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About the Seizing the Urban Opportunity series

This series, a collaborative effort by more than 36 organisations across five continents
brought together by the Coalition for Urban Transitions, is being launched as a call to
action ahead of COP26 in Glasgow. Our aim is to provide insights from six emerging
economies demonstrating how fostering zero-carbon, resilient and inclusive cities can
advance national economic priorities for shared prosperity for all. This report focuses
on how to seize the urban opportunity in Mexico.

The Coalition for Urban Transitions is a global initiative to support national
governments in transforming cities to accelerate economic development and tackle
dangerous climate change. Collectively, the contributors hope this report will provide
the evidence and confidence that national governments need to submit more
ambitious Nationally Determined Contributions in 2021 and to propel inclusive, zero-
carbon cities to the heart of their COVID-19 economic recovery and development
strategies.
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EXECUTIVE SUMMARY

Mexico is highly urbanised, with over 80% of its population in cities, and nearly 90%
of gross value added (GVA) produced in urban areas. Yet although GDP per capita
nearly doubled in the past five decades, poverty and inequality remain serious
problems. Even before the pandemic, over 27% of Mexican workers worked in the
informal sector, and well over half could not access key social programmes.

Urban sprawl is also severe. Mexico’s urban areas expanded by 1,821 km?* between
2000 and 2014 — more than the land area of Mexico City. Social housing construction,
two-thirds of which is federally funded, has exacerbated the problem by clustering
new homes in peripheral areas, where land is cheaper, but jobs, public services and
public transit are limited or non-existent.

Sprawl, in turn, drives costly and unsustainable mobility patterns. Those who can
afford to, drive, and between 2006 and 2018, the number of vehicles in Mexico
doubled. Yet a majority of Mexicans do not own cars. With inadequate public
transport, especially in the urban periphery, the poor often endure long, complex and
even dangerous commutes.

COVID-19 has also exposed deep vulnerabilities in Mexico’s social fabric. The country
has one of the highest pandemic mortality rates in the world, and the economy has
been devastated, with GDP shrinking by 8.5% in 2020. Millions have fallen into
poverty, the vast majority in urban areas, and inequality has deepened.

At the same time, Mexico faces growing climate-related risks, including water
scarcity, high heat, and disasters such as floods and landslides. Building resilience —
both by addressing physical and systemic risks, and by tackling poverty and
inequality - is an urgent priority.

Modelling for the Coalition shows a bundle of existing technologies and practices
could cut urban greenhouse gas (GHG) emissions in the buildings, transport and
waste sectors by 34% (98 Mt CO,-e) in 2030 and 87% (284 Mt CO,-e) in 2050, relative to
a baseline scenario. One-fifth (19%) of this potential is in Mexico City, but more than
half is in cities with less than a million residents.

Implementing these low-carbon measures would require US$963 billion in
incremental investments through 2050, but analysis for the Coalition suggests they
would more than pay for themselves in cost savings alone, and yield returns with a
net present value of US$208.8 billion. They could also support about 526,000 new jobs
in 2030.

Mexico faces significant economic challenges due to the COVID-19 pandemic. By
putting compact, connected, clean, and inclusive cities at the heart of its recovery
strategy, aligned with a long-term vision, it can emerge stronger from this crisis, with
particular benefits for poor and marginalised people. To date, Mexico’s COVID-19
fiscal stimulus has been relatively modest, US$28 billion as of February 2021,
weighted heavily towards high-carbon investments. Future stimulus efforts should
prioritise low-carbon urban measures — especially those with high job creation
potential and/or large benefits for the poor.



Mexico also needs institutional and fiscal reforms, as well as targeted measures to
strengthen municipalities’ technical and financial capacities and to support
municipal-level coordination. The good news is that much of this can be accomplished
without significant new expenditure, as it involves mainly changes in governance and
reallocation of existing resources.

Some important reforms are already underway, including a proposed National
Strategy of Territorial Planning 2020-2040 that prioritises resilience, access to key
services and mobility, and the 2019-2024 National Housing Programme, which seeks
to provide homes that are not only affordable, but truly meet residents’ needs, and is
also empowering low-income communities.

There are many ways for the national government to help unleash the power of
compact, connected, clean and resilient cities. Four such opportunities are:

¢ Support the creation of metropolitan authorities to enable integrated land
use and transport planning.

e Expand the supply of well-located social urban housing that is adequate,
secure and affordable, complemented with inclusive and resilient mass transit
options.

e Prioritise a just transition to net-zero-carbon cities, with special attention to
the needs of poor and marginalised people.

¢ Scale up support for programmes to foster the social production of
housing and habitat, leveraging low-carbon strategies to reduce poverty.

Shopping at a local market in Queretaro, Mexico. Source: Cesar Gomez/Shutterstock



INTRODUCTION

In Mexico and around the world, national leaders face a triple challenge right now:
ensuring a successful recovery from the devastation of COVID-19, pushing forward on
their longer-term vision for equitable development, and addressing the enormous
threats posed by climate change. The pandemic has wrought havoc on the global
economy, with particularly severe impacts on the poor. It has also highlighted the
urgency of building resilience to a wide range of shocks, especially the growing
impacts of climate change.

Cities are at the centre of that triple challenge. As population hubs and economic
engines, they will play a crucial role in the recovery and in countries’ long-term
economic vitality. Many have also been particularly hard-hit by the pandemic,
however. So now, more than ever, national leadership is crucial to ensure cities can
“bounce back” and fully realise their potential as engines of sustainable, inclusive
growth. As outlined in the Coalition’s 2019 flagship report, Climate Emergency, Urban
Opportunity,’ only national governments can mobilise resources at the scale needed,
and they control or drive key policy realms: from energy, to transport, to social
programmes.

Recognising that developing and emerging economies face particularly complex
challenges, the Coalition is focusing on six key countries in the lead-up to COP26 in
Glasgow: China, India, Indonesia, Brazil, Mexico and South Africa. Together, they
produce about a third of global GDP? and 41% of CO, emissions from fossil fuel use.?
They are also home to 42% of the world’s urban population.” The extent to which
these six major emerging economies can unleash the power of cities to catalyse
sustainable, inclusive and resilient growth is therefore critical not only for their
future trajectory, but for the whole planet.

This paper presents the results of policy analysis and modelling on Mexico, delving
deeper into findings summarised in the Coalition’s new Seizing the Urban Opportunity
report.® But first, for context, we outline our key findings across the six countries, and
how they fit with the Coalition’s previous work.

Powering the recovery and long-term sustainable growth through cities

Climate Emergency, Urban Opportunity showed that a bundle of technically feasible
low-carbon measures could cut emissions from buildings, transport, materials use
and waste by almost 90% by 2050; support 87 million jobs in 2030 and 45 million jobs
in 2050, and generate energy and material savings worth US$23.9 trillion by 2050.°
Compact, connected, clean and resilient cities have significant wider economic, social
and environmental benefits as well. With deliberate attention to equity and inclusion,
low-carbon measures can also help lift people out of poverty by improving their
access to jobs, education and vital services. And by avoiding urban sprawl, countries
can protect agricultural land and natural ecosystems around cities, with benefits for
food security and resilience.

The COVID-19 pandemic has mobilised historic levels of public spending in many
countries, but only a fraction promotes sustainability or climate resilience, and very
little focuses on cities.” Local leaders, meanwhile, have continued to raise their



ambition: from embracing the concept of “15-minute cities” where people can get
almost anything they need within a 15-minute walk or bike ride,? to joining the Cities
Race to Zero, pledging to reach net-zero carbon emissions by mid-century or sooner.’

Aiming to inform and inspire national leaders in the lead-up to COP26, the Coalition
set out to answer three questions: 1. How can national governments in these six key
economies leverage cities to build shared prosperity while decarbonising and
building resilience? 2. How can they make the most of the potential for compact,
connected, clean and inclusive cities to drive the COVID-19 recovery? 3. How can
insights from these six countries inform efforts by other national governments,
development partners and financial institutions to support a shift towards low-
carbon, inclusive and resilient cities?

Three themes emerge clearly from our analysis:

1. A low-carbon urban transformation is within reach, with broad benefits.
National governments can significantly accelerate decarbonisation by investing
in compact, connected, clean and inclusive cities — and reap substantial economic,
social and environmental benefits.

2. Building resilience to climate change is as urgent as decarbonisation. In all
six countries, climate risks are immediate and severe, especially for the urban
poor. Resilience-building is a multifaceted challenge: from embedding climate
resilience in infrastructure and urban development, to adopting new
technologies and practices to reduce climate risks, to addressing the socio-
economic drivers of vulnerability in cities.

3. There are many ways to foster low-carbon, resilient and inclusive cities.
National governments have a wide range of options to choose from, including
low-cost and immediate opportunities, and there are many synergies between
decarbonisation, resilience-building, COVID recovery efforts, and development
programmes.

The global report lays out an agenda for action for national and local leaders as well
as for the broader development community, including financial institutions.
Transforming cities to become catalysts of sustainable, inclusive and resilient growth
is a major undertaking, and it is likeliest to succeed if we all come together behind a
shared vision. In the sections that follow, we delve into the challenges and
opportunities for Mexico in particular.



THE PROMISE - AND CHALLENGES - OF MEXICO'S CITIES

Mexico is a highly urbanised country, with cities at the heart of its economy. By
1980, two-thirds of the population lived in urban areas, and today it is over 80% —
more than 104 million people.’ Cities are also major economic engines, producing
nearly 90% of gross value added (GVA).'! Between 2000 and 2016, an estimated 64% of
Mexico’s GDP growth was generated in major metropolitan areas (with populations
over 500,000).'?

Cities serve as magnets for education, services, goods and employment, and as
hubs of innovation and global interface. Powered to a great extent by export-
driven industries that benefit from Mexico’s preferential access to U.S. markets, '*
cities in key regions of the country have created upward mobility for millions of
people. GDP per capita rose from US$7,791 in 1990 to US$10,386 in 2018 (in constant
US$).* Yet, unlike other industrialised countries, Mexico has struggled to rise from
middle-income to high-income status. Almost a quarter of Mexicans still lived on less
than US$5.50 per day in 2018, and 41.9% met the national standard for poverty.'
Similarly, though Mexico’s Gini index — a measure of inequality — has improved
substantially, from 54.3 in 1989 to 45.4 as of 2018, it is still relatively high.'® Achieving
greater equality is a national priority, and compact, connected, clean and resilient
cities are a key part of the solution.

Many Mexicans work in the informal economy, and more than half lack access to
key social programmes. At the start of 2020, almost 28% of Mexican workers were in
the informal sector —selling goods and services from their homes, on the street or
from small, unregistered businesses,'” which together produced 11.5% of Mexico’s
GDP in 2019.'® An equally large share of Mexican workers were informally employed,
as day labourers or contract workers, or in other precarious arrangements.
Altogether, 56% of workers were considered informal at the start of 2020.*° Because
Mexico’s social safety net is heavily payroll-based, the vast majority of informal
workers lack access to key government benefits such as social security, public health
care, and the national housing savings and credit programme.?® For instance, at the
start of 2020, 62% of workers lacked access to public health care.?! Urban residents
were somewhat better off in this regard than people in less urbanised areas, but the
situation is still dire, with a 44% informality rate and 50% lacking public health care
access.?

COVID-19 has also exposed deep vulnerabilities in Mexico’s social fabric. As of 25
March 2021, Mexico had 2.2 million confirmed COVID cases and almost 200,000
deaths.”® The economy has been devastated, with GDP shrinking by 8.5% in 2020.*
Inequality has worsened as poverty has increased.” By one estimate, the pandemic
will drive 12.2 million people into poverty, more than half into extreme poverty.®
Another estimate puts it at 7.5-8.7 million, four-fifths of them in urban areas, with
deepening inequality.”” Government data suggest that despite the crisis, and even
though only 20-23% of jobs in Mexico can be done remotely,”® most people who were
employed at the start of 2020 have kept working. The number of non-farm formal
workers declined by 2.6% from the first quarter of 2020 to the last, and non-farm



informal workers, by 4.5%. Still, that is a drop of more than 2 million employed
people in a country with an already-low labour participation rate. *

Tackling spatial disparities is a priority for reducing poverty, and more compact,
connected, clean and resilient cities are a key part of the solution. Mexico’s cities
are sprawling: New analysis for this report shows urban areas expanded by 1,821 km?
between 2000 and 2014 - one-fifth more than the entire land area of Mexico City (see
Figure 1).*° Two-thirds of that expansion was onto cropland or built-up rural areas.
For many decades, poor farmers were granted access to collectively held lands called
ejidos as a way to protect agrarian communities, though not all ejido land was
actually cultivated. Since a 1992 reform that allowed non-agricultural uses for ejidos,
agrarian authorities have sold off large swathes of that land, which appealed to
developers as a cheaper alternative to urban land. In the peri-urban regions of
metropolitan areas, the rate of expansion is four to seven times greater than the rate
of population growth.?! For decades, new social housing construction, two-thirds of
which is federally funded,* exacerbated the problem, with most homes built in
peripheral areas that were far from jobs and public services, with little or no public
transit. The poorest of the poor, meanwhile, are concentrated in informal settlements
on the outskirts of cities.*® The result is deeper inequality: well-serviced and
prosperous urban centres on one side, and peripheries without economic
opportunities on the other. Resources have also gone to waste. Despite a chronic
housing shortage (850,000 as of March 2020),** the national government estimated in
2019 that there were more than 650,000 abandoned homes in Mexico.® This
abandonment is linked to poor location or quality and, in some areas, violence from
drug cartels.3®

Figure 1. Land converted to urban areas in Mexico by type of land cover, 2000-2014
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Source: Marron Institute of Urban Management, New York University, for the Coalition for
Urban Transitions and the Food and Land Use Coalition. See Annex 3 for full methodology.?”
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Urban sprawl and limited public transport, in turn, drive costly and
unsustainable mobility patterns. Without high-quality public transit, or services
within walking distance, those who can afford cars drive, exacerbating air pollution,
traffic congestion and greenhouse gas (GHG) emissions.* A study of 32 Mexican cities
found congestion added an average of 100 hours per year to people’s commutes.** In
2017, road accidents killed 15,900 people and cost 2.6% of GDP.*° Between 1990 and
2015, the number of vehicles in Mexico grew 3.5 times faster than the population;*! it
actually doubled between 2006 and 2018 alone, with the majority of new cars
registered in urban areas.*” On average, transport accounted for 19% of Mexican
households’ expenses in 2016, more than in any other G20 country*® — though the
numbers are skewed by wealthier households’ high spending on cars.** Lower-income
people, meanwhile, pay with their time. Even in cities with well-developed public
transport systems, the quality of service often mirrors users’ socio-economic status.*
People in more central neighbourhoods and inner suburbs - the better-off working
class — may commute by metro, light rail or bus rapid transit (BRT). But the poorest
urban residents, living on the cities’ outskirts, have to endure long, complex and
sometimes dangerous commutes.

Shifting the allocation of public budgets could incentivise transit-oriented
development and shared and active urban mobility. Funding for urban mobility is
often fragmented and tends to favour roads over transit, walking or biking.*
Inefficient coordination between sectors and levels of government makes it difficult
to integrate housing and transport investments, especially across metropolitan areas.
There is a major opportunity to improve coordination among the disparate bodies
responsible for financing urban investment, especially between Banobras (the state-
owned development bank), SEDATU (the federal Secretariat of Agrarian, Land, and
Urban Development), Infonavit (the federal institute for worker housing), CONAVI
(the national housing commission) and Sociedad Hipotecaria Federal (the federal
mortgage society).

Metropolitan-level coordination, supported by reallocated public budgets, is also
crucial to transforming urban mobility and improving housing development.
Since many people who work in a city commute from beyond its administrative
boundaries, metropolitan-scale integrated planning - via a unified authority or a
collaborative arrangement among multiple authorities — can enable more cohesive
development strategies. Metropolitan planning is currently limited in Mexico: there
are few policies or legal architecture to enshrine systems and incentives for
coordination, and financing for metropolitan projects is insufficient and poorly
targeted.”” The Guadalajara Metropolitan Authority is a positive example of a
metropolitan agency; other urban areas (including Mexico City) are attempting to
follow suit.

Important national reforms are already underway. A proposed National Strategy
of Territorial Planning 2020-2040 would, for the first time, provide a nationwide,
long-term vision for urbanisation to guide municipal plans. *® The strategy prioritises
resilience, access to key services, and mobility. The 2019-2024 National Housing
Programme, meanwhile, seeks to provide homes that are not only affordable, but

11



truly meet residents’ needs* - for example, by ensuring they can access economic
opportunities and key services. The programme is also empowering low-income
communities to build or upgrade their own housing and to shape their own
neighbourhoods.*® This is a far more inclusive approach than the usual reliance on
large-scale developers, with significant potential to improve living conditions for
some of Mexico’s poorest and most vulnerable urban residents — and in the process,
build broader social resilience.

The national housing finance system is also moving in the right direction.
CONAVI is now allocating subsidies away from new housing construction and
towards retrofit or expansion of existing stock.”* About a third of loans from
Infonavit, the largest mortgage originator in Mexico, now go towards home
improvements (“Mejoravit”) — 170,500 of the 521,961 loans issued in 2019, for
instance.’? Infonavit has also launched Unamos Créditos, a programme that allows
household members to combine their credit, so they can afford better-situated
housing.>® And the agency is supporting self-building through programmes such as
ConstruYO,** recognising low-income homeowners’ key role in improving the housing
stock. An April 2020 government report projected that 55.2% of the demand for home
loans in 2020 would be for new purchases, 36.9% for upgrades, and 7.9% for self-
building.>> Demand for loans for self-building was projected to rise by 29% from 2019
levels, even though overall demand for home loans was expected to drop by 9% due
to the weak economy and subsidy cuts. Clearly there was an unmet need, and the
policy shift is resonating with households.

Mexico’s cities need stronger institutional capacities and more resources to
address urgent urban challenges. Capacity-building of municipal staff — especially
in smaller cities - is crucial to enable inclusive, sustainable urban development,
including at the metropolitan scale.*® The need is particularly great because, as shown
in Figure 2, half the urban population in 2020 was in cities with fewer than 1 million
residents.”” While many national government agencies and larger municipalities have
skilled, informed staff, several cities in Mexico struggle to recruit and retain sufficient
staff with expertise. Capacity constraints, particularly in smaller cities, combined with
high turnover and some instances of corruption, prevent cities from effectively
enacting and enforcing policies to shape urban development.*® Such policies that
require specialised administrative expertise include defining land uses, granting
building licenses, crafting urban plans and related regulations, raising own-source
revenues through property taxes and other mechanisms, and accessing finance
through Banobras,> the state-owned development bank, and other federal
programmes.

12



Figure 2. Mexico’s urban population by city size class, 1990-2035
(historical and projected)
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Source: Coalition for Urban Transitions analysis based on data from UN DESA, 2018. Data to
2015 are historical, 2020-2035 are projections.®®

Municipal governments need significantly more own-source revenue to support
urban infrastructure and service improvements. Mexico as a country has the
lowest tax-to-GDP ratio in the OECD, 16.2% in 2018, compared with 24.4% in the
United States and an OECD average of 33.4%.' And although local tax revenue
collection has risen in recent years,% Mexico also has the lowest local share of overall
tax collection in the OECD.% Mexico’s property taxes (impuesto predial) are set and
collected by municipal governments, generally based on the location, size and built-
up area of a plot, using state-approved value maps.®* Improving property tax
collection, based on updated information, represents an opportunity to increase
municipalities’ own-source revenue and improve the social justice of the tax burden
by reducing the burden on low and middle-income households. Cities can also use
land value capture (LVC) strategies® to help fund mass transit, water supply and
other infrastructure. This can help ensure that the economic returns on public
investments are used for public benefit, especially to improve the lives of poor and
marginalised residents.

Strategic policies and investments are needed to shift entrenched patterns and
make the housing market more sustainable and inclusive. There is a strong
cultural preference in Mexico for homeownership over renting, and for single-family
homes over multi-family housing. But if the market provides attractive options, those
preferences could shift.*® Making good alternatives available is particularly important
for lower-income households and for younger people who have not yet been able to
save much, or may not be ready to settle down.®”’” Renting would enable workers to
move more freely to pursue economic opportunities. And high-quality rentals might
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also prove attractive to adults without children, older people and others. Yet formal
rental housing makes up just 15.9% of the housing stock® - or, including informal
rentals, about 23%.% The National Housing Programme 2019-2024 calls for expanding
rentals, especially for affordability, but there is significant potential to do more to
grow and improve Mexico’s rental market.”

Similarly, the success of Mexico’s auto industry depends on moving beyond
outdated mindsets. The auto industry contributes 3-4% of Mexico’s GDP, which
makes it the fourth-largest contributing sector, after petroleum, education and food; it
also employed more than 824,000 people in 2017, mostly in cities.”! However, eight of
every ten autos produced in Mexico, and most of the auto parts, are for export. This
has important implications. Though Mexico’s own market for electric vehicles (EVs) is
still tiny, the auto industry urgently needs to catch up with fast-rising global demand.
Automakers around the world, including key clients of Mexican manufacturers, are
racing to become leaders in EVs and announcing plans to end internal-combustion-
engine production.” Some governments are also investing heavily in EV technologies
and supply chains — but Mexico, not yet. The national government has developed a
National Strategy for Electric Mobility.”® Stepping up efforts should be a priority, not
just for sustainability, but for economic competitiveness. At the same time, Mexico
can continue to build on programmes to reduce car dependency, and it can also raise
its fuel economy standards, which are among the lowest in the OECD.”*

Confronting climate change

Mexico faces growing climate-related risks. Already, average temperatures are
0.85°C warmer than in the 1970s, and there are fewer cool days and more warm
nights.”” The country is projected to see increasingly severe coastal storms, sea-level
rise and related impacts, more extreme weather — including torrential downpours -
and resulting floods and landslides, but also drier conditions in most of the country,
more frequent droughts and worsening water scarcity, even as demand for water
grows.’” Human health is also at risk, as vector-borne diseases such as dengue fever
are expected to become more prevalent. Already in 2013, the National Climate Change
Strategy had found that 1,385 municipalities with 27 million residents were
vulnerable to climate-related disasters.”” A 2020 analysis found most of Mexico’s
southern and western states (except Yucatdn, Quintana Roo, Baja California and Baja
California Sur) have “high” or “very high” or very high vulnerability to urban floods,
and so does Mexico City.” Vulnerability to urban landslides is even more acute, with
most of the country, including arid regions, deemed to be at “high” or “very high”
risk.” The combination of climate change and sustainability issues can compound
risks — for instance, excessive water use in water-scarce areas, and heat island effects
in heavily built-up areas exacerbating the impact of rising temperatures.®* Mexico
City is a prime example. It is sinking due to excessive groundwater abstraction, and
climate change is expected to worsen already-severe water scarcity®® while increasing
floods, landslides and other hazards.®

Poor and marginalised communities are in particular peril. Many informal
settlements on the edges of cities are built on slopes or at the base of hills, where they
are exposed to landslides.** From 2008 to 2017, more than a third of the Natural
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Disasters Fund was allocated to recovery in marginalised settlements in only 10
states.®* As noted, severe climate risks are spread across hundreds of municipalities,
which creates daunting challenges for small cities that have few resources or
technical expertise.® Local governments urgently need national support to build
resilience — both by reducing physical risks, and by building social resilience,
addressing poverty and other drivers of vulnerability. Better transport infrastructure
is also key. As the COVID-19 crisis has highlighted, the physical isolation of poor and
vulnerable people in peri-urban areas, with limited public transport, can itself deepen
poverty and vulnerability to the pandemic. Recognising this, a May 2020 analysis
called for significant improvements in public transport, as well as walking and
cycling infrastructure, as necessities for urban resilience.®® Several cities have
significantly expanded bike lanes, at least temporarily, including Mexico City,
Guadalajara, Monterrey and Puebla.®’

Mexico’s climate mitigation commitments have been modest, with no increase in
ambition in its latest Nationally Determined Contribution. In its initial NDC,
Mexico pledged to reduce greenhouse gas (GHG) emissions by 22% by 2030, relative to
a baseline scenario, and to reduce black carbon emissions by 51%. Yet despite a
reduction in emissions due to the pandemic, the country does not appear to be on
track to meet that commitment.?® In its updated NDC, submitted in December 2020,
the government expressed support for global collaboration to meet the goals of the
Paris Agreement, but did not ratchet up ambition.?® This is a missed opportunity,
especially as it is clear from existing policies and programmes that the social and
economic development potential of shifting towards a low-carbon economy — and of
urban measures that would support that shift — is already recognised.

Early successes have built a foundation for ambitious action. For example, Mexico
was one of the first emerging economies to introduce a carbon tax, in 2013.%° It is
expected to reduce annual emissions by 1.6 Mt CO,-e.”* The tax collected 5.15 billion
MXN in 2019 (about US$256.6 million). Mexico City’s Green Job Programme, launched
in 2019 in collaboration with the International Labour Organization, includes training
on sustainable energy systems.’? Progress has also been made in building energy
efficiency,” with incentives such as the Green Mortgage programme, which
encourages developers to build housing that includes solar heating, thermal
insulation and other sustainable technologies.’* Energy efficiency and resilience-
building measures could also be incorporated into the Urban Improvement
Programme, which targets areas that have fallen into disrepair and/or face significant
socio-economic challenges.’> SEDATU estimates that the programme could generate
more than 200,000 jobs,”® while improving the quality of both formal and informal
housing.

Mexico can free up resources for transformative investments by unwinding
fossil fuel subsidies. In 2015-2016, Mexico spent an average of more than US$523
million per year on fossil fuel subsidies.?” In 2019, the federal tax expenditure on
vehicle fuel alone amounted to MXN 86,650 million®® (US$4.2 billion),*® more than 16
times the 2020 budget of the Urban Improvement Programme. Nevertheless, only a
fraction of Mexicans own cars, with car ownership more prevalent in relatively
higher-income groups. In 2012, 80% of fuel subsidies benefitted only the upper half of
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Mexico’s population.’® These subsidies also contributed to the growth of Mexico’s
highest CO,.emitting sectors. In phasing out fossil fuel subsidies, it is essential to
prioritise the needs of low-income households and offset the impact of higher energy
costs for those households. At the same time, freed-up resources can be invested in
improving social welfare, including by addressing energy poverty, making clean and
efficient technologies affordable to the poor, and improving overall living
conditions.'®

Skaters and cyclists enjoy Avenida Paso de la Reforma in Mexico City, which is closed to cars on Sundays.

Source: Carl Campbell/Unsplash
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BOX 1: HOW WE BUILT OUR ANALYSIS

This report combines original climate and economic modelling, spatial analysis, policy
research and analysis, and country-specific insights gathered by consulting iteratively
with urban, energy and climate policy experts in China, India, Indonesia, Brazil, Mexico
and South Africa.

First, the Stockholm Environment Institute (SEI) modelled the urban greenhouse gas
abatement potential in six countries, using a bottom-up assessment of mitigation
options in residential and commercial buildings, road transport, waste management,
and materials for urban buildings and transport infrastructure.

The model covers CO2 emissions from energy consumption, process emissions from
the production of cement and aluminium used in urban infrastructure, and methane
(CH4) emissions from landfills. It is important to note that emissions from industries
within cities are not included. Thus, the urban share of emissions may appear smaller
than in other studies. It is also important to note that this analysis was undertaken
prior to the full impacts of COVID-19 being known. Hence, the baseline scenario, for
example, does not factor in the potential economic impacts of COVID-19 on
emissions pathways. Any planned future analysis will be adjusted to take this into
account.

The baseline scenario reflects countries’ commitments in their first round of
Nationally Determined Contributions (NDCs) under the Paris Agreement, but not the
latest updates. This means the abatement potential between 2020 and 2050 identified
in the analysis is all additional to the first NDCs. For details on data sources, measure-
specific assumptions and analytical steps, see Annex 1.

Second, Vivid Economics modelled the incremental investments through 2050 - that
is, investments beyond baseline levels — needed to realise the abatement potential
identified by SElI, using existing technologies and practices, and accounting for
learning that would reduce costs over time. They also modelled the cumulative returns
on those investments through 2050. Across all countries, the estimates presented in
this report are net returns (i.e. net present value, or the extent to which benefits
exceed costs over the period to 2050), discounted at 3.5% per year, assuming a 2.5%
annual increase in real energy prices from 2014 levels. That is the central scenario in
the analysis; for a comparison of results with different assumptions, see Annex 2, Part
3. Note that the economic returns estimate only considers direct energy and material
cost savings and is thus partial. The returns would be higher if factors such as time
savings from avoided congestion, increased productivity, improved health and
environmental quality, and avoided climate change impacts were taken into account.
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Finally, the Vivid analysis estimates the direct, indirect and induced jobs (full-time
equivalent) that the modelled measures could support in 2030 and 2050, taking into
account technology-specific labour productivity factors and adjusted to reflect typical
differences in labour productivity between OECD and non-OECD countries. The
estimates are based on uniform labour productivity assumptions for the six countries
and provide indicative job numbers. Further work should collect more country-specific
information to refine the results. The job numbers reflect an estimate of net jobs by
comparing green investment with an equivalent investment in fossil fuel projects,
while fully recognising the uncertainties in such counterfactuals. In all of these
categories, we provide overall numbers as well as selected sector- and measure-
specific estimates. For details on data sources and the full methodology, see Annex 2.

The third modelling exercise that informed our analysis was by the Marron Institute of
Urban Management at New York University, which examined the scale and
composition of the conversion of land to urban purposes in each of the six countries
in the period 2000—-2014. The results show not only how much cities’ collective
footprint grew in that time, but also what they displaced: farmland, built-up rural areas,
forests, grassland, etc. For a detailed methodology, see Annex 3.

Finally, recognising that coastal populations are particularly exposed to climate
change impacts, including sea-level rise, storm surges and other hazards, we drew on
the work of the Institute for Demographic Research at City University of New York, the
Center for International Earth Science Information Network at Columbia University,
and the Institute of Development Studies to estimate the share of each country’s
population living in coastal zones at less than 10 metres above sea level, and the
urban share of that population. While a detailed mapping of coastal climate risks in
the six countries is beyond the scope of this report, this analysis provides some
indication of the extent of the risk. For a detailed methodology, see Annex 4.

The four modelling exercises inform analysis in this report as well as the Coalition’s
global synthesis report, based on detailed literature reviews (including policy
documents, peer-reviewed studies, grey literature and media coverage) and close
collaboration with experts in the six countries, with additional input from a wide range
of Coalition partners. The resulting recommendations are meant as illustrative
examples, and should not be seen as an exhaustive list of options for national policy-
makers in each country.
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HOW URBAN ACTION CAN DRIVE DECARBONISATION AND
ECONOMIC GROWTH

Urban climate action could help Mexico get on a path to a net-zero carbon
future. Modelling for the Coalition shows adopting a bundle of low-carbon measures
in the buildings, transport and waste sectors could reduce urban GHG emissions by
34% (98 Mt CO,-e) in 2030 and 87% (284 Mt CO,-e) in 2050, relative to a baseline
scenario.'”* For perspective, emissions from those sectors made up 56% of Mexico’s
energy-related CO; emissions in 2015 - the largest share among the six countries
examined in this study.'®® One-fifth (19%) of the urban abatement potential identified
is in Mexico City; 28% is in cities with 1-5 million residents, such as Guadalajara and
Puebla; and 53% is in cities with fewer than 1 million residents.

Figure 3. GHG abatement potential in key urban sectors in Mexico to 2050

350 REFERENCE SCENARIO W 34% ABATEMENT 87% ABATEMENT @)

WITH A CONTINUATION OF
BUSINESS-AS-USUAL TRENDS

300

250

MITIGATION SCENARIO
200 WITH AMBITIOUS ACTION
TO CUT EMISSIONS

MtCO.-e

150

100

RESIDENTIAL BUILDINGS B MATERIALS

50 COMMERCIAL BUILDINGS WASTE

TRANSPORT WITH DECARBONISATION
OF ELECTRICITY SUPPLY

0 |
2015 2020 2025 2030 2035 2040 2045 2050

Source: Modelling by the Stockholm Environment Institute for the Coalition for Urban
Transitions.’*

Decarbonising Mexico’s power supply is crucial to realising the full abatement
potential. The analysis shows 30% of the modelled GHG reduction potential — mainly
in the buildings sector — depends on a switch to clean electricity. As of 2019, 79% of
Mexico’s electricity came from fossil fuels, 60% from natural gas alone.'® Solar
photovoltaics (PV) and wind power, meanwhile, contributed only 2% and 5% of the
power supply, respectively. Installed capacity has grown rapidly, especially for PV,
rising from 1.97 GW in 2018 to 7.55 GW in early 2021 (wind capacity has grown from
4.88 GW to 8.86 GW in the same period).!°® Based on solar radiation and roof
availability, 29 cities have been estimated to have a distributed generation potential
of 84 GW; by 2030, 70% of residential electricity demand could be met by installing 25
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GW of rooftop solar.!”” However, the government has not signalled that solar power
expansion is a priority. Indeed, in June 2020, the state-owned utility, Comision Federal
de Electricidad (CFE), announced it would not conduct any more energy auctions,
reducing prospects for short-term large-scale PV development.'’® Many private
investors are reportedly dropping their plans in Mexico.'”® Government data show
that direct foreign investment in the electricity sector dropped by 61.7% from 2019 to
2020.1°

Investing in urban decarbonisation could bring significant economic benefits.
Modelling for the Coalition suggests that fully implementing the bundle of low-carbon
measures discussed above would require US$963 billion in incremental investments
through 2050. But they could more than pay for themselves in energy and materials
savings alone, yielding returns with a net present value of at least US$208.8 billion by
2050 (Figure 4).''* Many benefits that are not quantified in that analysis might be
even more attractive for Mexico and its cities: the value of time saved through
avoided traffic congestion and better public transport; health benefits from improved
air quality and more walking and cycling; higher quality of life; improved access to
jobs, public services and urban amenities for low-income people who are now
isolated in peri-urban areas; and the medium- and long-term benefits of mitigating
climate change. The analysis also provides indicative numbers of jobs that could be
supported by the investments, suggesting that they could collectively support about
526,000 new jobs in 2030, mostly in energy efficiency in the buildings sector.!*?

Figure 4. The economics of selected low-carbon measures in Mexican cities
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Source: Modelling by Vivid Economics.’'® Note that these job and growth numbers are indicative
estimates only and not forecasts of future outcomes. The job numbers in particular are subject to
a high level of uncertainty, as explained in Annex 2, and should be interpreted with caution.

The most economically attractive options are in transportation, which accounts
for 28% of urban abatement potential but would require just 8% of total
investments. Reducing travel demand, integrating transport planning and land use,
and encouraging a shift away from motorised transport could reduce emissions from
Mexican cities by over 8 Mt CO;-e by 2030 and 17.33 Mt CO,-e by 2050, and vehicle
efficiency and electrification could save a further 6.83 Mt CO;-e by 2030 and 19.67 Mt
CO;-e by 2050. The national government is already working on an electric mobility
strategy,'** but there is significant scope to expand public transit and non-motorised
transport investments.
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Building energy efficiency measures could provide more than half the
abatement potential, but account for nearly 90% of total investment needs. The
economic analysis shows that deep building retrofits offer the largest job creation
potential, with huge opportunities for the construction sector, which employs a large
share of low-skilled workers. With national housing programmes increasingly
supporting home improvements, and the Urban Improvement Programme bringing
upgrades to poor and marginalised communities in particular, there are prime
opportunities to start realising this potential, even if resources are not yet available to
do this on the scale that that will ultimately be needed.

Cyclist in Mexico. Source: Designer_Cesareveles/Pixabay
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UNLOCKING THE POTENTIAL OF MEXICO'S CITIES

Mexico faces significant economic challenges due to the COVID-19 pandemic. By
putting compact, connected, clean, and inclusive cities at the heart of its recovery
strategy, aligned with a long-term vision, it can emerge stronger from this crisis, with
particular benefits for poor and marginalised people.

To date, Mexico’s COVID-19 fiscal stimulus has been relatively modest, US$28 billion
as of February 2021, weighted heavily towards high-carbon investments.'*® For
example, funds have been allocated to a flagship oil refinery and a new airport.'! In
addition, significant support has been provided for the energy sector, including
US$3.03 billion in tax breaks for Pemex, the state-owned oil company, and US$916
million for clean energy.’'” There has been some green investment as well, most
notably for expansion of Mexico City’s cycling network. Future stimulus efforts
should prioritise low-carbon urban measures — especially those with high job creation
potential and/or large benefits for the poor.

To fully realise its cities’ potential to support sustainable, inclusive and equitable
growth, Mexico also needs institutional and fiscal reforms as well as targeted
measures to strengthen municipalities’ technical and financial capacities and to
support municipal-level coordination.''® The good news is that much of this can be
accomplished without significant new expenditure, as it involves mainly changes in
governance and reallocation of existing resources. And, as noted, several important
reforms and programmes are already underway.

There are many ways for the national government to help unleash the power of
compact, connected, clean and resilient cities. Four such opportunities are:

Support the creation of metropolitan authorities to enable integrated land
use and transport planning. The Guadalajara Metropolitan Authority provides a
potential model, which other urban areas (including Mexico City) are seeking to
emulate. Given that much of the urban growth in Mexico is occurring in smaller
cities, capacity-building of municipal staff is also crucial to enable inclusive,
sustainable urban development, including at the metropolitan scale.!*® Municipal
Planning Institutes IMPLANES) have already helped many cities develop long-
term planning strategies, build technical and institutional capacities, and ensure
continuity across political cycles. This model could be more widely replicated,
especially to support smaller cities.'?

Expand the supply of well-located social urban housing that is adequate,
secure and affordable, complemented with inclusive and resilient mass
transit options. Recent reforms to national housing and lending programmes
should facilitate this. Safe housing and greater access to jobs and key services in
the cities will also strengthen the resilience of vulnerable populations. More
strategic site selection and compact development can also help slow urban
expansion and protect natural and agricultural areas.

Prioritise a just transition to net-zero-carbon cities, with special attention to
the needs of poor and marginalised people. Mexico’s long-term prosperity and
global competitiveness depend on whether it can successfully transform its

22



economy for a net-zero future. With strong national support, cities can drive that
shift, pioneering new technologies and policies. In that context, a strong
commitment to a just transition is essential, so that informal workers and others
living in precarious conditions get to share in the benefits and are not
unintentionally hurt, even short-term, by decarbonisation measures.

Scale up support for programmes to foster the social production of housing
and habitat, leveraging low-carbon strategies to reduce poverty. Mexico’s
new housing and land use policies have the potential to transform the lives of
many poor and marginalised people, not least by enabling them to shape the
urban infrastructure they rely on. This is also a powerful tool to build social
resilience in communities that are now deeply vulnerable.

Aerial view of Taxco de Alarcon, Mexico. Source: Pedro Lastra/Unsplash
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