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Abstract* 

We compare three theoretical explanations for the positive empirical relationship between 
importer income per capita and traded goods prices. A first explanation is that consumers 
with higher incomes demand higher quality goods with higher prices. A second explanation 
is that wealthier people exhibit an increased willingness to pay for necessary goods as 
more goods enter the consumption set in a hierarchic demand system, and can thus be 
charged higher markups. A third explanation is that consumers with higher incomes are 
more finicky regarding their preferred variety in an ideal variety framework and can thus be 
charged higher markups. We discriminate between these three theories by focusing on the 
effect of income inequality on trade prices. Based on a large dataset with bilateral 
HS6 level data on 1260 final goods categories from more than 100 countries between 
2000 and 2004, we find a highly significant negative effect of income inequality on unit val-
ues. This contradicts both the demand for quality and finickyness theories, while providing 
support for the increased willingness to pay theory linked to hierarchic demand. These 
findings on income inequality do not falsify the quality expansion model and the ideal vari-
ety model per se. However, the results do argue for place of importance of hierarchic de-
mand. 
 
 
Keywords: unit values, importer characteristics, quality expansion, hierarchic demand, 

ideal variety 
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1.1 wiiw Service Package 

The Vienna Institute offers to firms and institutions interested in unbiased and up-to-date 
information on Central, East and Southeast European markets a package of exclusive services 
and preferential access to its publications and research findings, on the basis of a subscription 
at an annual fee of EUR 2,000. 

This subscription fee entitles to the following package of Special Services: 

– A free invitation to the Vienna Institute's Spring Seminar, a whole-day event at the end of 
March, devoted to compelling topics in the economic transformation of the Central and East 
European region (for subscribers to the wiiw Service Package only). 

– Copies of, or online access to, The Vienna Institute Monthly Report, a periodical 
consisting of timely articles summarizing and interpreting the latest economic developments 
in Central and Eastern Europe and the former Soviet Union. The statistical annex to each 
Monthly Report contains, alternately, country-specific tables or graphs with monthly key 
economic indicators, economic forecasts, the latest data from the wiiw Industrial Database 
and excerpts from the wiiw FDI Database. This periodical is not for sale, it can only be 
obtained in the framework of the wiiw Service Package. 

– Free copies of the Institute's Research Reports (including Reprints), Current Analyses 
and Forecasts, Country Profiles and Statistical Reports. 

– A free copy of the wiiw Handbook of Statistics (published in October/November each year 
and containing more than 400 tables and graphs on the economies of Albania, Bosnia and 
Herzegovina, Bulgaria, Croatia, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, 
Macedonia, Montenegro, Poland, Romania, Russia, Serbia, the Slovak Republic, Slovenia 
and Ukraine) 

– Free online access to the wiiw Monthly Database, containing more than 1200 leading 
indicators monitoring the latest key economic developments in ten Central and East 
European countries. 

– Consulting. The Vienna Institute is pleased to advise subscribers on questions concerning 
the East European economies or East-West economic relations if the required background 
research has already been undertaken by the Institute. We regret we have to charge extra 
for ad hoc research. 

– Free access to the Institute's specialized economics library and documentation facilities. 

Subscribers who wish to purchase wiiw data sets on CD-ROM or special publications not in-
cluded in the wiiw Service Package are granted considerable price reductions. 

 

For detailed information about the wiiw Service Package 
please visit wiiw's website at www.wiiw.ac.at 
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