Proposed loan to the United Mexican States for the Community-based Forestry Development Project in Southern States (Campeche, Chiapas and Oaxaca)
Main development opportunity addressed by the project (Para 1-2)
The main thrusts of the country strategic opportunities programme (COSOP) of November 2007 are to: (i) generate sustainable income and permanent employment for rural poor people living in less-favoured areas; (ii) increase the efficiency and effectiveness of public spending; and (iii) strengthen institutional capacity by developing methodologies to replicate and scale up successful development strategies. 

Proposed financing (Para 3-9)
It is proposed that IFAD provide a loan to the United Mexican States in the amount of US$24.85 million to help finance the Community-based Forestry Development Project in Southern States. The loan will have a term of 18 years, including a grace period of three years, with an interest rate equal to the reference interest rate per annum as determined by the Fund annually. The annual allocation defined for Mexico under the PBAS is US$25.32 million over the 2007-2009 allocation cycle. Resources will be allocated to implement the project within CONAFOR’s annual budget, which is approved by the Ministry of Environment and Natural Resources as sector coordinator. Nacional Financiera (NAFIN) will act as the Government’s financial agent pursuant to a contract acceptable to IFAD. 
IFAD will supervise the project directly in accordance with the loan agreement. The following measures will improve governance of the IFAD loan: (i) annual independent audits, in accordance with international auditing standards and IFAD’s guidelines on project audits; (ii) a technical auditing system for beneficiary-managed plans; and (iii) direct supervision by IFAD.

Target group and participation (Para 10-12)
The project will benefit 30,000 families directly living in poverty and extreme poverty The target group consists mainly of indigenous people and women. The targeting strategy, based on both population and geography, is in line with IFAD policy and draws on lessons learned under IFAD’s projects in the country. Participation mechanisms include: (i) participatory planning of activities to strengthen organizational and productive capacities; (ii) participation in selection and evaluation of strengthening and investment plans; (iii) direct contracting of technical services; and (iv) participatory monitoring and evaluation.

Development objectives (Para 13-15)
13. The project will increase the efficiency and effectiveness of CONAFOR spending targeted to poor populations by improving their access to public resources and technical services. Specific objectives are to: (i) improve management skills to facilitate market access; (ii) improve income-generating and employment opportunities for poor families and (iii) improve the efficiency of CONAFOR public spending targeted to the poorest population groups. 

Harmonization and alignment (Para 16-17)
The project is in line with public policy and strategic objectives governing forestry sector development in Mexico and it’s also strategically aligned with the Forestry Development Project in the Gulf of Mexico Basin. The project’s proposed models for serving the poorest forest communities will generate an exchange of experiences with complementary projects

Components and expenditure categories (Para 18-19)
Main components of the project are: (i) capacity-building and local management (52 per cent); (ii) support for forestry initiatives (36 per cent); and (iii) institution building and administration (12 per cent).

Management, implementation responsibilities and partnerships (Para 20-24)
Key implementing partners include community organizations and beneficiary groups, technical service providers and public institutions. At the national level, technical and financial coordination will come under the responsibility of the project management unit within the Office of Forestry Development and at the state level, the project will be implemented by state management units. The project will rely on a group of service providers for training, technical services and knowledge management. The Ford Foundation, which has extensive experience in community-based forestry, will contribute in strategic and technical areas. Total project costs are US$34.55 million. The main financing sources are: IFAD (72 %), the Government (18 %), the Ford Foundation (3 %) and beneficiaries (8 %).

Benefits and economic and financial justification (Para 25-26)
The strategy consists of improving forestry development of timber and non-timber products by beneficiaries. Microenterprise activities will also be supported to complement forestry development. 76 % of the project resources will be allocated for the implementation of local plans. Simulation modelling of economic activity generation by families demonstrates the profitability of the investments to be financed. The net present value of aggregate investments is positive, with an internal rate of return of 23.7 %.

Knowledge management, innovation and scaling up (Para 27-29)
Project innovations include: (i) improving the State’s pro-poor targeting strategy; (ii) promoting partnerships with the private sector to stimulate productive activities and bring small-scale producers into markets; (iii) strengthen the role of forestry resources management in improving living conditions for beneficiaries. The project calls for systematization to replicate and scale up successful experiences. The project strategy builds on lessons learned from ProÁrbol and PROCYMAF. Beneficiaries will be brought in gradually so that CONAFOR can adjust its intervention based on an analysis of prior results.

Main risks (Para 30-31)
The project risks relate to: 
(i) institutional ownership of the project, mitigated by CONAFOR’s participation at every stage of design and the project management unit’s location within it;
(ii) market risks, mitigated by identifying opportunities based on an assessment of value chains and local productive potential; 

(iii) environmental risks. Mitigation measures include training beneficiaries in sustainable forestry and agro-forestry management techniques which will allow them to add value to environmental goods and services within ecosystems.
Sustainability (Para 32)
The project will promote the generation of economic activities that meet the criteria of long-term environmental sustainability and economic viability. The sustainability strategy will include capacity-building for community organizations, systematizing results achieved and developing public-private partnerships. 

Recommendation

36. I recommend that the Executive Board approve the proposed loan in terms of the following resolution:

RESOLVED: that the Fund shall make a loan to the United Mexican States in various currencies in an amount equivalent to … special drawing rights (SDR …) to mature on or prior to … and to bear an interest rate equal to the reference interest rate per annum determined by the Fund annually, and to be upon such terms and conditions as shall be substantially in accordance with the terms and conditions presented to the Executive Board herein. Lennart Båge (President)
