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ISNACEC aModel Trade and Environment Institution?
L essons from Mexican Industry

Kevin P. Gallagher*

Abstract

This chapter evauates the extent to which NACEC serves asamode for more effective
trade and environmentd ingtitutions by examining the inditution's role in abating

indudtria pollution in Mexico. Despite some notable improvementsin levels of

indugtria pollution, the environmental costs of trade-led economic growth in Mexico
have remained high in the post-NAFTA period. NACEC is not playing asgnificant role
in channding this growth toward sustainable levels of development. However, it waan't
designed to, and should not be evaluated on those terms. Indeed, NACEC was designed
with more modest gods that are evaduated in detail throughout this volume. This paper
argues that NACEC has a number of the dements of an ingtitution that could facilitate the
ba ance of economic growth and environmental protection. An outline is provided
regarding how these dements could developed in the context of other trade agreements
such as the proposed Free Trade Area of the Americas (FTAA).

|. Introduction

Thereis now an emerging consensus that “increased trade and growth without
appropriate environmenta policiesin place may have unwanted effects on the
environment.” (Fredriksson, 1, 1999). While the debate over the most appropriate
mechanisms to couple trade-led growth with environmenta policy is ill hotly contested,
many advocate the creetion of trade and environmenta ingtitutions as a partid solution
(Esty, 1994; Runge, 1994). NACEC, dong with the North American Development Bank,
arethefirg inditutions of this kind in the Western Hemisphere. As debates over the
trade and environmenta linkages of the proposed Free Trade Area of the Americas
(FTAA) continue, it is useful to ask whether NACEC serves as amodd for a hemispheric
indtitution that could be charged with mitigating the effects of economic integration on
the environment in the Americas.

Following this short introduction, the chapter is divided into five additiond parts.
The second section provides an overview of levels of indudtria pollution in Mexico. The
third section outlines the results of various sudies that have delineated the determinants
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of sustainable indugtrid policy for Mexico and juxtaposes these determinants with the
performance of efforts by the Mexican government to abate industria pollution. The
fourth section examines the extent to which NACEC 'swork of is augmenting those
efforts. The fifth section highlights eements of NACEC that could serve asthe basisfor
trade and environmental ingtitutions for other trade agreements. In thefind section the
arguments are summarized.

I1. TradeLiberalization and Industrial Pollution in Mexico

Through a number of successive changes during the 1980s and 1990s, Mexico
dismantled itsindustrid policy of Import Substituting Industridization (1) to become
one of the most open economies in the world (OECD, 1996). These policy shifts
dramatically changed levels of production, trade, and investment in Mexico. One of the
mogt sgnificant changes has been the emergence of manufactures as both Mexico's chief
export and its largest recipient of foreign direct investment (FDI). These changes have
not proved to benefit the environment in Mexico.

Environmenta degradation in Mexico during this period has been severe. It has
been estimated that the annual environmental costs of economic growth amount to 10
percent of annua GDP in Mexico from 1988 to the present (World Bank, 2001).2 For
1998, ten percent of Mexican GDP amountsto $43 billion United States dollars (World
Bank, 1999). Consdering the fact that Mexican GDP only grew a 4 percent annualy
during this period, net levels of economic growth from this perspective are —6 percent on
an annud basis. The environmentd costs of growth are not difficult to seer lessthan ten
percent of wastewater from indusiry, agriculture, and householdsiis properly trested.
Bardly 35 percent of solid and hazardous waste is digposed of in a sanitary manner; and
dramatic losses in biologica and genetic diversity are occurring (World Bank, 2001).

Air pallution accounts for more than haf of the environmenta damage estimates
in Mexico —the equivdent of $27 billion worth of damagein 1998. Mexico City haslong
been one of the most polluted ditiesin the world. While sgnificant reductionsin levels
of carbon monoxide (CO), lead (Ph), and Sulfur Dioxide (SO2) have occurred, serious
problems persist for ozone (O3), nitrogen dioxide (NO2), and particulates. Standards for
particulate matter are the most frequently violated in Mexico City, followed by violations
in 0zone standards, which are surpassed 80 percent of days each year since 1988 (Molina
and Malina, 2000). The shiftsin Mexican indudtrid policy outlined above are changing
the regiond didribution of production in Mexico, bringing darming levels of ar

2 An earlier estimate for 1985, albeit conducted with slightly different methodol ogies, suggested that the
environmental damage costs amounted to 7.6 percent of GDP for that year, indicating that perhaps
environmental degradation has worsened (van Tongeren et a, 1993).
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pollution to industrid centers. For example, air pollution standards are now exceeded 90
percent of days each year in Guadagara (DOE, 2001).

Exposure to particulate matter and ozone have the most severe effects on human
hedlth among air pollutantsin Mexico (Margulis, 1996). A consstent finding among
those examining the hedlth effects of ar pollution in Mexico is that each 10 ug/m3
increasein levels of PM 10, causes an increase of daily mortdity of 1 percent. Therefore,
a 10 percent reduction in levels of PM 10 could avert as many as 1,000 deaths per year
(Malinaand Malina, 2000).

Indugtry is a significant contributor to levels of air pollution in Mexico's
indudtria centers. Asshown in Table 1, industry contributes 41 percent of the
particulate matter emissonsin Mexico City, 89 percent in Monterrey, and 21 percent in
Guaddgara. Indudry isadso asgnificant NOx polluter, ranging from 8 to 35 percent of
totd NOx emissonsin somecities. NOx not only causesits own hedth and
environmental problems, but dong with SO2, contributes to the secondary formation of
particulate matter and ozone. Industry isthe most significant SO2 polluter, at 62 percent
of SO2 emissonsin Mexico City, 92 percent in Monterrey, and 68 percent in
Guaddgara. Indudtria activity aso causes significant environmenta problems other
than air pollution in Mexico, water pollution key among them.

Table |
Industrial Air Pollution as a Percentage of Total Air Pollution in 5 Mexjcan Cities
PT SOz CcO N Ox HC
Guadalaiara 21% 68% 0.15% 8% 3%
Monterrev 890n 920nh 0.36% 3K04 4%
Mexicali 3% 75% 1.77% 9% 3%
Toliica 349% 820n 0.08% 10040 7%
Mexico City 41% 64% 0.39% 24% 3%

Source: Estadisticas del Medio Ambiente, Mexico 1999 (Tomo II)
Mexicali Inventory Inventory Group Binational Advisory Committee

Industrid pollution has not improved during Mexico's trangtion from 1Sl to trade
openness. Recent work has shown that Mexican industry was more air pollution intensve
in 1990 than during the period of ISl (Jenkins, 1998). Furthermore, estimates have
shown that indudtrid air pollution has close to doubled in Mexico since 1994 (Gdlagher,
2002).
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What determinants cause levels of indugtria pollution to improvein Mexico? Is
the Mexican government making significant efforts to reduce levels of indudtrid
pollution? 1sNACEC asssting in such efforts? A discussion of these questions follows.

[11. Determinantsof Sustainable Industrial Policy in Mexico: Outline and
Scorecard

This section outlines the key factors that are understood to lead to improvements
inlevels of industria pollution in Mexico, and reviews Mexican efforts toward these
ends. These factors can be grouped into three broad categories.

Increased levels of enforcement.

New funds for modernization, pollution-control equipment, and
environmental management systems.

Public scrutiny of environmental practices.

With afew very postive exceptions, Mexico's record toward these three ends has been
inadequate.

Figure 1:Plant Level Environmental Inspections by Mexican
Authorities, 1981-1999

source: PROFEPA, 2000

18000

Debt Crisis Apertura ElPacto NAFTA

16000
14000 / \

- / N\
/ <

8000
/ | — Number of Inspections

. /
N -

2000

Number of Inspections

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Year



G-DAE Working Paper No. 01-08: “ Is NACEC a Model Trade and Environment | nstitution?”

Enforcement

Consstent with globa comparisons, anumber of sudies have found that firms
that are subject to government enforcement and ingpection measures are likely to be
sgnificantly “cleaner” than their counterparts. Based on surveys of 236 indudtrid firms
in Mexico, the World Bank found that regulatory requirements and enforcement were the
primary reason why those firms that were in compliance with environmenta regulation in
60 percent of the firms surveyed (Dasgupta et a, 2000).

Unfortunately, the mgority of firms are not in compliance, and overdl leves of
ingpections are decreasing. Mexico's record on enforcement and ingpections has been
very poor. Figure 1 shows that after years of very scant amounts of plant-leve
environmenta ingpections, Mexico began to emphasi ze enforcement during the NAFTA
negotiations, presumably due to pressure from its negotiating partners. Although the
trend was going in the right direction, reaching its highest point in 1993, plant-leve
environmenta ingpections pesked at only 6 percent of dl firmsin the country
(PROFEPA, 2000). What isworrisome isthat after NAFTA was passed, the number of
plant-levd ingpections began to diminish precipitoudy, suggesting that snce NAFTA
Mexico has become |ess serious about enforcemen.

Although the overdl trends in enforcement in Mexico are disgppointing, there are
afew success dories. Thereis evidence that the mgority of ingpections were
concentrated in afew indudtries, mainly the chemical- petrochemicas, metal mechanics,
and pulp and paper indudtries. Positive results have been documented in the chemica
fibers, and sted indudtries. In addition to government enforcement, such gainswere dso
due to externd influences and market pressure. In these two industries, changesin
environmental management were dso in part because their foreign owners, customers, or
governments in foreign markets demanded such measures (Mercardo, 2000; Dominguez-
Villaobos, 2000).

Appropriation of Additional Funds

Another key determinant of firm-level compliance with environmenta regulations
in Mexico has been whether can mobilize or gain access to the necessary fundsto
modernize their energy and production equipment, ingtal end- of- pipe technologies,
switch to less environmentaly damaging fuels, initiate cogeneration programs, and
establish environmenta management systems (Vijay, 2000; Brown, 2000; Gallagher,
2002; INTECH, 1997).

Mexico's LGEEPA sets out generd guiddinesfor reducing pollution, and refers
to Normas Oficides Mexicanos for pecific regulations. Budgetary support has dightly
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increased for environmenta programsin Mexico (Logsdon and Husted, 2000). However,
a the federd level, Mexico provides little funding for firms to come into compliance

with the law. Firms are therefore left to their own devicesto comply. For thisreason, the
record has been mixed.

Thefirmsthat are most likely to gppropriate necessary funds for environmenta
controls are large ones (Dasgupta et a, 2000; OECD, 1998). Largefirmsare easer for
governments and citizen groups to monitor, and should have lower cogts for
environmental compliance a the margin. Larger firms are dso more gpt to be the
recipients of FDI, which can bring newer environmental technologies (Esty, 1997).
However, only two percent of dl firmsin Mexico are categorized aslarge, and many
gamaller firms are more pollution intensve (INEGI, 1993; Aguayo and Galagher, 2001).
The rate of growth in value added production for dl of Mexican industry from 1988 to
1998 was 4.3 percent annually, approximately the same rate as the economy as awhole.
However, this average is masked by large increases in production and investment in a
few industries such as automobiles and dectrical machinery, while others declined
sharply during the period (INEGI, 2000).

Many firms could not voluntarily increase levels of compliance —many industries
were faling behind and smply could not afford to step up environmenta protection. An
exampleisthe Mexican textilesindustry. Textiles production dropped during the period
of trade opening, and funds were not available for environmental management. Any
funds gppropriated for environmenta management in the textiles industry were afunction
of government and community policing activities (Brown, 2000).

Conventiona wisdom holds that another source of new funds for environmentally
sound technology can come in the form of FDI. It is generaly assumed that OECD-
basad multinationa entities transfer clean technologies to devel oping countries through
the liberalization process (Esty and Rodriquez, 1997). In the case of Mexico this has
only been partidly true. The World Bank survey mentioned above did not find “a
sgnificant role for any OECD linkage: multinational ownership, trade, management
training, or management experience’ (Dasgupta et d, 2000, iii). However, case Sudy
research in the chemica and stedl industries, has found that FDI  has brought new
technologies and environmental management systems (Garcia-Johnson, 1999; Mercardo,
2000; Dominguez-Villaobos, 2000 Mercardo, 2000; Dominguez-Villa obos, 2000;
Gentry, 1997).

A recent study has presented the hypothesis that when FDI occurs in sectors
where pollution islargely afunction of core technology (or plant vintage), then FDI can
benefit the environment. However, when FDI occurs in sectors where pollution isa
function of end-of- pipe technologies, and such technologies are not enforced in the host
country, FDI is not beneficid to the environment. Indeed, the Mexican food and
beverages sector is one of the largest recipients of FDI in Mexico. These sectors, where
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pollution contral is largely afunction of the need for end-of- pipe solutions, are the
biggest contributors to indugtrid air pollution in Mexico. They are not regulated by
federd law (Gdlagher, 2002).

Community Pressure

Scrutiny by loca communities has dso been found to exert Sgnificant influence over the
environmenta behavior of Mexican industry. The World Bark study shows that public
scrutiny has been an effective tool to steer industrid firms toward environmenta
compliance. Indeed, these factors were reported to be important drivers of environmental
compliancein 25 percent of the firms showing improvementsin the sample (World Bank,
2001). This effect was particularly strong for firms that were publicly traded. Thelogic
isthat firmsthat are traded publicly are held more accountable because "news' of
environmenta performance can more easly affect thar stock performance (Dasgupta et
a, 2000). Because of datalimitations, it is difficult to gauge the levd of community
pressure on industry in Mexico. Some case study evidence has shown that community
pressure has been akey driver of environmenta compliancein Mexico, and may be
growing. (Brown, 2000; RMALC, 2001).

This section has outlined the state of Mexican efforts toward improving
compliance toward environmenta regulation. The overdl trends are quite poor. Levels
of enforcement are decreasing, and few additiond funds are available for pollution
control equipment. However, there are Sgns of improvement in afew key polluting
sectors, such as chemicals and stedl. In these two cases, a blend of enforcement, private
investment, and community pressure have been the drivers of increasing levels of
environmenta performance.

V. Does NACEC Make a Difference?

Does NACEC bring sgnificant levels of additiona support to public and private
efforts toward industrid environmenta protection in Mexico? It iswidely recognized
that NACEC does not have the mandate or resources to make a very significant
contribution. However, given its rather restricted focus, NACEC has recelved favorable
reports. Although the indtitution is not currently capable of solving trade and
environmenta problemsin North America, NACEC does have a number of eements that
could serve as the basis for an indtitution that could balance growth and environmenta
objectives in North America and beyond.

A consensusis emerging in the literature regarding evauations of the
effectiveness of environmenta ingtitutions.  Ingtitution should be evaluated based on
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“dimengons defined by inditutiond goas and end points defined by inditutiona gods’
(Bernauer, 377, 1995). Positivist political analysts agree that NACEC was cregted to
give pro-trade “swing” Democratsin the United States political “cover.” Many
environmenta groups, and their congtituencies mandated an environmental component of
NAFTA. Such acomponent had to be strong enough to appease environmenta groups,
but weak enough to appease business and the rest of Congress (Mayer, 1998; Audley,
1997). Such andyses have been echoed in the policy community. While
environmentaids criticized the find product, conservative think-tanks praised it.
According to the Heritage Foundeation *“athough these side agreements are troublesome
and establish worrisome precedents, the protectionists are correct: they are largely
meaningless' (Smith, 1, 1993). In addition, the CATO Indtitute said, “fortunately, the
mechanism of the sde agreements has not met the hopes of its supporters or the fears of
itscritics’ (Hudgins, 3, 1997).

NACEC s gods are to devel op recommendations on harmoni zation of
environmenta regulations “without reducing levels of environmenta protection.” They
areto “encourage’ effective enforcement of, and compliance with, environmenta laws.
In addition, they are charged to “promote” and devel op recommendations regarding
public access to environmenta information, and gppropriate limits for specific pollutants.
The dso play arolein dispute minimization and resolution. Lagtly, they are to consider
the environmenta implications of NAFTA, including environmenta impact assessments
of projects with transboundary effects, information sharing regarding these projects, and
mitigation of potentia effects (NACEC, 1998).

By and large, NACEC is seen as an indtitution that carries out this limited
mandeate quite efficiently. Acknowledging thet “the Sde agreements crafted by the
Clinton Administration in 1993 stretched the patience not only of Mexico and Canada,
but dso of Republicansin the US Congress,” arecent sudy argued that the rdlevant way
to evauate NACEC (and other parts of NAFTA’s environmental package) wasto
juxtagpose it with a counterfactua not of tougher provisions, but of no agreement at al.

In this study, the authors concluded that NACEC had a number of achievements and
shortcomings in meeting its gods, but that overdl its performance was seen as positive.
(Hufbauer et a, 2000).

That said, NACEC seemslargdy ill-equipped to help solve Mexico's sgnificant
environmenta problems. In addition to lacking the necessary mandate, NACEC lacks
resources to counter these problems. By its very nature, an inditution with an annud
budget of $9 million can hardly make adent in aseries of problems that cost the Mexican
economy over $40 billion annualy. The actud amount of funds spent on environmentd
projectsislessthan haf of the $9 million; the projects budget is closer to about $3
million per year. Additiondly, another $ 1 million supports the North American Fund
on Environmental Cooperation (NAFEC), discussed later in the chapter. Remembering
that the environmenta costs of air pollution in Mexico amount to over $25 hillion

9
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annualy, | conducted an analysis of NACEC budgets to estimate the amount of funds
earmarked for air projects.  Since NACEC' s inception, we estimate that $2 millionin
grants and loans (about $200,000 in loans) have gone to air related projects (NACEC,
various years).

V. NACEC: Elementsof an Effective Trade and Environment | nstitution

NACEC has set an important precedent for trade policy. Because of NAFTA’S
incorporation of environmenta considerations, trade policy isno longer seen as separate
from environmenta policy (Marc-Johnson, 1996; RMALC, 2000). Although NACEC
was not designed to significantly reverse the environmenta consequences of economic
growth in Mexico, it serves as apilot project to examine how effective trade and
environment ingtitutions could be designed for Mexico and other developing.

Asdiscussed earlier in the chapter, reducing the environmenta costs of industria
growth entails providing new funds for environmenta management, enforcing existing
gandards for environmenta policy, and empowering citizens to exert pressure on firmsto
comply with those standards. With respect to industrid pollution in Mexico, NACEC
performs three tasks that are essentia for any such inditution: it provides additiona
funds for environmenta management for smal and medium sized enterprises and for
communities; it provides a mechanism for citizen’s groups to chalenge whether nations
are enforcing their environmenta standards; and it convenes essential research and policy
discussions among governments and civil society in Mexico and its North American
trading partners. This section of the paper discussesthese dementsin greater detail.

A. Defraying the Environmental Costs of Economic Growth

For Mexico to develop a sustainable economy, it needs additiona fundsto defray
the environmenta costs of economic growth, which now amount to over $40 billion each
year. NACEC' s Fund for Pollution Prevention Projects in Mexican Srall and Medium
Sized Enterprises (FIPREV), and its North American Fund for Environmental
Cooperation (NAFEC) are both new sources of funds for industry and communities.
Although these funds do not have adequate resources to significantly reduce the
environmenta cogts of industrid growth in Mexico, they serve as modds for Mexico and
for mechanisms that could be established in the context of the FTAA.

Created in 1996, FIPREV isapilot fund for pollution prevention projectsin
smd| and medium Sized erterprisesin Mexico. After aninitia period of assessment, the
fund now has over $2 million, and has given over 25 loans amounting to $610,000. Not
only did NACEC provide funds for FIPREV itsdf, but was able to leverage funds from
other sources.

10



G-DAE Working Paper No. 01-08: “ Is NACEC a Model Trade and Environment | nstitution?”

FIPREV was established through a collaboration with the Mexican Fund for
Technology Transfer in Smal and Medium Sized Enterprises (FUNTEC). FUNTEC isa
norgovernmenta organization linked to the Mexican Federation of Industria
Associations (CONCAMIN). FIPREV was founded to “promote the use of pollution
prevention techniques and technologies among smal and medium sized Mexican
indudtrid establishments and support them in the development of their environmental
management capacities,” and to “facilitate the gpplication of pollution prevention
measures in indugtry through the timely and gppropriate offering of technical assstance,
information, and financing for projects of this nature.” (NACEC, 2000) The
adminigration of FIPREV brings together members of business, academia, government,
and representatives of NACEC' s Joint Public Advisory Committee (JPAC).

Based on a series of preliminary needs assessments, the mgority of FIPREV's
projects are in the tanning industry, however other loans have been granted to firmsin the
food, metaworking, eectroplating, chemicads, foundry, dry cleaning, and other
manufactures. FIPREV's low interest loans can amount to $30,000 or 80 percent of an
investment project. They are most often offered in Mexican pesos but can come in the
form of US dollarsif the firmis exporting its goods or services. To date, most of these
loans have comein the form of technica assstance to firms to make process-based
technologica changes to reduce water and raw materids usage. Impressively, of the 25
loansthus far granted by FIPREV, dl firms have repaid both the credit and interest
according to schedule. Based on the annua savings of gpproximatdly 1,465 tons of
chemica substances, FIPREV estimates that the economic benefits of these
environmenta programs have amounted to $646,000 each year since their inception
(NACEC, 2001).

NAFEC was dso established by NACEC in 1996, and its mission is to provide
grants to community-based NGOs for socia and environmenta projects in the three
countries. Since itsinception, NAFEC hasissued over 142 grants for atotal of $5.4
million. The average grant is gpproximately $30,000.

Rdaively few grants have been issued to help communities monitor Mexican
industry. Little more than $200,000 has gone toward projects related to industrial
pollution in Mexico (NACEC, 2001). However, the grants that have been issued for
community-based monitoring of industrid activity have been quite effective. In 1998,
$50,000 was given to the U.S. based Environmental Hedlth Codlition for a US/Mexico
Comparable Industries Study on pollution prevention. Under this grant, a number of U.S.
and Mexico NGOs worked together to identify the toxic chemica uses at three
maquiladoras. Short fact sheets were put together based on the findings and distributed
to the public to encourage their involvement in subsequent negotiations with the
companies. Indeed, the groups then entered into negotiations with those firms to reduce
emissons and to implement pollution prevention Strategies.
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In 2000, grants totaling $45,000 were issued to a Mexican NGO named Enlace,
Ecologico in Agua Prieta, Mexico. The grant was given for the community use of the
Pollutant Release and Trangfer Regigtry in Mexico. Enlace Ecologico crested a pilot
project in Agua Prieta and Nogaes to test how NGOS can monitor and list pollutant
releases in their communities. The groups will then work with 100 maquiladorasto assst
them in reporting their pollutant releases. Industry leaders and community memberswill
then be encouraged to creste ongoing monitoring systems and dia ogue concerning
abatement strategies (NACEC, 2001).

B. Monitoring the Enforcement of Environmental Laws

NACEC has two mechanisms that provide additiona meansto monitor the
enforcement of environmenta lawsin North America. Articles 14 and 15 of NAAEC
dlow citizens make submissions to NACEC regarding the faillure of aNAFTA party to
enforce its environmental laws. Secondly, Article 22 dlows any of the three NAFTA
governments to enter into a dispute resolution process with parties that persstently fail to
enforce environmentd laws.

Under Articles 14 and 15, if asubmission is accepted by NACEC, NACEC
commissions and publishes factud record. If afactud record deemsthat environmenta
law was continudly violated, there are no requirements that action has to be taken.
However, it is hoped that increased public atention to the matter will trigger government
action. Thereis evidence to suggest that such public attention can induce change. The
NGO that issued the submission that resulted in the factual record to investigate aleged
violations due to the development of the Cozumel Pier has gone on record to say that the
factud record led to improvements in environmental impact assessment, and the eventua
establishment of afund for reef protection (Garver, 2001). For Article 22, nations found
inviolation can be fined and after along process can eventudly have NAFTA privileges
suspended.  Citizen submissions have been issued for cases related to industria pollution
in Mexico but thus far Article 22 has not been exercised at dl.

Since the Article 14 and 15 processes are covered in great detail in other parts of
thisvolume, al that will be presented in this chapter isan illugtration of a submisson that
has been filed regarding indudtria pollution in Mexico. A Mexico based human rights
NGO has filed a submisson charging that the Molymex corporation, a company that
processes residues generated by copper amdting firms, has violated environmentd
impact and air pollution standards in Mexico.

According to Mexico's Generd Law of Ecologica Equilibrium and
Environmentd Protection (LGEEPA), dl firms must file an environmenta impact
statement upon establishing operations. Once afirm isin operation, there are a number
of gdandards that are required, including a series of “norms’ for ar pollution. The
submitters alege that Molymex failed to conduct an environmenta impact assessment of

12
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its operations. In addition, the submitters claim that the plant is violating Mexican
gandards that establish limits for SO2 and particulate matter of ten microns or less
(PM10).

Thissubmisson is il pending and it is not dear whether it will warrant a factual
record. Regardless of its outcome, it serves as aclear example of citizen-based efforts to
supplement enforcement activities regarding indudtrid pollution in Mexico. Earlier in
this chapter, Figure 1 exhibited how Mexican efforts toward environmenta inspections
areon thedecline. Articles 14 and 15 offer away to counter that trend.

C. Cooperation, Research, and Information

In addition to providing additiona funds and an additional forum to monitor
environmental enforcement efforts, NACEC dso serves as a meeting place for
cooperation, research, and information-sharing among the three countries. Before
NAFTA, there were limited opportunities for trilaterd activities of this nature (Mumme
and Duncan, 1997-1998).

Given itslimited budget, perhaps NACEC' s largest contribution isin the reslm of
enhancing environmental cooperation among the three governments. NACEC sfive
program aress (Environment, Economy, and Trade; Biodiversity and Ecosystems,
Pollutants and Hedlth; Capacity Building; and Law and Enforcement Cooperation) have
al served as forums for governments and civil society to convene on their respective
issues.

Highlights among these projects have been the devel opment of a framework
methodology for ng the environmenta impacts of NAFTA, which resulted ina
number of commissioned studies that were presented at aNAFTA Effects Conference
held by NACEC in 2000; the development of a North American Biodiversity Information
Network; work toward the development of a North American Pollutant Release and
Trandfer Regigter aswdl as a North American Air Emissions Inventory; the development
of acgpacity building program for pollution prevention thet links the work of FIPREV
with amilar activitiesin the U.S. and Canada; and a North American Regiond
Enforcement Forum that brings together experts to discuss efforts to create better
incentives for environmental enforcement.

While these efforts are positive, they have been criticized as being too disparate.
Although many of these programs could be synergistic, they often are not coordinated
with each other. Because of thisit has been recommended that NACEC focus on a
narrower range of issues (NACEC, 1997).

13
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Foundationsfor an Environmental Component of the FTAA

This chapter has emphasized two points. Firg, it iswell documented that overal
levels of environmentd degradation are not improving in Mexico, and that industry
continues to be a significant contributor to such degradation. Second, whileit has been
shown that NACEC is ill-equipped to combat the environmentd costs of industrid
growth in Mexico, it does have a number of podtive dements that can serve asabasisfor
future inditutions. Thisfind section of the chapter outlines how such eements of
NACEC could be broadened to lay the foundation for an effective inditution that could
manage the environmental component of the economic integration process in the Western
Hemisphere.

To reiterate what was said earlier, de-coupling indugtrid growth from
environmenta degradation entails the development and enforcement of environmenta
regulations, the dlocation of additiond funds for new technol ogies and management
systems for industry, and the enhancement of community-based efforts to monitor
indudrid environmentd behavior. If given the needed resources, the positive dements
of NACEC outlined above could be part of an effective hemispheric indtitution.

Edtimates of the environmenta damage cogts for the entire hemisphere do not
exig, but it can be safely assumed that billions of dollars are needed to couple economic
integration with sustainable development. Indeed, the World Bank and the Inter-
American Development Bank pledged over $20 billion in loans, grants, and credits to
prepare for the FTAA (New York Times, 2001). If an agreement isfinally reached on a
FTAA, many more resources will be needed to make it work.

With adequate resources, FIPREV and NAFEC-like funds could be part of larger
effortsto link the FTAA with sustainable development. Upgradesin core technology,
epecidly in firmsthat are both capital and energy intensve, are among the best
drategies for pollution abatement in industry (INTECH, 1997). A well-funded FIPREV-
like fund could provide assstance for efforts to modernize core technologies within firms
aswell as giving assistance for process-based changes that FIPREV dready provides.

Like FIPREV, such afund could leverage funds from other sources. The World Bank’s
Guaddgara Environmental Management Filot can serve as an additional mode. Under
this project, the World Bank matched funds issued by larger companiesto help "green”
their smdl and medium sized suppliers.

Coupling support for industry with community-based monitoring sysemsin a
NAFEC-like fund could be an important strategy to ensure environmental compliancein
the hemisphere. NAFEC-like grants could be administered to local communitiesto
monitor firms environmenta behavior, educate their communities regarding such
behavior, and enter into negotiations with industries over compliance strategy. If
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continued nor-compliance occurred and was well-documented by these community
groups, additiona funds could be obtained to assst NGOs in Article 14 and 15 type
citizen submissons

At minimum, provisons like Artide 14 and 15 of NAAEC should beincluded in
an FTAA. Thischapter, aswdl as othersin the volume, have shown that enhancing the
rights of citizensin this manner has proved to be quite effective under NACEC in the few
cases when it has occurred. Indeed, the prospect of devating such rights even further, in
the form of “citizen suits’ andogous to Smilar provison in U.S. environmentd law,
should also be consdered. NAFTA’s Chapter 11, discussed elsewhere in this volume,
enables corporations to sue governments over environmenta law, citizens should be
enabled to sue corporations to provide a countervailing baance.

A hemispheric inditution for clean production should aso serveasa
clearinghouse for research, cooperation, and collaboration among governments and civil
society. Providing technica assistance, monitoring environmenta progress, and serving
as aforum for the exchange of information and ideas should dl be part of such a strategy.
Findly, atrade and sustainable development indtitution for the hemisphere should dso
include public participation and input & al levels of its operations.
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