Public Economics Group

=Ntos

Oldenburg Center for Sustainability
Economics and Management

Income Inequality and the Economic Value of Nature

Motivation

How does the distribution of income among members of
society affect the social willingness to pay (WTP) for
environmental public goods?

Relevance for (i) benefit transfer and (ii) and sustainability
policy aiming at allocative efficiency and distributive justice.
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Figure 1: A more equal distribution of income increases mean
WTP for environmental public goods of two households
(AWTP > 0), if the income elasticity of WTP is below unity.

Model

Households” well-being is determined by consumption of a
private consumption good X (traded on a market at given
price p > 0) and a pure public environmental good E
(exogenously given level E > 0).

Households have identical preferences over (X, E)
0

§-1 6-1\6-1
UX,E) = (ocX 6 +(1 —a)E ¢ ) , With
constant elasticity of substitution 8 € (0, +o) and a € (0,1).
Following Ebert (2003, ERE) household’s total WTP is

1-a 61
WTP(Y) = kYT with k = » (pE) 6,
wheren = % Is the income elasticity of WTP.

Income Y is log-normally distributed with mean uy and
standard deviation oy. Mean WTP for the environmental

good at level E is than given by
1-0
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Uwtp — K ,Llyg (1 T CVYZ)W, where CVY — Zl;
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Data: Global biodiversity conservation

« WTP data is taken from a meta-study by Jacobsen and

Hanley (2009, ERE), who gathered 145 WTP-estimates for all
kinds of biodiversity conservation

uwrp = 89,50 [2006-PPP-USS], n = 0.38 + 0.14.

* Lognormal distribution of global household income is

specified using world per-capita income (Pinkovskiy/Sala-i-
Martin 2009, NBER) and household size (Dorling et al. 2010).

Selected results

Proposition: Mean WTP for the environmental public good
decreases (increases) with relative income inequality, CVy, if
and only if the environmental public good and the private
consumption good are substitutes (complements).
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Conclusion

Benefit transfer: Correct WTP estimates for differences in
income inequality between policy and study context.

Sustainability policy: Adjust WTP estimates for income
inequality and use inequality-corrected WTP-estimates for
efficiency (e.g. cost-benefit) analysis.
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