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ABSTRACT

Positional Concerns among the Poor: Does Reference
Group Matter? Evidence from Survey Experiments

Previous research suggests a lower degree of positional concerns among people from poor
countries. Yet the evidence is limited and most often builds on the assumption that people’s
reference groups are the same across all individuals. We conduct a survey experiment in
urban Ethiopia that is modified to include multiplicity of reference groups. We estimate
positional concerns considering various reference groups to test whether the low positional
concerns found in the literature is due to misspecification of the reference groups. The results
show a low degree of positional concern which is highly stable across different reference
groups.
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1. Introduction

Concerns about positionality (or status) have been widely discussed by many
scholars, including Adam Smith and Karl Marx and later, e.g., Veblen (1899),
Duesenberry (1949), and Hirsch (1976). In the last couple of decades, positional
concerns for income or consumption have been hot topics in economics (Clark and
Oswald, 1996; Frank, 1999; Akay and Martinsson, 2011). Positional concern implies
that individuals compare their income or consumption level with “relevant other”
individuals or groups of people. In other words, the utility that people derive from
income or a good does not only depend on the absolute amount of income or goods
consumed, but also on the amount of income or goods consumed relative to the
amount of income earned or goods consumed by others. There is a growing
empirical literature investigating positionality concerns in the context of optimal
taxation (e.g., Boskin and Sheshinski, 1978.; Ljungqvist and Uhlig, 2000; Alpizar et
al., 2005; Aronsson and Johansson-Stenman, 2008), labor supply (e.g., Neumark and
Postlewaite, 1998; Woittiez and Kapteyn, 1998; Park, 2010), saving and investment
(e.g., Abel, 1990; 2005), and migration (Knight and Gunatilaka, 2010; Akay et al.,

2012Db), to mention a few.

The impact of positional concern on individual utility has been studied using both
survey experiments (e.g., Solnick and Hemenway, 1998; 2005; 2007; Johansson-
Stenman et al., 2002; Alpizar et al., 2005; Carlsson et al., 2007a; Akay et al., 2012a)

and subjective well-being data (e.g., Clark and Oswald, 1996; McBride, 2001;



Ferrer-i-Carbonell, 2005; Luttmer, 2005; Clark et al., 2008). The general conclusion
from both approaches is that the utility is significantly and negatively affected by the
income of others in rich developed Western countries. The studies on positional
concerns in low-income countries presents more mixed results: a positive positional
concern is reported by some studies reflecting tight community ties and altruistic
preferences among the poor (e.g. Kingdon and Knight, 2007; Bookwalter and
Dalenberg, 2009), while other studies find that the income of others does not
significantly affect the utilities of the poor (e.g., Carlsson et al., 2007b; Ravallion
and Lokshin, 2010; Akay and Martinsson, 2011; Akay et al., 2012a).} Yet the
evidence is very limited even though investigating positional concerns among poorer
populations is very important since these concerns might have important links to
poverty-alleviation interventions. This is particularly important given the fact that
aid-financed interventions often target a certain group people based on some socio-
economic criteria. For example, offereing new agricultural technologies and advice
to few ‘model farmers’ is a common practice in many poor countries. If positionality
is strong among poor people, the targeting of aid projects could create welfare
externalities, which could in turn hamper their success. Strong positional concerns
may also lead to ‘conspicuous consumption’, thereby diverting scare resources from

productive investments and saving.

One of the important issues in the studies of positionality is the choice of relevant

others, or “reference group,” with whom individuals make comparisons. The

L All papers except Akay et al. (2012) use subjective well-being aproach to measure positional
concerns in the context of developing countries.



concept of a reference group was first explored in studies of social psychology
(Hyman, 1960; Runciman, 1966). Runciman (1966) emphasizes the role and
importance of choice of reference group for estimates of positional concerns. He
recognizes that an individual can also have multiple reference groups depending on
the topic and context. However, the general approach used in the economic literature
is to make a priori judgment of the composition of reference groups based on
characteristics such as geographical proximity, age, education, race, and/or gender,
without taking into account that all individuals do not necessarily share the same
reference group, and that people could have several simultaneous reference groups
that affect their utilities in different ways. Moreover, in the context of low-income
countries, the reference groups may also have more complex structures since the
members of the community might rely on informal insurance systems in the absence
of more formal insurance mechanisms. There is vast evidence showing that people
in developing countries often form informal insurance and risk-sharing networks
based on close geographic proximity and kinship (e.g., de Weerdt and Dercon, 2006;
Fafchamps and Gubert, 2007). Within such informal arrangements, households may
be positively affected by an income increase of other households in their network,
which in turn implies that the choice of reference group is important and the degree
of positionality may vary depending on how the reference group is specified. Thus,
the lower degree of positionality often found in the literature may simply be an
artifact of the construction of reference groups similar to those used for rich
developed countries. The objectives of this study are twofold. First, we investigate

the positional concerns of the poor using survey experiments to bring new evidence



to the literature. Second, we address the issue of multiple or simultaneous reference
groups among the poor by relaxing the assumption that everyone compares their
own income with only one single reference group. We do this by exploring
positional concerns relative to an array of possible reference groups defined using

different comparison orbits of social proximity.

The survey experiment was conducted among 260 randomly selected residents of
Addis Ababa, the capital city of Ethiopia. The experimental nature of our study
allows us to specify different reference groups that are believed to represent key
social groupings presumed to exist in every society, and investigate how positional
concerns differ across reference groups among the poor. We control for six reference
groups — friends, neighbors, relatives, colleagues, people of the same age, and all
other people in the city. These groups are defined based on different physical and
social comparision orbits that we believe the respondents are likely to have
interaction and common attributes with, and that have been proposed and used as
relevant points of reference in other studies (e.g., Carlsson et al., 2009; Knight et al.,

2009; Clark and Senik, 2010a; Carlsson and Qin, 2010).

The results obtained in our analysis can be summarized as follows: We find very
low positional concerns for each reference group compared to estimates from
developed countries, confirming previous results from rural Ethiopia in Akay and
Martinsson (2011) and Akay et al. (2012a). There is some heterogeneity in

positional concerns across different reference groups, but again, even the highest



marginal degree of positionality is much lower than the average from developed
countries. In our econometric analysis, which controls for various individual socio-
demographic and economic characteristics, we find that the positional concerns vis-
a-vis friends, neighbors, relatives, colleagues and all other people in the city are not
statistically significantly different from zero though there is some variation. The
positional concerns are somehow higher and statistically significant when people
compare their income with people of the same age. We also report that the positional
concerns are heterogeneous across some socio-demographic and economic
characteristics of individuals. Marital status and education seem to be the most

important socio-economic determinants of positional concerns.

The remaining part of the paper is organized as follows: The next section discusses
previous literature on positional concern and the issue of reference group. Section 3
gives the experimental design. Section 4 presents the results using interval
regressions. We also estimate the mean degree of positionality using bootstraping
conditional on the socio-dempographic characteristics of the individuals. Section 5

discusses the implications of the results and concludes the paper.

2. Positional concerns and reference groups: what do we know?

2.1. Methods and literature

Empirical investigation of positionality in the literature draws on two distinct

approaches. The first approach is based on survey experiments to directly identify



the degree to which individuals care about absolute and relative income or
consumption by asking individuals to choose between different societies in which
they prefer to live, where the societies differ in the individual’s own and others’
average level of income. The overall results from these survey experiments show
that people do have positional concerns both for income and for consumption of
specific goods, but that the degrees vary by goods and location (see Solnick and
Hemenway, 1998; 2005; 2007; Johansson-Stenman et al., 2002; Alpizar et al., 2005;
Carlsson et al., 2007a; 2007b; 2009; 2010; Akay et al., 2012a for experimental
findings).> A second, parallel, approach is based on self-reported subjective well-
being data, collected through “happiness” or “life satisfaction” questions in surveys.
The impact of positionality on subjective well-being is then investigated using
relative income, which is defined as the mean (or median) income level of the
reference group®. The general welfare implication obtained from studies conducted
in rich Western countries is that people care about other people’s income, and that
subjective well-being is negatively affected by the income of others (Clark and

Oswald, 1996; McBride, 2001; Senik, 2005; Ferrer-i-Carbonell, 2005).

However, the literature examining positional concern in transition and developing

economies is limited and the results are more mixed (see Clark and Senik, 2010b for

2 positionality has also been investigated in controlled laboratory experiments (e.g., Clark et al.,
2010; McBride, 2010).

® Most of these studies use an objective measure (such as the income compared to the mean income
of the reference group) to determine an individual’s relative position. It has however been shown that
the results may vary depending on whether objectives or subjective (e.g. an individual’s perception of
its own ranking in the income distribution) measures are used (Posel and Casale, 2011). The
distinction between subjective and objective measures of relative position is however less important
in the experiment approach used in this survey.



a comprehensive review). Akay et al. (2012a) conduct a survey experiment — similar
to the one in this paper — among very poor rural Ethiopian farmers. They find very
low positionality for income in general and for the income obtained from an aid
project. Using a similar survey experiment, Carlsson et al. (2007b) find low degree
of positionality among farmers in rural Vietnam, while a higher degree of
positionality is found by Carlsson and Qin (2010) among farmers in rural China.
Results from studies using the subjective well-being approach in low-income
countries are in line with those found using survey experiments. Ravallion and
Lokshin (2010) investigate relative income effects in Malawi and find that relative
comparison does not seem to matter for most of the sample, but for the relatively
well-off (including those living in urban areas) subjective well-being does seem to
fall with average neighborhood income. A similar result is found by Akay and
Martinsson (2011) for rural farmers in Ethiopia. They use subjective well-being data
and various alternative ad hoc reference groups and show that the mean income level
of the reference groups does not significantly affect the well-being of poor rural
farmers in Ethiopia. In contrast, Fafchamps and Shilpi (2008) use data from Nepal to
test whether poor and more isolated households care less about relative
consumption, and find that relative consumption negatively affects subjective well-

being even at low absolute or relative levels of consumption.

Some evidence obtained from the subjective well-being approach contrasts the
finding from developed countries and shows positive effects of income comparisons

in developing and transition economies. Kingdon and Knight (2007) find neighbors



to be positive rather than negative comparators, and that subjective well-being rises
with average income in the immediate neighborhood in South Africa. This result is
confirmed by another study from South Africa by Bookwalter and Dalenberg
(2009), who find that at low levels of income and expenditures the benefit of living
among wealthier people outweighs the negative effect of being the poorest in a peer
group. The positive effects of higher income of others found in some studies are in
line with the “tunnel effect” conjectured by Hirschman and Rothschild (1973). An
increase in the income of the reference group is interpreted as an encouraging
prospect of future income gains. In poorer contexts, risk-insurance mechanisms,
altruistic preferences, and fellow feelings in the community have been suggested as
the main explanations of the positive relative income effect (Kingdon and Knight,

2007).

2.2. What is really a reference group?

A crucial aspect in the studies of postional concerns is the specification of a
reference group. The term “reference group” was first used by Hyman, though the
idea behind the concept can be traced much further back in time in the literature and
tradition of thoughts in social psychology (Hyman, 1960). Hyman highlights the
difficulties of pre-judging the reference group that people use as their social
framework for comparison, and argues in favor of empirically determining the
reference group that people are likely to employ (Hyman, 1960, p.390). It is

suggested in the literature that people make active choices when it comes to



reference groups to serve self-relevant goals such as self-enhancement and self-
improvement. Self-enhancement refers to a strategy of downward comparison where
the indiviudal compares himself with people who are less fortunate in order to feel
better about their own set, while self-improvement refers to upward comparison
where people compare themselves with indiviudals who perform better or are more
fortunate in order to enhance one’s own motivation and performance (see e.g., Falk
and Knell, 2004 for a more detailed discussion). Despite the mounting evidence on
the importance of positional concerns in economic decisions, most economic
studies, whether they use a survey experiment or a subjective well-being method,
suffer from a lack of information about the relevant reference groups and how these
reference groups are formed. The reference group is almost always assumed to be
exogenously given, and most often assumed to be the same across all individuals.
The common approach in subjective well-being studies is to include one single
reference group, refined using various socio-demographic characteristics (e.g., the
same age cohort as in McBride, 2001; the same geographical area as in
Blanchflower and Oswald, 2004 and Luttmer, 2005; the same region, education
level, and age as in Ferrer-i-Carbonell, 2005). Among other things, such an approach
could pose a challenge in the interpretation and use of positionality estimates if the
specified reference group is not the relevant comparator. People could also have
multiple reference groups simultaneously, and hence exhibit different levels of
positional concerns vis-a-vis different reference groups. The issue of multiple

reference standards therefore poses a serious challenge to the empirical investigation



of positional concerns if survey and experimental instruments fail to fully capture an

individual’s reference group spectrum.

We are only aware of four studies (Carlsson et al., 2009; Knight et al. 2009; Clark
and Senik, 2010a; Carlsson and Qin, 2010) that investigate potential reference
groups by explicitly asking people with whom they compare themselves. Clark and
Senik (2010a) investigate the degree of income comparison using the third wave of
the European Social Survey covering 18 European countries. The survey asks people
who they are most likely to compare their income with. Of those who identified a
reference group,”® 36% stated that they are most likely to compare their income with
colleagues, 15% with friends, 6% with family members, and 7% with others. The
choice of reference group was shown to be closely related to regular social
interactions. Knight et al. (2009) use data from rural China where the respondents
were directly asked who they compare themselves with. The most common
comparator group was people in the village (40%) followed by neighbors (29%),
while 7% compare themselves to relatives. Only 11% had a reference group outside
the village (i.e., people in the township, county, city, or elsewhere in the country).
When asking respondents in their experiment in rural China about their reference
groups for income comparisons, Carlsson and Qin (2010) found small differences
across the suggested reference groups, yet found neighbors, people in the village,
and off-farm migrants in the city to be the most likely comparison groups, and

people in the township or city to be the least likely comparison groups. Carlsson et

* About one third of the respondents, 36%, stated that they do not compare their income.
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al. (2009) investigate and quantify the degree of positionality within and between
castes in India using a sample of university students. Their results show that the
negative effect on an individual’s utility from an average increase in income in her
own caste is larger than the positive effect on utility from an increased income of her

own caste compared to the income of other castes.

A few studies also look at a set of different reference groups in order to assess the
relative impact of different types of comparisons. Senik (2009) investigates the
relative importance of internal and external comparison on well-being in all
countries in the former socialist bloc, and finds internal comparison to one’s own
past living standard to outweigh all external comparison groups (parents, former
colleagues, and high school friends). External comparison is however found to be
more important than individuals® self-ranking in the social ladder. No clear-cut
results are found with respect to the relative importance across external comparison
groups, but former colleagues and schoolmates seem to play an equally important
role, outweighing comparisons with one’s parents. Kuegler (2009) investigates the
effect of relative income against various reference groups (siblings, friends, own
past income, and parents’ living standards in the past) using perceived relative
income from Venezuela. Siblings turn out to be negative comparators, while no
statistically significant results are found for any of the other reference groups.
Kingdon and Knight (2007) test two different reference groups based on spatial
proximity (neighbors) and social proximity (same race), and find that neighbors are

positive comparators while a higher income in a reference group consisting of

11



people of the same race has a negative effect on subjective well-being. Akay et al.
(2012b) find that the well-being of Chinese rural-to-urban migrants depends on
several reference groups and that well-being is positively affected by the income of
urban workers but negatively affected by the income of other migrants and workers
from the home region. Taken together, the results from these studies suggest in
different ways that the choice of reference group matters for the direction and

magnitude of positional concerns.

3. Experimental Design

3.1. Setup

To test for positional concern across different reference groups, we constructed six
versions of the survey experiment where individuals’ own income was compared to
the income of friends, neighbors, relatives, colleagues, people of similar age, and all
other people in the city. For each reference group, subjects were presented with a
scenario describing two states of the world, referred to as societies, which only differ
in the monthly income of the subject and the average monthly income of the people
in the reference group in question. Subjects were then asked to choose in which of
the two societies they would prefer to live. The income was expressed in the local
currency Ethiopian Birr (ETB) and the official exchange rate was US$ 1 = ETB

16.80 at the time of the survey (see Appendix for the details of the instructions).

12



3.2. Preferences: modeling positional concerns

There are various ways to empirically specify the utility function to allow for
positional concerns. The most common specifications are (i) the ratio comparison
utility function, U =v(x,x/X), where X is the individual’s income and X is the
average income in the reference group (e.g., Boskin and Sheshinski, 1978; Layard,
1980; Persson, 1995) and (ii) the additive comparison utility function,

U =v(x,x—X) (e.g., Akerlof 1997; Knell 1999; Ljungqvist and Uhlig, 2000). In this

paper we apply the following additive comparison utility function:

V=(1-7)X+y(x-X)

0<y<1,

where y measures the marginal degree of positional concern, i.e., the proportion of

the total change in utility related to an increase in relative income when an

individual’s own income is marginally increased.

3.3. The marginal degree of positional concern

To elicit the degree of positionality, or more correctly the positionality interval, for

each individual, respondents are asked to make pair-wise choices between societies

that differ in own and others’ income levels for all six reference groups. The income

levels in each choice set for each reference group are systematically constructed to

13



measure the degree of positionality. Starting from a choice with the lowest degree of
positionality, individuals are presented with up to six successive choices until the
respondent switches to the choice where she cares more about the absolute income

than the relative income.

An example scenario used in the experiment is presented in the Table Al in
Appendix A. In the beginning, the individual chooses between a Society A where her
monthly income is lower than the average monthly income of the reference group,
and a Society B; where her monthly income is higher than the average monthly
income of the reference group but lower than her income in Society A. If the
individual chooses A, the experiment for the specific reference group stops since the
individual has revealed her actual interval of positionality, i.e., lower than the
implied degree of positionality. If the individual chooses Bj, she is asked to choose
between Society A and Society B,, where her income is further lower than in B;, but
still higher than the income level of the reference group, which is the same as in B;.
For instance, for the example choice scenario in the Table A1 with “friends’ as a
reference group, the individual has an income of 640 Birr per months in Society A
while the average income of her friends is 720 Birr. On the other hand, her income is
616 Birr in Society B; and that of that of her friends is 480 Birr. Her income
decreases by 24 Birr in Society B, while the average income of her friends stays at
480 Birr. The 24 Birr decrease continues until B, where the individual’s monthly

income drops to 496 Birr. Since the choice is always against Society A, the degree of

14



positional concern increases as we go from Society B; to Society Bi.;. The session

ends if the individual chooses Society A or has reached the last choice set (Bg).

When the subject is indifferent between Society A and Society B;, then we know that

Xia = 7Xp =X _7’)_(; . (2)

Using equation (2), we can then calculate the marginal degree of positional concern

from the choice between A and B; in Table Al:

,_Xa=Xp _640-616
X,—Xg 120—-480

When the subject chooses Society A (for this example), then it implies that the

subject has a degree of positionality lower than 0.1 (» < 0.1). We present repeated

choices between the two societies. Using the stopping choice set (when the subject
chooses Society A), we calculate the degree of positional concern of each individual

within an upper and lower bound.

The reference groups used are presented in a subsequent order for each respondent.
Since the survey experiment contains six reference groups presented one after the
other, there is a possibility of order effect in their responses, which can be caused by

learning, fatigue or wish to be consistent, or a combination of them. In order to limit

15



biases that may arise from these effects, we randomized the order in which the
reference groups were presented. It could be argued that the choice sets within a
reference group should also be randomized, but we argue that this could create a
very high cognitive burden and potentially also confusion for indiviuals, and hence
we decided to refrain from this. Another design issue relates to which income levels
to use in the choice sets. We thought that using the same income levels across
reference gropus may induce individuals to try to be consistent. Thus, we decided to
choose slightly different income levels, all just above subsistance level. Table 1
presents the full summary of the experiment. Note that even though the income
levels are different in each choice set, the implicit degree of postitionality is the
same across reference groups, changing between 0.1 and 0.6. Also note that the
average income across the six reference groups in Society A is close to 860 Birr per
month, which is about 3.77 PPP Dollars per day. This is higher than commonly used
poverty lines (e.g., 2 PPP Dollars per day). The lowest possible income in our
choice scenarios is 480 Birr per month (2.1 PPP dollars per day), which is also just
above the 2 Dollar poverty line. That is, even the income level associated with the
highest level of positionality in the experiment in any of the reference groups is
above the poverty line. It should also be noted that the income levels in the
experiment are presented as individual incomes of the respondent, not as the total

income of their household.

Table 1 about here
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The experiment was conducted among 260 individuals in Addis Ababa, Ethiopa.
The mean per-capita daily income of the households in the sample is 3.79 PPP
dollars, which is very close to the average income used in the experiment ( in
average 3.77 PPP Dollars per day). Close to 59% of the respondents are male and
about 37% are married. The average age in our sample is 44 years. Moreover, about
39% have gone through highschool education or more. We employed five local
interviewers, who received training prior to the experiment. We conducted a face-to-
face interview with each subject in the local language (Amharic). To ensure
consistency, the instructions were first translated to the local language and then
translated back to English by two different individuals. The experiment was took
place within the framework of a larger household survey, and the respondents
originate from a sub-sample of households included in the Ethiopian Urban Socio-
economic Survey (EUSS).> After the experiment had been conducted, the
respondents participated in a household survey that collected additional socio-

economic information about the subjects..

4. Results

As discussed in the previous section, the key measure in our empirical investigation

is the marginal degree of positionality. We start by presenting a descriptive analysis

of the unconditional mean marginal degree of positionality. We then estimate the

® The EUSS covers seven urban cities in Ethiopia and originally included 1500 households. A random
sample of households from five sub-cities in Addis Ababa (Addis Ketema, Kirkos, Arada, Yeka and
Gullele) were sampled for the purpose of this experiment. None of the included sub-cities are
considered to be particularly rich or poor in the city. The number of households in each sub-city was
chosen proportionally to the number of households included in each sub-city in the panel survey.

17



mean marginal degrees of positionality for different reference groups by using

econometric models conditional on individual characteristics.

4.1. Descriptive analysis

By using the design features presented in Table 1, we can calculate the
unconditional mean marginal degree of positionality. Table 2 summarizes the
frequency distributions of marginal degree of positionality intervals across the six
reference groups. As can be seen from the table, most people chose Society A in the
first choice set. Almost two-thirds of the subjects displayed a very low degree of
positionality for each reference group. We can conclude from these results that
regardless of which reference group we consider, the unconditional degree of
positionality is very low in our sample, which is in line with the existing findings in
the literature. There could however be heterogeneity across socio-demographic and
economic characteristics of the individuals, which we investigate in more detail

below.

Table 2 about here

To estimate the mean marginal degree of positionality, we assume that the actual

value of the positionality for each individual lies in the middle of each positionality

interval. Note that our design cannot identify the maximum or minimum positional

concerns. We have to make some assumptions. The mid-value for the highest

18



positional concern is assumed to be 0.8 by considering that the maximum positional
concern is 1, and the mid-value of the lowest positional concern is assumed to be
0.05 by considering that the lowest positional concern is 0.° The unconditional mean
marginal degrees of positionality are presented in the Table 3, together with the

standard deviations and confidence intervals.

Table 3 about here

The mean marginal degrees of positionality estimates are found to be very small, as
expected from the descriptive statistics given above. These results are highly in line
with Akay and Martinsson (2011) and Akay et al. (2012a), who find very low
positionality estimates in rural Ethiopia. We are mainly interested in the relative
difference between the positionality parameters across reference groups. The lowest
positionality estimate is obtained when subjects compare their income with their
relatives, which could be due to strong family relationships and possible altruism
between extended family members. The highest positionality is found vis-a-vis
neighbors. We compare the experimental data pairwise using t-tests. We find
significant differences in the positionality across reference groups. Test results for
the mean difference suggest that the difference is statistically significant in the case

of positionality experienced toward neighbors and relatives (p-value=0.031);

® We have also experimented with some other lower and upper limits. The result is basically the
same.
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neighbors and same age people (p-value=0.099); and neighbors and all other people

in Addis (p-value=0.027).’

4.2. Results by socio-demographic characteristics

We investigate which factors explain the degree of positional concern for each
reference group using regression analyses. Our dependent variable of interest is the
marginal degree of positionality. The experimental setup gives us a dependent
variable with a lower and an upper bound, and thus we use an interval regression
specification. The lower and upper bounds of the intervals are specified as in the
first column of Table 2. As before, we have to make some assumptions for the
extreme choices. We assign 0 for the lower bound of the first interval and 1 for the

upper bound of the last interval.

In our regressions, we control for various exogenous variations: age, gender, marital
status, occupation, household size, education, migrant status, household income,
location in Addis Ababa, and ethnic groups (the locations in our sample are the sub
cities Kirkos, Arada, Addis Ketama, Yeka, and Gullele; ethnic groups are Amhara,

Oromo, Tigray, and Others). Table 4 reports interval regression estimates. The

" It was rightly pointed out to us by an anymous referee that our choice scenioro is not designed to
capture very small differences bewteen the positional concerns towards difference reference groups.
For example, we are not able to see differences within the (0,0.1] interval where the majority of
choices for all references groups lie. Picking up such small differences would have required adding
more choices of B; between A and the current By, there by signifinatly increasing the number of
choices that people make. We believe this would have been congnitively demanding for respondends.
It also should be noted that such refininement would not have a major effect on the main result that
the degree of positional concerns are very low for all reference groups.
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variation in the marginal degree of positionality is explained by several variables.
For example, female subjects are more positonal vis-a-vis people of the same age,
and single subjects are less positional toward all reference groups except for people

of the same age.

Table 4 about here

4.3. Estimating conditional degree of positionality

One of our aims is to use estimated regression parameters presented above to
estimate the mean degree of positional concern conditional on socio-demographic
and economic characteristics of the subjects. To calculate the mean degree of
positional concern as well as confidence intervals, we use the bootstrap technique
(see, e.g., Efron and Tibshirani, 1998). We first predict the marginal degree of
positionality for each individual using estimated model parameters and then
calculate the mean level of predicted marginal degree of positional concerns for each
bootstrap sample, which is conditional on the socio-demographic and economic
characteristics of the subjects. This procedure is repeated for 1,000 bootstrap
samples. Table 5 presents the conditional mean marginal rate of positionality for the
overall sample and for the selected socio-demographic groups. Results are presented
for each of the reference groups separately. Again, it is clear from Table 5 that the
positional concerns are very low. The fact that most estimates are insignificant
indicates that, conditional on observed individual characteristics, positional concerns

are basically zero. The only statistically significant mean marginal degree of
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positionality is obtained for the reference group people of the same age. Significant
estimates toward this reference group are also found for four of the socio-
demographic groups. However, the level of the positionality is much lower than that

is found in developed countries.

Table 5 about here

We also control for the order effect with 12 different combinations of the
experimental design. However, in order to check the sensitivity of the results we
include dummies for the order categories in the interval regressions. We estimate the
marginal degree of positionality using 1,000 bootstrap replications. The results are
not reported here since they are virtually the same as the results presented in Table

5.8

5. Discussions and Conclusion

In this paper we have estimated the marginal degree of positional concern of poor
people in an urban setting using various reference groups explicitly introduced into a
survey experiment, to our knowledge first time in the literature. We conduct our
experiment among 260 individuals living in urban Ethiopia by modifying existing

survey experiments used in the literature. The results indicate that positional

® We also estimated the mean marginal degree of positionality using Spearman-Karber, which is a
nonparametric estimator. This estimator is robust to sample size. In this estimator the data is
interpreted as a failure or duration time data. The results obtained from this experiment is highy in
line with the results reported in Table 5. The results can be provided upon request from the
corresponding author.
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concerns are low in societies with low absolute level of income. While there are
differences across reference groups, the low positionality for income persists vis-a-

vis all reference group definitions.

Our results suggest that the only significant estimate of the marginal degree of
positionality is toward the reference group people of the same age. While the
marginal degree of positionality is still low, the fact that the “same age” reference
group stands out from the other reference groups could have interesting implications
when it comes to the role of social proximity, informal mechanisms, and positional
concerns. The insignificant estimates found for positional concerns toward the
reference groups relatives, friends, neighbors, and colleagues may be explained by
relationship attributes, e.g., altruism and informal support systems, that imply low
positional concerns toward reference groups. There is no meaningful way age
similarity could be used as a network formation mechanism, while it is reasonable to
think that people compare their achievements with those of others of similar age,
resulting in significant income comparison estimates. On the other hand, the
reference group all other people in the city could be too intangible to the individual

to make meaningful comparisons.

In this paper, we have systematically investigated positional concerns toward
multiple reference groups using a survey experiment approach. Our results add to
the growing evidence showing that positional concerns are low in societies with low

absolute level of income for almost all reference groups that we defined. This
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indicates that development interventions that target few people create little welfare
externalities. But the inverse relationship between positional concerns and overall
absolute income level of a society raises another important question for the design of
development interventions: is it possible to increase income of a society without
developing positional concerns or are positional concerns inherent to economic
growth? More work remains to be done to explain the relationship between
economic growth and positional concerns, and understand the underlying
relationships between reference groups and degree of positionality. In particular,
there is a need for future research to understand how these relationships are shaped
by the socio-economic proximity generated through informal mechanisms between

individuals in low-income countries.
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Appendix A

Experiment instructions
Now | want to ask you some questions related to income.

Imagine that you can choose to live in one of two different societies, Society A and
Society B. Your monthly income and the average monthly income of different
groups of people differ between the two societies. Except for the income differences,
other things like living expenses are exactly the same in the two societies.

For each society that we will consider, | will tell you the amount of your monthly
income and the average monthly income of the group. Then I will ask you to choose
which society you would like to live in.

Let me illustrate this choice by the following example. In this example, we will just
name the group of people “other people.”

Your own income Average income of
Other people
Society Birr/Month
Birr/Month
Society A 800 900
Society B 770 600

Which society do you choose to live in?

In this example, your yearly income is 30 birr more in Society A than in Society B.
In Society A, you earn 100 birr less than the average income of other people in the
society, while in Society B you get 170 birr more. Given these differences, you can
either choose to live in Society A or B. (Repeat question and example)

Now, I’ll ask you to make your choice between the different societies.

(For each table of a reference group, ask the first questions in the following way. Do
not change the order the tables from what is given in this questionnaire! )

In Society A, your monthly income is birr, while the average monthly income
of in the society is birr. In Society B;, your monthly income is
birr, while the average monthly income of in the society is

birr. In which Society, A or By, do you want to live?
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(If the respondent chooses A, stop and proceed to the next table. If respondent
chooses Bi, ask her/him to choose between Society A and Society B,. If respondent
chooses B,, ask her/him to choose between Society A and Bz Continue in a similar
manner for the rest of the choices. Do not change the format of the question except
for the numbers. Follow the same procedure for the other tables.

Remember! Do not change the order of the tables as it is given in this printout and
always start from the first choice in each table!) °

Table presenting the choice scenario for reference group 1
Table presenting the choice scenario for reference group 2
Table presenting the choice scenario for reference group 3
Table presenting the choice scenario for reference group 4
Table presenting the choice scenario for reference group 5

Table presenting the choice scenario for reference group 6

®Instead of presenting six tables for each reference group in the experiment, we thought it is better to
present the choice scenario of the ‘friends’ reference group as an example, given in Table Al below.
The full instructions with all the tables can be requested from the authors.
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Table Al: An example of the choice scenario

Your Friends

Your own Average income
Society Income of your friends
Birr/Month Birr/Month
A 640 720
Bl 616 480

Which society do you choose to live in?
(Circle choice. If the choies is A, stop and go to next next page, if the choice is By,

proceed below)

A

640

720

B2

592

480

Which society do you choose to live in?
(Circle choice. If the choies is A, stop and go to next next page, if the choice is B,

proceed below)

A

640

720

B3

568

480

Which society do you choose to live in?
(Circle choice. If the choies is A, stop and go to next next page, if the choice is B3,

proceed below)

A

640

720

B4

544

480

Which society do you choose to live in?
(Circle choice. If the choies is A, stop and go to next next page, if the choice is By,

proceed below)

A

640

720

B5

520

480

Which society do you choose to live in?
(Circle choice. If the choies is A, stop and go to next next page, if the choice is Bs,

proceed below)

A

640

720

B6

496

480

Which society do you choose to live in?

(Circle choice.)
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Tables

Table 1. Summary of the experiment (in ETB).

Reference groups

Friends Neighbors Relatives Colleagues Same age people All other people
) Income of Income of
Implied degree of Own Friends’ Own Neighbors’ Own Relatives ~ Own  Colleagues’ own same age own all other
positionality if indifferent income  income  income income income  income income income income people income people
Alternative A 640 720 800 900 760 855 880 990 680 765 824 927
Alternative B1 0.1 616 480 770 600 732 570 847 660 655 510 793 618
Alternative B2 0.2 592 480 740 600 703 570 814 660 629 510 762 618
Alternative B3 0.3 568 480 710 600 675 570 781 660 603 510 731 618
Alternative B4 0.4 544 480 680 600 646 570 748 660 578 510 700 618
Alternative BS 0.5 520 480 650 600 618 570 715 660 553 510 670 618
Alternative B6 0.6 496 480 620 600 589 570 682 660 527 510 640 618
#Subjects 260 260 259 260 260 259
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Table 2. Frequency distribution of marginal degree of positionality with alternative reference groups.

Reference groups

Friends Neighbors Relatives Colleagues People of same age  All other people

Freq. % Freq. % Freq. % Freq. % Freq. % Freq. %
vy<0.1 194 74.33 181 69.35 201 77.01 202 77.39 199 76.25 205  78.54
0.1<y<0.2 11 4.21 23 8.81 15 5.75 15 5.75 8 3.07 10 3.83
02<y<0.3 18 6.9 14 5.36 12 4.6 12 4.6 19 7.28 12 4.6
03<y<04 9 3.45 13 4.98 12 4.6 8 3.07 8 3.07 10 3.83
04<y<0.5 9 3.45 5 1.92 5 1.92 2 0.77 9 3.45 5 1.92
05< y<0.6 0 0 0 0 1 0.38 2 0.77 2 0.77 2 0.77
v>0.6 19 7.28 24 9.2 13 4.98 19 7.28 15 5.75 15 5.75
#Subjects 260 260 259 260 260 259
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Table 3. Unconditional mean marginal degree of positionality by reference groups.

Friends

Neighbors

Relatives

Colleagues

People of the same age
All other people in Addis
Overall

mean

0.151
0.166
0.129
0.140
0.141
0.133
0.141

standard deviation

0.221
0.238
0.192
0.217
0.206
0.203
0.134

lower
0.124
0.137
0.105
0.113
0.116
0.108
0.125

95% confidence interval

upper
0.178

0.195
0.152
0.166
0.166
0.157
0.158
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Table 4. Interval regression estimation results by alternative reference groups.

Dependent variable=intervals of marginal degree of positionality

Age
Age-squared
Female(=1)
Married(=1)
Single(=1)

Paid worker(=1)

Self-employed(=1)

Reference groups

Friends Neighbors Relatives Colleagues People of same age All other people
-0.005 -0.002 0.001 -0.002 -0.006 -0.004
(0.004) (0.004) (0.003) (0.004) (0.004) (0.003)
0.00003 0.00001 -0.00003 0.00001 0.00001 0.00001
(0.00004) (0.00004) (0.00003) (0.00005) (0.00004) (0.00003)
0.025 0.015 -0.009 -0.007 0.047 = -0.011
(0.030) (0.029) (0.024) (0.027) (0.028) (0.025)
-0.022 -0.0001 0.006 -0.007 -0.020 -0.005
(0.032) (0.030) (0.032) (0.032) (0.027) (0.025)

-0.106 ** -0.102  *** -0.089 ** -0.070 * -0.062 -0.094  ***
(0.047) (0.038) (0.035) (0.043) (0.041) (0.031)
0.022 -0.041 -0.049 * -0.023 -0.023 -0.002
(0.030) (0.028) (0.026) (0.027) (0.028) (0.028)
0.010 0.00001 -0.040 -0.038 -0.022 -0.021
(0.031) (0.042) (0.029) (0.032) (0.028) (0.027)
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Secondary education 0.034

(0.031)
High education 0.014
(0.035)
Migrant to Addis 0.012
(0.023)
Log (household size) -0.044
(0.023)
Log (household income) -0.015
(0.008)
Other income (=1) -0.015
(0.022)
Constant 0.415
(0.155)
Regions in Addis (a) yes
Ethnic group in Addis (b) yes
Prob>chi-squared 0.003
Sigma 0.161
(0.011)
Pseudo-loglikelihood -483.072
#obs 258

0.074

(0.033)

0.094

(0.041)

-0.029

(0.024)

* 0.007
(0.020)

* -0.026
(0.011)
-0.026
(0.027)
0.412
(0.155)

*k%k

yes
yes

0.017
0.175
(0.013)
-499.356
258

*kk

ok -0.008
(0.027)

ok -0.012
(0.029)

-0.013

(0.022)

0.008

(0.016)

ok -0.007
(0.007)
-0.002
(0.022)
0.274
(0.143)

*k*%

yes
yes

0.003
0.145
(0.012)
-460.424
257

*k*k

0.062
(0.032)
0.038
(0.035)
0.011
(0.025)
0.032
(0.022)
-0.012
(0.009)
0.012
(0.026)
* 0.284
(0.138)

yes
yes

0.390
0.164
(0.014)
-488.155
258

*k*k

* 0.053
(0.030)

0.000

(0.024)

0.031

(0.023)

0.016

(0.020)

-0.013

(0.008)

-0.005

(0.023)

** 0.319
(0.142)

yes
yes

0.017
0.154
(0.012)
-475.957
258

*kk

* -0.019
(0.030)

-0.026

(0.033)

-0.027

(0.024)

-0.005

(0.018)

0.001

(0.007)

0.020

(0.021)

i 0.283
(0.134)

yes
yes

0.059
0.152
(0.013)
-471.689
257

*k*k

*%*

*kk

Notes: The upper limit is assumed to be 1 and lower limit is assumed to be 0 in the interval regressions;
(a) there are 5 regions in our sample: Kirkos, Arada, Addis Ketama, Yeka, Gullele (Kirkos is excluded);
(b) there are 4 ethnic classifications: Amhara, Oromo, Tigray and Others (Ambhara is excluded);

[*1.[**], and [***] indicate significance at 10%, 5%, and 1% level.
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Table 5. Marginal degree of positional concerns: 1,000 bootstrap estimates and confidence intervals with percentile method.

Reference groups

Friends Neighbors Relatives Colleagues People of same age All other people
All
MDPC 0.073 0.003 0.056 0.070 0.147 * 0.018
std.err. (0.088) (0.091) (0.071) (0.073) (0.081) (0.074)
PCI (-0.026,0.322) (-0.012,0.363) (-0.011,0.263) (-0.012,0.277) (-0.012,0.298) (-0.018,0.275)
Males
MDPC 0.071 -0.005 0.122 0.141 0.107 0.031
std.err. (0.111) (0.124) (0.088) (0.116) (0.088) (0.108)
PCI (-0.039,0.364) (-0.068,0.446) (-0.054,0.299) (-0.056,0.412) (-0.040,0.297) (-0.069,0.350)
Females
MDPC 0.144 0.052 0.054 0.023 0.271 ** 0.048
std.err. (0.113) (0.115) (0.091) (0.095) (0.109) (0.090)
PCI (-0.039,0.408) (-0.031,0.439) (-0.035,0.336) (-0.039,0.316) (-0.045,0.397) (-0.042,0.307)
Employed/Self-employed
MDPC 0.018 -0.039 0.070 0.078 0.127 0.002
std.err. (0.120) (0.115) (0.086) (0.091) (0.084) (0.103)
PCI (-0.055,0.420) (-0.052,0.403) (-0.028,0.327) (-0.042,0.340) (-0.034,0.299) (-0.044,0.344)
Unemployed
MDPC 0.110 0.045 0.022 0.054 0.159 0.036
std.err. (0.098) (0.109) (0.090) (0.107) (0.118) (0.090)
PCI (-0.039,0.355) (-0.023,0.412) (-0.026,0.324) (-0.036,0.404) (-0.039,0.442) (-0.055,0.320)
Married

**

MDPC 0.171 0.116 0335 0.135 0.395 *** 0.218 *
std.err. (0.123) (0.150) (0.119) (0.136) (0.107) (0.122)
PCI (-0.064,0.435) (-0.082,0.524) (-0.0412,0.401) (-0.083,0.464) (-0.053,0.381) (-0.052,0.413)
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Single

MDPC 0.035 0.014 0.033 0.131 0.102 -0.010
std.err. (0.093) (0.092) (0.077) (0.090) (0.114) (0.084)
PCI (-0.041,0.322) (-0.042,0.348) (-0.041,0.288) (-0.028,0.328) (-0.049,0.391) (-0.050,0.289)
Widowed/Divorced

MDPC 0.172 -0.165 0.079 0.111 0.159 0.101
std.err. (0.150) (0.129) (0.105) (0.137) (0.130) (0.120)
PCI (-0.080,0.539) (-0.041,0.459) (-0.059,0.365) (-0.083,0.476) (-0.073,0.448) (-0.077,0.389)
No education

MDPC 0.148 0.125 0.084 0.081 0.253 ** 0.153
std.err. (0.103) (0.101) (0.085) (0.094) (0.100) (0.102)
PCI (-0.041,0.377) (-0.042,0.364) (-0.025,0.318) (-0.041,0.339) (-0.046,0.364) (-0.047,0.356)

Middle education
MDPC

std.err.

PCI

0.110
(0.132)
(-0.041,0.435)

-0.038
(0.146)
(-0.082,0.522)

0.072
(0.110)
(-0.064,0.392)

0.213
(0.135)
(-0.063,0.533)

0.232
(0.128)
(-0.048,0.347)

0.048
(0.116)
(-0.069,0.403)

High education
MDPC

std.err.

PCI

0.047
(0.155)
(-0.090,0.548)

0.008
(0.184)
(-0.067,0.666)

0.041
(0.107)
(-0.070,0.410)

0.004
(0.145)
(-0.075,0.510)

0.052
(0.137)
(-0.054,0.526)

-0.043
(0.116)
(-0.043,0.412)

Notes: Each result is obtained using 1,000 bootstrap replications to interval regressions;

MDPC is the marginal degree of positional concern;
Std.err. is the bootstrap standard error and PCI is the percentile method confidence intervals;

[*1.[**],and [***] indicate significance at 10%, 5%, and 1% level.
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