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Abstract: This paper aims at studying how foreign capital and pollution control influence 

skilled-unskilled wage inequality in developing countries through three-sector general equilibrium 

models. In the basic model with urban unemployment, we find that an inflow of foreign capital 

will expand the skilled-unskilled wage inequality if the elasticity of substitution between labor and 

capital in the urban unskilled sector is large enough, and that stricter pollution control will also 

expand the wage inequality if the elasticity of substitution between labor and pollution is small 

enough. In the extended model with full employment, we find that the intensity of capital plays a 

crucial role. In addition, when pollution externalities are taken into account, the main conclusions 

will not change significantly. 
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