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Greenhouse gas (GHG) emissions are typically measured production- or consumption-based.
However, this two-part distinction misses intranational distributional effects of GHG emis-
sions, such as economic benefits from income generated by polluting production processes.
This paper therefore investigates the link between GHG emissions and the functional income
distribution which measures shifts in the income shares of wages and profits. It thus aims
to link post-Keynesian and ecological economics, which as Huwe and Rehm (2022) argue is
a promising area of approach.
Most researchers studying inequality and the climate crisis focus on personal income distri-
bution and the question of who is responsible for emissions. Previous research has shown
that emissions are highly unequally distributed, both between and within countries (Chancel
2022; Chancel and Piketty 2015; Ivanova and Wood 2020). Additionally, researchers have
identified a positive relationship between income inequality and emissions (for the US: Jor-
genson, Schor, and Huang (2017)), and between wealth inequality and consumption-based
emissions in high-income countries (Knight, Schor, and Jorgenson 2017). Furthermore, en-
ergy footprints vary widely across different income groups and income inequality shapes the
quantity and composition of overall energy demand (Oswald, Owen, and Steinberger 2020;
Oswald et al. 2021). As income inequality increases, meeting basic needs becomes more en-
ergy intensive (Vogel et al. 2021). Research also shows that the emissions of the global top
1% are generally driven more by their investments rather than their consumption (Chancel
2022). Moreover, private investors in rich countries are largely exposed to stranded fossil-fuel
assets and therefore have a greater interest in continued fossil-fuel production (Semieniuk et
al. 2022).
Linking production-based emissions to income raises the question of who benefits econom-
ically from emissions. This paper explores this question by focusing on the distribution of
capital and labour income. With the analysis, it aims to add the aspect of the functional
income distribution to the existing research on emissions and inequality.
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The paper first provides descriptive evidence on whether capital and labour have benefited
equally from GHG emissions, using data for 12 European countries. In a second step it
examines econometrically whether there is an overall statistically significant relationship
between GHG emissions and the functional income distribution, measured by the profit
share in different sectors, over the period 2000-2014. Preliminary results show that there is
no statistically significant relationship between GHG emissions and the profit share, but that
differences in the profit shares can rather be explained by sectoral differences. It is striking
that the profit shares of the GHG-intensive energy sector are consistently among the highest
sectoral profit shares in all countries in the sample.
In a final step of the analysis, the paper zooms in on the case of Germany to investigate
sector-specific characteristics that might explain the high profit shares in the energy sector
relative to other sectors. First, the paper focuses on the type of energy inputs used. This
approach assumes that certain physical characteristics of resources affect secondary features
related to production as well as social and political processes (Balmaceda 2018). Using
data on lobbying expenditure and employees, a second approach examines whether there is
evidence that political influence through lobbying can possibly explain the high profit rates.
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