustainable development of the forestry productive sector in the Yucatan Peninsula. 

 

VIII. Financial Plan (Indicative): 

 

Source of Funding 

(by type of instrument, equity, 

debt, guarantee, grants, credit 

lines, etc.) 

Amount (USD million 

equivalent) 

Percentage 

(%) 

Project developer    

MDBs: Multilateral Investment Fund 

(IDB/MIF)- grant 
$    100,000 3 % 

                                                           
4
 According to Mexico’s IP and the study for preparing the FIP Mexico’s Project (Guevara et al, 2012) 
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FIP - loan $  3,000,000 97 % 

Local banks   

Other investors   

Bilaterals   

Others   

      TOTAL $  3,100,000 100 % 

 

 

IX. Expected Results and Indicators 

The expected result with the implementation of this project is to increase the participation of 

private financial institutions and commercial banks in the forestry sector with a focus on 

supporting sustainable forest development and production activities aligned to REDD+ 

strategy. Additionally, it is expected fostering a culture of access to and use of credit, which 

can enhance productive activities increase the efficiency in the use of resources. 

The proposed indicators are: 

 

Results Indicators 

Increasing land under low-carbon strategies 

management  

Number of hectares that are part of the low-

carbon productive projects 

Direct impact in terms of GHG emissions 

reduction 

Volume of GHG emissions reductions 

Improvement of the profitability and 

financial and social sustainability of ejidos 

and communities through the 

implementation of GHG mitigation actions 

and projects due to the change of land use 

Number of credits guaranteed through 

FOGARQROO and provided to ejidos and 

communities for the implementation of low-

carbon forestry projects 

Increasing investments in low-carbon 

forestry projects 

Total amount of  financial resources of loans 

granted to ejidos and communities to 

implement low-carbon forestry projects  

 

 

X. Implementation Feasibility and Arrangements: Provide information on the 

implementation feasibility of the proposed project and a timeline by when the project can 

start implementation on the ground and when the project will be completed.   Also, to 

provide: 

In the contract of FOGARQROO’s establishment is provided that the assets may be increased 

with new contributions without requiring signing a formal, it is only necessary the delivery of 

the financial resources to the trustee. However, it requires the trustor, through the Technical 

Committee, to provide written notice to the trustee of the participating entity to whom this 

contribution should be accredited in order to make the opening of a special subaccount. For 
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this it would be a FIP sub-fund. This means that, the only requirement will be a letter of 

intention directed to the Technical Committee if FOGARQROO receives the FIP resources to 

implement the guarantee. 

It is initially planned to implement a pilot project in the state of Quintana Roo through 

FOGARQROO. During this stage the viability, the supply and demand of the guarantee 

instrument will be assessed. The institutional arrangements will be designed according to the 

results of this evaluation and the required negotiations will be undertaken to expand the 

project to the other two states of the peninsula. 

 

XI. Potential Risks and Mitigation Measures: What are the risks that might prevent the 

project development outcome(s) from being realized, including but not limited to, political, 

policy-related, social/stakeholder-related, macro-economic, or financial? 

Operational risks: a) Lack of interest of financial institutions to access the guarantee fund 

which would be mitigated through a strong socialization and outreach of the project, where 

the benefits of the FIP financing will be presented. b) Delay or lack of participation of the 

other states of the peninsula in the fund's activities. However this risk is unlikely to happen, 

since the three states are about to sign a cooperation agreement for climate change and the 

mitigation strategy would be to make decisions within FOGARQROO Technical Committee to 

extend its activities to Campeche and Yucatan. c) There is a risk that financial institutions in 

the State of Quintana Roo fail to recognize this guarantee fund as a valid complement to 

provide financing. Therefore it is necessary to ensure, through inter-institutional agreements, 

the recognition of FOGARQROO guarantee instrument to mitigate this risk. d) In addition, in 

order to ensure proper operation of the proposed guarantee instrument it will be necessary 

to ensure that the required operational tools are developed, such as an operations manual 

and specific eligibility criteria of the projects to be guaranteed clearly aligned to Mexico’s 

Investment Plan, and ensure the required human resources are available and properly 

trained.  

Financial risks: a) Failure of the credits, which can be mitigated with a thorough selection of 

projects based on adequate credit analysis along with close monitoring and technical support 

to beneficiaries. b) The funding is provided in US dollars and this could generate a currency 

risk if there was a devaluation of the Mexican peso, plus this carries additional costs for 

exchange rate, and this could be mitigated by managing the grant of credit in local currency. 

(As a reference, in the IP Project 4 the grant funding was approved in local currency). 

Environmental risks: a) The projects supported are not aligned to the objectives of the FIP, 

which can result in perverse incentives, this can be mitigated by having specific criteria to 

grant funding and ensuring adherence to them by financial institutions. 

 


