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Marcelo proposes to use detailed plant-level panel data to econometrically identify the drivers of environmental performance among industrial plants in Montevideo, Uruguay during the period 1997-2001. His environmental performance measure is based on quarterly self-reported biological oxygen demand (BOD) emissions data (either compliance with the BOD emissions standard or simply BOD emissions). The main explanatory variable of interest is regulatory enforcement proxied by the number of inspections, fines, and “compliance” (warning) letters. The other drivers are firm characteristics. Marcelo proposes to instrument for regulatory enforcement to control for endogeneity. He will uses plant-level fixed effects to capture unobserved drivers of inspections and compliance. 
This analysis fills a number of gaps. At the broadest level, it fills a gap in the environmental economic literature on industrial pollution in developing countries. The lion’s share of research on environmental issues in developing countries concerns natural resources, even though urbanization in Latin America is ubiquitous and the impacts of industrial pollution on human welfare are arguably at least as great as those of natural resource degradation. In addition, as Marcelo points out, analyses of detailed plant-level emissions data from a developing country are rare. Finally, there has not been much rigorous research on the impact of enforcement of conventional command-and-control instruments, even though they are the frontline environmental management tool in developing countries. For all these reasons, I think this is potentially interesting and important research. That said, I have a number of concerns.

1. Contribution. How will this project differ from Marcelo’s from past research? My understanding is that Marcelo’s 2004 dissertation focused on the same issues using 1997-2001 data. Clearly, this project will use more recent data and will be able to examine the changes in enforcement regimes that Marcelo discusses in the introduction (“lenient” and “less tolerant”). But will there be any additional contributions, methodological or otherwise?
2. Marcelo writes that he already has data for 1997-2002, but not for 2003-2007. How does Marcelo propose to obtain the more recent data? Is there a risk that he will not get it? 
3. Sample. Marcelo writes that there are 74 plants in the 1997-2002 sample. Presumably, these are a small fraction of all the plants in Montevideo. How was the sample selected? Are selection effects and issue? Will the sample for the first and second periods of data be the same?  

4. Disentangling enforcement regimes. Marcelo writes that in the first six or so years in his panel (1997-2002), which corresponded with a severe economic crisis, regulators were relatively lenient in enforcing emissions standards. However, during the last five or so years (2003-2007), which corresponded to an economic recovery, they were less tolerant. Marcelo would like to determine whether this change in regulatory stringency affected environmental performance. But this may be problematic because the switch in regulatory policy coincides with a big change in economic conditions. How does Marcelo propose to disentangle the two factors (regulatory policy and economic conditions)? 
5. Reliability of self-reported emissions data. How reliable are the self-reported emissions data. I would be very surprised if plants in violation of emissions standards did not have a tendency to under-report emissions. Is this, in fact, an issue in the data? If so, what effect will it have on the analysis, and how does Marcelo propose to control for it? 

6. Discretionary enforcement and sanctions. In most Latin American countries, regulators exercise considerable discretion in enforcement. In some cases, this reflects “regulatory capture.” For example, a plant with political connections may be subject to fewer inspections, and if inspections turn up violations, they may get fewer and/or less severe sanctions. Is this in fact an issue in the data? Is it solved by using plant-level fixed effects? If not, what effect will it have on the analysis, and how does Marcelo propose to control for it? A particular issue has to do with the proposal to estimate expected penalty using the amount of the fine that law “requires” regulators to levy. Empirically, are fine amounts determined by law, or do regulators exercise discretion?

7. Profits. The proposed method for estimating profits seems problematic. I’m a bit skeptical that it would generate reasonably accurate estimates for a couple of reasons. First, indices are used in place of actual prices. Second, as far as I can tell, the method ignores raw materials and intermediate products. 
8. Inspection equation. Hi,t-1may pick up two countervailing factors. One is whether the plant is relatively dirty. Dirty plants will tend to have been subjected to more inspections in the past. So one would expect a negative correlation between Hi,t-1 and Ii,t.  The other factor is post-inspection behavior. Plants that were inspected in the past may subsequently clean up. So one would expect a positive correlation between Hi,t-1 and Ii,t. Are these countervailing effects a problem? If so what approach might mitigate this problem?  
9. References. The proposal lacks a list of references. 
10. Budget. Is the new dataset so large that a new computer is needed? Might additional RAM do the trick? What are the specifications of the computer Marcelo has now and what are the requirements for the new one? 
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