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Abstract 

 

The Kuznets curve hypothesis postulates that economic development leads to a decrease 

in inequality and a new and growing middle class who demand better environmental policies. 

This hypothesis is based mainly on the assumption that development in a traditional economy 

leads in higher wages. In order to test this hypothesis I examined the path followed by Mexico, 

similar to other developing nations, in liberalizing its economy in the late 20th century. Mexico’s 

experience over the last few decades seems to contradict the assumptions of the Kuznets 

hypothesis, given that there are many ongoing environmental problems in the country and few 

policy reform measures to counter-act them.   

 

Specifically, this paper will examine the effects of economic development in northern 

Mexican states along the U.S.-Mexican border region.   Of primary consideration is salary 

(adjusted for inflation and purchasing power) to determine if the expected positive results of the 

Kuznets curve hypothesis can be detected with regard to curbing inequality and strengthening the 

middle class in one of Mexico’s most economically prosperous regions.  An analysis of 

environmental policies and ecological damage was done to evaluate whether there has been a 

change in eco-friendly practices in this region. In the process, special attention is paid to the 

quality of air and water in the northern states in Mexico and its effect on the health of the 

maquiladora workers.  Maquiladora workers in this area suffer from many of the worst 

environmental consequences of development.  

 

This research provides valuable information regarding the role of trade, growth, and 

environmental damage and human health, offering useful critiques of the main assumptions of 

the Kuznets curve hypothesis. My findings illustrate that the predictors of the Kuznets curve 

hypothesis fall short in the Mexican case, and I offer an analysis of the possible reasons for this 

outcome and recommendations for improving environmental policy in Mexico.  

 

 



Luna-Ochoa 4 

 

 

 

 

 

Table of Contents 

1. INTERNATIONAL RELATIONS THEORY ................................................................................ 5 
1.1. Liberalism ......................................................................................................................................... 5 
1.2. Neo-Liberalism ................................................................................................................................. 6 
1.3. Green Theory .................................................................................................................................... 7 

2. KUZNETS ECONOMIC GROWTH ......................................................................................... 8 
2.1. Income Inequality in Economic Growth........................................................................................... 9 
2.1.1. From the Agricultural to the Nonagricultural Sector. The Path Towards Reduction of Income 

Inequality 10 
2.1.2. Other Trends in Income Inequality ........................................................................................ 11 

2.2. Challenges in the Underdeveloped World ...................................................................................... 11 
2.3. The Environmental Kuznets Curve ................................................................................................ 13 
The Environmental Kuznets Curve: ............................................................................................................ 14 

3. THE CASE OF MEXICO .................................................................................................... 15 
3.1. History of Mexico’s Neoliberal Economy ...................................................................................... 15 

4. TESTING THE KUZNETS CURVE IN MEXICO ....................................................................... 17 
4.1. Trends in Income ............................................................................................................................ 17 
4.2. Trends in Pollution ......................................................................................................................... 21 

5. THE CHILEAN CASE ........................................................................................................ 25 

6. INCOME DISTRIBUTION DATA ......................................................................................... 26 

GINI index (World Bank estimate) ........................................................................................... 27 

7. FINDINGS AND RECOMMENDATIONS .............................................................................. 28 

8. CONCLUSIONS ............................................................................................................... 29 

Bibliography ......................................................................................................................... 30 
 

 

 

 

 

 

 



Luna-Ochoa 5 

 

 

1. INTERNATIONAL RELATIONS THEORY 
 

The theories of international relations seek to explain the relationship between nation states 

over a period of time, regardless of whether these have been times of war or times of peace. To 

understand the relationships among states is to understand the policies of the world we live in 

today.  International relations have shifted from the spread of power to the spread of cooperation 

to create a system of interdependence and avoid a major war.  

 

1.1. Liberalism 
 

Scholars have searched to understand the nature of international politics and have focused on 

the nature of the liberal project.  The struggle for power could be restrained by international law 

and the idea of the constant pursuit of self-interest could be replaced by the shared objective of 

promoting security for everyone.1  After experiencing the tragedies of WWII, it was imperative 

the international system be changed and replaced with one they hoped would prevent another 

major conflict. This interest in security led to changes and the establishment of an interdependent 

economic system after the end of World War II.   Economic cooperation and interdependence 

was the system in place and thus created the theory of liberalism.  

 

Liberalism emerged from the European Enlightenment as an approach to politics that 

advocates scientific rationality, freedom and the inevitability of human progress. Liberalism is 

also a model of economic organization that argues that market capitalism best promotes the 

welfare of all by most efficiently allocating scarce resources within society. It can be argued that 

liberalism lead to the influence of the spread of democracy after the Cold War and the 

globalization of the world economy; more importantly, the spread of interdependence theory and 

liberal institutionalism. 2      

 

For liberals, human nature is that of cooperation and harmony; barriers hinder this nature and 

lead to conflict. But free trade and commerce overcome artificial barriers between individuals 

and unite them into one community. Therefore, free trade is considered a peaceful way to 

achieve national wealth.  According to comparative advantage theory, each economy would be 

better off by following specialization and trading with others. According to theorist, trade would 

increase the wealth and power of peace embracing communities as contact between people of 

different nations would promote the community interest of wealth. Ricardo believed that free 

trade binds together, by common tie of interest and intercourse, the universal society of nations 

throughout the civilized world. Free trade and the removal of barriers to commerce is the root of 

interdependence theory. Regional economic integration in Europe is a good example of an 

increased common interest of trade and the reduction of conflict by promoting trade and 

economic collaboration among members of the same geographic region. 3   

                                                 
1 Burchill Scott, and Linklater Andrew. Introduction in Theories of International Relations. Page 1.  
2 Ibid 2 
3 Ibid 2 Page 65 
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1.2. Neo-Liberalism 
 

As liberalism promotes interdependency under the discourse of free trade, neo-liberals claim  

states are concerned with maximizing their absolute gains by allowing institutions to assume the 

role of encouraging cooperative habits, monitoring compliance, enforcing compliance when and 

where possible, and sanctioning characters. For neo-liberals the principles of free trade of Smith 

and Ricardo continue to have contemporary relevance in the international arena. Commercial 

trades should be allowed to exchange money and goods without concern for national barriers. 

Legal constraints on international commerce should be limited and there should be no artificial 

protection or subsidies constraining the freedom of exchange.  Only an open global market, 

where goods and services can pass freely across national boundaries, should be the objective of 

nation states. According to this theory, only free trade will maximize economic growth and 

generate the competition that will promote the most efficient use of resources, people and capital. 

It is believed policies that protect industries from market principles corrupt international trade, 

distort market demand, artificially lower prices and encourage inefficiency. Free trade advises 

states to specialize in goods and services they can produce most cheaply and exchange their 

goods for others produced more cheaply elsewhere. In this manner everything is produced more 

efficiently, maximizing wealth and everyone is better off in allowing the invisible hand to 

determine the global economy and trade. 4  

 

However, as investors move into transnational markets, they no longer see the national 

community as their context. The well-being of all is not their goal, but is replaced with a goal to 

maximize profits. In order to promote foreign investment, governments facilitate links between 

their own domestic firms and the global networks.  Therefore, globalization and the world 

economy has seen the spread of manufacturing industries in developing countries and the 

relocation of transnational manufacturing centers to countries with low wages, poor health and 

lower safety standards where organized labor is suppressed or even illegal. 5  Thus, profit is 

maximized as investment decision is governed by absolute profitability rather than comparative 

advantage. Liberals consider this the best way of encouraging much-needed foreign investment 

in the developing world. 

 

Some problems of neo-liberalism are the proliferation of free-trade agreements and 

organizations and the increased importance of international organizations such as the 

International Monetary Fund (IMF) and the World Bank (WB).  These organizations are 

indicative of the growing influence of economic liberal policies in international affairs, rather 

than the importance of nation states. These institutions promote access to development by 

imposing free market structure on developing societies. These organizations institutionalize 

market relationships between states by locking the developing world into agreements that force 

them to lower their protective barriers and accept conditional policies, or “structural adjustment 

policies”, to have access to funds from the IMG and the World Bank. 6   

 

                                                 
4 Ibid 3 
5 Ibid 2 Page 77 
6 Ibid 2 page 79 
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The promotion of neoliberal economic policies is creating an unequal market relationship 

between developed nations and the developing world. The developing world is subscribed with 

identical prescriptions of development regardless of the local conditions. The developing world 

opens their economy to foreign investment by implanting reductions in government expenditures 

and budgetary deficits, privatization of government owned enterprises, the abolition of protection 

and subsidies, and development of export orientated economies. 7  The argument of free trade 

and efficiency of economy have been promoted as the only way of integrating the developing 

world into the wider global economy. However, protectionism in the North and the 

disadvantages of the South by pricing their economies out of markets in the industrialized world 

denies them the real opportunity to modernize their economies. 8  

        

1.3. Green Theory 
 

Over the past decades the focus of international concerns and global politics has shifted to 

basic sustainability of the trajectory on which human societies are headed. Climate change has 

dominated, as it is believed to be the result of industrial development and the cause of the 

collapse of some civilizations.  The way the nation responds to the crisis of climate change is the 

focus of green theory in international relations.  Not all nation states have accepted the existence 

of this crisis; therefore, their policies are different than others. Green theory acknowledges how 

the potential for ecological crisis reshapes global politics. 9  

 

As environmental problems become collective problems, they are viewed as a matter of 

security as outlined by the Tragedy of the Commons of Hardin. Hardin argues that when actors, 

in this case, states, operate in relation to open access to resources it leads to the overuse and 

abuse of those resources, thus impeding the collective efforts to mitigate such abuse. This can be 

seen as environmental security, as there is no system limiting the access to resources. Some 

limitations will threaten the livelihood of all, the tragedy of the commons. Other issues addressed 

by green theory include population growth, environmental change, resource shortages, climate 

change, soul erosion; all these could potentially lead to social instability generating international 

instability. 10  

 

Growth of human societies is producing a series of crises. Exponential growth is produced in 

a situation where the world is rapidly running out of resources to feed people or to provide raw 

materials for continued industrial growth, while simultaneously exceeding the absorptive 

capacity of the environment to assimilate the waste products of industrial production. According 

to Meadows, Randers and Behrens, industrial societies at the current rate of growth would 

rapidly run out of raw materials, pollution would quickly exceed the absorptive capacity of the 

environment, and human societies would experience “overshoot and collapse.” Seeking infinite 

growth in a finite system is impossible, thus unsustainable. Technological solutions to the crisis 

of climate change do not work as they postpone the crisis.  Solving one pollution problem alone 

may simply change the medium through which pollution is carried. Some analysts argue that 

society has already gone beyond the limits of the planet to absorb the impacts of human activity 

                                                 
7 Ibid 15 
8 Ibid Page 79 
9 Ibid Page 267 
10 Ibid Page 247-268 
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without irreversible damage. 11 Freedom and egoism has caused the environmental crisis and 

tendencies need to be curbed to produce sustainable societies. Therefore, modern institutions 

such as capitalism, nation-states and modern forms of patriarchy are inappropriate to respond to 

the environmental crisis as they undermine the instrumental rationality to develop an eco-centric 

ethic. 12  

 

An eco-centric position leads to arguments of scaling down human communities, challenging 

the trends towards globalization and homogenization. It is only by celebrating diversity that it 

will be possible to create spaces for eco-centric ethics to emerge. Social greens in green theory 

argue that the power structures such as capitalism, statist and patriarchy in contemporary 

societies, are at the same time highly exploitative, unjust or oppressive, and systematically 

generate environmental degradation. Global inequalities are key to understanding global 

environmental degradation. Development is inherently anti-ecological, as development in 

practice undermines sustainable practices as it takes control over resources from those living 

sustainably in order to organize commodity production. The result is inequality which then 

results in social conflict. 13   

 

 There are two approaches to mitigate environmental degradation.  One approach is to 

regain the role of the state. Carter suggests the state is part of the dynamic modern society that 

caused the present environmental crisis.14 The state can be an instrument to develop rules 

governing the use of the resources. Commons are not anarchic and can be held to produce 

sustainable practices for a number of reasons: equality of income, therefore no one can usurp or 

dominate the system; the local stage at which they operate, therefore mutual dependence makes 

cooperation easier; and recognition of one’s dependence on others. Another approach is the cap 

and trade system, where the state allows for a number of pollution permits that can be traded 

among producers.  Knowing the number of permits might be less the following term creates an 

incentive for technologies to develop and mitigate pollution without limiting production and thus 

reducing profit. Nonetheless, the cost of technology is high; to produce less as environmentalists 

propose results in a higher cost to producers and a higher price for the product to consumers. The 

system does not result in achieving balance in the market.  

 

2. KUZNETS ECONOMIC GROWTH 
 

Economic growth may be defined as a long-term rise in capacity to supply increasingly 

diverse economic goods to its population. 15 Underdeveloped states have embarked on the 

mission to achieve economic development since decolonization. However, the best path towards 

economic growth and development has not been a simple answer. Nonetheless, liberalization and 

neo-liberalization, along with democracy, have been the answer preached by the developed 

                                                 
11 Ibid Page 274 
12 Ibid Page 279 
13 Iibd Page 279-282 
14 Ibid 13 
15 Simon Kuznets- Prize Lecture. December 11, 1971. Modern Definitions Economic Growth; Findings and 

Reflections.  
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states. But this industrial growth has created a negative impact in the environment. Thus the 

necessity to find the balance of economic growth and development while mitigating its impact in 

the environment.  

 

 

The Kuznets article of Economic Growth and Income Inequality (EGII) published in 1955, 

was intended to review the causes of long term changes in the personal distribution of income 

and to answer whether income distribution increases or decreases in the course of economic 

growth. Kuznets seeks to answer how income inequality changes in the process of a country’s 

economic growth by reviewing the data available for the United States, England and Germany as 

these countries developed and moved towards equality during the period of one generatio over 

25 years.  16 . Thus the need to review Kuznets assumption of economic growth and a further 

review of this article.  

 

2.1. Income Inequality in Economic Growth 
 

Kuznets addresses in EGII the causes of long-term changes in the distribution of income and 

its effects on economic growth. He argues there are two groups of forces that increase inequality 

in the distribution of income. These two forces are the concentration of savings in the upper-

income brackets and the industrial structure of the income distribution.17 When measuring 

income, Kuznets excludes contributions by government and taxes. He states that an invariable 

accompaniment of growth in developed countries is the shift away from agriculture towards 

industrialization and urbanization. 18 Therefore, for underdeveloped nations to experience 

economic growth they need to promote industrialization and reduce agricultural investment by 

bolstering the industrial structure of income distribution.  

 

In order to measure income distribution in the simplest model, Kuznets would consider the 

income distribution of the total population, viewed as a combination of the income distributions 

of the rural and urban populations.19 He argues that the structures of these two components 

reveal the average per capita income of the rural population is lower than the average in the 

urban population.  At the same time, the percentage distribution for the rural population is 

narrower than in the urban population. Kuznets continues by stating that the increase of urban 

population would also mean an increase in the more unequal distribution of income. At the same 

time, the difference in per capita income between the rural and the urban populations does not 

necessarily drift downward. In fact, as production per capita in the urban sector increases more 

rapidly than in the agricultural sector; inequality in the total income distribution should increase. 

The assumption is then that shifting from agricultural production to urban production would 

bring growth as a whole. 20 

 

                                                 
16 Simon Kuznets. Economic Growth and Income Inequality. The American Economic Review, Vol. 45, No. 45 

(Mar 19955) P1-4 
17 Kuznets, Simon. Economic Growth and Income Inequality. The American Economic Review. Volume XLV, No. 

1. March 1955. Page 7.  
18 Ibid 2 
19 Ibid 16 
20 Ibid 2 Page 3-8 
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Kuznets explains that this overall growth is due to the low rise in the concentration of savings 

in the upper-income population due to legislative interference and political decisions. He argues 

that government implements protection of income accumulation by imposing restrictions, such as 

rent controls and limiting the effects of accumulation of past savings in the hands of the few that 

are vital in democratic societies. Also of consideration is the fixed population growth or family 

control in the top proportion of those in the higher income brackets in society. At the same time, 

the increase of migrants, usually entering the lower-income levels, allows for wider income 

inequality in society.  Other variables that contribute to this constant gap in wages is the 

diminishing return of assets, unless the accumulated assets are shifted into new fields and 

participate with new entrepreneurs. Unless there is a change in investment, the growth would 

likely be constant rather than increasing. The rise in upper income is likely less marked than the 

service incomes of lower brackets. Those already in initially high income level units are not 

likely to show as strong an upward trend as the incomes for the large body of the population in 

lower levels of income transfer to higher brackets of income.21   

 

According to Kuznets, in order for countries to achieve economic growth they need to follow 

these steps toward industrialization. This is the first step towards income equality and the 

benefits from the mitigation of environmental degradation.  

 

 

2.1.1. From the Agricultural to the Nonagricultural Sector. The Path Towards 
Reduction of Income Inequality 

 

Kuznets explains that a substantial rising trend in per capita income will be tangible when 

there is shift of industry, or a shift of workers, from lower-income to higher income industries. In 

order to achieve economic growth there is the need to shift from agricultural to nonagricultural 

sectors. Therefore, it is imperative to invest in alternative industries to the agricultural sector. 

Kuznets argues that these factors contribute to a dynamic growing economy more than 

legislative and political interventions. The increasing industrialization, outweighing the 

nonagricultural sector, and its higher per capita income raises the per capita income for the whole 

economy. Industrialization, with its higher level of technology, allows for larger-scale units to be 

produced. Kuznets concludes that higher outputs might help to narrow income inequality and 

that the major offset to the widening of income inequality associated with the shift from 

agriculture to industry must have been due to a rise in the income share of the lower groups 

within the nonagricultural sector of the population. However, the differential in rate of natural 

increase between the upper and lower income groups are population growth, declining death 

rates and declining birth rates, rather than failure of shifting the type of production outputs.22   

 

During this transition from agricultural production to nonagricultural production, there will 

be an unstable transition in society. Nonetheless, once the early turbulent phases of 

industrialization and urbanization have passed, a variety of forces converge to bolster the 

economic position of the lower-income groups within the urban populations. The new natives 

have greater opportunities in the urban communities and adapt better than those who migrate 

                                                 
21 Ibid 2 Page 9-10 
22 Ibid 2 Page 11-17  
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from the urban communities in previous generations. A new society with better opportunities and 

capacity to hold higher incomes will emerge.  In democratic societies the growing political 

power of the urban lower-income groups leads to a variety of protective and supporting 

legislation, aimed to counteract the worst effect of rapid industrialization and urbanization 

growth.23   

 

 

2.1.2. Other Trends in Income Inequality 

    

Kuznets suggests there is a long waiting period for a country to experience narrowing in 

income inequality. The income structure would experience widening of income inequality in the 

early phases of economic growth, which is during the transitioning period from the pre-industrial 

economy to the industrial economy. As the country becomes stabilized, there will be a narrowing 

in income inequality in the latter phases of economic growth, suggesting a larger group with 

more adequate shares of the growing income in the country. 24 

 

Other variables that suggest traces of a long swing for inequality in income structure are the 

rate of urbanization and internal migration, the proportion of savings or capital formation to 

national product, and the ratio of import and exports.  In order to measure this ratio of trade, 

there must be a phase of increasing freedom of market forces and reduced intervention by 

government. Therefore, as Kuznets explains, the first step to take towards economic growth is 

the liberalization of the economy to allow for the market and the private sector to determine 

production, prices and outputs. Even when some might argue that this liberalization leads to 

higher income inequality, Kuznets argues that the long swing in income inequality must be 

viewed as part of a wider process of economic growth. 25    

 

 

2.2. Challenges in the Underdeveloped World 
 

The assumptions of economic growth applied in the developed world are not necessarily 

replicated in the underdeveloped world.  Kuznets addresses some of the difficulties to achieve 

the political change in underdeveloped nations as described above. He argues that if the lower 

brackets receive larger shares at the same time the top brackets receive larger shares, the 

intermediate income classes would not show as great a progression from the bottom, and the net 

effect may well be wider inequality. 26 Instead of society perceiving a growth in the middle class 

that would demand better policies, they would experience a wider gap and inequality of income 

distribution delaying progressive policies.    

 

He further argues that wider inequality in the income structure of underdeveloped countries 

is associated with a lower level of average income per capita. In an underdeveloped world the 

concentration of savings is more pronounced than in developed countries. Therefore, the overall 

economic growth is less than the model the developed world proposes. This unequal income 

                                                 
23 Ibid 2 Page 17 
24 Ibid 2 Page 18 
25 Ibid 2 Page 20 
26 Ibid 2 Page 22 
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structure coexists with a low rate of growth of income per capita. Countries in Latin America are 

underdeveloped today because, for the last two centuries, their rate of economic growth has been 

lower than in the Western World. The elements that allowed for growth in the developed world 

were constricted in the developing world. The shifts in industrial structure, the opportunities for 

internal mobility and for economic improvements, were far more limited than in the more rapidly 

growing countries in the developed category. Kuznets argues that income inequality has not 

narrowed in the underdeveloped countries by only the failure of the political and social systems 

to initiate the governmental or political practices that effectively bolster the weak position of the 

lower-income classes. 27  The perfect conditions available in the developed world to achieve 

effective shift in industry and economic growth are not fully present in the current 

underdeveloped world. The race towards economic growth does not have the same starting point. 

Kuznets indicates that the real per capita income level of the underdeveloped countries is lower 

than the initial per capita income level of developed countries in their initial phases of 

industrialization.28 Therefore, it cannot be expected for countries with different resources to have 

the same outcome. The shift from agricultural to nonagricultural economy has not been fast, nor 

has it been smooth in all cases. Even in the developing nations, this shift has led to social unrest 

and, in some cases, civil wars. Nonetheless, if a country wants to experience economic growth 

they need to follow the steps of economic liberalization to industrialize and produce higher 

wages.  

 

                                                 
27 Ibid 2 Page 23-24 
28 Ibid 12 Page 25 
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1.1.  
2.3. The Environmental Kuznets Curve 
 

International relations theory began to study the impacts of globalization, economic 

development and mass production on the social structure and the environment in the 1970’s 

when scholars recognized trans-boundary environmental problems and the need for 

environmental cooperation as a national and international concern.29 Scholars Grossman and 

Krueger, when revising Kuznets article of Economic Growth and Income Inequality of 1955, 

saw a path that lead to development of the Environmental Kuznets Curve.30 Kuznets article of 

Economic Growth and Income Inequality has been utilized to develop the Environmental 

Kuznets Curve (EKC) 31 to test whether liberal economics will lead to economic growth and 

narrow income inequality to abate the direct effects of rapid industrialization and urbanization 

growth; assuming that the worse effect of industrialization is environmental damage. The 

Environmental Kuznets Curve is a hypothesized relationship between indicators of 

environmental degradation and income per capita where economic growth degradation and 

pollution will increase in the early stages.  However, the trend reverses at some level of income 

per capita and high-income levels of economic growth lead to environmental improvement. 32 

This is illustrated in an inverted U-shaped function of income per capita.   

 

 Firms operating in free markets tend to promote virulent strains of environmentally 

destructive growth.33 The assumption that liberal economic policies would promote higher wages 

and narrow income inequality while broadening the middle class who demand better 

environmental policies once income reach a turning point and income inequality will narrow. 

This new middle class will enjoy higher wages and demand improvement in environmental 

policies. Therefore, in order for an industrial society to implement better environmental policies, 

there would have to first be an improvement in wages and a reduction of inequality. 

 

                                                 
29 Danil Akbar Taqwadin. Green “International Relations” Theory. Lembaga Kajian Hukum Aceh/Aceh’s Legal 

Studies, Indonesia. 
30 Gene M. Grossman, Alan B. Krueger. Environmental Impacts of a North American Free Trade Agreement. 

Working Paper No. 3914. National Bureau of Economic Research. November 1991. 
31 Ibid 30. 
32 David I. Stern. The Environmental Kuznets Curve. Department of Economics, Rensselaer Polytechnic Institute, 

Troy, NY 12180. June 2003.  
33 Robin Broad, John Cavanagh. Development Redefined. How the Market Met Its Match? 2009 
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                           The Environmental Kuznets Curve: 
 

 

 
F. 2.1. 

 

 
 

F. 2.2. 

As illustrated in the diagram above (F. 2.1. and 2.2.), the Environmental Kuznets Curve is an 

inverted U-shape curve where environmental degradation, or environmental policy, is directly 

driven by per capita income. According to the Environmental Kuznets Curve of Grossman and 

Krueger, society needs to drive its economy towards an industrial economy by applying liberal 
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economic policies in order to achieve higher wages and economic growth. In the beginning of 

industrialization there will be an environmental degradation cost. However, society will reach a  

Variables of the Environmental Kuznets Curve 

 
F. 1.3 

 

 The variables that compose the Economic Kuznets Curve are the implementation of 

economic liberal policies in order to allow for economic growth that would produce an increase 

per capita income under the traditional economic theories assumptions. The new growing middle 

class would become more involved in policy making and gain political power and demand the 

implementation of better environmental policies, according to the assumptions of Kuznets. The 

wages or per capita income will increase under the assumptions of traditional economic theories. 

 

3. THE CASE OF MEXICO 
 

I will review the case of Mexico and its path to neo-liberalization and analyze the data during 

the NAFTA years.  Some scholars wonder whether NAFTA has been good for Mexico and 

whether the promises of its campaign will ever become real. Other scholars question whether 

NAFTA has been of benefit to the U.S. This research will review the effects of this neoliberal 

agreement and its impact in Mexico’s wages and Co2 emissions to test the Environmental 

Kuznets Curve.  

 

3.1. History of Mexico’s Neoliberal Economy 
 

The economic system of Mexico can be described as an industrial strategy of state-led import 

substitution, emphasizing neo-liberal policies and export-orientation on transnational investment, 
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which flourished after 1965. 34 Mexico’s economic model has been persuaded by the low interest 

of national investment in the production of technologies, the decline of available foreign 

exchange, trade deficits, and international market and social changes. The international golden 

years provided economic stability and manufacturing growth in Mexico from 1960 and 1962 35 

under the administration of Lopez Mateos. However, the decrease of growth in agricultural 

production, the decline of international exports, and the increase of imports lead to a decrease of 

foreign exchange opening the path towards economic liberal policies in Mexico. In order to 

promote private investment, institutional and legal changes were implemented to expand and 

guarantee the necessary market conditions that would foster foreign investment.36 This was the 

first step towards Mexico’s economic dependency on foreign direct investment (FDI). Foreign 

investment was no longer complementary; instead it became indispensable to maintain Mexico’s 

economic system.37  

 

Unequal growth in manufacturing, accompanied by a decrease in the agricultural sector and 

imbalanced distribution of wages, the low capacity of purchasing power and the student protest 

movements in 1968 during the administration of Gustavo Diaz Ordaz, showed the growing 

economic instabilities in Mexico. The import substitution economic programs and model of 

stabilizing development continued under the Echeverria’s administration without any significant 

change from the previous administration.38 Mexico’s economic crisis of the 1980’s opened the 

door for neoliberal strategies and structural adjustment programs (SAPs) in order to promote FDI 

to enter into the international economy.  The process of structural adjustment in Mexico can be 

dated back to 1982, when Mexico became the foremost debtor nation and president Jose Lopez 

Portillo (1976 – 1982), turned to the International Monetary Fund (IMF) for a $4 billion loan at 

the end of his administration to finance private and public foreign creditors $80 billion debt.39  

The IMF loan required Mexico to impose austerity programs to reduce spending. During this 

period Mexico’s prices for basic goods raised and unionized workers experienced cuts in wages.  

 

By 1986 inequality of income distribution worsened and about two-thirds of urban 

households had incomes below the minimum wage. The path toward neo-liberalization continued 

steadily when Mexico sought admission to the General Agreement on Tariffs and Trade (GATT) 

in 1986, and announced entry into GATT in March 1990 under the Salinas administration. The 

Salinas administration was key towards the path of neo-liberalization in Mexico. Salinas 

implemented programs of structural adjustment along the neoliberal lines by expanding De la 

Madrid policies by privatizing Mexico’s banks and sold off state owned and parastatal 

organizations, opened Mexican stock market to foreigners, and removed restrictions of foreign 

ownership. The Salinas administration continued the path set in the 1960’s of reduction of 

government founding as a source of investment.  These policy changes made the agriculture in 

Mexico become dependent on domestic and foreign investment and not solely on government 

                                                 
34 Robin Broad, John Cavanagh. Development Redefined. How the Market Met Its Match. 2009 
35 Gracida, Elsa M. Capitulo II, La Segunda Etapa del Proceso Industrial: Consolidacion y Auge, 1950/1954 - 

1965/1970. UNAM. P. 60 
36 Ibid 14 Page 61 
37 Ibid 15 
38 Nieves Lopez, Francisco. Modelos Economicos en Mexico. ITESM.   
39 Judith Adler Hellman. Structural Adjustment in Mexico and the Dog that Didn’t Bark, Centre for Research on 

Latin America and the Caribbean, Working Paper Series. April 1997. Page 3 
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expenditures.40 All these policy changes towards neoliberal economic policies since the 1960’s 

culminated in the implementation of the North American Free Trade Agreement (NAFTA) in 

1993-1994. NAFTA reduced tariffs to promote investment, trade, and technology transfer 

between Canada, the United States and Mexico. This international treaty is advertised to promote 

freer trade, increase development and foreign investment for Mexico to actively compete in the 

international market. 

 

Moving the country’s industry out of public control and intro the private sector provided 

some growth but resulted in inequality. Mexico’s rural indigenous ejido system experienced 

government cuts in 1991 as an example of the reduction in state subsidies and social welfare cuts 

dictated by neoliberal reforms. 41  

 

 

4. TESTING THE KUZNETS CURVE IN MEXICO 
 

As the general conclusion suggested by Kuznets, wages have moved toward equality during 

the years of NAFTA. At the same time data should show an improvement of environmental 

policies as wages increase. Since a thorough study of the environmental polices during the years 

of NAFTA requires certain data that are not readily available, the results presented here should 

be considered. To measure the trend in wages and income inequality, GDP and average wage 

trends were reviewed.  To measure an improvement in environmental policies,  emissions of Co2 

were collected as these are the data available for this case study. 

 

4.1. Trends in Income  
 

To test the trend of wages, GDP was reviewed at purchaser’s prices as defined by the World 

Bank. Purchaser’s prices are the sum of gross values added by all resident producers in the 

economy plus any product taxes and minus any subsidies not included in the value of the 

products. It is calculated without making deductions for depreciation of fabricated assets or for 

depletion and degradation of natural resources. Data are in current U.S. dollars. Dollar figures for 

GDP are converted from domestic currencies using single year official exchange rates.42 

 

When reviewing the data, we can see that GDP has increased overall over the years as shown 

in figure 1. However, when reviewing the trend in wages we can see the opposite. On F. 2.there 

is a trend of decreased real wages after 1970, and a continued decrease during the decades of the 

80’s. It can also be perceived as a decrease in wages after NAFTA in 1995 and stagnant after 

1998. Similarly, when reviewing the data available for the average wages from 1995 to 2015, the 

trend continues in a decrease, starting at about 80 pesos at 1994 to below 65 pesos in 2015, as 

show in F. 3. While available data suggests there has been an increase in minimum wage in 

pesos earned per hour, the percentage change from one year to the next is actually a decline in 

wages.  

                                                 
40 Ibid 18 Page 3-5 
41 Joseph N. Weatherby, Graig Arceneaux, Emmit B. Evans Jr, Dianne Long, Ira Reed, Olga D. Novikova-Carter. 

The Other World, Issues and Politics of the Developing World. 8th Edition. Pages 121-123 
42 World Bank. World Bank national accounts data, and OECD National Accounts data files. 
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The data available states that Mexico has not experienced an increase in wages after the 

liberalization of its economy, a decrease of average wages after NAFTA, and GDP growth. The 

data cannot support the argument that liberalization of economies leads to higher wages and 

narrows income inequality in Mexico. On the contrary, we can see that the gap of income 

inequality in Mexico has widened.   

 

 

GDP of Mexico in U.S. Dollars 
 

 
 

Figure 3.1. GDP Current Mexico in U.S. Source: World Bank National Account Data and 

EOCD National Accounts Data 

 

 

  In Figure 3.1., it can be appreciated that there has been a growth in the total GDP in 

Mexico after 1960’s when liberal economic policies began to be implemented with the 

Maquiladora industry. At the same time, there in an increase of total GDP in the years after a 

new neoliberal policies after Mexico’s participation in the GATT, specially after 1995 when the 

implementation of NAFTA occurs, and a constant growth after that. With this information, one 

can argue that, in fact, neoliberal policies benefit society as total GDP increases and data support 

the assumptions of the Kuznets economic curve.   

Evolution of Real Wages in Mexico  

1970- 2008 
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Figure 3.2. Real Wages in Mexico Source: INEGI 2010. Estadisticas Historicas de Mexico. 

 

 

 However, when analyzing Figure 3.2. on the real wages in Mexico in the same period of 

time (1960s- 2008) the conclusions differ with the assumptions of the Kuznets economic curve. 

Here we can see that real wages have actually been decreasing after every new economic liberal 

policy in Mexico.  After the implementation of NAFTA in 1995, real wages have decreased or 

become stagnant.  
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Figure 1.2.1. Average Wages in Mexico 1994- 2015.  Source: Secretaria del Trabajo y Prevision Social – 

Commision Nacional de los Salarios Minimos  

 

Figure 3.2.1. This figure shows average wages in Mexico during the period of NAFTA.  

Average wages declined 13.47% in the first year after NAFTA, and an additional 10.14% in 

1996. From 1996 to 2015 there have been fluctuations with an average of less than 5% ending in 

2015 with 3.22% approximate decrease from 1996. This tells us that average wages decline after 

NAFTA and have not reached the same level since then; instead they have remained low.  

 

The data provided in the tables above support the argument that wages have seen a dramatic 

decrease in Mexico since the implementation of economic liberal policies after the 1960’s. and 

that wages have become stagnant since the implementation of NAFTA. In the study of Mexico 

this evidence does not support the null hypothesis that economic liberal policies lead to better 

wages.  However, while there has been an increase of total GDP, there has also been a decrease 

of real wages and average wages in the same period of time.  When reviewing changes in the 

relative wages and relative employment of skilled and unskilled workers in Mexico after 1985, 

there is evidence of a dramatic increase in the skilled-unskilled wage gap. 43 Mexico provided 

high protection to low-skilled industry during the 1980’s. The reduction of trade barriers 

suggests that trade reform affected unskilled labor disproportionately, and Mexico’s exposure to 

competition from China with abundant unskilled labor contributed to a decrease in relative 

wages of unskilled workers in Mexico. 44   

                                                 
43 Gordon H. Hanson and Ann Harrison. Trade Liberalization and Wage Inequality in Mexico. Industrial and Labor 

Relations Review. Vol. 52 No. 2. January 1999.  
44 Ibid 43 
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4.2. Trends in Pollution 
 

In order to measure pollution policies in Mexico, data has been analyzed after NAFTA in 

1994.  However, the lack of data limits this study and I will have to rely on the data available. In 

order to measure a change in environmental policies, I reviewed the Co2 emissions in Mexico, 

focusing on emissions after 1994. Co2 is one of the main causes of global warming. It should be 

sufficient to see if there is a change in environmental policy consciousness in Mexico, and Co2 

should be declining according to the Kuznets Curve hypothesis.   

 

 

 

 

 
 

Figure 4. World Bank staff estimates from original source: European Commission, (JRC)/(PBL). 

Emission Database for Global Atmospheric Research 

 

In Figure 4. We can see that there has been an increase of the total greenhouse gas 

emission in Mexico in the period after NAFTA.  Neo-liberalization in Mexico has produced an 

increase of Green Gas Emission. 
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Co2 Emissions -Metric Tons Per Capita 
Mexico 1960-2010 

 

 
 

Figure 4.1. Co2 Emission (metric tons per capita) in Mexico. Source: The World Bank.  Carbon 

Dioxide Information Analysis Center, Environmental Sciences Division, Oak Ridge National 

Laboratory, Tennessee, United States. 

 

 Figure 4.1. A more predominant increase of Co2 emission per capita in Mexico after the 

first economic liberal policy was introduced.  Figure 4.1 shows an increment of emissions of Co2 

after the implementation of NAFTA in 1995 and an increase of emissions of this pollutant. 
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Figure 4.2. World Bank: Carbon Dioxide Information Analysis Center, Environmental Sciences 

Division, Oak Ridge National Laboratory, Tennessee, United States. 

 

 

In figure 4 and 4.1. we can see that the Co2 emissions per capita have increased in Mexico 

constantly since 1964, when an emphasis of liberal economies emerges and the maquiladora 

production increased in Mexico. In figure 4.2. we can see constant emissions of 3.5 to 4.0 tons 

per capita after the 90’s, especially after 1995 with the implementation of NAFTA. 

 

 

 Grossman and Krueger first provided the model EKC in response to the concerns that 

opening markets with Mexico would invite a race to the bottom and companies would try to find 

the lowest environmental standards to reduce cost of production as companies in the developed 

United States and Canada imposed stricter environmental standards. 45  In the EKC they 

proposed that rising incomes from trade would lead to better environmental control as they 

explored the relationship between economic growth and air quality with data from the World 

Health Organization and the United Nations Environment Program GEMS in forty-two countries 

with findings that supported their argument. 46   

                                                 
45 Yandle, Vijayaraghvan and Bhattarai. The Enviromental Kuznets Curve. May 2002. PERC Research Study. Page 

7.  
46 Ibid 43 
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 A study by Hettige, Lucas and Wheeler (1992) explored the EKC on production toxic 

intensity index for 37 manufacturing sectors in 80 countries over the period of 1960-1988 to 

generalize the environmental impact of manufacturing rather than to focus on individual 

measurements such as air quality.  Their findings indicated that manufacturing, which is one part 

of GDP, did not become cleaner or dirtier as income changed; instead manufacturing became 

smaller relative to services and trade in expanding economies. 47 This indicated that higher 

income leads to cleaner environment as dirty production shifts elsewhere.  

 

 No evidence supports the EKC hypothesis for gases such as carbon dioxide that cause no 

harm locally, but may affect the global climate, as in the case of Mexico. Further studies and the 

revision of additional pollutants data over the same period of time is required to determine 

whether or not the assumptions of EKC are valid in Mexico.  The assumptions of traditional 

economy and EKC suggest that polices that stimulate economic growth, such as trade 

liberalization, economic restructuring and price reforms, would lead to better environment 

policies, but income reform without institutional reform is not likely to occur.48 In order to see 

real change and improvement of environmental policies, government policies, social institutions 

and completeness and functioning of markets is needed. When ordinary people have political 

power, civil rights as well as economic rights, air and water quality improves in richer and poorer 

countries. 49  

 

 Mexico has become a production of contamination with the implementation of NAFTA 

when it eliminated the Cooperation Agreement of Trans-border Environmental Protection 

(Acuerdo de Cooperacion Proteccion Fronteriza del Medio Ambiente) of 1983 that regulated the 

management of toxic waste on the border region. Under NAFTA pollutant countries were no 

longer responsible for toxic waste and private companies could store these pollutants. 50 The lack 

of government supervision, inspectors, or obligatory inspections allows for pollution from the 

maquiladora industry to increase. The maquiladora industry produces toxic liquid waste and 

solid waste.51 Tijuana toxic waters from the maquiladora production have contributed to the 

elevated infant mortality from intestinal infections (26.9 per 1,000 live births in Tijuana, 

compared to the 7.1 in San Diego). 52 There have been reports of increased air and water 

pollution trans-bordering to the United States,53 and it is of U.S. national concern as described in 

the Border 2020 Goals and Objectives of the EPA. 54  To argue that NAFTA has not contributed 

to environmental degradation in the Mexican northern border region would be ignoring the data 

available.  

 

  

                                                 
47 Ibid 43  
48 Iibid 43 
49 Iibd 43 
50 Emilio Godoy. Mexico: Fabricas de Contaminacion. Inter Press Service, Agencia de Noticias. August 2011.  
51 Ibid 48 
52 Lori Saldana. Tijuana’s Toxic Watters. NACLA Reporting.  
53 Albert E. Utton. Transboundary Water Quality Institutional Alternatives 
54 EPA United States Environmental Protection Agency Border 2020 Goals and Objectives.  
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5. THE CHILEAN CASE 
 

Conventional wisdom is that Chile is considering the great success of neo-liberalization in 

Latin America. Furthermore, background similarities between the position of Mexico and Chile 

in the international division of labor, economic development, cultural area, and statist policies, 

recommends a case comparison on neo-liberalization, development and pollution abatement. The 

history of neo-liberalization of Chile can be divided into two periods. The first one, after the 

assassination of President Salvador Allende, in September 11,1973, and the takeover of the 

military from 1973 to 1984; and the second period, from 1989 to 2000.  

 

In 1973 Chile had one of the highest inflation rates in the world and the military government 

actively pursued free-market orientated policies that liberalized the economy. 55 Allende left a 

country with strong government intervention in all sectors of Chile since the 1930’s, providing 

modest growth. But the militarized government took steps to reduce government control and 

reduce the fiscal deficit. The main characteristics of these steps were: across-the-board reduction 

in government spending, a 10% temporary hike in income taxes, reduction of the size of the 

public sector, and a tight monetary policy. With these changes, the government revenues of GDP 

increased by 1975. Along with these changes came a tax reform that included an elimination of 

tax exemption and subsidies and a unification of corporate and non-corporate income tax into a 

flat-rate business tax, and integration of personal and business income tax. Also in 1975 there 

was a stabilization program implemented that consisted of a tighter monetary policy. 

Nonetheless, all these efforts were not sufficient when open market policies trade in a closed 

economy, and in 1978 an exchange-rate table was introduced to reduce the domestic rate of 

inflation. 56 Chile continued implementing different policies to open its market to promote 

investment during the decade of the 1980’s and beyond.  

 

Chile’s experience in the improvement of environmental policies has been mixed. Some 

industries have seen improvement with policy formulation that emphasized native management 

and grassroots concerns by Native American peoples or small-scale farmers. 57 And in more 

recent cases, there has been an internal demand for environmental protection by the student 

movement with support of the community. 58 These environmental movements, and the recent 

student movements demanding higher wages and lower school fees for private education (which 

composes about 70% of higher education) ,59 have highlighted the effective environmental 

decision in Chile and the demands for deeper democracy. The lack of avenues of direct influence 

of citizens for environmental policymaking allows for a conflicting defensive strategy. 60   

                                                 
55 Sebastian Edwards.  Stabilization with Liberalization: An Evaluation of Ten Years of Chile’s  Experiment with 

Free-Market Policies, 1973-1983. University of California, Los Angeles and National Bureau of Economic 

Research. 1985 University of Chicago.  
56 Ibid 22 Page 223-228 
57 Eduardo Silva. The Politics of Sustainable Development: Native Forest Policy in Chile, Venezuela, Costa Rica 

and Mexico. Cambridge University 1997.  
58 Claudia Sepulveda and Pablo Villarroel. Local Movements and the Reform of Chilean Environmental Institutions. 

Swans, Conflicts, and Resonance. Latin American Perspectives. Vol. 39 No. 4 July 2012. 181-200  
59 Robert Hunziker. In Chiles’s Neoliberal Flip Flop. The Big Picture. December 2014. 

https://www.youtube.com/watch?v=4FAYodkBs28 
60 Eduardo Silva. Democracy, Market Economics and Environmental Policy in Chile. Journal of Interamerican 

Studies and World Affairs. Vol. 38. No. 4. Winter 1996.  
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Some common features of undeveloped or developing countries such as Mexico and Chile is 

an unequal distribution of wealth, delayed modernization, and population explosion. 

Democratization and economic liberalization promise development and economic growth. Some 

might argue that these countries have experienced developmental improvements; however, lack 

of a stable currency and extensive borrowing for infrastructure contributes to the challenges of 

the developing world. 61 

 

 

6. INCOME DISTRIBUTION DATA 
 

In order to determine if economic liberal policies have reduced inequality as described by 

Kuznets I will review the GINI index data available for the countries of Mexico, Chile, Canada 

and the United States. Being that the U.S., Canada and Mexico are part of NAFTA I would 

review the data of these states. Similarly, a comparison with Chile is necessary due to the 

similarities of history and background of Mexico and Chile. This way I would compare if the 

liberal economic policies that have been implemented in Mexico have been beneficial in 

reducing inequality. The index is based on the Gini coefficient, a statistical dispersion 

measurement that ranks income distribution on a scale between 0 and 1, the Gini index would 

register a reading of 1, which indicates perfect inequality, if everyone had exactly the same 

amount of money, the index would register a reading of 0. GINI index can be used to measure 

the inequality of any distribution, but is commonly associated with wealth. Statistics for The 

World Factbook 62 produced by the U.S. Central Intelligence Agency cite a range from about .25 

to .60. 63 Data available form the World Bank GINI index measures the extent to which the 

distribution of income (or consumption expenditure) among individuals or households in an 

economy deviates from a perfectly equal distribution utilizing the Lorenz Curve. The Lorenz 

curve is a straight diagonal line represents perfect equality of wealth distribution; the Lorenz 

curve lies beneath it, showing the reality of wealth distribution. The difference between the 

straight line and the curved line is the amount of inequality of wealth distribution, a figure 

described by the Gini coefficient. 64 If data in the GINI index is closer to 0 it would represent 

perfect equality, if it gets closer to 100 it represents inequality.  
 

 

  

 

                                                 
61 Joseph N. Weatherby, Graig Arceneaux, Emmit B. Evans Jr, Dianne Long, Ira Reed, Olga D. Novikova-Carter. 

The Other World, Issues and Politics of the Developing World. 8th Edition. Pages 7-12 
62 The World Factbook provides information on the history, people, government, economy, geography, 

communication, transportations, military, and transnational issues for 267 world entities.   
63 Lisa Smith. The Gini Index: Measuring Income Distribution September 11, 2014. Investopedia.  
64 Lorenz Curve. Investopedia.  

http://www.investopedia.com/terms/w/wealth.asp
https://www.cia.gov/library/publications/the-world-factbook/index.html
https://www.cia.gov/library/publications/the-world-factbook/index.html
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GINI index (World Bank estimate) 

For Canada, Chile, Mexico and The United States 

(1984-2014) 

 
 

 
F. 6.1.  World Bank, Development Research Group. Data are based on primary household 
survey data obtained from government statistical agencies and World Bank country 
departments.  

 

 In Figure 6.1. it can be appreciated that the percentage of Mexico’s inequality in 1984 

was of 48.95 and the percentage in 2014 was of 48.21 meaning that inequality before and after 

NAFTA did not provided any real change despite the highs and low during that time. In case of 

Chile we can appreciate that in 1987 the percentage of inequality was 56.21 and in 2013 it was 

50.45, meaning there was a some decline in inequality. In the case of the U.S. in 1986 the 

inequality percentage was of 37.73 and in 2013 of 41.06, the U.S. inequality actually increase. In 

Canada the percentage of inequality was of 31.6 and in 2010 there was a percentage of 33.68 

there was also a small increase. Even when in the U.S. and Canada there was an increase of 

inequality, the level of inequality is still higher in Mexico in the high 40 percent and in Chile in 

the low 50 percent, meaning there is more inequality in Chile and in Mexico than in the U.S. and 

Canada.  
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7. FINDINGS AND RECOMMENDATIONS 
 

After reviewing the data available, the findings indicate that economic liberal polices do 

not necessarily lead to the increase of wages, an increase of a new middle class, and the decrease 

of the gap between classes as it was indicated by the GINI index. GDP increase does not indicate 

an increase of real wages and does not lead to better environmental policies, as in the case of 

Mexico indicates. However, there is the need to obtain more data in the case of Mexico to better 

support this conclusion.   

 

The challenge in Mexico is the increase of concentration of wealth in the hands of the few 

rather than being reinvested in any industrial infrastructure that might significantly benefit the 

many in either the short or the long term. Likewise, Mexico’s position on the periphery of the 

dominant political and economic order, of the giant of the North, is to provide raw materials and 

cheap labor for the industrialized power, the U.S., under NAFTA. At the same time, the 

widespread corruption that characterized Mexico helps explains why development programs 

have done little to improve social life for the masses. If these factors were not enough, foreign 

aid programs and international loans to underdeveloped nations such as Mexico, often include 

cuts in health, education, and other social service programs, contributing to the lack of growth in 

the country. 65 

 

The Mexican case of a semi-authoritarian government who seeks to impose market-

friendly policy, can benefit from an emissions trading program or “cap and trade”. Emissions 

trading has two components; to limit pollution emission and to provide tradable allowances equal 

to the limit that authorize the holder to emit a specific quantity of the pollutant. Under this 

system, an environmental goal is met and it provides flexibility for individual emission sources 

to set their own compliance path and allowances can be bought and sold in the market. 66 The 

limit of the emissions will be set by the science community, and companies that exceed the cap 

will pay penalties that increase over time. Trading among companies provides incentive to save 

money by cutting emissions when investing in technology. The cap will decline over time and 

companies that cut their emissions faster can sell or bank their permits for future use. 67  

 

Successful Cap and Trade programs are the European Union’s Trading Scheme that 

included 27 countries to reduce heat-trapping emissions; The Northeast Regional Greenhouse 

Gas Initiative covers electricity generation in 10 northeastern and mid-Atlantic states; the 

Western  Climate Initiative which included seven western states and four Canadian provinces to 

reduce heat-trapping emissions; the Midwestern Regional Greenhouse Reduction Accord in the 

Midwest of the U.S. and some Canadian provinces.68 Trading emissions have also been 

successful to combat acid rain as it helped reduce levels of sulfur dioxide.  Under this program, 

                                                 
65 Ibid 21 Page 66 
66 What is Emission Trading? United States EPA.  
67 How Cap and Trade Works. The System Reduces Emissions by Setting a Limit on Pollution and Creating a 

Market. Environmental Defense Fund.  
68 Existing Cap and Trade Programs to Cut Global Warming Emissions. Union of Concerned Scientists, Science for 

a Healthy Planet and Safer World.  
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the Mexican government will not directly intervene and will not impose what technological 

changes private companies need to make, but instead it will set the stage for private companies to 

determine which companies will buy pollution permits and which companies will invest in 

technology to reduce pollution.      

 

Other recommendations for the case of Mexico to better reduce inequality is for Mexico to 

intervene more in policy making so that private companies have a responsibility to invest in 

infrastructure and invest in technology. Likewise, the government needs to invest more in 

education in Mexico that would prepare its growing population in technology, engineering, and 

potential green technical careers that are government own in order to avoid the conflict that now 

thrives in Chile by the students.  

 

8. CONCLUSIONS 
 

Economic liberal policies have been implemented in Mexico since the 1960’s with the 

promises of higher foreign direct investment that would create more job opportunities with 

higher wages with the implementation of NAFTA. The assumptions of the Economic Kuznets 

Curve is that, when a state implements liberal economic policies, society will experience higher 

wages which would lead to better environmental policies. Kuznets does state that the period from 

the change from agricultural economy to industrialization can be long, but he also suggests that 

waiting to achieve economic growth under this model is better for the overall economy as new 

generations would benefit from the new sources of income. Even when he does recognize the 

challenges of the underdeveloped world to follow this model, he still argues that the outcome 

would be beneficial as higher wages from the industrialization economic model would reduce the 

income gap, and the new middle class would demand better environmental policies.  

 

When analyzing this model in the case of Mexico we can see, with the data available, that the 

model of the Economic Kuznets Curve does not apply. Mexico has been experiencing constant 

decrease in wages. Mexico’s open economy has to compete with China’s lower wages and 

higher population creating a race to the bottom, as private companies will seek lower cost of 

production and lower environmental standards. Some scholars might argue that Mexico needs to 

wait to reach the turning point that is suggested by the Economic Kuznets Curve and that Mexico 

is still under transition. However, to keep doing business as usual is to keep contributing to 

environmental degradation and global warming.  

 

 The political tradition of Mexico and open market economy will allow for a cap and trade 

policy to thrive. Chilean case history demonstrated that lack of political support for 

environmental policies could lead to social instability and massive protest. Therefore, Mexico 

should embrace pollution reduction policies.    
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