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Abstract

We investigate the effects of introducing a means-test to a large, multi-billion environmental subsidy to 
housing retrofits. We first build a theoretical framework highlighting the role of providing information 
to firms on the income categories to which households belong. Using rich administrative data, we find 
reduced form evidence of price discrimination across income categories; we also show that the level of 
pass-through depends on local supply's concentration level. Leveraging detailed information on the 
local structure of renovation markets, we estimate a structural demand model to assess the efficiency 
and distributional impacts of this subsidy. First, price discrimination boosts progressivity because low-
income demand is more elastic, and firms exploits this discrepancy. A steep demand-curve drives up the 
level of pass-through, by working against the rationing effect of imperfect competition. Altogether, 
price discrimination amplifies the redistributive effect of means-testing by 31% at no efficiency cost.
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