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I M PA C T PA R A G R A P H

The impact paragraph of this doctoral dissertation is added in compliance with
article 22.5 of the “Regulations for obtaining the doctoral degree at Maastricht
University” decreed by resolution of the board of deans, dated 1 October 2020.

Markets are ubiquitous in the daily life of humankind, both in the developed and
developing world. They are unequivocally sources of material wealth and overall well-
being. As a consequence, market societies are materially better off than non-market so-
cieties. Market exchanges also lead to an efficient allocation of resources, and indeed,
there exists a plethora of evidence showing that markets often realize this function.
However, markets are not only economic but also social institutions where people
meet and converse with each other, indicating that markets do more than a mere allo-
cation of goods and resources. This dissertation aims to improve our understandings
of whether and how markets affect human behavior. It consists of three self-contained
yet interrelated empirical essays. The first essay examines the effect of markets on
socially responsible behavior, and the role regulation mechanisms and culture play
in promoting social responsibility in markets. The second essay evaluates whether
and how weather index insurance affects social capital. Finally, the third essay eval-
uates the impact of exposure to markets on farm-households’ investment behavior
and whether this impact is mediated by preferences (risk preference) and personal-
ity traits (locus of control). To this end, the dissertation utilizes incentive-compatible
lab-in-the-field experiments and household surveys. The results of this dissertation
have relevant contributions to the emerging literature on whether and how markets
shape human behavior. Further, the findings of the chapters in this dissertation pro-
vide important implications for policy in making informed decisions - particularly
on the intended and unintended sequels of the introduction of formal institutions in
developing countries.

The traditional economic welfare theory assumes that (moral) preferences are ex-
ogenously given and stable. However, there has been a long-standing debate that
(moral) preferences may endogenously be related to markets, and markets are hy-
pothesized to affect moral behavior in two opposing ways. While the first hypothesis
extols the civilizing effects of markets, the second one criticizes markets for corrod-
ing social relations and eroding moral values. Therefore, if (moral) preferences can
be endogenously changed via markets, then the welfare theory, which hinges on the
exogenous moral preferences assumption, may be incomplete. Chapter 2 contributes
to this debate and examines the effect of markets on socially responsible behavior.
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It also investigates the effect of regulation mechanisms and culture on social respon-
sibility in markets.2 In contrast to the traditional self-interested economic theory, the
results show that market participants reveal a considerable socially responsible behav-
ior, indicating that market participants are willing to voluntarily internalize negative
externalities at their own expense. This provides an alternative remedy to the prob-
lem of negative externalities stemmed from market failures and may complement the
traditional economic policies, such as the Pigouvian taxes. The results also show that
while social responsibility is less prevalent in markets compared to non-market con-
texts, both punishment and religion promote socially responsible behavior in markets.
This has important policy implications in the sense that integrating market activities
with regulation mechanisms and culture may help improving social responsibility in
markets. Moreover, the findings in this chapter could have important implications for
achieving sustainable development goal (SDG) 12 that targets responsible consump-
tion and production.

Chapter 3 investigates how pre-existing informal institutions respond to the intro-
duction of exogenous formal institutions. Specifically, it asks whether the introduction
of weather index insurance (WII) alienates or reinforces social capital. The results re-
veal that WII does not complement instead alienate social capital, indicating that an
introduction of new institutions may have unintended sequels. It is well documented
that informal institutions such as social capital plays a significant role in economic
growth and development, and they are not mere appendages of their formal counter-
parts. Hence, the results in this chapter suggest that great caution should be taken
when introducing new institutions in developing countries and call for novel insur-
ance product designs and marketing strategies, for example, offering WII to groups
instead of to individuals.

Chapter 4 evaluates the impact of exposure to markets on farm-households’ invest-
ment behavior. It also uncovers the potential channels through which market expo-
sure affects investment behavior - investment in agricultural technologies. The low
rate of adoption of profitable farm technologies has been at the centerpiece of agri-
cultural economics literature and still it is a pressing issue in Sub-Saharan Africa,
since the pervasive food insecurity in the region is primarily stemmed from the ex-
isting low agricultural productivity, which in-turn, emanated from the low use of
productivity-enhancing agricultural technologies. The findings in this chapter show
that exposure to markets attenuates farmers’ risk-aversion, enhances their locus of
control, and thereby induce them to adopt high-risk high-return agricultural tech-
nologies. The findings in this chapter highlights the importance of the penetration
of rural markets in Sub-Saharan Africa and elsewhere in developing countries to en-
hance the adoption of modern farm technologies, improve agricultural productivity
of rural households, and ultimately enabling farmers to exit the poverty trap. Further,

2 The terms moral and socially responsible behavior are used interchangeably.
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the empirical results have implications for achieving SDGs 1 and 2, end hunger and
poverty by 2030, respectively.

In recapitulation, this dissertation provides empirical evidence on the intended and
unintended consequences of the introduction formal institutions such as markets in
a typical Sub-Saharan African country, Ethiopia. While markets affect real-life eco-
nomic risk-taking behavior through reducing risk-aversion and enhancing locus of
control and there exist substantial socially responsible behavior in markets, they are
also responsible for the crowding out of social capital and socially responsible behav-
ior. This implies that the introduction of formal institutions has both intended and
unintended consequences, and suggests that for such institutions to be successful and
bring about the desired behavioral changes, integrated or different approaches may
be required. Overall, the findings in this dissertation may be of interest to researchers,
policymakers, development practitioners, and the society at large.

Thus far, considerable efforts have been exerted to reach out the findings in this
dissertation to the target groups - researchers, policymakers, and development prac-
titioners - via various ways. Chapters 2 through 4 were presented in several sem-
inars and conferences. Chapter 2 was presented in the 2019 Advances with Field
Experiments Conference, University of Chicago, CSAE Conference, Economic Devel-
opment in Africa, 2020, University of Oxford (Virtual), 35

th Annual Congress of the
European Economic Association, 2020, ERASMUS University Rotterdam (Virtual), 3

rd

UNU-MERIT Annual Internal Conference, UNU-MERIT, and Seminar in Experimen-
tal Economics, 2019, RWTH Aachen University. Chapter 3 was also presented in the
2018 Africa Meeting of the Econometric Society, African School of Economics, Sympo-
sium for Economic Experiments in Developing Countries (SEEDEC), 2018, Wagenin-
gen University and UNU-MERIT Seminar of Research Theme III (Economic Develop-
ment, Innovation, Governance and Institutions). Chapter 4 was also recently presented
in the Econometrics Seminar of School of Business and Economics, 26 November 2020,
Maastricht University. Besides, while Chapter 3 has been published as UNU-MERIT
Working Paper Series 2018-007 and is currently under a revise and resubmit status in
the Journal of Risk and Insurance. Chapter 2 is also currently under a revise and resub-
mit status in the Journal of Economic Behavior and Organization and Chapter 4 is being
prepared for submission to a journal.
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