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I
t is my great pleasure to present the 2014 issue of The Cornell Policy Review. 

Many of the articles in this issue examine the theme of polarization, which 

is particularly timely as increasing social and political divisions impact 

party politics, policymaking, and the daily lives of global citizens.

It is our honor to open this issue with a feature by Professor Gary Fields, the 

John P. Windmuller Chair of International and Comparative Labor, on his 

approach to decision-making through a five-part policy framework that each 

of his students encounter. Alexandra Hensens, William Nielsen, and Lucas 

Ackerknecht explore the environmental and economic implications in the 

politically contentious debate around the development and regulation of shale 

gas in the United States. Ivi Demi discusses the abuse of eminent domain laws 

through loosening definitions of public use that unfairly displaces citizens and 

communities. Dana Westgren explores the potential of third party development 

as US political parties continue to polarize, while Luis Ferreira Alvarez 

illustrates the relationship between economic inequality and political instability 

in Brazil and France. Our final article, written by Matthew Fisher-Post, presents 

policy options that address the problem of agricultural soil degradation in 

Mexico. The issue concludes with an interview with President of Panama, 

Ricardo Martinelli, who discusses public-private partnerships, infrastructure 

development, and the economic policies that sustained Panama in the shadow of 

the global recession.

I am grateful to our editorial staff, board members, and writers, for their time 

and commitment to the print publication and our newly launched blog at 

cornellpolicyreview.com. I am also thankful to our advisor Professor Nancy 

Chau and the Cornell Institute for Public Affairs staff for their continued support 

and guidance. You have all made my tenure at The Review memorable and 

rewarding. I would like to especially thank Managing Editor Olinda Hassan for 

her enduring support as ally, partner, and friend. I hope you enjoy this issue and 

engage further with The Cornell Policy Review through our blog or by submitting 

a piece of your own.

 — Jennifer Shin, MPA 2014, Editor-in-Chief

E d i t o r ’ s  N o t e
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Aid, Growth, and Jobs: 
A Five-Part Policy Framework

G a r y  S .  F i e l d s

A b OUT    THE    A UTHOR   

Gary S. Fields is the John P. Windmuller Professor of International and Comparative 

Labor and Professor of Economics at Cornell University and a member of the CIPA 

core faculty. His most recent book is Working Hard, Working Poor (Oxford Univer-

sity Press, 2012). This article is reproduced here by permission of UNU-WIDER, which 

commissioned the original research and holds copyright thereon.
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Introduction

I
t has been my distinct pleasure to teach literally hundreds of (Cornell Insti-

tute for Public Affairs) CIPA students in the last few years. In each course 

I teach, in the public policy work I do in the United States and around the 

world, and in my personal life, I use a five-part policy framework to decide 

what to do. In this article, I share that approach with you. 

Picking the Policy Area to Work On

I work in the area of economic development, which I define as improving people’s 

economic well-being. Various economic development objectives are worthy, but 

to my mind, one objective dominates all others: reducing the scourge of absolute 

economic misery in the world. In my teaching, research, and policy work, I focus 

on an important but relatively underemphasized approach to poverty reduction: 

helping the poor earn more in the labor market for the work they do, so that they 

can buy the goods and services they need to move up out of poverty. 

Choosing the Most Promising Interventions

Assuming that a priority for economic development, though not necessarily the 

priority for economic development, is to improve labor market outcomes for the 

poor, how should country governments and aid organizations choose among 

policies aimed at this objective? Policy-makers face two broad policy decisions: 

choosing among broad policy areas and choosing within a broad policy area.

Choosing among broad policy areas means deciding whether to allocate 

more development resources to one area (e.g. stimulating economic growth) or 

to another (e.g., increasing paid employment). Similarly, choosing within a policy 

area means, for example, deciding to try to raise the returns to self-employment 

by increasing the availability of affordable microcredit or by investing in educa-

tion and training. The do’s and don’ts presented in this section are equally ap-

plicable to both.

Before suggesting how to choose, let me suggest some ways not to choose. 

Consider the choice between helping the poor where they are and helping the poor 

get out of where they are:
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• 	Line of argument 1: We want to help the poor. The poor work mainly on family 

farms and in family businesses. Therefore, we should invest our development 

resources in improving incomes where the poor are, on family farms and in 

family businesses.

• 	Line of argument 2: We want to help the poor. The poor will remain poor as 

long as they remain in poor sectors. Family farms and family businesses pay 

poorly relative to wage employment, particularly when the wage employment 

is in enterprises registered with the government (what is sometimes called 

the ‘formal sector’). Therefore, we should invest our development resources in 

creating new wage employment in registered enterprises so that the poor can 

move to the parts of the economy where earnings are higher. 

•	 Line of argument 3: We want to help the poor. It is good to help the poor where 

they are, and it is also good to help the poor get out of where they are. There-

fore, we should invest our development resources by using some to help the 

poor where they are and using the rest to help the poor get out of where they are.

I hope you noticed that these three lines of argument led to precisely con-

tradictory conclusions. Yet many so-called ‘policy implications’ offered in the lit-

erature are just like this: if a certain policy action would produce benefits if un-

dertaken, it should be done. The problem is that none of the preceding arguments 

recognizes that to use more of the available resources for one purpose implies 

having less available for another. Economists use the term ‘opportunity cost’ to 

recognize the budgetary trade-offs  —  in this case, the cost of using resources to 

help the poor where they are is to not have those resources available to help the 

poor get out of where they are. To decide that something is good to do without 

also weighing the value of what is not getting done is a bad way to choose.

Let us turn our attention to how to choose.

A Five-Part Policy Evaluation Framework 

The following policy evaluation framework is one I have been using for a long 

time. I present it here for others who may also find it useful. 

Policy Instruments       Model      Outcomes

Policy Evaluation Criteria      Policy Evaluation Judgment
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The first step in the framework is to specify the action or alternative actions 

under consideration. These could be a law that might be passed, a regulation that 

might be imposed or removed, a tax, or a public expenditure. 

The second step is to specify an analytical model. The best ones involve 

interplay between theory and empirics, capturing the essential aspects of reality 

while leaving aside the less essential ones. 

The third step is to use the model to predict the likely outcomes. In a labor 

market model, these outcomes might be changes in the number of workers in each 

type of job and the amounts they get paid. 

The fourth step is to specify the policy evaluation criterion or criteria to be 

used. An example of a single policy evaluation criterion would be to analyze a 

proposed policy solely in terms of its effect on reducing poverty. Alternatively, an 

evaluation might be conducted in terms of multiple policy evaluation criteria such 

as increasing both employment and earnings. Some evaluators are comfortable 

using efficiency and equity as their criteria. 

The fifth and final step is to evaluate the outcomes in terms of the policy 

evaluation criterion or criteria and reach a judgment about whether the proposed 

policy would have positive, negative, or ambiguous consequences. 

In practice, these steps are better thought of as being developed simultane-

ously rather than sequentially, with considerable back and forth movement be-

tween them. Let us examine some of these steps in more detail.

Specifying the Policy Evaluation Criteria

The best kind of policy analysis is one that starts with specifying an objective 

function: that which is to be maximized or minimized. The objective function 

sometimes has a single argument and sometimes multiple arguments. ‘Maximize 

the firm’s profit’ is a familiar example of a single-argument objective function. 

‘Maximize the individual’s utility, where utility is a function of goods and leisure’ 

is a familiar example of a multiple-argument objective function. When the objec-

tive function has multiple components, none of the components is maximized; all 

components are optimized so that the objective function is maximized. Maximiz-

ing a multi-argument objective function therefore involves trade-offs on the policy 
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side. These policy trade-offs are in addition to the budgetary trade-offs described 

above, which always arise.

Many development recommendations I have seen are made without any ex-

plicit policy evaluation criteria at all. It is stunning that those who do this are 

often surprised to be asked to make their policy evaluation criteria explicit.

Other development recommendations are made on the basis of presumed 

goods — for example, it may be presumed good to reduce a country’s budget defi-

cit, maintain a realistic exchange rate, or let supply and demand reign. Here too, 

it is worth asking those who make such recommendations what they think would 

be the effect on poverty of putting their recommendations into effect.

And still, other policy recommendations are based on merit goods: educa-

tion is socially meritorious, and therefore we should allocate more development 

resources to it. The problem with a merit goods argument is that many other 

things — health, housing, the arts, and many others — are also socially meritori-

ous, which takes us right back to the point about budgetary trade-offs: to use 

resources for one purpose means not to use them for another. What one gives up 

is as important to the decision as what one gets. 

Specifying the Model

Policy interventions need to be analyzed using a model. Supply and demand is a 

model. ‘Firms maximize profits’ is a model. ‘The poor have many needs’ is not a 

model; it is a fact.

A good model involves the interplay of theory and data. It seems to me that 

the empirical reality of a developing country is that labor markets have multiple 

segments and multiple strata. By ‘multiple segments,’ I mean some jobs are better 

than others for workers of any given type. And by ‘multiple strata,’ I mean work-

ers differ in their type along some sort of hierarchy — for example, according to 

level of human capital or occupation.

A comprehensive labor market model would be one that recognizes multiple 

segments and multiple strata, models how each labor market segment and stra-

tum works, and specifies how the various segments and strata link to one another 

via the migration of workers and the movement of firms.
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Some features of a comprehensive labor market model are fairly generic. I 

would say that human capital plays an important role throughout the world in the 

sense that workers with more skills, often acquired through education and train-

ing, have the ability to perform certain jobs which those in the lower strata of the 

skills distribution lack. I would say too that a general feature of labor markets 

around the world is that they are segmented in the sense that (1) some jobs are 

better than others and (2) there are not enough of the good jobs for all who want 

them and are capable of performing them.

Beyond that, the right labor market model for a developing country might 

entail country-specific factors that vary from place to place. Examples are China’s 

household registration system (in Chinese, hukou) and the essential differentia-

tion of India’s labor market between the peak and slack seasons in agriculture. It 

would be good to build such country-specific features into our analytical models.

Many development recommendations, including recommendations about 

employment and earnings in the developing world, suffer from one or another of 

these problems. I don’t know which is worse: to have an inapplicable underlying 

model or to have no underlying model. It would be good if analysts could try to 

avoid them both.

Using Social Benefit-Cost Analysis in Formulating Policy

A unified way of bringing together the foregoing considerations is to aim for as 

comprehensive a social benefit-cost analysis as time and knowledge permit. So-

cial benefit-cost analysis entails looking at the social benefits (versus the private 

benefits) and comparing them with the social costs (versus the private costs). Let 

me illustrate.

The economics columnist for The New Yorker, James Surowiecki, has writ-

ten, “Just fourteen percent of Americans, for instance, are running (or trying to 

run) their own business. That percentage is much higher in developing coun-

tries — in Peru, it’s almost forty percent. That’s not because Peruvians are more 

entrepreneurial. It’s because they don’t have other options. What poor countries 

need most, then, is not more microbusinesses. …To be sure, for some people the 

best route out of poverty will be a bank loan. But for most it’s going to be some-

thing much simpler: a regular paycheck.”1
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What Surowiecki leaves out is the fact that it is much more expensive to cre-

ate a steady, regular paid job than it is to make a microloan to a microenterprise 

owner. Given the difference in costs, it is by no means clear that those who argue 

as Surowiecki does have necessarily reached the right conclusion (which does not 

imply that they have reached the wrong conclusion either). 

Thinking in terms of social benefits and social costs can be done as follows. 

The easier question is to decide whether to do one single thing or not do it. In this 

case, we can ask three related questions:

1	 What are the extra social benefits if the activity is undertaken?

2.	What are the extra social costs of the activity?

3.	How do the extra social benefits and extra social costs compare?

When more than one option is possible, similar questions can be asked:

1.	What are the extra social benefits from each possible use of a  

development budget?

2.	What are the extra social costs from each possible use?

3.	For each possible use, how do the extra social benefits and extra social  

costs compare?

4.	For which activity is the difference between benefits and costs the  

greatest?

(Note that I have used the word ‘extra’ rather than the word ‘marginal,’ lest 

some readers understand ‘marginal’ in the sense of something that is unimport-

ant. Social benefits and costs have been used throughout; many analysts neglect 

to distinguish social from private.)

The questions posed in the preceding paragraphs are not easy ones to an-

swer. However, it is better to answer the right questions approximately than the 

wrong questions exactly. 

Finally, we may not have a good sense of the sizes of the social benefits 

and/or the social costs of various policy interventions, and so research may be 

needed in order to find out. Some researchers favor statistical and econometric 

approaches 2,3,4 while others favor experimental approaches.5,6 No researcher today 

can afford to ignore either approach. 
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Practical Questions to Be Asked

Imagine that you are an external advisor formulating a policy proposal, which 

you propose to take to a client country’s government. Or imagine that you are 

a government official formulating a policy proposal, which you plan to take to 

a higher-level official in your organization. When you make such a proposal, 

it would be good to be prepared to answer the following three questions to the 

best of your ability: 

•	 What specific policy objective or objectives are you trying to achieve and  

by what welfare economic criterion or criteria will you decide if your  

objective(s) is/are being achieved?

•	 What theoretical model are you using to analyze the effects of the proposed 

policy?

•	 What is the empirical evidence favoring one view of how things work  

over another? 

These three questions are the ideal. They define what we want to strive for. 

My advice: When you go out into the world, prepare the best answer you can to 

these three questions. The more skills you have and the more thoughtful your 

answers, the more valuable your advice will be. 

Good luck. 
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( E n d n o t e s )

1		  Surowiecki, James. “What Microloans Miss.” The New Yorker, March 17, 2008.

2	  	Deaton, Angus. 1997. The analysis of household surveys: a microeconometric approach 
to development policy. Baltimore, MD: Published for the World Bank [by] Johns 
Hopkins University Press.

3	  	Heckman, James J. 2001. “Micro Data, Heterogeneity, and the Evaluation of Public 
Policy: Nobel Lecture,” Journal of Political Economy 109(4): 673-748. 

4	  	Ravallion, Martin. 2008. “Evaluating Anti-Poverty Programs” in T. Paul Schultz and 
John Strauss, eds., Handbook of Development Economics, Volume 4. Amsterdam: 
North-Holland.

5	  	Banerjee, Abhijit V., and Esther Duflo. 2011. Poor Economics. New York: Public 
Affairs.

6	  	Karlan, Dean and Jacob Appel. 2011. More Than Good Intentions. New York: Dutton.
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Implications of Shale Gas Development  
in the United States

L u c a s  A c k e r n e c h t ,  A l e x a n d r a  H e n s e n s ,  

a n d  W i l l i a m  N i e l s e n

A b s t r a c t

The process of hydraulic fracturing has significant potential economic benefits; how-

ever, it is only now becoming clearer that serious environmental, social concerns 

must be addressed before the extraction of shale gas can be considered a viable 

energy source for the US. Insofar as public and private sector actors are working 

with key stakeholders to close knowledge gaps and mitigate and manage the risks, 

the imperative is that these gas schemes do not undermine public health, local and 

regional environmental integrity, and citizens’ rights. While the United States con-

tinues to foster financial growth from associated economic activities, the drilling 

continues with little regulation and law enforcement. Policymakers must investigate 

and understand the associated social and environmental impacts of hydraulic frac-

turing in counterbalance to the appealing economic benefits of the growing natural 

gas industry.

A b o u t  t h e  A u t h o r s

Lucas Ackerknecht is a second-year Master of Public Administration and Envi-

ronmental Finance and Impact Investing fellow with a concentration in econom-

ics and financial policy at the Cornell Institute for Public Affairs. Prior to graduate 

school, he received a B.S. in natural resources at Cornell University. Lucas has 

worked with several environmental non-profit and scientific research organizations.
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William Nielsen is second-year Master of Public Administration and Environ-

mental Finance and Impact Investing fellow at the Cornell Institute for Public 

Affairs. William received his B.S. in applied economics from the University of 

Minnesota, Twin Cities, with a concentration in natural resource economics. His 

work experiences span the public, private, and non-profit sectors, working as a 

consultant for Mesoamerica Investments, conducting research for the Minnesota 

Department of Revenue, improving the sustainability of Team Ortho Foundation, 

and assisting with various triple bottom line projects for the consulting firm So-

cial Enterprise Associates.
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Introduction

N
atural gas has been used as a domestic and industrial fuel source for 

over a century. It contains significantly more energy per pound than 

coal and burns cleaner — it produces almost none of the sulfur diox-

ide, mercury, and other particulates that are released when burning 

coal. In addition to being a cleaner source of energy, natural gas could help the 

United States achieve energy independence and boost local economies. 

In response to the ongoing hydraulic fracturing debate, there are mul-

tiple recommendations for making shale gas extraction safer and more con-

sistent across corporations and states over time. Decisions, guidelines, and 

standards that will regulate hydraulic fracturing in the future must balance 

public health and safety while inevitably taking politics into consideration. 

In particular, the safety and understanding of hydraulic fracturing could 

benefit from: 1) better-coordinated scientific and economic research; 2) an 

extensive review of health issues related to methane releases, contamina-

tion of community water sources, and destruction of aquifer systems; 3) 

an industry-driven approach that will develop best practices for extraction 

technologies and equipment; 4) stronger and increased state and federal 

regulation; and 5) public disclosure of the chemicals of hydraulic fractur-

ing fluids. 

The growth of horizontal drilling with hydraulic fracturing in the 

United States has increased the ability of producers to profitably extract 

natural gas and oil from low-permeability geologic formations such as 

shale. Hydraulic fracturing is the propagation of fractures in a layer of rock 

called shale, using pressurized fluid pumped thousands of feet below the 

surface through a drilled well. The fluid consists of water, a proppant to 

keep fractures open, and chemical additives to improve the effectiveness 

of the fracture. Natural gas flows from fractured shale into the well, which is 

then recovered on the surface, stored in tanks, and piped to the market for sale. 

The average depth of a well is 5,000 to 7,000 feet, and varies depending on the 

development area.

The technological advancements in horizontal drilling have resulted in rapid 

extraction of US shale gas resources. However, the responsible development of 

drilling the wells has been called into question. There are many unknowns re-
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garding the environmental impacts of hydraulic fracturing and the methods com-

panies use to contain their risks. 

In some areas, development of shale gas is bringing drilling and produc-

tion to regions that have previously not seen any oil and gas activity. Although 

various gas basins exist within the United States, each shale basin is different 

and has a unique set of technical, operational, and environmental challenges. 

As a result, states must design regulations with that particular basin in mind. A 

standard federal policy may not adequately address the challenges of all basins 

and stronger state-level regulations are needed to complement federal policies. 

However, despite this variation, shale gas is a valuable economic resource that can 

supply the country’s energy needs, and many industry experts believe that shale 

gas will become a significant component of natural gas production in the com-

ing years. Indeed, some estimate that hydraulic fracturing already increased US 

recoverable reserves of oil by at least thirty percent and of gas by ninety percent.1 

Although hydraulic fracturing offers potentially large economic benefits to the 

United States, these benefits should be balanced against social, environmental, 

and political costs associated with shale development. These costs include com-

munity destabilization, groundwater contamination, and ecological degradation.

Environmental Concerns

Perhaps the most common critique of hydraulic fracturing is its potential envi-

ronmental impact. At the local level, developing shale gas requires a range of 

environmentally damaging construction activities, including the construction of 

roads, parking, and vehicle maintenance areas that fragment ecosystems and un-

dermine environmental integrity.2 In addition, millions of gallons of water must 

be mixed with chemical additives and pumped under high pressure into the well 

to fracture the shale before its removal and disposal. At a global level, climate 

change impacts have been brought into question based on recent estimates of 

methane leakage (methane lost to the atmosphere during extraction). It is quickly 

apparent that there are several important environmental risks to evaluate.

One of the major advantages of natural gas is that, when burned, it releases 

about half the carbon dioxide of coal. Natural gas has therefore been viewed as a 

bridge fuel that will help the US transition towards an energy portfolio with more 

low- and no-carbon energy sources, helping reduce the use of coal.3 This path is 
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particularly promising since natural gas can be used similarly to coal as a base- 

load energy source.

However, the leakage of methane from well sites has raised fears that the benefits 

in carbon reduction attributed to switching to natural gas are questionable. Methane 

emissions from drilling operations account for about one-third of all US methane 

emissions and more than three percent of the total US greenhouse gas emissions.4

Tom Wigley, a senior research associate at the National Center for Atmo-

spheric Research (NCAR), demonstrates that methane leakage rates must be kept 

below two percent for natural gas to be effective in reducing the impacts of cli-

mate change in the future. However, Wigley also notes that at current coal-to-gas 

substitution rates, global warming impacts from methane releases are small, at 

less than 0.1°C by 2100.5

Given the widespread acknowledgement of the impact of methane leakage, 

the Environmental Protection Agency (EPA) created a series of new regulations in 

April 2012 called the New Source Performance Standard (NSPS) and the National 

Emissions Standards for Hazardous Air Pollutants (NESHAP), which focus on 

reducing Volatile Organic Compounds (VOCs) and other toxic emissions, includ-

ing methane. As a part of this study, the World Resources Institute (WRI) looked 

at potential ways of curbing methane emissions and found various promising 

technologies. Given the new EPA regulations and assuming the use of three of the 

most cost-effective technologies, the estimated methane leakage rate falls close to 

one percent of all gas extracted.6 This results in a net reduction of greenhouse gas 

emissions when switching from coal to natural gas. While methane leakage has 

the largest implications for global climate change, aquifer contamination by hy-

draulic fracturing fluid is arguably the greatest localized environmental concern, 

particularly as groundwater regulations in the US are generally lacking.

The fluid that is used for hydraulic fracturing consists of water, sand, and 

additional additives, proprietary fluids of unknown makeup and composition. In 

response to increasing controversy across the US, some companies have begun to 

disclose the composition of hydraulic fracturing fluid. In addition, websites such 

as fracfocus.org, managed by the Ground Water Protection Council and Inter-

state Oil and Gas Compact Commission, have tested several fracking fluids and 

determined that eighty to ninety-five percent consists of water and sand, with 

the remaining portion consisting of tens to hundreds of chemicals that are used 
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to improve extraction performance of the well. To better handle this situation, it 

will be important for an industry-driven approach to make public disclosure of 

chemicals the standard procedure.

Despite improved disclosure, the depths of various aquifers may be too great 

to adequately mitigate environmental damage. Given the slow rates of groundwa-

ter flow, aquifer contamination could persist for centuries. Vulnerability to poten-

tial contamination is high since many populations of towns and cities throughout 

the country are dependent on groundwater for potable water. For example, about 

half of state residents outside New York City rely on groundwater for potable wa-

ter.7 Some aquifers are located and contained in unconsolidated (sand and gravel) 

material, which have highly permeable soils and are highly susceptible to surface 

contamination. 

Contamination of surface water also presents a significant risk. Tank rup-

tures, piping failures, overfills, vandalism, accidents, drilling and production 

equipment defects, and improper operations are reasonably likely events that may 

occur during hydraulic fracturing development.8 Gelling agents, surfactants, ra-

dionuclides, and chlorides that comprise flowback water are of great environmen-

tal concern and may be released through tank or transportation leakage.

It is critical to coordinate scientific research efforts to produce an extensive 

review of the health and environmental issues associated with fracking due to the 

known threat of accelerated climate change as well as aquifer and surface water 

contamination. The focus should be on methane releases and water supplies. In 

addition to this better understanding of environmental threats, it is important to 

have strong federal and state level policies. An industry-driven best practices ap-

proach could help facilitate the development of these policies. However, moving 

forward has become unfortunately difficult due to considerable political uncer-

tainty and opposition.

Political Analysis

The political implications of hydraulic fracturing are threefold. First, the process 

of vertical drilling is exempt from several pieces of federal legislation, making it 

possible for oil and gas companies to extract natural gas without adhering to poli-

cies such as the Safe Water Drinking Act, potentially undermining the entire leg-

islation.9 Second, as major oil and gas companies extract gas from different states 
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throughout the United States, it becomes increasingly challenging for producers to 

keep track of regulations and adapt their equipment to meet regulations that may 

vary on a state-by-state basis.10 Third, as hydraulic fracturing expands at such 

a rapid pace, many states lack proper funding and staffing resources to enforce 

existing policies let alone develop new ones.11

Despite Congress’ power to set policies pertaining to the oil and gas indus-

try, hydraulic fracturing benefits from many federal exemptions. Over the last 

few years, the technology has been exempt from the Safe Drinking Water Act, the 

Clean Water Act, the Clean Air Act, the National Environmental Policy Act, and 

several other important federal laws.12

The most contentious of these exemptions is that from the Safe Drinking 

Water Act, given the direct impacts hydraulic fracturing could have on drinking 

water supplies and storage. Congress enacted the Safe Drinking Water Act in 1974 

to protect the quality of public drinking water in the US. The act refers to all wa-

ters, including both above-ground and underground sources that are meant for 

human consumption. The EPA is responsible for the implementation and enforce-

ment of this law. Additionally, the EPA must establish requirements for minimum 

State Underground Injection Control programs, which require companies to have 

a permit for underground injections and make the EPA responsible for inspection, 

monitoring, and enforcement of the rule. The Safe Drinking Water Act defines 

injection as “the subsurface emplacement of fluids by well injection.”13 This pro-

gram was specifically set in place to prevent underground injections that could 

endanger drinking water sources, and yet, underground injection is precisely 

what hydraulic fracturing does without regulation.

The EPA considers hydraulic fracturing to be exempt from the Safe Drinking 

Water Act, despite many questions about its detrimental environmental impacts. 

Congress established two exceptions to the definition of “underground injec-

tion” — firstly, for “the underground injection of natural gas for purposes of stor-

age,” and secondly, for “the underground injection of fluids or propping agents 

(other than diesel fuels) pursuant to hydraulic fracturing operations related to oil, 

gas, or geothermal production activities.” That is, even though hydraulic fractur-

ing uses a mixture of toxic chemicals, the practice is exempt from the Safe Water 

Drinking Act because it does not use diesel fuel.14 Over the last few years, state 

governments, environmental groups, and residents brought a number of lawsuits 

against hydraulic fracturing companies. The US Court of Appeals even ruled “hy-
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draulic fracturing activities [to] constitute underground injection.”15 Legal issues 

are increasingly unclear.

As different states develop different regulations, companies that operate in 

multiple states must satisfy all of the different regulations. In response to con-

cerns raised by different stakeholders, including non-governmental organizations 

and other state and federal agencies, the EPA conducted several studies to analyze 

whether hydraulic fracturing caused any harm to public water supplies. These 

reports have been referred to as “unsupportable” and “scientifically unsound.”16 

Further studies are necessary to determine potential risks and damages.

Since 2005, two bills have been proposed in Congress to end the exemp-

tion for hydraulic fracturing in the Safe Drinking Water Act. The first was in the 

House of Representatives in 2008, where a bill was introduced to protect drinking 

water from oil and gas development. The second came in 2009 when members of 

both houses of Congress introduced the Fracking Responsibility and Awareness of 

Chemicals Act (also known as the “FRAC Act”). However, neither of the two bills 

passed into law, and the FRAC Act is unlikely to make it out of the congressional 

committee.17

Little progress has been made in regulating fracking as a result of the power-

ful and wealthy interest groups that have a stake in fracking’s success. Its exemp-

tion from the Safe Water Drinking Act is famously referred to as the “Halliburton 

Loophole” after the exemption was added at the request of former Vice President 

Dick Cheney, also previously a chief executive at Halliburton, one of the world’s 

largest oilfield service companies. Known, quantifiable variables such as finan-

cial revenues and progress towards energy independence carry political heft that 

environmental and social interest groups have difficulty competing with. With 

unknown costs and fairly well known benefits in the form of profits, governments 

are under significant pressure to balance public health and economic growth.

While hydraulic fracturing companies are subject to federal regulations, they 

are also subject to state regulations. States are free to regulate hydraulic fractur-

ing themselves, as long as they meet the minimum requirements of any federal 

regulation. This freedom has complicated matters for oil and gas companies that 

operate in different states. Some states have regulations in place for the general oil 

and gas sector, while other states have specific rules and regulations in place for 

hydraulic fracturing.
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Hydraulic fracturing is particularly contentious in local communities in New 

York State. New York State conducted studies for more than four years on whether 

to allow hydraulic fracturing in the Marcellus Shale formation — a large part of 

which is included in the New York City Watershed. New York State Governor 

Andrew Cuomo stands by his initial decision to not allow hydraulic fracturing in 

the state unless studies prove it to be safe. Any decision on whether to allow hy-

draulic fracturing is a dilemma for the governor, who must weigh the prospect of 

extensive economic growth as seen in Ohio and Pennsylvania against the protests 

from environmental groups that say drilling will damage drinking water supplies 

and make farmland unusable. The argument for economic development is itself 

contentious, but estimates have shown that state tax revenues produced by frack-

ing approach $100 million per year.

New York State has carefully reviewed the effects of hydraulic fracturing on 

public health and the environment. However, the state has granted extensions to 

the Department of Environmental Conservation (NYSDEC) to continue reviewing 

environmental impacts and has made clear it will not make a decision regard-

ing hydraulic fracturing until review of the environmental impact statement is 

complete.18 In comparison, the NYC Department of Environmental Protection’s 

(NYCDEP) position has stated that “while DEP is mindful of the potential eco-

nomic opportunity that this represents for the State, hydraulic fracturing poses 

an unacceptable threat to the unfiltered water supply of nine million New Yorkers 

and cannot safely be permitted with the New York City watershed.”19 As a state-

level department, the NYSDEC’s recommendation would force Governor Cuomo to 

make a decision, while an opinion held by the NYCDEP has little influence.

Governor Cuomo has not decided whether the state should allow hydraulic 

fracturing. As hydraulic fracturing is regulated in nearly thirty other states, Gov-

ernor Cuomo may fear that his planned “toughest-in-the-nation” regulations and 

low natural gas prices will combine to make it unlikely for major gas companies to 

invest in developing new wells in New York State. Cuomo has stated that “science 

and not the politics” will guide his decision on whether to make hydraulic fractur-

ing legal, and now awaits a final recommendation from NYSDEC Commissioner 

Joseph Martens and NY Health Commissioner Nirav Shah.20

Cuomo is likely trying to weigh the potential economic development engine 

that extraction could be in New York’s depressed upstate areas against the poten-

tial harm to the New York City watershed. It is particularly difficult for Cuomo as 
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he faces re-election in November 2014, and sees this as a partisan issue between 

a conservative upstate New York and a democratic New York City. Cuomo’s hands 

are perhaps conveniently tied. The politics of the situation are increasingly con-

troversial. With state commissioners appointed by the governor, the trajectory of 

their careers are dependent on Cuomo’s and if Cuomo wants to avoid a controver-

sial topic such as fracking, it is in their best interest to avoid a decision.

Economic Analysis

The development of domestic reserves of shale gas has significant economic po-

tential. However, the magnitude of economic benefits generated from shale de-

velopment is uncertain. Econometric models, which can estimate benefits, are 

complex and accurate only insofar as the validity of their assumptions. These 

assumptions are under constant debate as economists decide the best models to 

use. In addition, as with any form of extrapolation, longer time horizons involve 

the greater degrees of uncertainty, especially when calculating economic benefits 

that depend on political and geologic considerations. Any estimation of economic 

benefits should therefore be evaluated with a high degree of skepticism and care-

ful methodological investigation. Furthermore, local economies that do wish to 

expand shale production should be wary of repeating West Virginia’s pattern of 

boom and bust resource-intensive economic growth. There are also advantages 

and disadvantages of Liquefied Natural Gas (LNG) exports from the United States, 

and natural gas price suppression impacts renewable energy parity. The geopoliti-

cal landscape is just as complex, and a clear economic conclusion is not yet appar-

ent. Further studies are necessary to establish a better understanding of economic 

impacts and the variables involved. 

There is no question that the national economic impacts of hydraulic fractur-

ing in the US are profound. Gas production from now accessible gas reserves ac-

count for over fifty percent of US gas production. The increase in production also 

resulted in decreased natural gas imports. From 2007 to 2012, natural gas imports 

decreased by thirty-two percent in the US.21

Hydraulic fracturing for both oil and gas can potentially provide US energy 

independence in the near future, an accomplishment not achieved since 1952.22 

Energy independence, however, does not mean that all energy is domestically 

produced; it simply means that the amount of energy exported is greater than the 

amount imported. Trade on a global level will continue to occur. For example, the 
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US still imported oil in 1952, but its exports of coal were large enough to offset 

the amount of imports. In 2010, the US reversed a two-decade decline in energy 

independence. By 2012, demand met by domestic sources had increased to an es-

timated eighty-one percent, according to data compiled from the US Department 

of Energy.23

With an estimated reduction of oil imports of four million barrels a day by 

2020, rising energy independence could also reduce the US trade deficit by $145 

billion. Energy independence would not only reduce the trade deficit but also sig-

nificantly impact national security due to decreased dependence on oil from the 

Middle East. Persian Gulf countries accounted for fifteen percent of US imports of 

oil products in 2010, down from twenty-three percent in 1999.24

In addition to increased energy independence, the development of large en-

ergy production creates a considerable number of jobs. In 2012, Information Han-

dling Services (IHS) estimated that the hydraulic fracturing industry directly and 

indirectly created 1.7 million jobs, driving $238 billion in economic activity and 

$62 billion in taxes.25 

Despite impressive macroeconomic benefits, shale gas development is more 

complicated at the local and regional level. On one hand, energy extraction can 

create major local economic gains. For example, McDonald’s offered $300 signing 

bonuses to new employees in Dickinson, North Dakota, signaling the profound 

effect of the economic boom due to the Bakken shale site development. Unemploy-

ment for North Dakota was 3.3 percent in 2011, the lowest of any state.26 

Furthermore, both local and state governments can benefit from additional 

tax revenue generated from drilling in their jurisdiction, as well as from the in-

creased spending that occurs. Tax revenue accrues through an increase in both 

property tax and sales tax revenues for local governments. Based on estimates for 

employment and local economic value generated, and assuming a thirty-year life 

of a horizontal well, local governments could benefit from a total of $1.45 million 

in tax revenue.27

The high wages that accompany the gas sector could also result in increased 

revenue streams from personal income taxes for the state government. Depending 

on wages and the level of development, additional income tax receipts could be 

between $31 and $125 million per year for New York State.28 The state could also 
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receive direct revenues through the leasing of state land for horizontal drilling. Of 

course, this does not account for the increase in demand for governmental servic-

es that is likely to occur. Examples of such demand include increased road repair 

work and emergency services to address the inherent safety risks of drill sites.29 

Comparing New York’s estimates of possible development with Pennsylva-

nia’s realized development reveals a considerable difference in estimation pro-

cedures. The IHS estimates that shale gas gave the Pennsylvania economy a $14 

billion boost last year. This figure is expected to increase to almost $27 billion in 

2020. All the extra economic activity generated nearly $3 billion in taxes for the 

state.30 This additional economic activity includes both direct and indirect growth 

from gas development, whereas New York estimates of $31 million to $125 million 

are based only on direct growth and spending from gas development. As a result, 

effective comparison of these values is difficult. Methods for estimating indirect 

benefits are highly contested but the primary understanding is that indirect ben-

efits are potentially large, and significantly larger than the direct benefits.

While the previous figures are impressive, it is worth noting the relative-

ly short time frame being considered and potential side effects of sudden rapid 

growth in an economy. Natural resource extraction industries usually play only 

a small role in state economies because their employment impact is small when 

compared to larger industries such as health services or retail.31 However, extrac-

tion industries may have a large impact within the region where production takes 

place, creating economic “booms” within that region. According to the boom and 

bust theory, as shale gas industries move into a community, large inflows of capi-

tal from increased production and employment investment raise expenditures on 

community goods such as food, automotive care, and other services. Landowners 

who lease their land for shale development are paid royalties, new jobs are cre-

ated in hotels and retail, and per capita wealth within the community generally 

increases.32 As one might expect, anticipated economic “booms” resulting from 

hydraulic fracturing are welcomed in many regions struggling under challenging 

economic conditions.

Behind the theory of booms are the econometric models developed to mea-

sure specific quantifiable impacts. Timothy Considine, an economics professor 

from the University of Wyoming, wrote a paper published by the American Pe-

troleum Institute, which analyzed the economic benefits of shale development 

on a regional level in Pennsylvania, New York, and West Virginia.33 Using an 
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IMPLAN input-output model, Considine estimated the short- and long-term eco-

nomic impacts of shale gas extraction. The IMPLAN model is commonly used to 

understand the direct, indirect, and induced economic linkages between various 

sectors within a particular economy; the output of one industry, after all, may be 

the input of another. Data was collected through industry surveys, which detailed 

industry spending in several broad categories (lease/bonus spending, exploration 

costs, drilling expenses, gas processing, and royalties). Considine then used this 

data as input for the IMPLAN model.

Considine estimated 1,121 wells were drilled in West Virginia and Pennsyl-

vania, output of natural gas and petroleum liquids increased to over 600 million 

cubic feet per day (cfd), and total value added to the gross regional product was 

$4.8 billion during 2009. Hydraulic fracturing consequently generated 57,357 jobs 

and $1.7 billion in local, state, and federal tax collections that year. Acknowledg-

ing several uncertainties (such as the moratorium on drilling in New York), Con-

sidine also made several future projections.34 Under a low development scenario, 

he predicted that natural gas production for Marcellus would reach four billion cfd 

by 2020, generating $9 billion in value added and 100,000 jobs by 2020. Under a 

high development scenario, he predicted development would generate $25 billion 

in value added, create more than 280,000 jobs, and produce over eighteen billion 

cfd by 2020. Under this scenario, Marcellus would become the second-largest pro-

ducer of gas, behind Texas, by 2020. After 2020, over ninety percent of remaining 

reserves would be left for future production.

However, a fellow economist, David Kay,35 critiques several assumptions 

made by Considine.36 First, Considine calculated industry expenditures through 

survey data but failed to consider variations in expenditures year to year.37 For 

instance, overall industry expenditures rose by forty-one percent from one year to 

the next from increases in lease payments, bonus payments, and royalties.38 Sec-

ond, although this IMPLAN model attempted to account for shale drilling technol-

ogy and purchasing patterns, the data comprising these patterns are only from a 

portion of the entire industry. Third, this model assumes that increases in dispos-

able income from Marcellus development will be spent during the year that those 

payments are received. This assumption may be incorrect because large increases 

in income are spent differently than small increases in income. Finally, although 

this analysis was more sophisticated than other analyses, Kay39 asserts that Con-

sidine40 did not sufficiently control for regulatory and geologic considerations over 
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time. However, although Kay argues that Considine overestimates the economic 

benefit of hydraulic fracturing, the potential economic gains are still significant. 

Thus, discounting the economic benefits as minimal or insignificant is not a valid 

argument.

In boomtown models, there are several challenges that local governments 

must be cognizant of when considering rapid forms of economic growth. The first 

challenge to local governments is jurisdictional unevenness. Energy development 

causing population growth can take place in a jurisdiction that is different from 

the one that bears costs associated with that population growth.41 Second, booms 

may produce a severity-of-growth challenge.42 A large influx of people, even as-

suming adequate housing, may overburden public services and reduce overall 

service quality. Third, industries have a monopoly of information than regulators 

that decreases the likelihood of adequate long-term planning.43 This problem is 

especially true for environmental regulators who need industry chemical data 

to adequately protect municipal water supplies. All of these challenges might be 

thought of as a function of growth thresholds, implying that a town can only grow 

at a certain rate before populations overstress institutional capacity. Community 

governments should evaluate the capacity of existing community institutions and 

learn to plan proactively rather than reactively before problems emerge.

Despite strong economic advantages, energy-intensive local or regional econ-

omies have historically experienced busts. West Virginia’s mining development 

may serve as a lesson for future shale gas development. One study by Leary and 

Boettner illustrated risks associated with energy intensive economies in West Vir-

ginia.44 During a boom in energy development during the 1970s, West Virginia 

counties that focused heavily on mining enjoyed an economic surge. However, 

the economic bust during the 1980s seriously impacted these counties. Leary and 

Boettner 45 examined various measures of economic health and found that median 

household incomes were lower, family poverty rates higher, and health outcomes 

worse in mining counties, and that these counties were disproportionally “dis-

tressed.” 46

The authors propose that lack of economic diversity creates an economy that 

is less resilient and more sensitive to industry fluctuations, a condition that may 

be responsible for these trends. Furthermore, drilling and extraction jobs require 

lower education levels, resulting in inflexible labor markets once a bust occurs. 

Only nine percent of the population over twenty-five had a bachelor’s degree in 
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mining counties. The authors conclude that positive long-term economic growth 

can only come from a diverse economy and highly educated workforce. Future 

shale development must consider these issues associated with the development of 

energy-intensive local economies to prevent persistent economic devastation after 

a potential bust.

While local economic and social impacts are continually debated but un-

doubtedly significant, the extent of the impact will depend in part on US exports 

of LNG. The immediate impact of shale gas development in the US has been an 

oversupply of LNG, declining US gas prices, and growing pressure to export LNG 

locked in regional gas markets to international gas markets in Europe and Asia. 

Such exports also offer the potential for additional energy security for transatlan-

tic partnerships, lower-cost energy, and perhaps lower carbon emissions relative 

to coal. However, these exports are subject to extensive federal, state, and local 

permitting requirements, particularly the Department of Energy (DOE)’s inter-

pretation of the Natural Gas Act and the Federal Energy Regulatory Commission 

(FERC)’s licensing of export facilities. Exports also raise concerns about domes-

tic energy prices, free trade, and uncertain international market conditions. The 

impact of shale gas could increase demand for labor and products associated 

with shale gas development and reduce domestic electric power generation costs, 

thereby reducing electricity prices. However, to achieve these benefits, the price of 

energy will have to remain low. Increases in exports will reduce domestic supply 

and raise prices on energy and chemical feedstock.47

LNG prices also impact the balance of trade. Although US exports of LNG 

could reduce the trade deficit, paradoxically, the resulting increase in energy 

prices could hurt exports for the manufacturing sector by increasing production 

costs and reducing international competitiveness, particularly in energy intensive 

industries.48 LNG exports also have a geopolitical role. According to Dotten and 

Till, LNG potential export limitations might also go against international trade 

obligations detailed in the General Agreement on Tariffs and Trade (GATT).49 LNG 

exports from the United States could provide allies with alternate supplies — spe-

cifically in Europe where Russia has used natural gas exports as political leverage. 

Japan, which dramatically increased LNG imports after the Fukushima Daiichi 

nuclear disaster, also has a growing interest in US LNG.

Of course, the spread between domestic and international LNG prices will 

ultimately determine the viability of LNG exports. There are also limitations to 
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LNG export facility construction due to competition with other export facilities 

internationally. The economic benefits from LNG are as much a question of supply 

as they are of acting first, before other countries increase production.

Overall, the economic argument for hydraulic fracturing in the short run 

is strong. Direct and indirect economic benefits of gas development at the state 

level have been measured in the billions of dollars for states such as Pennsylva-

nia and New York. These benefits include millions of dollars of tax revenue for 

local and state governments, thousands of jobs created, and higher incomes for 

area residents. While these local economic benefits can be profound, empirical 

evidence shows that economic busts can occur in energy-intensive localities. At 

the national level, increased exports of LNG have the potential to improve the US 

trade balance and geopolitical position. More and better-coordinated scientific 

and economic research is needed to better understand these economic impacts, 

especially over the long term. 

Policy Recommendations

Policy decisions in the area of hydraulic fracturing can be challenging, as policy 

makers must weigh the economic benefits acquired from hydraulic fracturing 

against potential negative environmental and social effects. There are five main 

recommendations that will facilitate improvements in the hydraulic fracturing 

process. In addition, there are multiple policies to be implemented that would 

help mitigate issues associated with hydraulic fracturing. These recommendations 

should be jointly adopted in order to ensure the highest possible level of environ-

mental safety while still realizing the economic potential of hydraulic fracturing.

1) Better-coordinated scientific and economic research

As is apparent from the current debates around the economic and environmental 

impacts of hydraulic fracturing, there is a significant need for more and better-

coordinated research that incorporates a variety of parties, such as industry lead-

ers, academics, and government agencies. 

2) An extensive review of health issues related to methane releases and the 

contamination of drinking water

In addition to better-coordinated research, it is also important to review the poten-

tial impacts of hydraulic fracturing on human health. 
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3) An industry-driven approach that will develop best practices for extraction 

technologies and equipment

Requirements for hydraulic fracturing vary from state to state and the technology 

and type of equipment used varies by corporation. The US government should 

identify best practices in the areas of engineering controls, work practices, protec-

tive equipment, product substitution, and worker training in order to minimize 

the risk inherent in hydraulic fracturing. Selecting best practices and implement-

ing requirements and standards will reduce the spills and leakage rate through 

mechanical advances. 

Suggested requirements include:

•	 Integrity tests or casing requirements

•	 Wastewater transportation requirements

•	 Baseline water requirements

•	 Wastewater recycling requirements

•	 Use of closed loop drilling fluid systems

•	 Use of “green” fracturing fluids and “green” well completions

•	 Use of infrared cameras for leak detection

•	 Use of natural gas rather than diesel fuel to power rigs

•	 Public disclosure of violations  

4) Increased and strengthened state and federal regulation 

Polluter-Pays Principle

Oil and gas companies continually pursue hydraulic fracturing and short-term 

actions need to be undertaken in order to regulate drilling and to limit damage. 

Implementing a “polluter-pays” principle will require oil and gas companies — not 

communities — to pay the price for the damage they create. One way to imple-

ment the polluter-pays principle is by using chemical identifiers in fracking fluids, 

an approach mentioned as one of the “Ideas to Watch in 2013” by The New York 

Times.50 These harmless chemical “I.D. tags” would be different for every gas well 

drilled and would have a specific technology to allow regulators to track down the 

corporations responsible whenever a spill or damage occurs. This invention could 

potentially end disputes concerning the source of any contamination of ground-

water in an area where a well is drilled.
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Severance Tax 

States impose a severance tax on the removal of nonrenewable resources such 

as crude oil, condensate and natural gas, coal bed methane, and carbon dioxide. 

Severance tax has historically worked as important sources of income for states. 

States charge severance tax to producers, or anyone with a working or royalty 

interest, in oil or gas operations. They can charge severance tax to such organiza-

tions even if the company does not realize a net profit on its investment. 

All states should impose a severance tax in order to fund projects that allevi-

ate environmental damage caused by hydraulic fracturing. Suggested taxes range 

from 1.5 to five percent of the gross value of the natural gas.51 Interestingly, Penn-

sylvania, which remains the largest natural gas-producing state, has no severance 

tax for hydraulic fracturing.

Regulate Hydraulic Fracturing Under the Safe Drinking Water Act

Revive the FRAC Act, which would amend the Safe Drinking Water Act and re-

move the exemption for hydraulic fracturing. The EPA should require states to 

implement programs that prohibit the underground injection of fluids that could 

endanger drinking water. Inclusion of hydraulic fracturing in the Safe Drinking 

Water Act would strengthen public confidence in hydraulic fracturing and natu-

ral-gas extraction. Additionally, it would increase and enforce regulation of hy-

draulic fracturing fluids.

5) Public disclosure of the chemicals of hydraulic fracturing fluids.

The most frequently discussed policy recommendation is to require disclosure of 

fracking fluid additives. Currently, some states (e.g. Texas, Colorado, and Wyo-

ming) already require oil and gas companies to publicly disclose the chemicals 

and their concentrations. However, companies are not legally required to disclose 

the ingredients and identity of chemical additives used in hydraulic fracturing 

fluid under federal law or most state laws. 

New regulation that would require oil and gas companies to fully disclose 

the composition of fracking fluid should strike a balance between respecting the 

intellectual property rights of corporations and protecting people, the environ-

ment, workers at drilling sites, and homeowners from contamination. 

Fracfocus.org is a national online registry set up for corporations to volun-
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tarily disclose the components of fracking fluid. As of May 11, 2012, it included 

more than 17,000 disclosures from 135 reporting companies. Even though Fracfo-

cus.org is a voluntary disclosure method, Jason Marshall, Chief Deputy Director of 

the State Department of Conservation, encouraged oil and gas companies to use the 

registry. Marshall called the website an “off-the-shelf-available-to-use-now tool” as 

it would take years for any governmental department to build its own database.52 

Conclusion

The US has used natural gas as a domestic and industrial fuel source for over a cen-

tury. It contains significantly more energy per pound than coal and burns cleaner 

than other energy sources. Recent technological advancements allowed for extrac-

tion of significant gas reservoirs that were previously inaccessible. This could lead 

to significant potential economic gains but many unknowns exist, regarding long 

term economic impact, local and global environmental impact, and social impacts. 

Decisions and standards that will regulate hydraulic fracturing in the fu-

ture must balance public health and safety. The safety of hydraulic fracturing 

can be improved through five main initiatives: 1) better-coordinated scientific 

research; 2) an extensive review of health issues related to methane releases and 

the contamination of drinking water; 3) an industry-driven approach that will 

develop best practices for extraction technologies and equipment; 4) stronger and 

increased state and federal regulation and 5) public disclosure of the chemicals of 

hydraulic fracturing fluids.

As the world is continuously developing new methods for drilling for natural 

gas and hydraulic fracturing becomes an increasingly common technology, poli-

cymakers must develop a comprehensive approach that increases oversight and 

regulation of the industry. If this data is incorporated in the appropriate federal and 

state legislation, it will provide a positive path for the future of hydraulic fracturing.

New York State continues to make little to no progress regarding hydraulic 

fracturing. Governor Cuomo did not allocate any funding for fiscal year 2014 to 

regulation of fracking, which assumes no plan for fracturing activities for at least 

another year in New York. Cuomo stated his final decision to legalize hydrau-

lic fracturing will rely on the outcomes of Health Commissioner Shah’s research 

since 2011. However, as Governor Cuomo seeks re-election in 2014, he will likely 

avoid taking a stance in this controversial issue, and clear legislative action in 

New York State will not occur before 2015.53 
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Building Barclays:
The Obscurity of Eminent Domain in New York City

I v i  D e m i

A b s t r a c t

This paper delves into the nature and intent of the eminent domain statute of New 

York State law. By definition, eminent domain is the seizure of property by the state 

or a private entity to exercise functions of a public nature after what is considered 

a just compensation to the owner of the property. Though the language of eminent 

domain laws has been set in stone for the last few decades, it still remains one of 

the most ambiguous laws featured in state constitutions. There is rarely ever a case 

when a city or state government has declared eminent domain over a region when 

public action groups or local citizens have not had some form of outcry or filed legal 

action against the seizing party. This paper will dissect some of the language of pub-

lic eminent domain laws in the State of New York by focusing in particular on a case 

in New York City: the construction of the new Brooklyn sports complex, the Barclays 

Center. This project was riddled with conflict and controversy ever since its original 

proposal in 2004. The arena and its developers, who had to receive backing from 

the City Government of New York to declare eminent domain on the site they had 

chosen for construction, had to handle numerous lawsuits, public demonstrations, 

and media backlash as they tore down residential buildings and in many cases 

unfairly compensated displaced citizens. This paper will examine the obscurity of 

eminent domain laws in New York City while breaking down the language of the 

statute to understand how and why New York courts side with developers in many 

cases such as this.
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Introduction: Origins of the Barclays Center

F
ew development projects exemplify the internal struggles and public 

backlash surrounding the implementation of eminent domain quite like 

that of the Barclays Center and Atlantic Yards project in Brooklyn. In 

late 2012, its grand opening brought welcoming news for developers and 

local politicians, who looked forward to the revenue boost that the sports and en-

tertainment complex would bring to the greater New York community. However, 

the outcries and protests, for the citizens displaced as a result of the center’s con-

struction, did not stop with its completion. 

The initial proposal for construction of the center came in early 2004, when 

real estate development firm Ratner Group purchased the New Jersey Nets Na-

tional Basketball Association franchise as part of an ongoing plan to create a new 

venue for the team. In order to provide economic and residential incentives for 

construction of the arena, the plan was scaled up to include residential and busi-

ness components under an overarching development project known as Atlantic 

Yards. This plan would lead to the construction of a sports arena as well as sev-

eral apartment complexes and commercial centers. As with most cases in which 

eminent domain is declared, some initial public backlash was expected. Adding 

to the unrest were the effects of the 2008 financial crisis, which halted much of 

the construction plans alongside the many lawsuits that would arise in the local 

community.1

The Barclays Center project represents the culmination of a decade-long le-

gal debate in New York State regarding the language of eminent domain statutes. 

While the public sector seizes private property for public use or public benefit, 

courts debate the legality of economic development as a proper motive for seizure. 

Such actions prompt the question of states should be allowed to seize private 

property for private use. While numerous states balk at the notion and strengthen 

their laws to exclude this type of eminent domain practice, New York State favors 

private development spurred by the state’s ability to seize private property.

The construction of the Barclays Center provides the context against which 

to examine the judiciary’s interpretation of eminent domain law. The Barclays 

Center’s controversial development and procession, and its implications for future 

property rights law are crucial to understanding eminent domain proceedings in 

New York State. In addition to these implications, the Barclay’s Center reveals the 

functional flaws inherent in New York State’s stance on eminent domain. New 
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policy recommendations can help alter legislative perception of the language of 

eminent domain and perhaps make the process of private property seizure more 

applicable to those it affects the most: private citizens. 

Defining Eminent Domain

The legal practice of government property seizure falls under the definition of 

eminent domain. It is a term which describes the state’s right to acquire private 

property in order to “exercise function[s] of a public nature” after what is con-

sidered to be a “just compensation to the owner of the property.”2 Although the 

property may be taken for government use, a third party often seizes the property 

instead. Typically, a state government, government subdivision, or private corpo-

ration will devote the property to public or civic use, or use it to provide a source 

of economic development for a neighborhood. The property seizure is a result of 

a procedure of property valuation and litigation between developers and private 

citizens. A verdict is rendered on whether eminent domain is justified and if nec-

essary, what compensation is adequate.3 

Kelo v. City of New London:  
Broadening Eminent Domain Interpretation

The Kelo v. City of New London case examines the seizure of public lands by the 

City of New London, Connecticut, for private development projects under an eco-

nomic revitalization plan passed by the city in the early 2000s. Although parts of 

these projects allow free public access, many of the proposed sites may be limited 

to paying members or residents. Accordingly, the major issue becomes whether or 

not the proposed plan by the city truly satisfies the statutory definition of public 

use, or whether the entire development project is simply a means for the state to 

provide private benefits to a particular group.

The Supreme Court upheld the development project in the Kelo case, con-

cluding that economic development is a valid function of local governments. This 

decision allows for a broader interpretation of public purpose in eminent domain 

cases. Moreover, it makes clear to private citizens that the state would be able cite 

economic development through private transfer of property as a valid reason for 

seizure of their land.
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Following the Supreme Court decision on Kelo in 2005, state governments 

became divided on the debate between private property rights and economic de-

velopment. Some states seek to prevent the distribution of eminent domain prop-

erties into the hands of private entities. Preventing distribution leaves local gov-

ernments enough power to enforce the statute in cases where the general public 

has unrestricted use of the property. Furthermore, the property is managed by a 

government agency. Such state actions would provide stronger property rights for 

private citizens. The majority of states choose to curtail the practice of eminent 

domain in some shape or form following the decision, as a response to public 

opinion, whether drastically or in some small measure.4  However, states that 

traditionally support public project developers are beginning to support those en-

tities whose projects are of a private corporate nature. These decisions are being 

made on the understanding that a public good can readily come from a privately 

owned property as from a public land development project.5 The issue then be-

comes how the state and its citizens reach consensus on the suitable application 

of eminent domain law in terms of private or public development.

New York State’s Path in Defining its Own Eminent Domain Policy

The history of New York State eminent domain practice diverges from the path 

that other states have taken in the last decade around the time of the Kelo Supreme 

Court Case verdict. The strong public outcry against the verdict influences many 

state legislatures to include clauses into their state constitutions that prevent the 

use of eminent domain for purely economic development purposes. Some states 

take similar measures while still listing blight as a plausible mechanism for state 

seizure of private property.6 

Despite the wave of legislative change by a majority of its counterparts, New 

York State remains one of only seven states to make no modifications to its emi-

nent domain statute in the wake of the Kelo case. Many felt this inaction betrayed 

the rights of citizens and showed the policy stance of New York politicians who 

often side with developers. The reasons behind this standstill may be more linked 

to judicial deference than many might expect.7 The initial decision to maintain 

the status quo may be linked to US legislators’ preference for economic develop-

ment projects. However, the New York Court of Appeals, the highest court in the 

state, later overturned decisions based on unconstitutionality, in cases infringing 

upon the Fifth Amendment. The courts translate the New York State legislators’ 
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inaction as an unspoken mandate that eminent domain decisions will not be 

“reined in by the judiciary.”8 This interpretation may account for why the courts 

show deference to “determinations of state agencies vested with the condemna-

tion power” in New York State.9 

While it may be inappropriate to blame New York State for the decision in the 

Kelo case, the decision could represent courts’ respect for agency decisions. If that 

is the case, only an overturning of the Kelo decision by the US Supreme Court could 

possibly force the New York State Legislature to act, a process currently being pur-

sued by a number of advocacy groups both in New York and across the country.10 

As shown in the New York State Eminent Domain Procedure (EDP) clause, 

the language of the law contains the practice of seizure for the benefit of public 

“use, benefit, or purpose.”11 Use generally constitutes a fairly understandable out-

come for the general public, but benefit and purpose prove to be much more diffi-

cult to legally proclaim or disprove under a court of law. Many claim that if the pub-

lic is not allowed access or use the proposed property then eminent domain cannot 

be declared, while others feel that a private entity can still provide a purpose for 

the general public that may improve upon the current state or value of a property. 

New York State legislators left a very broad interpretation of public use in 

place. For the Ratner Group and the Barclays Center project, this flexibility in 

interpretation allows for a broader analysis of a sports complex as an economic 

development project that could be seen as necessary for the greater public good, 

despite its very private nature. 

The Empire State Development Corporation: A Biased Authority

The New York State Legislature made it clear that developers have an advantage 

in situations where they can justly prove a sense of purpose for the public good. 

The New York State government made even bolder moves to leverage the power of 

these developers by enacting the New York State Urban Development Corporation 

Act (UDC). The Act creates an authoritative body known as the Empire State De-

velopment Corporation (ESDC), an organization as obscure as the facets of emi-

nent domain it is entrusted with upholding.12 By authorizing a public organization 

to judge or condemn eminent domain cases based on the criteria set out by the 

EDP statute, the New York State Legislature creates obstacles for private citizens 

to defend against the seizure of their property in high priority cases. 
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Set up as a public authority to help finance state projects through tax-exempt 

bonds, the ESDC is the government-appointed authority for eminent domain de-

velopment projects in New York. The chairmen are appointed by the governor and 

confirmed in the New York State Senate. Since its primary purpose is to oversee 

job creation and economic growth in New York State, the ESDC tends to be a 

routinely used public authority in eminent domain cases. Its main duties include 

helping to oversee the research processes that condemn sites as blighted and 

provide an unbiased opinion on matters relating to private property seizure. How-

ever, since their representatives are political appointees, their unbiased opinions 

tend to be questioned by the public.13 

With avenues for development project approval now stretched beyond a 

purely public system, certain proposed condemnations based on public use might 

find success with gaining approval through the ESDC when other avenues might 

seem implausible. As a way of creating this objective board, the state legislature 

can also disseminate and disperse any of the public backlashes by holding more 

parties accountable. The ESDC can state that decisions were made by an organiza-

tion that did not have a financial stake in the matter and thus their decisions were 

made without a real or perceived conflict of interest. 

In the Barclays case, the ESDC examined research on blighted neighbor-

hoods. Blight refers to the “deteriorated condition” of city structures, which causes 

a negative effect on property values within a neighborhood or region.14 The Ratner 

Group pushed for private seizure of dilapidated or under-occupied buildings to 

clear ground for the Barclays Center. In ESDC proceedings, the Ratner Group con-

tends that the development area qualified as blighted based on the low proportion 

of occupied buildings within the future grounds of the Barclays Center. 

Residents define the value of their living by the population that they sur-

round themselves with, whether it is a specific ethnic group, cultural group, or re-

ligious sect. Initiating eminent domain practices in these neighborhoods can have 

the unintended consequence of breaking apart cultural beliefs and practices by 

forcing the relocation of hundreds of citizens.15 Though historical sentiment may 

not be economically viable standards for the state to consider in its decision-mak-

ing process, there is value that is often overlooked in these cases, a value that the 

language of the state and the statute does not address in any form to this date.16
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While society as a whole may benefit from many of the public projects being 

advocated by development cases, individuals, particularly low-income individu-

als, will be at the mercy of the state in any eminent domain case brought up in 

the New York State Legislature.17

In Return for Support

During construction of the Barclays Center, the initial steps involved making 

peace with local residents by creating benefit funds for research and advocacy, as 

well as signing agreements that provided economic opportunities for individuals 

being displaced. For the Ratner Group, the fund took the name of the Community 

Benefits Agreement (CBA), which proctors multiple concessions with community 

organizations in order to gain public favor for the project. The EDP in New York 

State thus far has turned a blind eye to this matter in eminent domain procedures. 

The CBA has funded and established many of the same community organizations 

and groups it was attempting to sway in favor of the Barclays project. With so 

many disputing organizations now being directly funded by the developer, chal-

lenging the construction process would be near impossible in the long run.18 

A number of these organizations are brought on to support the project with 

deals that subsequently promised the establishment of affordable housing units 

and creation of job quotas throughout the project, to fill employment needs of 

those being displaced. Mostly due to financial stresses from the recent economic 

crisis and failure to have many of these CBA agreements fully notarized, many of 

these promises may not be kept. Only a small percentage of the jobs promised to 

displaced citizens have been offered thus far to the community. Completion of the 

residential housing units is not foreseen in the near future and their construction 

may last another decade. There is also no legitimate effort being made to ensure 

that at least a particular section of these units will be kept strictly for low-income 

housing development.19 

What these benefits fail to address is the poor socioeconomic state of those 

citizens, which are removed from blight-condemned neighborhoods. They may 

receive the monetary compensation mandated by the statute, but payment often 

times has been shown to be inadequate.20 Additionally, they do not benefit from 

the civic projects put in place for society’s growth or from the corporate projects 

that promote businesses, since these operations do not necessarily hire employees 

with the general skill sets of those citizens that have been displaced. Yet these 
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projects and developers will place a lot of these promises behind their campaign 

to push for the declaration of eminent domain on a property.21 Thus, a whole new 

chapter of the eminent domain debate begins as people start to question whether 

the societal benefits of a project should outweigh the benefits to those citizens be-

ing displaced with development projects.

Completion of the Barclays Center

In analyzing the steps taken to construct the Barclays Center and the legislative 

measures taken in defending its completion, three details surface multiple times 

in the history of eminent domain in New York State. First, the declaration of 

eminent domain for the Brooklyn sports complex is done through the legislative 

authority of the ESDC, since citizen approval was far from one hundred percent at 

the outset of the proposal. Second, there are major disagreements on what consti-

tutes a proper definition of blight severe enough to be considered condemnable. 

Third, those displaced are still frustrated with the manner in which they are dealt 

with throughout the proceedings.22 

The New York State Supreme Court votes down initial lawsuits placed by the 

opponents of the arena. Eminent domain constitutes a legitimate civic project in 

this case, which upholds a strong public purpose.23 The area is also cited for blight 

by the ESDC, particularly with the proportion of buildings populated coming up 

as the major indicator for the justification of declaring blight.24 This argument is 

refuted by the public, which claims that the number did not suffice nor capture 

the true state of the local community. 

On November 24, 2009 the State Supreme Court sided with the developers, 

citing no evidence of unconstitutional behavior on the part of the ESDC or the 

interpretations of the UDA and the EDP. In March 2010, Brooklyn Supreme Court 

Justice Abraham Gerges ended the public lawsuits against the site by ruling the 

use of eminent domain constitutional.25

The Barclays Center is complete and hosts games for the Brooklyn Nets fran-

chise of the National Basketball Association. The lawsuits subsided, but the pub-

lic outcries against the construction of the Center continue. Though it has been 

seven years since the Kelo case set the precedent for eminent domain laws in New 

York State, the statute in New York remains unchanged and one of the strictest, 

developer-centric eminent domain models in the United States. The Barclays case 
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suggests economic advancement, increase in taxes, and general growth in job 

creation, no matter what kind, are strong reasons why the implementation of emi-

nent domain laws remains constitutional.26 

The struggles of the populace during the Barclays case are in lawsuits filed 

separately and under varying neighborhood organizations during the construc-

tion process. The Develop Don’t Destroy Brooklyn neighborhood organization 

filed a claim against the ESDC for failing to account for the lack of environmental 

impact required by the Ratner Group prior to development.27 While the organi-

zation seeks a stronger assessment of environmental impact prior to the second 

phase of housing development for the Atlantic Yards neighborhood, the use of 

eminent domain in the case is still found to be constitutional. Once again, the 

public is left to squabble as construction continues.

Key Takeaways and Policy Recommendations

If steps are to be taken in the near future to alter New York State’s stance on the 

eminent domain debate, the following areas must be addressed. 

The first recommendation is to develop a more precise interpretation of emi-

nent domain. New York State needs to move forward in including subsections in 

its eminent domain law that clearly define the following issues: to what extent 

economic development factors into decision-making on projects and how the state 

and the public can be assured that the benefits of the project outweigh the nega-

tive repercussions of displacement. Instead of attempting to simply expand the 

definition of public use, the state should focus on creating a more in-depth defini-

tion under the law. 

New York has thus far handled accountability for any and all eminent do-

main proceedings by utilizing multiple authoritative entities for research and ap-

proval. With the creation of the ESDC and the continued appeals being heard by 

state courts, those responsible for the language of the policy can easily defer deci-

sions to others while stating that they cannot solely be responsible for the man-

ner in which eminent domain cases are carried out. The increased use of lateral 

power allows accountability to be easily shifted or shared among multiple parties, 

adding even more equivocality to the legislative process.

The second recommendation is that the state consider staffing the public au-

thority organization differently, allowing stakeholders outside of the state govern-
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ment to participate in board determination. While the ESDC can remain a power-

ful entity in terms of financing and helping push economic development projects, 

their input in research and analysis of eminent domain case studies seems coun-

terintuitive, given the fact that board chairs are appointed by the government. 

There may be a conflict of interest evident wherein the members of the ESDC will 

consistently have the interests of the state at heart and not necessarily that of the 

public. The state must alter the role or structure of the ESDC moving forward.

There is an unspoken relationship forged between the language of the state 

and the authoritative power of the ESDC. Each party seems to know and under-

stand the needs and concerns of the other. The influential partnership between 

the two parties, especially during high priority cases allows the process of claim-

ing eminent domain easier. Under this system, there is little incentive to oppose 

developers’ plans. As long as the ESDC is allowed to openly interpret the mean-

ings of blight and public purpose without intensive scrutiny from an impartial 

third party, the politics that result from this policy will become even more dif-

ficult to overcome.

The third recommendation is defining a new system for eminent domain 

case proceedings, potentially outside of the current realm of the ESDC. Public 

policy officials need an impartial mechanism to determine and investigate issues 

such as blight and economic viability. The ESDC, though labeled as a third party 

organization, is clearly politically motivated. Research into eminent domain cases 

should be carried out by unbiased organizations, which can only be accomplished 

if legal procedure and language in the statute is altered to identify and prevent any 

conflicts of interest, as seen in the Barclays example.

The criteria for declaring eminent domain seems to focus on the long-term 

economic and societal benefits that a project may have on the city. Meanwhile, 

the situational impact on those currently residing in the area is ignored. There are 

drastic repercussions when a neighborhood deemed as blighted is forced to up-

root immediately with very limited compensation paid for their removal. Even if 

compensation is sufficient, it does not account for the cultural impact of displace-

ment on the neighborhood or the targeted economic impact on local residents in 

the long run. 

The fourth and final recommendation is that future policymakers must ac-

count for the aforementioned impact on cultural heritage in examining eminent 
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domain law. In determining economic impact on neighborhoods of private prop-

erty seizures and displacements, developers and the state could be mandated to 

run more advanced impact studies regarding the demographics of the regions 

and the income levels of those displaced. Due to the State’s strict price ceilings 

in the housing market, it may not be easy for residents to find affordable housing 

quickly, regardless of the compensation received. Policymakers may also choose 

to tackle this issue through adjusting legal language. Changes can be made to 

affirm that eminent domain must be warranted beyond what is deemed just com-

pensation, to include mandatory aid on the part of the developer to help relocate 

displaced residents. While promises made by developers often address this dis-

placement and affordable housing dilemma, the current statute does not provide 

the mechanism necessary to enforce these claims.

Conclusion

Large-scale economic and societal considerations of eminent domain seizures can 

be important to consider, but it is unjust to disregard the direct impact on the 

population living in the displaced region, particularly in a cultural and historical 

context. Offering negotiable benefits other than money to displaced parties must 

be more than just an obligation for developers. The legislators and courts must 

also understand the needs of the locals and work with them in an unbiased and 

efficient manner. However, the state must also act as the catalyst, in order for 

these partnerships and understandings to grow. Any changes to these observa-

tions are useless without some state effort to redefine New York’s eminent domain 

language, not just for the sake of clarity but for the benefit of all its citizens as 

well.	
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Third Parties in American Politics

D a n a  We s t g r e n

A b s t r a c t

Recently, party polarization has been a focal point of US political discussion. As the 

parties appear to draw apart, it appears there may be space for the development of 

a third party in United States politics. However, there has never been a successful, 

long-lasting third party in this country. A review of the literature and legislation 

shows there are several roadblocks to third party development, including the coun-

try’s electoral structure and campaign finance laws. However, there is more to the 

discussion. Through analysis of historical times of party flux — the Civil War, the 

rise of Populism, and civil rights — it becomes clear that large parties absorb fledg-

ling third parties by adopting their policy platforms. Third parties are able to attract 

both new voters, as in the case of African Americans when they gained suffrage, 

and voters who have become disenchanted with their party in the case of Southern 

Democrats. A combination of theory and historical research points to this outcome 

across history, including examples of recent third party candidates such as Ross Pe-

rot and Ralph Nader. Modern Democrats and Republicans have become overarching 

parties that essentially stifle third party growth.
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Introduction

A
s Republicans and Democrats continue to polarize on the federal 

stage, questions arise as to whether a new political party can exist in 

the United States. Despite the minor successes of Ross Perot and a few 

other third party candidates over the past hundred years, the United 

States has struggled to maintain a viable third party. According to the work of 

many political scientists, there are obstacles, beyond the electoral ones, to the 

development of a strong third party in the Unites States. These include institu-

tional impediments, most notably plurality elections and ballot laws. There are 

also more informal reasons for this claim, including a national lack of trust for 

independent parties. 

In the 1950s and 1960s, French sociologist Maurice Duverger developed a 

theory for legislative branch elections indicating that the United States’ electoral 

framework inhibits the growth of third parties at the federal level. His theory 

states: “An almost complete correlation is observable between the simple-majority 

single-ballot system and the two-party system: dualist countries use the simple-

majority vote and simple-majority vote countries are dualist.”1 The United States’ 

political system fits this theory’s parameters: its legislative elections are single 

ballot, majoritarian, and pluralistic. According to Duverger, it is almost impos-

sible for the country to develop strong independent parties. This theory has per-

sisted in American history: the United States has never successfully maintained a 

party system with more than two major parties. Rosenstone et al., in their work 

Third Parties in America: Citizen Response to Major Party Failure, point out this law 

also holds in presidential elections, wherein “the only way a minor party can hope 

to gain any power is to secure enough electoral votes to throw the election into 

the House of Representatives.”2 Third parties cannot hope to gain enough electoral 

votes to win the Presidency outright. 

Beyond the electoral laws outlined by Duverger, there are many aspects of 

the United States’ political system that block third parties from success. These 

include legal obstacles, such as ballot laws, and cultural hindrances that make 

it near impossible for unknown parties to gain the electorate’s trust in elections. 

Even if new parties are able to get some national recognition, the two party sys-

tem is so ingrained in the US political experience that they seldom gain legitimacy 

and are eventually absorbed into existing majority party rhetoric. 

Ballot access restrictions are major barriers to third parties in the American 
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political system that may support Duverger’s assertions. As Rosenstone et al. de-

scribe it: “The Democrats and Republicans have constructed a maze of cumber-

some regulations and procedures that make it difficult for minor parties… to gain 

a spot on the general election ballot.”3 Major parties created these laws in an at-

tempt to limit competition in federal elections. They automatically appear on the 

ballot in elections, while third parties must petition in every state in order to be 

listed. States have different requirements for ballot inclusion, a factor that is even 

more challenging to third parties. Petitions must be circulated in different states 

at varying times; for example, they must be distributed between June and August 

in California and between August and September in Nevada. Filing dates also dif-

fer across states. These differences make it challenging for third parties to appear 

on all ballots across the country. Robert LaFollette, in his 1924 run, had to run 

under four different labels (Progressive, Independent, Independent-Progressive, 

and Socialist) in order to appear in the national campaign. It is also difficult to 

build strong third parties if third party candidates must run under several differ-

ent guises to even participate in an election. 

Ballot access laws eliminated fusion candidacies  —  a unique tool third par-

ties used to garner electoral strength before the turn of the century. These were 

jointly sponsored candidacies supported by both minority and majority parties. 

Each party that supported the candidate would list them, creating electoral coali-

tions that would give independent candidates more power and visibility. For exam-

ple, in 1856 both the Know-Nothing and Whig parties supported Millard Fillmore’s 

third party candidacy. Williams Jennings Bryan was also a fusion candidate in 

1896, supported by the Democrats and Populists.4 Fusion candidacies existed at 

all levels of government, including state races, congressional races, and the presi-

dency. 

Fusion candidacies were a unique way for third parties to support candidates 

in conjunction with majority parties. This practice was common before ballot re-

form at the turn of the century and, though it still existed after, was much less ef-

fective. Before the adoption of the Australian ballot, parties could print their own 

ticket (or combination of tickets), which were distributed on Election Day.5 At that 

time, a party listed whatever candidate it desired. Fusion candidacies could thus 

exist without compromising the integrity of individual parties, as parties retained 

autonomy during the ballot process. The Australian ballot, introduced in the late 

1890s, spurred a number of ballot reforms. These laws differed across states, but 

many included provisions that a candidate’s name could only appear once on a 
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ballot. Some legislation even indicated only one party could be listed with each 

candidate.6 Using these ballot laws, fusion candidacies were effectively smothered 

in many states, eliminating a powerful tool for third parties to further involve 

themselves in the electorate. 

Fusion candidacies appear to be a potential loophole to Duverger’s Law and 

arguably, a solution to the third party problem in the United States. These can-

didacies undermined majority party power and created splintering within par-

ties. Legislatures that saw this were able to leverage their strength to outlaw the 

practice in several states. Plurality elections put these legislatures in power, thus 

allowing them to enact legislation limiting third party growth. Lipset et al. state: 

“The electoral system, the separation of the executive branch from the legislature, 

and the primary nomination system have combined to encourage major parties 

to undercut third ones by adopting parts of their platforms.”7 The end of fusion 

candidates further demonstrates how majority parties are able to effectively block 

third party growth and absorb their agendas into existing majority party rhetoric.

The difficulties minority party candidates face in the US are exacerbated by 

social norms that stop them from achieving success. These are aspects inherent in 

the very nature of the United States political system, and thus beyond the law. Some 

of these aspects include media coverage, which often does not acknowledge third 

party electoral participation. As a result, there is often distrust for third parties in 

the United States. Many Americans see the two-party system as almost sacred. Ac-

cording to Rosenstone: “Third party candidates are seen as disrupters of the Ameri-

can two-party system. Thus, minor parties do not start out on an equal footing 

with the Democrats and Republicans; they must first establish their legitimacy.”8 

Furthermore, nearly eighty-five percent of Americans have leanings to one 

of the two major parties; undecided voters may consider with the idea of voting 

for a third party early in political campaigns, but voter support for third party 

candidates declines quickly right before the election. It appears people believe 

the wasted vote thinking, as perpetuated by the media and perhaps validated by 

electoral rules. This trend may also indicate the ability of majority parties to alter 

their rhetoric to absorb that of fledgling parties, given their relative flexibility re-

sulting from the laws and norms that support the current two-party system. 

Due to the laws and norms inhibiting third party development, the United 

States has developed a two party system, in which the larger parties absorb small-
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er and fledgling third parties. This absorption is evident across the United States’ 

political history, from the parties of the Civil War to populist and workers parties, 

all of which were absorbed into either the Republican or Democratic Party. His-

tory suggests that the same processes that caused the Know-Nothing Party to later 

join the Republican Party are also responsible for the People’s Party’s absorption 

into the Democratic Party in the early 20th century. These examples, among oth-

ers, imply that this party system makes it unlikely that any third party will gain 

significant power on the national stage in the United States. 

The United States: A Historical Perspective

There are several historical examples of majority parties adopting third party 

platforms: both with existing electoral groups — such as Populist and Worker’s 

Parties — and groups that gained suffrage. Some third parties developed in exist-

ing groups as they faced new economic or political challenges, as in the case of 

Populists, who were later absorbed into major parties. Additionally, previously 

marginalized groups began to gain suffrage, which introduced new demands and 

issues to existing electorate groups. These previously disenfranchised groups, 

however, seldom created their own parties. Dobell points out: “As blacks, Hispan-

ics and overseas immigrants have entered the political system, they have encoun-

tered sufficient accommodation that forming a particularist party presented an 

unnecessary risk.”9 The existing two parties were so inclusive in nature they were 

able to absorb new groups as they gained suffrage. 

Civil War 

One clear example of this absorption is in the alliances formed around African 

Americans before and after achieving suffrage. Before the Civil War, as the states 

began debating the future of slavery, several minority parties gained national rec-

ognition. The Republican Party unified several smaller parties, including Know-

Nothings, Whigs, and Free-Soilers. The Democrats were further split into two 

camps: Democratic and Southern Democratic, representing the differing beliefs 

of the North and South during that time. The Constitutional Union and Southern 

Democratic candidates received 12.6 and 18.1 percent of the vote respectively.10 

The absorption of smaller parties into the newly developed Republicans 

is evident through an analysis of congressional-level data from the 1850s. The 

Know-Nothing Party originally developed as an anti-immigrant movement. The 

party was deeply divided, however, between the North and South, as members 
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fundamentally disagreed about slavery.11 

The Know-Nothing Party’s decentralization and resulting inability to co-

alesce into one group allowed it to be absorbed into the Republicans in the North. 

Congressional elections in the mid-1850s clearly demonstrate this. The majority 

in the 34th House, from 1855 to 1857, was made up of a unique coalition of those 

who opposed the Democrats, including the Know-Nothings, the Opposition Party, 

and the newly developed (and quite small) Republican Party. At this point, the 

Know Nothing Party had fifty-two members, while the Republican Party had one 

member by the end of 1857. The 35th Congress was incredibly different: the coali-

tion was all but gone, with Republicans acquiring ninety-two members. By the 

next Congress, the party had 113.12 

State membership in Congress exemplified the shift from Know-Nothing to 

Republican, as addressed in Kenneth C. Martin’s Historical Atlas of Political Parties 

in the United States Congress. At the onset of the 34th Congress, Massachusetts’s 

eleven delegates to the House were all members of the Know-Nothing Party; dur-

ing the 35th, Massachusetts’s members were all Republican.13 Several, such as 

Robert Hall, James Buffinton, and Linus Comins switched party affiliation from 

Know-Nothing to Republican; other Know-Nothings were simply replaced by 

newly elected Republicans. Connecticut saw similar party realignments. The two 

House members who were re-elected in the 35th Congress, Ezra Clark and Sidney 

Dean, switched alliance from Know-Nothing to Republican Parties. Similar trends 

can be found in other Northeastern states, such as New York and Rhode Island.11 

Though the Know-Nothing Party remained in the 35th Congress, it was slowly 

losing members to the new Republican movement. 

This absorption of small, independent parties into the Republican movement 

is also clear in votes on specific issues, such as the 1854 Kansas-Nebraska Act and 

the Kansas-Nebraska Bill. The Kansas-Nebraska Act, HR 236, which created Kan-

sas and Nebraska as territories, opened the lands for expansion and for sovereign 

decision on whether slavery should be allowed in the settlement or not. Democrats, 

who supported state sovereignty in slavery expansion, overwhelmingly supported 

the act. Those who voted against the act represented the anti-slavery coalition that 

would later form the Republican Party. When Congress voted on HR 236, which 

would admit Kansas into the Union as a free state, the representatives who voted 

against HR 236 overwhelmingly voted for HR 236 under the Republican moniker. 

Massachusetts again provided a clear example of this shift — nearly the 
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entirety of this state, save one “Nay” vote from Whig William Appleton, voted 

against The Kansas-Nebraska Act in 1854.14 These representatives were of dif-

ferent parties, from Whig to Free Soil, voting along coalition lines based on the 

singular issue of slavery. In 1861, during the vote for HR 236, Massachusetts’ 

members unanimously voted “aye,” all under the Republican name. Both rep-

resentatives from Rhode Island had a similar transition, as did some Democrats 

from northern states. Two of three Democrat representatives from New Hamp-

shire voted “Nay” on the Kansas-Nebraska Act. By the time of the vote for HR 

236, New Hampshire was all Republican and voted “aye.” It appears the disperse 

parties representing northern anti-slavery sentiments in 1854 had coalesced into 

one unifying Republican Party.

Populist Movements

As workers attempted to gain rights through unions, they did not create a dis-

tinctive labor party. Unions worked with existing parties, which limited the de-

velopment of socialism across the United States. Socialism also experienced the 

obstacles all third parties face, most notably that of majority party flexibility. 

Socialism was therefore represented in the United States’ political development 

primarily through the populist movement, which was a movement that grew from 

rural farmers against the elite. 

The growth of this movement came as a result of economic tribulations faced 

by farmers in the mid-1800s. In 1892, the United States experienced a major agri-

cultural depression as a result of a drought in 1890. This period of agricultural de-

cline created a movement to support the rights of those in agricultural states who 

felt ignored by the government. Farmers tried to support both parties initially, but 

“after both major parties had tried and failed to alleviate the farmers’ economic 

plight…farmers set on a minor party course.”15 Most of the populist platform cen-

tered on limiting federal government debt, a graduated income tax, and enhanc-

ing the amount of money coined that was directly given to United States citizens.16

Populism had some minor success in the late 1800s and early 1900s with the 

People’s Party, but the Democrats eventually absorbed this party by accepting 

populism and nominating William Jennings Bryan for president.17 In 1892 there 

was a separate Populist Party that ran James Weaver for president. Though he 

only achieved 8.5 percent of the popular vote, Weaver succeeded in rural areas 
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through a growing coalition of voters concerned with rural issues. Weaver carried 

Colorado, Idaho, and Nevada, while earning an electoral vote in both Oregon and 

North Dakota.18

In the 1896 election, the Democrats ran Nebraska’s William Jennings Bryan, 

which effectively ended the Populist Party.19 Bryan carried all of Weaver’s states 

and won traditional democratic bastions, such as Kansas, Louisiana, and Vir-

ginia.16 Though Weaver had some success with his initial run, the Democrats 

saw the potential danger of a new party rising in the West and were able to run a 

candidate who placated some of the Populists’ requests while maintaining party 

control in other states. 

At the Congressional level, the Populist Party gained eleven Congressional 

seats in the 1892 election. These included a seat in California and two in Colo-

rado.20 Surprisingly, as Democrats adopted the populist standard and nominated 

William Jennings Bryan in 1896, Congressional support for populism continued 

to grow, with the party gaining seats in Kansas, Montana, North Carolina, and 

South Dakota.21 In 1898, however, the Populist Party lost all of its seats, to both 

Republicans and Democrats across various states. The seats returned to the party 

that held them before 1890. This was an example of a party growing around a 

specific issue, which was addressed on the national stage, and then was pushed to 

the background as other issues became important to the general populace.

Civil Rights Realignments

The party realignments around African American suffrage were slow-forming 

and continue to develop today. For groups who had to struggle to simply get the 

right to vote, it was far too much work to try and create a new party when the ex-

isting parties provided protection. As described in R.W. Apple’s piece in the New 

York Times, the African American population began as a part of the Republican 

Party. This was an obvious transition, as the Republicans were credited with free-

ing the slaves and giving African American voters suffrage. 

Democrats, long the party of the South, did not allow African Americans 

to their conventions until 1924.22 Historically, Democrats depended on the ‘Solid 

South’ contingent: white, Southern voters who were against African American 

civil rights advancements.23 This voting bloc allowed Democrats to hold the South 

without much competition throughout the post-Civil War era. Even before seces-

sion, Confederate states were overwhelmingly Democratic.



T h i r d  Pa r t i e s  i n  A m e r i c a n  P o l i t i c s 	 63	 

This ‘Solid South’ strategy began to change in the mid-20th century. Strom 

Thurmond’s run for office in 1948 precipitated several independent candidates 

who hoped to combat government control over civil rights issues. Thurmond’s 

candidacy began in protest against President Harry Truman’s inclusion of civil 

rights in the Democratic Party platform of 1948. Thurmond and other Southern 

Democrats walked out of the convention, and Thurmond moved to run for the 

newly created States Rights Democratic Party. Thurmond hoped to “draw enough 

votes away from the major parties to force the election into the House of Repre-

sentatives, where a block by segregationist Southern and Midwestern congress-

men could prevent Truman’s re-election.”24 Though he did not thwart Truman’s 

re-election, Thurmond did carry four Southern states (South Carolina, Alabama, 

Mississippi, and Louisiana) that were previously solidly Democratic. 

In 1960, President John F. Kennedy began intervening on behalf of civil 

rights activists like the Freedom Riders. ‘Solid South’ Democrats were livid that a 

president they helped elect was not only incorporating himself into the segrega-

tion debate but was also supporting reform. Alabama governor John Patterson, 

who originally endorsed Kennedy in his presidential race, later severed ties with 

the Democrat government, saying he had gone fishing rather than take the Presi-

dent’s call.25 

Despite the beginnings of a rift between Southern Democrats and the rest 

of the party, Democrats were still able to hold the White House, with Lyndon B. 

Johnson winning the 1964 election with an overwhelming sixty-one percent of 

the vote.23 He did not carry several historically Democratic southern states how-

ever, such as Louisiana and Mississippi. These states instead voted for Republican 

Barry Goldwater, a states’ rights activist from Arizona. Once re-elected, President 

Johnson signed the Civil Rights Act in July 1964. This act ended Jim Crow laws, 

striking down the “separate but equal” doctrine. Southern Democrats overwhelm-

ingly opposed this legislation, voting “nay” in the House 87-7 and in the Senate 20-

1.26 When President Johnson signed this legislation, he reportedly told his press 

secretary, “We have lost the South for a generation.”27

Discrimination was not removed from Democrat Party lines until its major 

reforms in 1964 and 1968, the latter spearheaded by the Commission on Party 

Structure and Delegate Selection, led by Senator George McGovern and Represen-

tative Donald M. Fraser. This commission, commonly referred to as the McGov-

ern-Fraser Commission, worked to broaden participation and enhance minority 
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representation. Southern Democrats were unhappy with this change, as well as 

with the party’s new stance on civil rights. They continued to disengage from the 

party. In 1968, another third party, the American Party, threatened the Demo-

crats’ stronghold on the South.

The American Party ran George Wallace in the presidential election that 

year. Wallace, the governor of Alabama, spoke of states’ rights to decide their 

own policies on topics such as schools and segregation.28 Wallace had strong sup-

port across the Deep South, due to his strong campaign supporting segregation 

practices. Because of this support, he was able to carry Louisiana, Arkansas, Mis-

sissippi, and Georgia in 1968, becoming the last third party candidate to ever win 

an entire state’s votes.29 States such as Louisiana and Mississippi overwhelmingly 

voted for Barry Goldwater, a Republican, in 1964.30 Goldwater also campaigned 

on states’ rights, but Republicans did not continue with this strategy and a third 

party entered that niche space.

President Nixon recognized that the rise of these new third party contend-

ers in the South indicated a gap in policy between Democrats and Republicans 

and was able to capitalize on this as he beat George McGovern in the 1972 elec-

tion. He knew that capitalizing on this gap would give his Republican Party more 

potential constituents in the future. In the South he launched what was know 

as his “Southern Strategy” in 1972. Nixon worked to distance himself from de-

segregation efforts, indicating he did not support compulsory federal rulings for 

things like busing or school integration. Nixon himself stated: “We are opposed to 

segregation…but our opposition to segregation does not mean that we favor com-

pulsory or forced integration; and we remain opposed to the use of Federal funds 

to bring about some arbitrary racial balance in the public school system.”31 This 

rhetoric appealed to Southern states that had been fighting against federal com-

pulsory integration efforts, and gave Republicans political strength in the South. 

In 1976, however, Democrats won again in the South. There is no telling whether 

this would have happened if Nixon’s presidency had not ended in impeachment; 

what can be gleaned from this is a clear attempt by a majority party member to 

win over third party votes by specifically acknowledging their issue of concern.

It took time for Republicans to fully gain the support of the Southern white 

voter. There were several close elections in key Southern states as the majority 

parties hoped to win back southern favor, such as in 1980, where Reagan and 

Carter were near 50-50 in their election. 
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Independent Candidates

There have been few marginally successful third party presidential runs in Amer-

ica’s recent political history. George Wallace (1968), John Anderson (1980), H. 

Ross Perot (1992), and Ralph Nader (1996, 2000, 2004, 2008) are some of the most 

famous examples. These four individuals had relatively large impacts on the elec-

toral outcomes of these elections. Wallace won fourteen percent of the popular 

vote, Anderson polled 6.6 percent (taking a majority of these votes from Jimmy 

Carter), and Perot garnered nineteen percent of the vote.32 Ralph Nader secured 

a small percentage of the vote every year he ran, but he is best known for secur-

ing 2.7 percent of the popular vote in the 2000 election, which may have given 

George W. Bush an advantage.33 None of these candidates, however, represented a 

large, organized party. They were popular individuals representing specific issues 

important to the American populous at that time, such as segregation, political 

reform, economic issues, and the environment. 

These candidates often did not represent a new movement or the interests 

of a unique demography: instead, third-party candidates historically arose due to 

discontent with the existing government. Rosenstone states:

“Nationally prestigious third party challengers do not just pop up at random…

These candidates emerge when they perceive weaknesses in the two major par-

ties. They run either when the major parties have disappointed a large minority 

faction, when the major parties do not pay sufficient attention to the issues of 

concern to the voters, when there is an incumbent president on which to focus 

discontent, or when the previous election suggests that one major party may 

be too weak.”34

 Often, as was the case with the Greenbacks and Populists in the late 1800s, 

parties run on specific issues (such as agricultural adversity) that are not ad-

equately addressed by existing parties. Though historically these parties have 

had some minor success, they were quickly absorbed into existing parties, who 

recognized the need to please a voter base they may have lost. Once candidates 

lost major elections and the existing parties re-focused on the issue causing dis-

content, the two-party system returned to normal.35

Ross Perot was able to attract similar voter groups as the Populists in the late 

19th century. Perot is known for running on two key issues: economic national-

ism (or the fear that the American economy was in decline due to international-
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ism) and populism/libertarianism.36 Perot favored trade protection, immigration 

limits, and the regulation of foreign direct investment (FDI) in the United States. 

Perot’s populism and libertarianism is not unique in the United States’ political 

history, but, as with the Populist Party, he was able to capitalize on citizens’ con-

cerns with his anti-government policies. Many Americans saw Washington politi-

cians as focusing more on big business and lobbying interests than the interests 

of the people. 

Though Perot did not attract any electoral votes, he had success with non-

college educated, young, middle-income white voters.24 Perot, however, did not 

have lasting success. In 1996, he ran again but, as the United States economy 

improved, his niche grew smaller. Again, an independent candidate represented 

a niche concern that, once handled by one of the major parties (in this case Clin-

ton’s Democrats), no longer fueled constituents to vote for a third party. It is clear, 

however, that these economic issues did not truly disappear, and the rise of Ron 

Paul in recent years shows a resurgence of young people expressing concern for 

today’s government and economy.

Ralph Nader attracted a different subsection of the United States population 

as a response to the Clinton administration’s policies, which many did not see as 

liberal enough in the late 1990s. Nader represented the Green Party in his first two 

elections, and then ran independently in 2004 and 2008. Not only did he support 

increased environmental regulation, having been credited with helping develop 

the Environmental Protection Agency, but he also advocated for consumer rights 

and increased business regulation. He also criticized the majority parties for “pre-

serving a campaign finance system that makes them both dependent on wealthy 

contributors.”37 Nader met with success in states with very liberal populations, 

especially in 2000 when he was dubbed a “campaign spoiler” for attracting so 

many Democrat Party votes. Though he did not gain any electoral votes in 2000, 

Nader earned almost three percent of the popular vote nationwide. He especially 

saw success in Alaska (ten percent of the popular vote) and Vermont (6.92 per-

cent), where his environmental protection messages were especially pertinent.38

As with previous examples, these independent candidates represented dis-

content with the current government’s treatment of certain issues. Though neither 

Perot nor Nader gained strong electoral numbers, they brought to the forefront 

discussions of both government operations and policy, which are now part of both 

parties’ vernacular — the role of business in government, the need for environ-
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mental protections, and the enhancement of consumer protection standards being 

a few. Ron Paul’s campaign in the Republican primary in 2012 was based around 

libertarian ideals similar to those Perot espoused in 1992, namely the need for an 

exceedingly small government to aid in economic development. 

Recent Trends Analysis

As described throughout this paper, the United States’ political climate as a whole 

is not amenable to third party development. Between the electoral rules, as de-

scribed by Duverger’s Law, and other institutional laws and norms, the American 

party system has effectively prohibited third parties, which are often absorbed by 

the large, powerful majority parties. The American political system, however, is 

currently enduring massive change. The parties are becoming stronger and far 

more polarized. There is a prominent shift to the right, with the Republican Par-

ty’s rhetoric and policies becoming more conservative. Where parties previously 

overlapped programmatically, there is space forming as the Democratic Party has 

maintained relatively the same policies over the past few decades, and the Re-

publican Party has moved further right. As Thomas Mann and Norman Ornstein 

state in their book It’s Even Worse than it Looks: “the degree of overlap between 

the parties in Congress is zero.”39 As parties continue to separate on the left-right 

divide, a major programmatic space will appear where moderates previously sat. 

According to research outlined by Mann and Ornstein, “All the evidence on par-

ties in government in recent years points to very high unity within and sharp 

ideological and policy difference between the two major parties.”40 What remains 

is a policy space that is not represented adequately by either party. 

It is possible a third party could develop within that space. The moderate 

Republican base has been faced with an increasingly rightward-moving conser-

vative party. This shift is personified by the Tea Party Movement, which arose in 

2009 in response to the economic crisis. Tea Partiers represented a unique coali-

tion of the conservative movement: highly religious, highly conservative, and low-

er middle class.41 This group solidified around the 2010 midterm elections and has 

captured House seats as well as media attention. It is important to note, however, 

that the Tea Party is not a true third party. It instead represents a conservative 

subsection of the existing Republican Party. This underlines how majority parties 

can embody a variety of ideologies; they are able to represent broad coalitions of 

people that may otherwise splinter into minority parties.
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 As this socially conservative ideology pervades the Republican Party how-

ever, moderate or “market” Republicans may seek other party options. When the 

major parties have historically failed to serve all of their constituents, specifi-

cally in addressing economic concerns, third party candidates have been mildly 

successful. Distrust in the government led to the rise of George Wallace, John 

Anderson, and Ross Perot, among others. According to Peterson and Wrighton, 

“As voters continue to feel that the major issues are not being addressed, they 

may be more likely to support third party candidates in upcoming elections.”42 It 

is possible that as US politics continue to become more partisan and perhaps less 

representative of the broad Republican populace, third party candidates will gain 

electoral strength. 

Overall, third parties face unique challenges in the United States that make 

it very difficult for them to develop a strong base. Though there is current discon-

tent with the existing parties, it is still structurally difficult for the United States 

to develop a powerful third party. As outlined by Duverger, America’s plurality 

electoral structure will nearly always breed a two-party system. Beyond plural-

ism, many rules and institutional norms continue to block minority parties from 

maintaining a strong foothold in the United States. These include ballot access re-

strictions, majority-party flexibility, and several entrenched beliefs that handicap 

minority party development. Clearly, these obstacles stopped the traditional leftist 

minority parties from emerging, even during the age of mass union development. 

The Democratic and Republican parties have deep roots in the political hearts and 

minds of the American citizens. Due to this majority party strength and flexibility, 

Republicans and Democrats have historically adopted the ideologies of potentially 

powerful third parties. This ideological absorption allows Democrats and Republi-

cans to attract potential voters into their existing parties. As such, Democrats and 

Republicans have become overarching parties that effectively block third party 

growth in the United States.
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Inequality and Political Breakdown:
A Case Study of Brazil and France
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A b s t r a c t

Economic inequality not only affects a country’s economic performance, but also 

its political regime. While previous studies have shown the correlation between eco-

nomic inequality and political instability, a detailed case study is lacking. The Bra-

zilian and French experiences with this phenomenon illustrate in detail the relation-

ship between inequality and instability. The paper shows that if economic inequality 

is left unchecked, it can lead to political breakdown.
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Introduction

W
hile in exile in Uruguay after the coup that deposed him, Brazil’s 

former President João Goulart (1961-1964) stated that although 

he had been aware of the impending coup against him, he had 

refused to arm his supporters, because he did not want to go 

down in history as the president that caused unnecessary bloodshed in Brazil.1 

Protests became a daily occurrence throughout Goulart’s administration as the 

economy slowed and the gap between the rich and poor widened. Cities across 

Brazil saw marches from both supporters and critics of Goulart, and the presi-

dent found himself governing a country in which most of the landowners were 

conspiring against his rule.2 Knowing that the military was taking steps towards 

a coup d’état, Goulart gave a speech on March 13, 1964 at the Automobile Club, 

where he announced an executive decree that would distribute farmland to rural 

Brazilians within 60 days.3 This speech was intended as an act of defiance against 

the incoming military coup.4 On March 25, sailors of the Brazilian Navy led a 

revolt against Goulart that many critics saw as a parallel to the Potemkin mutiny 

that preceded the Bolshevik Revolution in Russia.5 Five days later, Goulart would 

participate in a celebration organized by navy sergeants in which the he asked 

for the navy’s support.6 Alarmed by the rising polarization, the Brazilian military 

took action between March 31 and April 1 by overthrowing Goulart and ushering 

in 21 years of military dictatorship.

Economic inequality affects countries around the world. While the conse-

quences of inequality are discussed from economic and political points of view, 

their effect on governmental regimes remains unexplored. The relationship be-

tween inequality and political instability is important because of its policy rami-

fications. As long as inequality does not destabilize the political regime, govern-

ments may adopt liberal economic policies; however, if inequality is destabilizing, 

it creates an incentive for governments to retreat from liberal economic policies 

and pursue greater market regulation and social policies such as unemployment 

benefits and healthcare.7 

The current literature shows the effect income inequality has on political 

instability, and that a correlation exists between income inequality and economic 

crises. Kumhof and Ranciere (2011) argue that income inequality triggered the 

Great Depression and the Great Recession.8 Similarly, income inequality has 

shown to be harmful for economic growth. Alesina and Rodrik (1994) both pro-
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vide support for this idea.9 In regards to political instability, Alesina and Perotti 

(1994) found that income inequality fuels social discontent and political instabil-

ity for a sample of 71 countries from 1960-1985.10 Sachs (1989) argues that income 

inequality increases pressure on governments, causing bad policies and further 

economic problems.11 Despite these findings in the literature, explaining the pro-

cess of income inequality to political instability has lagged behind. While Sachs 

(1989) discusses the cases from Latin America, the article is constrained by the 

number of nations discussed. The specific cases of Brazil and France are help-

ful in illustrating the effects of income inequality on political instability and the 

eventual collapse of preexisting regimes. Greater levels of economic inequality 

can result in political paralysis and instability. In turn, this can allow for regime 

change through non-democratic means by enabling third parties to take advan-

tage of the power vacuum.

It is important to note that not all economic recessions cause a breakdown 

of the political system or an illiberal response. Economic differences can be re-

solved through peaceful compromise-based agreements that include all crucial 

sectors of society. In these cases, nations are able to prevent political breakdown 

by creating new systems in which all the important players are included. The best 

examples are corporatist regimes,12 as in the Scandinavian nations, or through 

integrative party systems such as the ones in Mexico (1929-2000) and Venezuela 

(1958-1998).13 Yet these are rare cases, as most nations are unable to create a new 

political system without conflict.

Among the numerous causes of inequality, a traditional elite sector, their 

co-optation of the rising middle class, and liberal economic ideology jointly in-

crease inequality, thereby creating a breeding ground for political instability. The 

existence of an elite sector dominated by landowners and capital owners prevents 

workers and members of the middle class from participating in the policy-making 

process. In addition, a rising middle class, co-opted by the elites into the political 

system, can allow governments to control workers through institutions and laws. 

Although this process incorporates workers into the political realm, it does not 

give workers power, while the state continues to make all decisions for them. By 

giving sectors of the middle class token political powers, the elites avoid calls for 

a drastic reform of the system. 

The cases of Brazil and France are used to explore the connection between 

economic inequality and political instability, specifically the French Third Repub-
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lic (1870-1940) and the Brazilian Second Republic (1946-1964). The French Third 

Republic and the Brazilian Second Republic show that relatively high economic 

inequality leads to political paralysis and instability, creating an opening for re-

gime change through non-democratic means. The causes of economic inequality 

and triggers of political instability lead to polarization of the political system and 

subsequent non-democratic responses by third parties. Initially, however, three 

factors contribute to inequality: the traditional elite class, the co-optation of the 

middle class by the elites,14 and the influence of economic liberalism. 

The rationale behind this selection of case studies is twofold: first, it allows 

for comparison across development levels with France representing a developed 

state, and Brazil a developing state. Additionally, the countries illustrate two dif-

ferent ways in which inequality can lead to illiberal outcomes. In the case of 

France, inequality led to a slow erosion of trust in the government, subsequently 

succumbing to external forces. In Brazil, inequality prompted an internal faction 

to take action against the government. Although Brazil and France are different 

in many respects, the differences are not crucial, as neighboring countries with 

similar characteristics faced equivalent difficulties in the same period. For ex-

ample, Spain fell into a civil war in the 1930s because of inequality and political 

paralysis, while Argentina suffered a coup similar to Brazil’s in 1976. Other na-

tions outside Europe and South America, such as Angola and Cambodia, have also 

had their governments deposed due to high levels of inequality.

Traditional elites’ continuous hold on power, through the ownership of land 

and capital, exacerbates inequality in the country. As the lower classes are un-

able to own land to produce and sell their own goods, they enter into clientelist 

relationships, increasing elites’ control over the political system, and increasing 

inequality.15 As a result, lower classes are unable to make independent decisions 

because they are more concerned about their economic security than the coun-

try’s political situation.

Co-optation of the middle class leads to persistence in inequality marked by 

the partnership between elites and the growing middle class, which in essence, 

is an extension of the traditional elite-dominated regime. Although the size of 

the middle class plays a role in the depth of the political compromise with the 

elites, the general trend is for a coalition between these two groups to maintain 

dominance over their country through a clientelist relationship with the rural 

population.16
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The influence of economic liberalism is another factor that contributes to 

rising inequality. Economic liberalism pushes for individual responsibility and a 

limited role for government in the social sphere, leaving individuals to take care 

of themselves. Furthermore, middle-class cohesion reinforces liberalism, and suc-

cessful individuals legitimize the ideology within the middle-class consciousness.

Case 1: Brazil

The case of Brazil illustrates the clientelist system. Since its independence in 1822, 

the country’s landowners have dominated the country’s political landscape. As 

Brazil became more integrated in the world economy because of its export-led 

economy of raw materials, landowners gained more political power, which al-

lowed them to coerce peasants through a clientelist exchange.17 In fact, political 

actors agreed upon the presidential candidate by manipulating elections to ensure 

that their states got a share of the economic profit.18 Despite opposition to the 

clientelist system by reformist Getulio Vargas when he first ran for president, the 

system continued to operate through the industrialization period of Vargas’s first 

term and the Estado Novo (1930-1946). During this period, the clientelist system 

became a national policy that allowed workers to retain their jobs by support-

ing government policies.19 The First Republic (1889-1930), established after the 

fall of the Empire (1822-1889), saw the middle class obtain political power at the 

exclusion of the lower class.20 As their economic wealth and power increased, the 

middle class were included into the clientelist system and began to use it for po-

litical gains by using coercive actions, such as conditioning employment for their 

vote for a friendly candidate to control workers and peasants. With limited suf-

frage and restricted social mobility, the First Republic provided a means by which 

the traditional elites and the middle classes could dominate the political arena.21 

The Second Republic was also a negotiated regime, in which political power 

was divided between the elite and the middle class. Unlike its predecessor, the 

Second Republic did give workers the right to vote, albeit through a corporatist 

mechanism in which the government controlled workers’ voting patterns through 

coercion and not by having secret ballots.22 Brazilian landowning exporters of 

raw materials were the main proponents of liberalism. Coffee growers, in particu-

lar, promoted liberalism because they believed that a small government would 

provide the basis for an export-led economy. This would give coffee growers more 

political power; with government intervention being non-existent, exporters could 

produce coffee at low prices.23 In fact, coffee was such a crucial element of Brazil’s 
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exports that by the 1920s, it comprised 75 percent of total exports.24 However, 

exports were not limited to coffee alone; sugar and other raw materials also con-

tributed to a large portion of exports for Brazil. As exports grew, so did the wealth 

and political power of the landed elites who pushed for a small government and 

decreased regulations to further expand their overall power. In fact, this system 

increased inequality, as landowners (fazendeiros) would preside over their land as 

powerful patriarchs, with authority over all affairs within their land holdings. 25

Case 2: France

Although not as agrarian as Brazil, France also illustrates the power that tradi-

tional aristocracy gains through economic resources. Although the French Revo-

lution (1789-1799) dismantled the traditional aristocracy, it was soon replaced. 

French industrialists dominated the political and economic arenas, while govern-

ment institutions excluded peasants from power. Additionally, French peasants 

were heavily conservative, thus forming the base for anti-Republican support. 

The worst rebellions against the First Republic (1792-1804) took place in peasant-

dominated regions26 of France. Farmers continued to be conservative throughout 

the Third Republic (1870-1940), in which peasants continued to form half of the 

electorate. Politicians could not afford to ignore them.27 With a large, conserva-

tive electorate, the French government could not take drastic measures to support 

workers with social policies. The French elite saw the restoration of the monarchy 

as inevitable after the collapse of Napoleon III’s Empire (1852-1870). The election 

of a monarchist National Assembly in 1871 made the restoration unavoidable.28 

Yet, disunity between the elites, primarily monarchists, when combined with the 

pressures created by the heavily republican middle class, prompted a compromise 

regime under a transitional republic that had monarchical aspects, such as strict 

control over the political system and the president acting as a figurehead.29 

French industrialists during the Third Republic were liberal in the sense 

that they supported the expansion of industrial plants to increase production and 

maintain their political power. They believed that individual freedom was a cor-

nerstone of the Republic’s future.30 However, the liberal economic regime would 

sow the seeds of its own destruction. Increased industrialization meant an in-

crease in the number of workers through the migration of rural farmers, which 

made the lower classes more difficult to control. Once the lower classes mobilized, 

they demanded political and economic reforms, which posed problems for the 

traditional political system.
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Triggers of Political Instability

Increased industrialization and economic growth led to increasing levels of ur-

banization and education among the lower classes in Brazil’s Second Republic 

and the French Third Republic. The combination of these factors and the political 

system led to a demand for economic and political rights by workers, triggering 

political instability. 

However, as tensions rose due to the increase in the number of workers, 

political elites and the middle class took steps towards solving this social ques-

tion. Members of the middle-class soon began to question economic liberalism 

and searched for ways to alleviate the workers’ suffering.31 This led to the rise of 

ideologies such as socialism, social democracy, and Christian democracy within 

sectors of the middle class.32

Prior to the rise of left-wing governments, the elites’ policy of excluding and 

co-opting other segments of society was successful. This is not to say that the 

liberal system was destined to break down. In fact, countries that avoided major 

triggers of political instability were able to do so not only because their regimes 

accommodated the working class, but also because the workers accepted the ex-

isting political and economic systems.33

Although the economies of both Brazil and France grew, so did inequality. 

From 1936 to 1960, Brazil’s average GINI coefficient was 0.61.34 France also saw 

a rise in inequality levels; by 1866, the GINI coefficient was 0.66, the same as in 

pre-revolution France.35 Once recessions hit (Brazil in 1961; France in 1931), the 

restricted democratic orders found themselves opposed by all sectors of society. 

Liberal policies were blamed for the economic crisis and a crisis of legitimacy fol-

lowed.36 High unemployment and the governments’ failure to help the poor and 

assure richer citizens that their properties would survive the crisis encouraged 

opposition toward both the French and Brazilian regimes. 

Case 1: Brazil

The Brazilian middle class faced many of the same problems that its French coun-

terpart did, including a growing working class that wanted more political and 

economic rights. Unlike France, the Brazilian landed elite was still powerful; 

however, their attempts to exclude the workers failed when the military installed 

Getulio Vargas, a reformist and later populist leader, as president in 1930.37 Var-
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gas’ first government saw the repression of a communist uprising, providing him 

with an excuse to form a quasi-fascist regime, the Estado Novo. Throughout Var-

gas’ administration, Brazilian workers were incorporated into the political system 

through a co-optation mechanism by which the government would promote a 

single, subsidized labor movement that would be tightly monitored by the regime. 

This provided the government with a support base to mobilize through the Min-

istry of Labor when necessary, and prevented the creation of an independent and 

politically active labor movement.38

The Second Republic maintained this co-optation mechanism by continuing 

the workers’ inability to gain full rights. At the same time, the government main-

tained an interventionist policy to control its budget.39 However, industrialization 

led to large-scale rural-urban migration, which resulted in the expansion of the 

urban population and the working class.40 The expanding working class received 

political power through co-optation by Vargas’ regime, which meant it would not 

hesitate to challenge reforms against its gains. Although minimal, the raising of 

the minimum wage, the affiliation of unions with international labor movements, 

and the expansion of collective bargaining rights were crucial victories for the 

Brazilian working class.41 The workers’ power peaked when João Goulart won the 

vice-presidency in 1956, and ascended to the presidency in 1961.43

In Brazil, the 1950s and 1960s saw the economy experience a series of bottle-

necks created by the import-substitute industrialization (ISI) model.44 The econo-

my stagnated and began to tumble. The GDP growth rate dropped from 10.3 per-

cent in 1961 to 1.5 percent in 1963.45 This occurred because the ISI model came to a 

halt, since the domestic market did not have enough capital to invest in the heavy 

industrial capacities that Brazil needed.46 The bottlenecks were accompanied by 

an observable rise in inequality.47 Brazil began borrowing money to invest in in-

dustry to remedy this, but Brazil was unable to pay back its loans as the balance 

of payments grew, which amounted to more than $2 billion by the early 1960s.48 

With no other options, the government printed more currency to make its pay-

ments and stimulate consumption. This only increased inflation, which cut into 

workers’ salaries, thus further increasing their resentment. Although all groups 

would have opposed any attempts to reduce inflation and stabilize the economy, 

these economic problems had become unavoidable for the government.49 

The economic stagnation prompted the government to push for austerity 

measures to steer the economy back toward growth. Under President Jânio Quad-
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ros, the government lowered subsidies on essential imports, tightened credit, 

froze wages, and cut social welfare benefits.50 Although financial markets wel-

comed the news, these policies prompted strikes against President Quadros, who 

resigned in late 1961. With his resignation went the last chance of any lasting 

reform.51

Case 2: France

The exclusion of workers from politics in France’s Third Republic took differ-

ent forms, ranging from voting restriction and literacy tests, to the prevention of 

union influence on policy, and even the harassment of socialist parties. Through-

out much of the Third Republic, French workers were unable to have their voices 

heard in the country’s political process, since voting rights were restricted.52 The 

Radicals and the Conservatives, the dominant factions throughout the Republic, 

consisted of middle-class individuals who believed in political and economic lib-

eralism. The country’s future was vested in the actions of individuals and the 

wealth they could generate. Thus, leaders took no actions to incorporate workers 

into the political system because they believed that the government should not 

interfere in the economy.

However, there were some victories for the workers. Alexander Millerand, 

who was then the Labor Minister, attempted to change the state’s social poli-

cies.53 Millerand believed that the government could play the role of a moderator 

between workers and business, and acted as such with the reorganization of the 

Conseil Supérieur du Travail and the Office du Travail, providing workers repre-

sentation in the government. But the rest of the political elite soon turned against 

Millerand, and the government halted any social agenda by making its objections 

known. It even went so far as to reject claims by workers.54 This failure, combined 

with the heavy-handed response to strikes in Martinique and Chalon-sur-Saône, 

caused heavy resentment within the working class.55 However, as the percentage 

of workers in the economy increased and the electoral victory of the left became 

first a possibility, the middle-class had to allow the workers to participate. The 

left’s electoral power came to fruition when Léon Blum and the Popular Front 

came to power in 1936.56

The Great Depression hit France in 1931, with the unemployment of 50,000 

people that spring, and an estimated 2 million people unemployed at the begin-

ning of 1935.57 The French government, following the liberal economic view, did 
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not take action until 1932. Furthermore, Paris decided that the strong value of 

the franc had to be maintained following the devaluation of the pound sterling 

in 1931 and the US dollar in 1933.58 As a result, French exports collapsed, leading 

to a budget deficit. In response, the government implemented the Tardieu plan to 

sell off public property to raise money for lowering unemployment. Soon, further 

austerity measures that relied on price leveling mechanisms such as duties and 

tariffs were implemented. The government also cut salaries and pensions of its 

employees, deepening the recession.59 This, however, did not help, as the Bank of 

France continued to lose gold reserves at a rapid pace.60 The inability to resolve 

the crisis, and the fact that it was getting worse, prompted strikes and violence, 

and fueled feelings of disdain for the political system.61 

Thus, with no real voice in the political arena, French workers used an exit 

strategy from the political system by taking to the streets to protest the austerity 

measures. Workers were trying to protect their living standards as the elite tried 

to shrink government spending.62 The increased polarization made victories and 

losses very symbolic, fueling resentment on both sides. This also meant that the 

political system was losing legitimacy and becoming less effective, as both work-

ers and the elites began to see minimal gains.

Response to Paralysis and Polarization

The left’s efforts to protect workers’ living standards led to a counter-mobilization 

by elites, who, together with businesses and the middle class, put pressure on gov-

ernments to follow through with austerity measures. The regimes therefore faced 

pressure from both the left and right, leading to the polarization and paralysis of 

the political system.63 Faced with such tensions, the administrations in Brazil and 

France found themselves trying to give workers full political rights while also ap-

peasing the traditional elites. 

At the same time, the international context also became an important aspect 

of the response to the governmental paralysis. Since the 1917 Russian Revolution, 

Western elites worried about the influence of the Soviet Union in their respective 

countries. The fear of a “red” revolution in their own countries prompted them to 

restrict the left’s mobilization.

Case 1: Brazil

João Goulart’s accession to the presidency in 1961 meant the ultimate inclusion of 
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workers into the political system, as one of their supporters had finally attained 

the highest political office. However, opposition against him began to grow im-

mediately, due to his previous populist actions as Labor Minister and his support 

for labor unions and tribunals.64 However, it was evident that Goulart needed the 

support of the middle class to govern the country.65 At first, Goulart was able to 

maintain a check on the workers while he halfheartedly continued the austerity 

measures that Quadros began, which only ended in failure.66 

Unable to resist the demands of labor leaders, Goulart decided to scale back 

on austerity measures and push for a number of laws called the Basic Reforms.67 

These reforms would have reshaped the education system, housing projects, the 

tax system, and distribution of land. Goulart signed two executive decrees to se-

cure workers’ support. One decree nationalized all private oil refineries and the 

other expropriated “underutilized” properties within federal highways or proj-

ects.68 However, these decrees and the campaign for the Basic Reforms did not 

calm the workers, who demanded even more radical laws, while the elites saw 

the reforms as threats against them. As workers continued to mobilize, the elites 

came to understand that the workers could break their hold on power, which 

prompted them to form a coalition against Goulart and began calling upon the 

military to restore order.69 This open call for a putsch increased the pressure on 

Goulart, who found himself with a highly polarized population and a paralyzed 

political system.70 

In the international arena, Goulart’s presidency came after the Cuban Revo-

lution (1953-1959), in which a communist regime was established. Brazilian elites 

feared that Goulart’s reforms were the beginning of a similarly communist revolu-

tion in Brazil.71 Furthermore, after Cuba’s move to communism, the United States 

favored any form of non-communist regimes within the Western Hemisphere, 

giving their tacit consent to any actions taken against Goulart’s administration by 

the Brazilian elite.72 

Case 2: France

France also found itself in the midst of political paralysis and polarization. In 

1936, Léon Blum and the Popular Front won the parliamentarian election. As 

in Brazil, this was the ultimate inclusion of the working class into the political 

system, as its main supporters now lead the government.73 However, the coalition 

government relied on the Radical Party and their middle-class voters, hindering 

any chances of a Marxist agenda.74 The Blum government soon passed a series 
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of pro-labor laws known as the Matignon agreements, which saw a 12 percent 

increase in wages, collective agreements, paid holidays, and limited work to a 

maximum of 40 hours per week.75 The new government also increased its spend-

ing to stimulate an economic revival.76 

However, these policies came under attack from the traditional elite, who 

thought the government was unfriendly to their interests. They did everything 

within their power to make their factories unproductive, which, combined with 

the new 40-hour work week and the shortage of skilled labor, resulted in a dras-

tic decreases in production capacity.77 The losses in productivity led to further 

capital flight, which resulted in the Bank of France’s loss of 50 billion francs in 

September of 1936.78 As the Great Depression continued, Blum found himself hav-

ing to promote austerity measures due to inflation and the flight of capital.79 He 

implemented policies such as banning strikes without first asking for arbitration, 

abandoning pension schemes for the elderly, and other cuts to social spending. 

Eventually, Blum also devalued the franc, which gave way to a short-lived recov-

ery. Nevertheless, his policies failed to produce an economic recovery since even-

tual inflation reduced people’s purchasing power, and resulted in more strikes.80 

These strikes undermined the government’s control over workers, which eventu-

ally led to a split between the parties in the Popular Front, especially between the 

Radicals and the Communists. The Radicals did not like the increase in workers’ 

strikes and the inability of the government to control them, and the Communists 

saw the government as a traitor to the proletariat cause.81 Yet the right maintained 

control over the French Senate, increasing polarization and political gridlock.82 

In the international realm, the Popular Front ruled during the era in which 

fascist regimes rose against communism, as illustrated by the Spanish Civil War 

(1936-1939). French elites were therefore concerned that Blum’s government 

would turn communist. This was exacerbated by the participation of the French 

Communist Party in Blum’s cabinet, which served as another reason for the right 

wing to oppose Blum.83 

Reactionary Responses

Faced with high political instability and polarization, the democratic orders were 

unable to cope with the demands of the working class and the backlash by the tra-

ditional elites. In this context, the political system was paralyzed, causing a power 

vacuum. The vacuum left the state vulnerable to coups and invasions by foreign 
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powers. In the end, the inability of the workers and elites to come to an agreement 

brought down the democratic order and ushered in a reactionary response.

Case 1: Brazil

In Brazil, the response to the power vacuum came from internal sources, specifi-

cally, the Brazilian military. Having maintained an active role in politics where 

they saw themselves as guardians of the nation, the Brazilian armed forces were 

alarmed by the instability of the Second Republic. Furthermore, since the early 

1950s, the military had begun to view politicians as being unable to deal with the 

country’s development, a belief reinforced by the Escola Superior de Guerra (ESG, 

or Superior War College), whose new military doctrine of segurança nacional (na-

tional security) tied national security to national development. Thus, they feared 

that the failure of the civilian government could undermine Brazil’s national se-

curity strategy.84 In other words, the armed forces began to recognize that Brazil’s 

main threat could come from internal sources rather than external foes, and the 

extreme polarization of the political system and the paralysis of the government 

were seen as potential internal threats. As a result, the armed forces launched 

a coup d’état against Goulart in 1964 and installed a bureaucratic-authoritarian 

regime, the goals of which were to stabilize and deepen industrialization to create 

economic growth without having to face political obstacles.

Case 2: France

France’s example illustrates how external rivals can utilize deep internal divi-

sions as a means to defeat their enemies. With the fall of the Blum government in 

1937, the French political system remained highly polarized, with the succeeding 

governments being unable to retain power for more than a year.85 France did not 

have a government during the international crisis of the Anschluss, the German 

annexation of Austria in 1938.86 Although France began a policy of rearmament in 

1935, the highly polarized society and the perception of corruption in the govern-

ment hindered social cohesion and hampered France’s preparation for the rising 

threat of Nazi Germany. Consequently, when Germany invaded France in 1940, 

the French political system was unable to harness support for its survival and 

collapsed, leading to the occupation of Northern France and the formation of an 

illiberal regime, the French State in the South (Vichy France), whose goal was to 

end all republican reforms put in place by the Third Republic.88 
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Conclusion

Economic inequality can have profound effects on the stability of a political re-

gime. If unchecked, it can provide an opening for an anti-democratic option. 

Throughout their histories, Brazil and France provide examples in which high 

levels of inequality lead to political paralysis and the breakdown of regimes. In 

these cases, right-wing illiberal forces took power. However, this does not exclude 

the possibility of the left using economic paralysis as a means to power. 

Income inequality can have a “domino” effect on political instability. The 

literature has shown that a relationship exists between these two variables, but 

fails to detail the process by which the concepts are connected. A quantitative 

approach would complement the theory and provide empirical support. While 

finding correlation and/or causation through a quantitative approach is vital, un-

derstanding how the effects happen is equally critical since it enriches the quanti-

tative results. Further qualitative research on specific economic policies and their 

effects on political instability could provide solutions to this problem and further 

support the hypothesis. 

Explaining the past is difficult, particularly without primary sources. Ad-

ditionally, in many countries, dictatorships produce strong views on both sides. 

Given that countries also have different policies on declassifying documents, al-

lowing for full access to documentation in most cases could avoid speculation, 

and lead to settlements of conflicting arguments surrounding the event. 

As countries develop, they also become more urbanized and educated. This 

development gives rise to a new working class that begins demanding political 

and economic rights, and challenging the elite class. At first, the elite either re-

press or control the lower classes, but soon lose control as they gain political 

power. Thereafter, polarization expands radically between working and the elite 

classes, paralyzing the political system and providing an opening to armed forces 

and foreign powers to take advantage of the instability and fill the power vacuum. 
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Public Policy Options for Sustainable  
Agricultural Land Management in Mexico
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A b s t r a c t

In Mexico, an estimated sixty percent of the 31 million hectares of agricultural land 

is affected by erosion. Thirty-one percent of that potential agricultural land has 

entirely fallen out of productive use. This policy dilemma involves the question of 

whether the effects of soil degradation on land productivity represent a failure of 

markets to account for the full future costs of present-day resource degradation. If 

the free market cannot solve this problem, the government must act. Two current 

soil conservation policies in Mexico seek to alter land-use practices. However, weak-

nesses of the “volunteerism” approach to soil conservation present an opportunity 

for different policy options. A range of policy options along with probable enforce-

ment and compliance costs, and overall effectiveness illustrate ways to confront 

the problem of agricultural soil degradation. In the end, an official policy of cross-

compliance that ties soil conservation best practices such as conservation agriculture 

to the receipt of direct payments from the government, could effectively address the 

problem of soil degradation.
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Introduction

I
n Mexico, erosion affects an estimated sixty percent of the 31 million hect-

ares of agricultural land. Thirty-one percent of potential agricultural land 

has entirely fallen out of productive use.1 Significant failure in the market 

for topsoil (both a finite resource and a public good) occurs even while some 

private incentives exist for on-farm soil conservation. Although some policies are 

currently in place, they are not sufficient to stem the current loss of topsoil. Policy 

measures can correct this externality and market failure. 

Two major soil conservation policies in Mexico seek to alter agricultural 

land-use practices: one is an extension program to promote conservation agri-

culture; the other, a program to build terraces, bunds, and other small-scale in-

frastructure intended to prevent and divert the flow of soil loss. However, these 

policies are not sufficient to confront the magnitude of the problem. Further pub-

lic policy reform is necessary to manage, mitigate, or ideally reverse the loss of 

agricultural soils in Mexico. 

Overview of Soil Degradation in Mexico

Soil degradation, in its various forms, affects an estimated forty-five percent of the 

surface of Mexico, equating to approximately 88 million hectares.2 Agricultural 

activities cause seventy-seven percent of the total erosion, including the upstream 

(on-site) and downstream (off-site) effects of soil runoff.3 Soil degradation can 

be categorized into four types: water erosion, wind erosion, chemical degrada-

tion, and physical degradation. In Mexico, water erosion, wind erosion, chemical 

degradation, and physical degradation cumulatively affect a total of 88 million 

hectares of soil.

Given the extent of agricultural land damage, Cotler et al. (2011) calculate 

the cost of soil degradation to producers. Reviewing 140 studies spanning 1960 

through 2006, they estimated that soil degradation costs a producer in Mexico be-

tween an estimated $38 and $54 per hectare in foregone productivity and the cost 

of replacing lost nutrients. This cost corresponds to more than five percent of total 

maize output, and is equivalent to fifty percent of the total government subsidy 

that farmers currently receive.4 
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Justification for Policy Intervention

Soil degradation is an unequivocal problem in Mexico, but there are different 

interpretations of whether a public policy intervention is justified. In order to 

rationalize a public policy intervention, the effects of soil degradation on land 

productivity must represent a failure of markets to account for the full future costs 

of present-day resource degradation. An exploration of the values set forth by the 

market on the true cost of soil erosion reveals that private farm decisions reflect 

an underinvestment in future soil quality.

Differentiating Between Off-Farm and On-Farm  

Externality Costs of Soil Degradation

The neoclassical economic perspective on soil conservation holds that soil degra-

dation is neither a market failure, nor an externality problem. The following view 

distinguishes between on-site and off-site effects of soil conservation:

Two kinds of problems may be caused by soil erosion: (1) the additional on-

farm costs due to lower soil productivity, and (2) the off-farm costs due to 

sedimentation…The basic reason why on-farm costs due to erosion probably do 

not necessitate government intervention is because a market exists for topsoil, 

namely the market for farmland…The argument heard on occasion that the 

needs of future generations are not given sufficient weight in ‘mining’ farm-

land overlooks the role played by land speculators, by people who invest their 

money in land ownership in anticipation of future price movements.5 

Under this conception of the soil degradation problem, private household 

decision-making on soil conservation measures is adequate to maintain the stock 

of productive topsoil for future use. All private benefits and costs are weighed at 

the farm level, and farmers invest in conservation in order to prevent the current 

abuse of a resource that will provide future benefits. Farmers do so out of consid-

eration for the value of the land, which is retained insofar as productivity is main-

tained. Under this conception, no justification for on-farm government interven-

tion exists, and current market prices appropriately value future soil resources.

Soil erosion has many downstream costs at the watershed, regional, and 

even global levels. These may even exceed the cost of productivity loss upstream 

at the farm level. Even a strict neoclassical framework justifies policy interven-

tion to correct these downstream costs. This approach is known as internalizing 

the externality costs of a production process. A policy solution would be a simple 
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tax that would dis-incentivize the marginal production of downstream damages. 

Transfer payments from the producer of excess soil runoff to those the soil runoff 

affects could compensate for the damages.

Two Ways of Understanding Private (On-Farm)  

Underinvestment in Soil Conservation

In order to justify a government role in the market for topsoil, any proposed policy 

intervention must be defended against the neoclassical conception of soil deg-

radation. It is the on-farm costs of soil degradation that are more controversial, 

to a neoclassical economic way of thinking.  Nonetheless, the notion of “perfect 

markets” does not hold for the topsoil market because the future benefits of soil 

conservation are not often fully accounted for private landholders and specula-

tors. Currently, market price for fertile soil fails to signal the appropriate value of 

this resource to future generations. To explain the reasons behind these condi-

tions succinctly:

The main issue is therefore society’s valuation of land as opposed to farmers’ 

valuation of land. The need to control erosion reflects the fact that the value of 

land as perceived by the user is different from the value as perceived by society. 

There are several possible reasons for the difference:

	 1. 	Farmers do not realize the long-term economic consequences of erosion.

	 2. 	The market misjudges the future demand for food and fibre and thereby 	

	 underestimates the value of land.

	 3.	 The market over-estimates the rate of development in erosion control 		

	 measures is less than the private cost.

	 4. 	The maintenance of land to ensure ample supplies of food and fibre is  		

	 valued more highly by society than by land users… 

The final value of land will depend on the extent of the remaining stock of 

land.6  

If actors in the free market lack adequate information regarding the damages 

caused by erosion, this alone would justify policy intervention to correct those 

damages. The difference that Sfeir-Younis and Dragun7 refer to is between market 

valuation and social valuation of marginal erosion damages. 
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The difference between private and social valuations can be attributed either 

to the lack of information in the market about erosion’s true costs, or to the pri-

vately underestimated net present value of future sustainability. In either case, it 

is clear that private farm decision-makers underinvest in future soil quality. This 

is especially true when farmers face significant livelihood pressures. If the private 

discount rate for soil conservation undervalues the social discount rate, then pub-

lic policy must correct for the market’s failure. 

Current Policies and Their Shortcomings 

In Mexico, the Secretaría de Agricultura, Ganadería, Desarrollo Rural, Pesca y 

Alimentación (SAGARPA, the federal executive branch agency for agriculture and 

rural development) runs two of the most important public programs in soil con-

servation: Sustainable Modernization of Traditional Agriculture (MásAgro) and 

Conservation and Sustainable Use of Soil and Water (COUSSA). Only three percent 

of SAGARPA’s budget is dedicated to soil conservation projects, which reveals the 

very marginal significance of the problem within the agency’s and the nation’s 

political agenda.8 The national environmental agency (Secretaría de Medio Ambi-

ente y Recursos Naturales, or SEMARNAT) spends an additional three percent of 

its budget on soil conservation projects, but its programs focus mainly on forested 

or non-agricultural lands.9 

Since there are few other national political programs that address soil con-

servation, an examination of MásAgro and COUSSA offers a general picture of 

soil degradation policy in Mexico. Both programs employ a voluntary approach to 

soil conservation.10 Thus, individual producer compliance with soil conservation 

measures is completely voluntary. Private compliance is based on incentives, not 

rules. To understand and influence these incentives, and to influence producer 

behavior by extension, policies emphasize education and information dissemina-

tion more than subsidies and taxes. In a volunteerism approach, there are neither 

penalties nor regulations against socially costly, soil-degrading practices.

Sustainable Modernization of Traditional Agriculture (MásAgro)

SAGARPA implemented MásAgro (Sustainable Modernization of Traditional Ag-

riculture) in 2010 with more than $50 million in funding from the Gates Founda-

tion. The program operates from hubs in several states in the north, south, and 

central regions of Mexico. Among a group of public sector stakeholders for this 
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program, the International Maize and Wheat Improvement Center (CIMMYT, the 

Mexico-based giant of the CGIAR) acts as the primary implementation partner 

agency for SAGARPA’s MásAgro program.

To implement MásAgro, CIMMYT conducts research and organizes participa-

tory demonstration trials among farmers’ groups. Since its inception, the MásAgro 

program has scaled up technical extension activities, in conjunction with the re-

cently moribund PROMAF (Program of Support to the Productive Chain of Maize 

and Bean Producers) national extension agency. During the first three years of 

the initiative, they jointly trained over 2,500 trainers in agricultural extension.11 

Despite the increasing number of extension trainings, the program only 

trained 250 of the first 2,500 PROMAF participants in conservation agriculture 

techniques.12 This would suggest that even the MásAgro program, which states 

its primary objective as sustainable production, did not prioritize soil conserva-

tion as highly as it could be. Moreover, initial reports suggest that few farmers 

are adopting conservation agriculture.13 Farmer constraints to adoption are due 

to several causes, and it is difficult to generalize because each region of the coun-

try — and even each farm — is characterized by diverse factors, including: a par-

ticular profile of traditional crop management practices, institutions, climate, and 

farmer socioeconomic status. Still, a general pattern exists among maize-livestock 

systems, which comprise the majority of the agricultural value chains in which 

the MásAgro program operates.

Within maize-livestock systems, farmers are hard-pressed to retain crop 

residue for future soil fertility. Doing so would represent a significant economic 

tradeoff and opportunity cost. Producers require their crop residue for livestock 

forage or for revenue in the local hay market.14 The fundamental significance of 

crop residue as an output in the farmers’ production function prevents them from 

using it as an input, or as an investment, in future productivity. Farmers cannot 

recycle post-harvest maize crop residue because they must sell it or use it as feed.

This reluctance to invest in soil fertility shows a short-term focus of farmers’ 

private cost-benefit analysis. It does not matter that the soil-conserving practice 

of residue retention would improve, or at least maintain, soil fertility for future 

generations. Loss of this revenue stream presents a challenging opportunity cost. 

Under this constraint, some farmers find that the medium- and long-run benefits 

of the new practices do not outweigh their short-run costs. In addition to the op-
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portunity cost of crop residue retention, other risks include the uncertainty associ-

ated with transitions in agronomy, such as increased incidence of plagues, and the 

need to apply unfamiliar pesticides or mechanical laborers.

An extension campaign of information dissemination and education about 

farm management is not enough to entirely change farmers’ behavior. Without a 

restructuring of costs and benefits at the farm level, there is not enough incentive 

for many private producers to take up a socially optimal practice in soil conserva-

tion. Until these farm-level risks are accounted for, the socially optimal level of 

soil conservation does not necessarily coincide with the privately optimal farm 

management practice.

Conservation and Sustainable Use of Soil and Water (COUSSA)

Although the COUSSA program is of a lower public profile than the MásAgro 

initiative, it possesses an annual budget between $80 and $100 million, princi-

pally aimed at the conservation of soil and water resources in agricultural produc-

tion.15 COUSSA seeks to achieve its goals in soil conservation through rural invest-

ments in small-scale infrastructure, constructing earthworks such as terraces and 

bunds, or hydraulic projects for water capture.16 If well-designed and considered 

integrally, these works and best practices are particularly effective in preventing 

soil runoff at both the farm and watershed levels.

The program’s implementation strays from its design. Like MásAgro, COUS-

SA assumes that private producers would take up soil conservation measures of 

their own accord, if such measures were properly promoted. Therefore, this pro-

gram also aims for private adoption of socially optimal resource conservation. The 

underlying assumption is that only a lack of information impeded farmers from 

conserving their soil. Once they learn how to conserve their soil, they would do 

so. The SAGARPA official at the head of the program’s national implementation 

admitted however, that this is not the case. In contrast to what was envisioned, 

private investment has been null.17  

Straying further from the program’s original intent, COUSSA’s public invest-

ment in resource conservation suffers from program capture. COUSSA resources 

are used to conserve water resources for human consumption, not for soil.  The 

Colegio de Postgraduados’ engineers for the COUSSA program have proposed va-

rieties of water harvesting structures. These structures are technically sound and 

are either engineered to prevent soil loss by water erosion, or to provide increased 
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irrigation capacity, restoring arid zones against the threats of wind erosion. The 

COUSSA program installs these works on a massive scale and with great success 

from a technical standpoint. But the structures are not built for agriculture, much 

less for soil conservation. The majority of these hydraulic works provide water 

either for livestock or for people.18  

According to the Mexican constitution, public water resource law prioritizes 

human consumption first, followed by farm animals and subsequently, agricul-

tural crops.19 While people in COUSSA’s target communities suffer from the nega-

tive effects of on-farm soil degradation, they are more greatly affected by a lack of 

access to safe drinking water. To the extent that COUSSA’s resources (for small-

scale, local infrastructure construction) are the only public resources available 

to these communities, it is very difficult for government officials to withhold or 

re-divert the resources being used for human consumption. While it is not tech-

nically SAGARPA’s role to provide safe drinking water — there are other govern-

ment agencies with precisely that mandate — rural communities do not care. This 

quandary in program implementation highlights the difficulty of addressing one 

policy problem (urgent though it may be) when an even greater social ill has not 

been addressed.

The COUSSA program is Mexico’s largest initiative and best hope to directly 

confront agricultural soil degradation, but most of its resources are diverted to 

other ends. Ultimately, COUSSA and MásAgro both prove inadequate to their stat-

ed goals in soil conservation. The two largest federal programs in Mexico aimed 

at agricultural soil conservation fail to solve this problem. On the one hand, there 

are low levels of private incentives for farmers to adopt the socially optimal level 

of soil conservation practices, in the face of competing demands for on-farm re-

sources. This is true to the degree that farmers value current benefits over future 

sustainability. Therefore, extension of information is not enough to bend current 

crop management practices toward sustainability. On the other hand, public sector 

interventions — from infrastructure projects to subsidy payment schemes — will 

be ineffective unless they are designed with precision. This is especially observed 

in political contexts where competing demands for public resources exist simulta-

neously and where program performance is hard to measure.

Government clearly has a role to play in the sustainability of on-farm soil 

resources. However, the Mexican experience in extension and voluntary measures 

for soil conservation call for further consideration of the available policy options. 
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Policy Improvements

Soil degradation is often a tradeoff between environmental quality and agricul-

tural production, involving the present output and future production of food. If 

extension of conservation agriculture spread in Mexico to the extent it has in 

other countries like Argentina, Brazil, and Australia, the widespread problem of 

agricultural soil degradation would solve itself — and there would be no need 

for further government intervention. As the extension campaigns currently stand 

among private producers in Mexico, it is apparent that information alone does not 

transform farmer behavior. Incentives must also change. Additional soil policy 

alternatives include the following options, drawn from general OECD guidelines20  

to fit the Mexican context. 

Extension

Extension and volunteerism require a strong institutional structure, and this strat-

egy cannot be pursued without a long-term, regional- and community-level pres-

ence. In order to maximize the benefit that an extension agent can offer, farmers 

need an ongoing relationship of trust with that agent. However, it is expensive for 

public extension officers to build and maintain such relationships with private ru-

ral producers, particularly with isolated smallholders. To the extent that extension 

programs in Mexico have not fully achieved their goals in voluntary compliance 

and adoption of soil-conserving practice, this is not the most cost-effective policy 

solution. Moreover, to the extent that farmers do not adopt extension officers’ rec-

ommendations on best practices, this is not a solution at all.

Land Titling

Mexico implemented land titling as a policy after the enactment of NAFTA (North 

American Free Trade Agreement).21 The central government’s registry of land-

owners has allowed them to administer subsidies widely, under a direct payment 

scheme that is known as PROCAMPO. Within the context of soil conservation 

policy design, what is most important is the theory that land titling can improve 

incentives for soil conservation. Clear and documented ownership of land as an 

asset increases a producer’s ability to invest in that asset, and raises their confi-

dence in reaping the return on that investment. With a deed of title, no rival can 

legally claim ownership and strip the producer of their land. This reduces the 

major risk of investing in soil quality. 
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While it may be true that land-titling policy promotes soil conservation in-

vestment, it is hard to imagine what further land titling campaign could be insti-

tuted in Mexico — given that the previous effort during NAFTA implementation 

was so extensive.

Land Set-Aside

The theory of a land set-aside policy is that, by retiring land from productive use 

for years at a time — according to a set of compliance criteria for proper main-

tenance — farmers can preserve that land for long-term sustainability into fu-

ture generations. Therefore, farmers are paid to retire their land. Land set-aside 

schemes are an enormous component of the US policy on soil conservation, the 

Conservation Reserve Program (CRP). However, the CRP is controversial because 

it can be wasteful and highly inefficient. In particular, it leads to adverse selection 

or moral hazard: forty-two percent of program beneficiaries in the US receive pay-

ments for land that they would not have been farming in the first place.22   

Paying landowners not to produce, on land that may not be agriculturally 

fertile (or, conversely, may not be in any jeopardy of soil degradation), is an inef-

ficient policy, compared to alternatives. Paid land set-aside policy may be better 

viewed as a de facto quota on production and subsidy to support farmers. The 

actual conservation benefit of land set-aside is not practical because other land is 

substituted in place of the land set-aside. A subsidy payment either for crop rota-

tion or for leaving land fallow at the appropriate moment is a more efficient policy 

for soil conservation. In the context of Mexico, given real budget constraints, a 

conditional subsidy for conservation agriculture would be far preferable to any 

conservation subsidy (such as land set-aside) that simply shifts intensive agricul-

ture to other lands.

Land-Use Regulation

As a direct command-and-control measure, land-use regulation dictates and en-

forces the range of permitted production activities on specified parcels of agri-

cultural (or other) land. Command-and-control measures in general are less ex-

pensive for the taxpayer than for the private producer, but both enforcement and 

compliance are considered expensive. Public enforcement costs for the govern-

ment rise in proportion to the difficulty of monitoring and measuring compliance; 

however, the greater cost of land-use regulation is the private compliance cost, 
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which is often unknowable to the government. Command-and-control land-use 

regulations do not necessarily consider compliance cost among their criteria for 

design and implementation, but an overall analysis of their efficiency must do so.

Returning again to the US example of land-use regulation, some qualifica-

tions to the CRP policy have been made in recent years to improve its efficiency 

and effectiveness. The 1985 Conservation Title (the section of the Farm Bill in 

which the CRP is found) added the Highly Erodible Land provision, which placed 

stricter regulations on more than forty million hectares (or the entire arable land 

area of Mexico) spread among 1.7 million farms. These farms were declared to 

meet a definition of “highly erodible land,” or elevated vulnerability to soil loss. 

The US government made compliance with a set of CRP criteria for land protection 

mandatory for those farms.23 Given that the CRP Highly Erodible Land provision 

does administer a subsidy to the farmers it impacts, it is not a strict command-

and-control mechanism, but rather an instance of cross-compliance.

Cross-Compliance

Cross-compliance is an effective blend of binding regulation (command-and-con-

trol) and economic incentive (subsidy). The 2002 Farm Bill provision “Conser-

vation Security Program” — by which the USDA Natural Resource Conservation 

Service (NRCS) tied some CRP payments to conservation performance and offered 

additional technical support — improved the cost-effectiveness of CRP.24 If subsi-

dies to farmers can be made conditional on soil conserving practice and perfor-

mance, but also help farmers to implement those policies, then the policy can be 

both effective and efficient. Cross-compliance can be as effective as command-

and-control regulation, but as efficient as incentive- and performance-based pay-

ments with a low producer compliance cost.

Auctions

Conservation auction is the third innovation in recent US CRP legislation and 

a gold-standard best practice by the OECD.25 Conservation auctions address the 

issue of private compliance cost, which may remain unacknowledged by con-

ventional land-use regulation policies. CRP recently adopted a conservation auc-

tion on a trial basis with some farmers. In this policy, farmers competitively bid 

among themselves for the right to a payment-for-environmental-services (PES) 

contract. In the case of the CRP, it is the payment for land set-aside that is auc-
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tioned. The auction is a cost-effective policy measure because, in submitting their 

bids, farmers reveal their compliance costs. Farmers with the lowest compliance 

cost — the ability to conserve agricultural soil at least cost — will bid the highest, 

and the government ultimately spends less money in rent.

Such an auction structure does not entirely solve the problem of adverse 

selection because it does not ensure soil-conservation performance, only practice. 

After winning the auction, the farms that practice land set-aside are not neces-

sarily those that conserve the best soil, nor are they necessarily the farms that 

conserve the most vulnerable soil. They are merely the farmers who find soil 

conservation cheapest. This may mean that these farmers’ opportunity cost of 

foregone agricultural production is quite low. Therefore, the CRP setting aside 

very marginal agricultural land degradation of soil would not truly harm the 

public interest. Nonetheless, under the auction mechanism, the government pays 

the farmers less for this set-aside than they would have paid without an auction. 

The auction may ultimately encourage adverse selection, and is therefore not a 

solution for vulnerable fields in which soil-conserving practices are expensive to 

implement.

Performance-Based Subsidies

The US-based example of the CRP highlights the need for policies to minimize 

the enforcement cost on the part of the government, as well as the compliance 

costs on the part of private producers. The case study also indicates a need for a 

better measure of performance. When policies target only the practices or inputs 

of agricultural production, they do not guarantee precise results. Payments exclu-

sively for practice can lead to disappointing or inefficient results. Therefore, pay-

ments on performance or output are, in theory, a more effective subsidy, to ensure 

greater conservation outcomes.

Measuring performance can be expensive. The difficulty lies in measuring 

and monitoring the actual effect of a practice. It is much easier to audit and en-

force a change in producer practice as opposed to measuring the actual foregone 

soil erosion as an outcome of that practice. Even to establish baseline and bench-

mark measurements is complex. It is relatively easy for the farmer to informally 

and qualitatively catalog the symptoms and effects of soil degradation.26 However, 

the difficulty lies in the government contractors’ needs to quantitatively record 

and place a precise subsidy value on the extent to which these effects do not or no 
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longer occur. Such a measurement requires precision impervious to misinterpre-

tation in order for it to be legally and officially binding. Due to these difficulties 

in measurement, performance-based payments are not a cost-efficient soil con-

servation policy. Improving geographic data and advances in computer modeling 

technology make enforcement possible at a lower cost, but there is a long way yet 

for the price to fall before governments can efficiently measure and enforce soil 

conservation performance.

Practice-Based Subsidies

In practice, payments for soil-conserving best practices (inputs) are more prag-

matic than those for performance (outcomes). Since measuring performance ben-

efits are so complex, a simpler payment scheme would compensate the imple-

mentation of farm management practices, as opposed to the tangible benefit of 

those practices, which are arguably impossible to measure precisely. Extension 

campaigns that advocate a certain practice are a practice-based subsidy. Govern-

ment cost-sharing and loan guarantees on equipment purchase are other forms of 

subsidies. Both extension and cost-sharing are components of the MásAgro pro-

gram discussed above. If these forms of practice-based subsidy were not enough 

to persuade adoption of soil conserving practice, then subsidy payments were 

potentially not high enough. Raising the level of subsidies for conservation agri-

culture could increase adoption of the practice.

Other Policy Instruments: Permits, Performance Standards, and Taxes

Neither permits, nor performance standards, nor taxes are discussed here as po-

tential policy instruments for soil conservation. While these instruments may all 

be viable in other contexts of environmental conservation, they would be difficult 

to apply to soil conservation in Mexico. 

Measurement issues remain an issue in regard to permits. Selling permits or 

licenses for point-pollution in clean-air policy, or a cap-and-trade-style policy are 

considerably less complex than establishing permits for a certain amount of soil 

loss or runoff, as a form of nonpoint pollution. The enforcement costs would be 

enormous, and the benefit debatable. 

The same is true of performance standards. To set a fixed cap on soil degra-

dation presents significant difficulties in measurement. The cost of establishing 

micro-level records of topsoil health is not realistic. Furthermore, the compliance 
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costs on the part of the farmer to reach these performance standards are poten-

tially damaging to many vulnerable farmers.

Similarly, any tax on soil degradation, whether based on inputs (practices) 

or outcomes (performance/results), reduce the competitiveness of the farmers to 

whom it applies. This outcome is particularly damaging in the context of a global-

ized market for agricultural commodities. If the cost of production rises in one 

country because of a tax on soil degradation, exports and total production could 

decrease, but food imports could flow in from another country whose food is pro-

duced at a lower cost, without the tax. If international markets remain open and 

free, then governments could discuss a global tax on soil degradation. In effect, 

taxes are a negative subsidy; therefore a positive subsidy would be more favorable 

to producers.

Recommendation and Conclusion	

Given the intense competition that Mexican maize producers face from their heav-

ily subsidized American counterparts, policy initiatives for long-term soil conser-

vation can also raise the short-term cost of farm production without a subsidy. 

The most cost-effective subsidy is cross-compliance. In the Highly Erodible Land 

provision cited above as “land-use regulation,” cross-compliance is a mixture of 

command-and-control legislation and economic incentive.  In Mexico, cross-com-

pliance could tie conditionality to the existing large-scale agricultural subsidy 

program: the PROCAMPO subsidy. Therefore, receipt of the subsidy would be 

conditional on compliance with soil conservation guidelines.

According to Cotler et al., the average Mexican farmer already loses, through 

declining soil fertility, one-half of what they gain through the PROCAMPO sub-

sidy.27 Cross-compliance, which would involve basing PROCAMPO subsidies on 

soil-conserving practices, adds an element of command-and-control to the exist-

ing extension-and-education voluntary compliance approach. Future generations 

and farmers in the present generation would be recipients of the benefits of sus-

tainability measures. The subsidy may also mitigate costs to the producer. 

In Mexico, an official policy of cross-compliance can tie best-practice soil 

conservation measures to the receipt of PROCAMPO direct payments. In order to 

keep compliance costs down for farmers, production competitive, and prices low 

on domestic foodstuffs, the PROCAMPO subsidy should be increased. As a policy 
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solution, cross-compliance subsidy and regulation is the most efficient and cost-

effective compromise of the various options.

Ultimately, soil conservation is in the hands of those who farm. When soil 

conservation practice decisions are made at the farm-level, individual produc-

ers weigh benefits against costs. Soil-conserving practices are less likely to be 

adopted if farmers steeply discount uncertain long-term benefits against concrete 

short-term costs. A cost-benefit analysis of inputs versus profits must shift toward 

a calculation that is more conservation-friendly in order to motivate private pro-

ducers to adopt soil-conserving practices.

Public policy for agricultural soil conservation must go beyond extension 

and education and information dissemination — the “voluntary” approach — in 

order to compel farmers to adopt conservation agriculture. Further adjustments to 

incentives are necessary to change private producer behavior. Extensive literature 

on adoption analysis shows that there are social and microeconomic determinants 

of soil conservation practices. It is not enough to run an extension program for 

soil-conserving practices, if current subsidy and tax policies favor soil-degrading 

practices. 

If the extension of information alone does not solve soil degradation, then 

further intervention is an obligation incumbent upon the public trust. In other 

words, the public sector must directly correct for the market failure in preserving 

soil fertility. The government’s responsibility is therefore to correct the failure of 

the private market for topsoil, which has a direct effect on long-term soil degrada-

tion.

An official policy of cross-compliance would tie best-practice soil conserva-

tion measures, such as conservation agriculture, to the receipt of PROCAMPO 

direct payments. In order to receive PROCAMPO payments, farmers would switch 

their crop production systems to reduce tillage, retain crop residue and rotate 

their fields. Although sustainability is neither easy nor cheap, in general, it is the 

most cost-effective and least difficult policy measure given those constraints.

In order to incentivize the scale of soil conservation that is necessary for 

long-term sustainability of soil fertility in Mexico, the PROCAMPO subsidy should 

be increased. However, the nature of the cross-compliance policy measure will 

ensure that such conditionality on the farm subsidy will be both efficient and 

cost-effective — or at least more so than its alternatives.
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As graduate students in the field 
of public administration, we often 
discuss the growing partnerships 
between the public and private 
sectors. Given your background 
in business, how has your private 
sector experience influenced your 
presidency?

Martinelli: My business experience 
in the private sector gave me common 
sense and creativity. In government, 

I n t e r v i e w

Ricardo Martinelli
President of the Republic of Panama

I n t e r v i e w  b y  S a r a h  G a r d n e r  E v a n s ,  D a n i e l  N o l a n

Ricardo Martinelli has served as the 49th president of Panama since 2009. Mar-

tinelli has been committed to developing Panama’s infrastructure through an ex-

tensive public investment program to advance the country’s position as a global 

logistics hub and attract foreign direct investment. Prior to his presidency, Mar-

tinelli acted as President of the Board of Directors and Minister of Canal Affairs 

for the Panama Canal Authority from 1999 to 2003, and General Director of the 

Panama Social Security Authority from 1994 to 1996. Martinelli is also the presi-

dent and director of the Panamanian supermarket chain Super 99. He earned a 

Bachelor of Science in Business Administration from the University of Arkansas, 

Fayetteville and an MBA from INCAE Business School in San José, Costa Rica 

in 1977. President Martinelli visited the Cornell Institute for Public Affairs as a 

speaker in its Colloquium series on April 11, 2013. As part of his visit, Cornell Uni-

versity and the Republic of Panama signed a Memorandum of Understanding that 

establishes a fellowship for Panamanian students to study infrastructure policy at 

the Cornell Institute for Public Affairs.

sometimes actors have difficulty mov-
ing forward. In the private sector, we 
are determined to come up with solu-
tions and not settle for “no” answers. 
This is the kind of business sense I 
bring to politics. It’s what drove rapid 
economic growth in Panama over the 
last three years. We now have low 
unemployment, solid growth, infra-
structure investment, low debt, and a 
great many other things that establish 
Panama as a new frontier. 
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An article in Reuters recently 
illustrated Panama in the same 
light, noting that the “economy has 
largely evaded the global recession, 
expanding at double-digit rates for 
four of the past six years.”1 What 
specific policies or strategies has 
your administration pursued to 
secure Panama’s economic growth 
and shield the country from the 
global recession?

Martinelli: Very simple. We 
concentrated on what we do best, 
and that’s logistics. We have the best 
connected airport in Latin America.2 
We also have the largest port and 
have taken full advantage of our 
economic position by expanding the 
Panama Canal. We have attracted 
multinational companies that serve 
the United States and Latin America 
by offering an attractive business 
environment, quality of life, safety 
and open-mindedness. For instance, 
one of the things we have done is 
to provide legal status to all illegal 
immigrants in Panama. We are 
promoting immigration because an 
economy is very difficult to grow 
without manpower to accommodate 
and attract new business endeavors 
in Panama. We are one of the largest 
recipients of foreign direct investment 
per capita. Last year, we received close 
to $2.8 billion in FDI. These are very 
attractive figures considering that we 
are a country of 3.4 million people.

A significant part of your 
administration’s work has been 
the expansion of the Panama 
Canal, a $5.2 billion construction 
project. What are some of the global 
partnerships you have made in 
developing the project? What are 
the implications of an infrastructure 
project like this for Panama?

Martinelli: We have used funds that 
were internally generated from the 
canal. And the canal is really going to 
change the global maritime industry. 
Especially in the US, where all ports 
will need to increase their drafts to 
fifty feet or they will otherwise be out 
of business.3 There is more money 
being invested in dredging US ports 
than in Panama. All the ports in 
Latin America and Europe are also 
being dredged to accommodate the 
[larger] ships that are sized to the 
Panama Canal.4 A container ship that 
can handle 3,500 containers can pass 
through the canal right now. New 
locks will allow ships that can handle 
12,000 containers, so you can only 
imagine the size of ships that are now 
able to pass through. This requires 
us to increase the draft of the ports, 
which also creates new opportunities 
for the ports around the world and the 
shipping industry at large.
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Another large infrastructure project 
your administration has undertaken 
is the development of a subway 
system. What do you hope to 
accomplish with the subway once it 
becomes operational in 2014?

Martinelli: It will change the lives of 
many people. In fact, we will also be 
changing our crumbling bus system. 
The old buses we call “red devils” 
were old community buses from the 
southern United States that were sold 
to local drivers [in Panama]. We have 
now compensated those bus drivers 
and will be contracting with a new 
company [for] modern buses with air 
conditioning and other amenities. We 
had some difficulties in the beginning 
because every system that comes into 
effect needs adjustments. 

Right now we are doing a lot of public 
works in Panama. We are expanding 
major networks of roads within the 
city, expanding the sewer system, and 
many other new construction projects. 
We are spending close to $2 billion 
just on roads in Panama City at the 
present time. If someone asked me 
what Panama was right now, I would 
say that it is a country under construc-
tion. For every dollar of our national 
budget, we spend 40 cents on infra-
structure. That is a huge amount, but 
all the money we spend on infrastruc-
ture is required.

How have public-private partnerships 
emerged within this focus on 
infrastructure since you have been 
president?

Martinelli: It plays a big role. For 
instance, we contracted two toll roads 
from private companies that cost a 
little over $1 billion, which is paid 
with toll revenue. We are also in the 
process of utilizing state assets for 
needed public works projects since 
the government does not have an 
unlimited amount of resources. You 
need to be very efficient in order to 
accomplish what you want. It’s the 
only way to promote and expand 
public works projects.

Foreign direct investment (FDI) is an 
important factor in the economies of 
Latin America as a whole. How do 
you see the role of FDI changing as 
Panama’s economy grows?

Martinelli: We hope it continues 
to grow, especially in the mining 
industry because there are untapped 
resources in Panama. There is a 
large mining project in Panama that 
brought over $5 billion in investment. 
We hope to open more mines and 
have Panama known for mining in 
the future. We have ample resources 
of copper, gold and silver. Most 
importantly, Panama focuses its 
involvement in local communities. 
Panama is often envied by other Latin 
American countries for its unique 
position, quality of life, safety, good 
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schools, hospitals and transportation. 
We have many communities from 
other Latin American countries like 
Venezuela and Colombia, who have 
come to live and invest in Panama.

Do you have any insights or thoughts 
on public service that you would 
like to share with future public 
administrators?

Martinelli: I always recommend 
students go into government because 
most of the time people do not choose 
it because it’s not highly paid. No 
one wants to run for public office 
anymore. Some people get elected, 
and those elected officials rule your 
life. But most of the time, these are 
people I wouldn’t hire to run an ice 
cream parlor. But since good people 
don’t want to enter politics, someone 
else fills the job. We need more good 
people to be elected to office. As long 
as you leave politics in the hands of 
people who are not the most qualified, 
we end up with the governments we 
have. Don’t complain. Get in and fight 
from the inside.
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