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S U M M A RY

The overarching objective of this dissertation is to investigate whether and how mar-
kets shape human behavior. The dissertation is based on the premise that markets
are not only economic but also social and political institutions and do more than
a mere allocation of resources. Since markets are social spaces where people meet,
interact and converse with each other and humans are not automata, these market
interactions may, directly or indirectly, influence human behavior. Put together, the
dissertation sought to shed some light on the effect of markets on socially respon-
sible behavior, social capital, and investment decisions. The dissertation comprises
five chapters. The introductory chapter provides the motivation, research questions,
research setting, methodology, and the structure of the dissertation. The subsequent
three chapters investigate whether markets nurture or erode socially responsible be-
havior, whether weather index insurance crowds in or crowds out social capital and
the impact of exposure to markets on investment decisions, respectively.

Chapter 2 examines the effect of markets on socially responsible behavior, the role
punishment and religion play in promoting social responsibility in markets, and the
sequels of eroding socially responsible behavior. This chapter contributes to the long-
standing debate on whether markets nurture or corrupt moral and socially respon-
sible behavior. To this end, a two-stage experiment was used. In the first stage, a
laboratory competitive product market, where sellers and buyers, respectively, have
the option to produce and buy a low-cost product with or a high-cost product with-
out a negative externality, was used. Participants were randomly assigned to a ver-
sion of a game framed as a market, market with punishment, market with religious
priming, or neutral (non-market) contexts. The results show that in contrast to the
predictions of the self-interest theory, irrespective of the framed context, participants
reveal substantial socially responsible behavior. However, socially responsible behav-
ior is less prevalent in market contexts relative to non-market contexts. Notably, the
results reveal that punishment and religion promote social responsibility in markets.
To elucidate the consequences of eroding socially responsible behavior, in the second
stage, subjects participated in the joy-of-destruction game. While anti-social behavior
is ubiquitous in environments where socially responsible behavior is eroded, this does
not differ across the market and non-market contexts. This implies that market partic-
ipants engage in advantageous inequality, but not in a disadvantageous inequality.

Chapter 3 evaluates the effect of weather index insurance (WII) on social capital.
This chapter contributes to the literature on whether the introduction of formal insti-
tutions complements or alienates pre-existing informal institutions. Household survey
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and lab-in-the-field experimental data were collected from farm-household with (in-
sured and uninsured) and without access to WII. Using instrumental variable (IV)
approach and propensity score matching (PSM), to account for the non-random up-
take of WII, the chapter shows that WII appeared to crowd out social capital. The
free-riding problem created by WII and perceptions of self-sufficiency are the plausi-
ble channels underlying these results. WII creates positive externalities on uninsured
households, which induces them to free-ride. Anticipating this, insured households
respond by lowering their investment in social capital. Besides, WII increases percep-
tions of self-sufficiency, that is, insured households perceive that they need to rely less
on others in times of need and thereby invest less in social capital.

Chapter 4 examines the effect of exposure to markets on farm households’ agricul-
tural investment decisions using both survey and incentivized experimental data. The
chapter employed Endogenous Switching Probit (ESP) and IV-Probit models to atten-
uate the potential self-selection and simultaneity biases. The ESP results show that
market exposure induces farmers to adopt profitable agricultural technologies, such
as chemical fertilizer, improved seeds, manure, and row planting. The estimation re-
sults also show that market exposure promotes investment behavior by attenuating
farmers’ risk-aversion and enhancing their internal locus of control. The results in this
chapter highlight the importance of the penetration of rural markets in Sub-Saharan
Africa and elsewhere in developing countries to enhance the adoption of high-risk
high-return farm technologies, improve agricultural productivity of rural households,
and ultimately enabling farmers to exit risk-induced poverty trap.

Chapter 5 concludes the dissertation by providing key findings, policy implications,
limitations and suggestions for further research.
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