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Abstract

The present study carries out a budget and cross-section analysis of Mexico City Governments’ envi-
ronmental policy programs during the 2000-2009 periods. Through a theoretical and practical analysis of
international cases, the study also explored economic instruments that serve the dual purpose of reduc-
ing environmental externalities in an urban scope while generating resources for the cities’ environment
strategies.

Both perspectives converge in a portfolio of public policy proposals, economic instruments and financing
mechanisms to ensure the success of environmental programs and actions implemented by the Government
of Mexico City.

1 Introduction

Mexico City set the goal of becoming the greenest
city in Latin America; to achieve this; it assumed the
commitment of preserving and ensuring sustainable
use of natural resources through the implementation
of environmental strategies, policies, programs and
actions. However, on occasions the entire imple-
mentation of these plans has been constrained by
the existence of limited financial capabilities; thus
making continuity difficult, threatening the integrity
and undermining the effectiveness of environment
strategies set forth by the Government of Mexico
City (GDF).

This threatens the viability of economic, political
and social life in the city, where demographic patterns
and an intensification of economic activity places an
increasing stress over resources and environmental
services. The inability to suspend or weaken Mex-
ico City’s environment strategies demands the search
for economic instruments, collaboration schemes and
institutions that will allow diversifying and strength-
ening the financing network for the environment sec-
tor.

2 Objective

The main objective of the study was to present a se-
ries of environmental and economic policy proposals.

These measures have as priority fulfilling the dual
purpose of reducing environment externalities in an
urban scope while injecting budget independence to
environment strategies in Mexico City.

3 Methodology

The integration of Mexico City’s Government’s
(GDF) economic instruments proposals for en-
vironmental strategies was based on four main
instruments. The first was an analysis of the
evolution of the GDF’s 2000-2009 public budget,
which focused on public income and expenditure
related to the sustainable development of the city.
The second incorporated a programmatic analysis of
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various GDF’s initiatives for the environment sector,
emphasizing some of the most important programs
contained in the 2007-2012 Environment Agenda.

Third, we conducted a theoretical economic
analysis which delved into the character and catego-
rization of various financial instruments that could
be used to internalize environment costs and penalize
activities related to waste and pollution; none the
less, we also contemplated those instruments that
act as incentives for the correction of unsustainable
patterns of production and consumption.

The fourth instrument was an international com-
parative analysis, which focused on case studies of
the instruments used by various cities to meet their
environment strategies. Cross-sectional analysis of
the tools, environment outcomes, economic costs and
benefits, as well as co-benefits in those cities allowed
us to identify best practices on an international level
and nurture the design process of proposals for Mex-
ico City.

4 Results

An analysis of the GDF’s budget revealed that the
Ministry of the Environment receives only 1% of total
revenues. A more specific analysis of the financial use
of these proceeds and other GDF’s expenses revealed
the existence of financial imbalances between funds
allocated to services and infrastructure related to the
management of natural resources and revenues which
are collected for the same concepts.

For example, on the “water” item, the expense
exercised in guaranteeing the supply of drinkable
water and sanitation of residual water in 2009 was 2.3
times higher than the perceived income for providing
drinkable water and drainage services. Neverthe-
less, according to the National Water Commission
(CONAGUA), Mexico City’s domestic sector rate is
the 13th lowest in the country.

On the “residue” item, while GDF destines 80.6
pesos per capita annually for garbage disposal, it
only receives 1.35 pesos back. However, there exists
an informal charge which the population covers.
Assuming that 75% of homes in Mexico City pay an
average “tip” of 5 pesos weekly to garbage collectors,
then inhabitants of the capital pay more than 40
million pesos monthly for the collection of their

residues, which do not reach the treasury.

Finally, we found that despite receiving an income
of almost 7.3 billion pesos from the use of vehicles,
only 90 million are destined towards programs for
improving air quality. These budgetary failures
have an impact on the city’s capabilities to invest
in water infrastructure and technologies with a
long-term view, they prevent the professionalization
of waste services and public transport, and above
all, they restrict capabilities to monitor environment
programs.

The cross-section analysis of the resources assigned
to environment policies show that, despite the GDF’s
many programs, they lack synergy and stable financ-
ing sources. Discontinuities on executing actions and
on the amounts assigned to the environment sector
were perceived.

5 Conclusions and Recommendations

As a result of Mexico City’s diagnosis and the analysis
of international best practices, we identified a port-
folio of economic instruments to be considered for fi-
nancing GDF’s environment strategies. Among the
most notable are:

• Fee on the final selling price of fuels. Es-
tablish a gradual fee on the final selling price of
gas (Magna and Premium) and diesel1 . The
tax would be collected through an agreement be-
tween GDF-SHCP (the Federal Treasury Min-
istry), in accordance to the provisions of Article
13 of the Fiscal Coordination Law (Ley de Coor-
dinación Fiscal). The proceeds gathered should
be redirected towards improving and enhancing
public transportation.

Proposal 1. Add a fee of 36 cents on Magna
gas, 43.92 cents on Premium, 29.88 cents on
Diesel. Revenue: 1,464 billion pesos. Based on
data published annually by the OECD on the
price-elasticity of fuel in Mexico, this instrument
would generate a consumption decrease of 2.8%
on Magna, 3.1% on Premium and 0.9% on Diesel
in the short term (1 year). The reduction in the
long term (10 years) would be 5.4%, 5.8% and
2.4% respectively. Under the long-term scenario,
this would result in a cumulative reduction of

1This would translate into an increase in the Magna gas
price of 87%, 72% for Premium gas and almost 300% for Diesel
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7 Mton of CO2, with 10% increase in public
transport.

Proposal 2. A 10% reduction of fuel consump-
tion in the long term. We propose an additional
monthly increase of 0.3 pesos on the price of
Magna and Premium gas, and 0.04 pesos on the
price of diesel. Revenue on the long term: 4.3
billion pesos. Expected reduction of emissions:
8 Mton of CO2. Increase on public transporta-
tion: 13%.

• Continue with the increase in water rates.
The current fare increase only covers 27% of the
current deficit of 3.691 billion pesos. It’s nec-
essary to contemplate targeted support for low
income areas.

• Discount Rate for domestic water saving.
Establish a mechanism that compares the bi-
monthly consumption by domestic users with re-
spect to the same month from the year before.
The savings will we rewarded with an additional
discount rate.

• Grant discount rates for investing in sav-
ing mechanisms. Under the logic ”for each liter
saved, we discount an additional liter”, reduce
the rate of non-domestic users who invest on wa-
ter treatment plants, recycle, high efficiency toi-
lets, etcetera.

• Fine for high consumption. Impose a fine
equivalent to the minimum rate in accordance
to the housing zone to all domestic users that
exceed bimonthly consumption of 120 thousand
liters.

• Energy Efficiency Rotational Fund. Estab-
lish a fund of 10 million pesos dedicated to energy
modernization of public and social interest build-
ings. The fund will be fed with savings from elec-
tric bill fees, and they will also serve to finance
new projects.

• Environment tax on vehicle emissions. Cre-
ating a tax on greenhouse gas emissions from
light vehicles, estimated based on the vehicle age
and automotive cylinder capacity.

• Policies on parking lots. Increase parking me-
ters and public parking lot rates, based on the
time spent, the zone’s vehicular congestion and
hourly demand, as wells as prohibit parking on

the street in some areas of the City. Parking me-
ters zones should be increased.

• Increase the price of holograms for verifi-
cation centers. Unify profit margins from veri-
fication centers for each type of hologram. Nowa-
days, verification centers generate revenue of al-
most 7 times higher than the GDF’s hologram
0 selling price; in the case of hologram 00, the
revenue is 71%.

• Metropolitan license plate and permit sys-
tem for foreign vehicles. Issuance of a lim-
ited number of plates per year, which will be
auctioned among car owners who want to move
within the Valley of Mexico’s Metropolitan Area.
In the city of Shanghai, China, a similar program
emits about 60,000 plates per year and collects,
an average of 6 million pesos annually.

• Establish a garbage fee linked to the pay-
ment of property taxes: Set a 12% rate on
property tax for solid residue management. The
linkage with property tax will allow establishing
a relation with the value and extension of the
property, which has the purpose of complying
with equity criteria. Additional support should
be contemplated for sectors with low income.

• Residential collection of recyclables. Offer
a recollection service for recyclable material at
each household door. Those homes registered in
the user registry and who comply with the sep-
aration of waste, will receive a discount on their
garbage fee. We recommend that the project is
tendered to a company specializing in waste col-
lecting and recycling.

It is essential to ”tag” or ensure that the resources
earned from each of the instruments are reinvested
into programs and projects in the same areas, so that
the results of these investments are clearly identifi-
able. This will also allow channeling with greater
clarity and efficiency, specific aid for the most needed
sectors of society, whose economy must be protected
from tax and tariff impacts.
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