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ABSTRACT

Trust and risk are two implicit features of human behavior that play
significant role in the decision-making process. They play an integral part in economic
development of a nation in general and in economic behavior of individuals in
particular. Ethiopia, a low-income country with multi-ethnic society having distinct
economic and social frontiers between different groups of people, has few published
literatures on risk attitude of people. This study examines the determining factors of risk
attitude and the role of trust on risk attitude of individuals and its relationship with
different socio-economic variables. A couple of years ago the country had suffered from
some exogenous shocks like drought and flooding. Most of the victims were people
who live in the rural areas of the country particularly in the northern part of Ethiopia.
The shocks affected their conventional way of thinking and approach to their routine
activities (Yesuf & Bluffstone, 2008). A number of studies underline that the
availability of basic information is crucial to develop trust among the subjects thereby
mitigating their risk aversion attitude. Risk attitude is also determined by socio-

economic factors that vary across different societies. Hence in our study area, the



determining factors of the risk attitude of the households include both societal and
individual variables.

The literature review provides the background on the risk attitude,
concepts and the variables that affect it. It contains an understanding of trust and risk
concepts, the relationships and influences of significant variables on the household
activities. A conceptual framework is developed to link the risk attitude with different
exogenous variables based on the previous studies and theories that capture the basic
issues and realities on the ground. The analyses are conducted based on sample data of
404 households from the southern part of Ethiopia around Hawassa city. Information
was collected by means of a survey questionnaire including an experiment in which the
respondents could win cash with real payouts. Unlike communities in the other parts of
the country, the people of this region have been encountered with less droughts and
flooding damages as compared to their counterparts in the northern regions. As a result,
the people did not change much of their traditions on socio-economic activities and
farming practices. This research examines whether trust and other exogenous variables
significantly affect the risk attitude of the Ethiopian people, in comparison to a similar
study conducted in the northern part of the country. vii

Probit and Ordinary Least Square models are used to analyze the
determining factors of the risk attitudes of the subjects. Both regression models are run
twice, with and without the variable “trust in relative” as predictor, to observe the effect
on the risk attitude and other independent variables. To ensure the robustness of our
survey results, risk attitude is elicited using game with real money payouts.

The results show the significant independent variables that affect the risk
attitudes of the household respondents. ‘Trust in relatives’ is a significant variable with
a positive sign coefficient according to the model results in survey measure. However it
becomes insignificant when the data set from the game is tested using both estimation
models. In addition to ‘Trust in relatives’, the regression results demonstrate other
significant variables such as the five-year shock experience of the households, informal
schooling, and access to informal information. They are all negatively correlated with
risk-loving attitude of the households. Whereas gender of the household mobile phone
ownership, respondent household and total non-farm income are significant variables

and positively correlated with risk-loving behavior of the respondents. Unexpectedly the



Probit and OLS results reveal that the influences of age, education level and marital
status of the household on risk attitude of the respondents are insignificant. Our
empirical analysis shows that more than 68% of the households are risk seekers in
Ethiopia. Therefore it is rewarding to work on policies that enhance the risk-taking
attitudes of the households to improve the welfare of the people. Our analyses further
disclose that the survey data are valid to make use of them for the risk attitude

estimation.
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