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Abstract

Development economists have two key paradigms concerning poverty and financial mar-
kets. One considers the poor in the developing world as operating in imperfect markets.
Another view is that the poor are subject to constraints. The policy prescriptions stemming
from these views would be improving market access and redistribution. We consider one
important constraint the poor are facing: social norms which require spending on ceremoni-
al activities. This paper adds to the literature by providing empirical evidence that having
access to loans makes households spend more on ceremonies and with the higher ceremonial
spending they increase the likelihood of debt thus creating a vicious circle which might keep
households in poverty. Thus policies which are aimed at either removing market frictions
or providing benefits to the poor will not have a desired effect. These measures have to be
combined with reforms aimed at changing the existing institutions.
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1. Introduction

Development economists have two key paradigms concerning poverty and financial markets. One

view of poverty is what Esther Duflo calls poor but neoclassical (Duflo, 2006; Ghatak, 2015).

This view considers the poor in the developing world to be simply operating in an unfavorable

environment with market frictions and this prevents the poor from fully realizing their potential.

For example, with the financial markets not functioning properly the poor are unable to borrow

and thus are unable to make capital or human capital investment and as a consequence remain

in poverty. Another view of poverty is that even in the absence of market frictions the poor are

subject to different constraints. For example, under extreme scarcity subsistence considerations

impede saving and keep the poor locked in a bad equilibrium (Ghatak, 2015).

The social norm which requires families to spend significant amounts of money on activities

which do not contribute to their well-being constitutes yet another constraint that the poor in

many developing countries are facing. This together with the social pressure to keep up with

the norm puts families under unnecessary financial strain and contributes to poverty. It can

be argued that spending on status goods or ceremonies is unproductive as it channels scarce

resources of a household away from investment and hence families get locked in poverty trap

(Moav and Neeman, 2010, 2012; Kaus, 2013). Poor people in the developing world spend large

amounts on weddings, dowries, and christenings (Banerjee and Duflo, 2007; Brown et al., 2005).

In part this could be because households do not want to lose face when the social norm is to

spend lavishly on these events. In South Africa, 90% of poor households (living under $1 a

day) spend money on festivities (Banerjee and Duflo, 2007). Lavish spending on weddings is

not uncommon in poor villages with poor households trying to imitate the richer families (Bloch

et al., 2004).

The policies aimed at tackling poverty can be broadly classified into three categories: access

to markets, infrastructure and redistribution (see Ghatak, 2015). The first category deals with

market frictions, for example imperfect financial market. Second category deals mostly with

public goods such as roads or schools. The third category involves unconditional cash transfers,

conditional cash transfers and in-kind transfers.

In this paper we argue that if preferences of individuals are such that status is important and

social norms put pressure on households to spend big on certain occasions then policies which

are aimed at either removing market frictions or providing benefits (cash or non-cash) to the

poor will not have a desired effect despite the effectiveness of some of such programs (Handa

1



et al., 2018). The simple theoretical model shows that improving access to the credit market will

also increase the status spending. The empirical results show that borrowing leads to increase in

spending on ceremonies. Moreover, ceremonial expenditure makes households borrow even more

thereby creating a vicious circle trapping households in accumulation of debt and potentially

poverty.

2. Theoretical Model

Consider a two-period model. In each period the utility of an individual is given by u(c, x) =

cαxβ , where c is consumption and x is status. For simplicity assume that ceremonial spending is

transformed to status one-to-one,1 that is by spending on ceremonies (which is a visible good)

the individual builds up his status in the society. Here we do not try to explain why people spend

on visible goods. This could be evolutionary (as mentioned in Frank, 1985a,b) and even if not

optimal any longer these habits still survive through cultural transmission (Bisin and Verdier,

1998; Heffetz and Frank, 2011). Or it could be strategic in the sense that the social capital

can potentially generate returns in the future (Moav and Neeman, 2012). Assume further that

individuals spend on status only in period 1 but the status does not depreciate and is preserved

in the next period. In each period the individual earns income of y. If financial markets were

perfect then the individual maximizes intertemporal utility U = ut1(c, x) +
ut2

(c,x)
1+ρ subject to

the intertemporal budget constraint ct1 + x+
ct2
1+r ≤ y+ y

1+r , where ρ is the individual discount

rate and r is the market interest rate.

For simplicity we assume that the discount rate and market interest rate are both zero.2 Then

the optimization problem becomes maxU = 2cαxβ s.t. 2c + x ≤ 2y. Solving this optimization

problem yields: c = 2y
2+β/α and x = βc/α. This implies that the individual would borrow in

period 1 to invest in status and pay back in period 2. Demand for borrowing is c + x − y and

will be equal to:

BD =
βy

2α+ β
, (1)

where BD denotes demand for a loan.

Suppose that financial market is imperfect. The individual receives a loan from a bank (if

1For an alternative way of linking status and conspicuous consumption see Moav and Neeman (2012).
2Relaxing this assumption and introducing non-zero discount factor does not change the results qualitatively.
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applies) with an exogenous probability3 π. Hence, demand for loans is realized with a probability

π and the expected level of borrowing in the economy is:

E(debt) = πBD = π
βy

2α+ β
. (2)

The level of status spending (investment in status) for an individual depends on whether

he or she gets a loan from the bank. Denote the indicator function explaining whether the

individuals receives a loan or not by L, so L = 1 implies that the individual receives the loan

and L = 0 - that the bank does not grant a loan.

If individual secures the loan from the bank then his level of x is the solution to the in-

tertemporal utility constraint maximization problem and is equal to:

(x|L = 1) =
2βy

2α+ β
. (3)

However, if an individual cannot borrow, then he or she maximizes utility in each period.

The maximization problem is then maxu(c, x) = cαxβ , s.t. c + x = y. Solving the problem

yields:

(x|L = 0) =
yβ

α+ β
. (4)

The expected level of status spending in the economy is:

E(x) = π
2yβ

2α+ β
+ (1− π)

yβ

α+ β
. (5)

The comparative statics for status spending shows:

∂E(x)

∂π
=

yβ2

(2α+ β)(α+ β)
> 0. (6)

This result indicates that as access to credit becomes easier (higher probability of getting a

loan, π) individuals would borrow more and with this extra liquidity they increase their spending

on status.

3We do not model the decision-making of a bank to simplify the analysis. Nevertheless, the partial equilibrium
setting still gives us important conclusions and links well with the empirical model.
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The comparative statics for debt shows:

∂E(debt)

∂β
=

2βαy

2α+ β
> 0. (7)

This result implies that individuals with higher preference for status (higher β) would spend

more on status goods and because of higher demand for status goods they would borrow more.

3. Data and Empirical Model

3.1. Empirical Model

From the theoretical model we established that higher preference for status spending and ease of

borrowing increase both debt and status spending. Ceremonial spending is one means of status

spending and we use the spending on ceremonies in lieu of status spending in the empirical

analysis.

Empirically we specify demand for borrowing as a function of ceremonial spending:

D∗

i = β0 + β1CSi + β2Xi + ǫi, (8)

where D∗

i is demand for borrowing, CSi is the log ceremonial expenditure, Xi - other house-

hold characteristics, and ǫi is the error term satisfying the OLS assumptions.

The credit organization decides whether to grant a loan to a household by comparing the

household’s demand for loans and the expected payoff. If the expected value of what the credit

organization would get back from the household4 is less than the demand for loans by the

household, the loan is not granted. Define EDi as the expectation of what the household

pays back to the creditor from the perspective of the credit organization. Naturally, ED is

unobserved. However, it is related to the credit history of a household. If a household has a

good credit history this decreases subjective probability of a default from the perspective of a

credit organization. Define Di as the dummy variable which equals to 1 if the loan is granted.

It is related to the observed borrowing by a household in the following way:

Di = I(EDi −D∗

i > 0). (9)

4In reality it is not the household who applies for a loan but an individual but it is not critical for the model.
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Equation 9 can be thus estimated using the probit with the set of regressors from equation

8 plus the regressors which proxy credit history (which affect ED). One potential problem with

this approach is that ceremonial spending is endogenous to the model as the theoretical model

suggests.

Ceremonial expenditure depends on occurrence of a specific shock. These shocks include

(but are not limited to) marriage, funeral, commemoration etc. Incidence of these shocks cause

positive spending on ceremonies. The ceremonial spending equation has the following form:

CSi = α0 + α1Di + α2Xi + α3Shocki + ui, (10)

where Di is the loan or debt of a household, Xi are household characteristics including

income, and ui is the error term satisfying the usual regression requirements.

It follows then that equation 8 can be estimated by a probit with an endogenous regressor,

where the occurrence of a specific shock can be used as an instrument to identify the effect

of ceremonial expenditure on debt. One such potential instrument is death of a person. One

could argue that it is random. However, this variable should not affect debt directly. That is, it

should not be in equation 8 in its own right. Death of a household member would not only trigger

expenditure on funerals but also reduce income of a household if the deceased household member

worked and earned income and hence would affect demand for loans of a household directly. We

therefore use the death of a relative who was not a member of a household as an instrument.

We argue that income of a relative who was not a member of a household is unlikely to be

the household’s source of income and thus should not directly affect the household’s demand

for loans. However, the ceremonial expenditure of the household would be affected as relatives

traditionally do participate financially in organizing funerals.

3.2. Data and Stylized Facts

Kyrgyzstan is a poor mountainous country with the GNI per capita in 2016 about 3113 USD

PPP and poverty rate of about 25 percent.5 The major ethnic groups are the Kyrgyz (73% as

of 2018), Uzbeks (14.6%), and Russians (5.6%).

In Kyrgyzstan, the excessive ceremonial spending is considered to be a problem. However, no

official statistics on ceremonial expenditure is available. The estimates put forward by politicians

5Source: World Bank, https://data.worldbank.org/indicator/NY.GNP.MKTP.PP.KD?locations=KG
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vary considerably. Nevertheless, the problem has received much political attention. The calls for

regulation of ceremonial expenditure became loud as the president of the neighboring Tajikistan

banned the showing off at weddings (Marat, 2008).

The bill to regulate the excessive spending on ceremonies was fiercely debated in the par-

liament in 2010 and later in 2016. The bills did not gain the support of the majority in the

parliament. There are certain items in the bills that highlight the extent of the lavishness of

ceremonial spending. For example the 2016 bill states that a wedding has to be held during

one day only and the number of guests cannot exceed 150 people. The wedding cortege cannot

exceed 5 cars. The bill does not introduce a cap on a number of guests at funerals. However, it

forbids slaughter of livestock. Presenting gifts and money is forbidden. On the ceremonies of the

”third day”, ”seventh day”, ”40th day” and ”one year” after the funeral slaughter of livestock

is forbidden and the number of guests is capped at 100. As one can see funerals and weddings

usually last more than one day and given large number of guests exert high financial strain on

households.

The public opinion on the problem of excessive ceremonial expenditure is mixed. In a

nationally representative survey on customs and traditions (Koshbakova, 2011), 36.7 percent

of the respondents believe that families spend on ceremonies within their means, 34.4 percent

believe that spending are excessive and 28.9 percent believe that weddings, funerals and other

ceremonies became show-off contests.

In 2013 about a quarter of households in urban areas and a third of households in rural areas

spent on ceremonies. Moreover, households spent on average 3 percent of income on ceremonies

in urban areas. For the rural areas this figure is about 8 percent. However, if one considers

only the households who did spend on ceremonies a positive sum, then in urban areas the figure

would rise to 15% and in rural to over 25%! The anecdotal evidence suggests that due to social

pressure to spend lavishly on weddings and funerals many households borrow money which they

struggle to repay. In 2013 the ratio of debt to income among the households who did borrow

was 32 percent in the urban areas and 39 in the rural.6

For empirical analysis we use the data from the fourth wave of the life in Kyrgyzstan Survey

(2013). Life in Kyrgyzstan is a nationally representative longitudinal survey of households in

Kyrgyzstan. The survey was started in 2010 and has been repeated in 2011, 2012, and 2013. The

households in the survey (as well as each individual) are asked various socio-economic questions

6Authors own calculations based on Life in Kyrgyzstan Survey.
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on such things as: housing, assets, education, health, consumption and expenditure, migration,

income etc. For detailed description of the survey and the sampling procedure see Brück et al.

(2014).

The primary unit of observation for us is the household. So for the purpose of this paper

we mainly used the household survey. The information that we took from the household survey

contained the dummy on debt (if the household took a loan within the last 12 months), whether

the household spent on ceremonies within the last 12 months and if so what was the highest

expenditure (monetary and non-monetary). We also had information on income of the household

(from various sources), region of residence and type of settlement (urban or rural). We also

estimated the shares of high-skilled and medium-skilled in the household, ethnic shares, number

of children etc (see list of variables and descriptive statistics in table1).

– Table with descriptive stats here –

In our estimation sample about 10% of households report to have taken a loan within last

12 months. The logarithm of highest ceremonial spending is 9.71 which means that the highest

spending on a ceremony of a household in the last 12 months was about 16,482 Soms on average

which is about 236 US dollars as of December 2018. This does not seem to be an extraordinary

sum. However, one has to bear in mind that the log of monthly income is 9.48 which means

that households earn 13,095 Soms per month on average or 157,142 Soms per year (about 2250

dollars per year).

About a third of households in the sample reside in the South of Kyrgyzstan and about

two-thirds live in rural areas. On average a quarter of all households have females as heads

of a household. The share of households where the head is high-skilled is 13%. Most of the

households in the sample are mono-ethnic with the share of ethnic Russians about 8% and the

share of ethnic Uzbeks about 10%.

4. Empirical Results

4.1. Household Debt

Table 2 presents the results of estimating equation 8 with four different specifications. The

F-statistic from the first stage is large thereby indicating that the instrument is not weak (see

Staiger and Stock, 1997; Stock and Yogo, 2005). The results in all four specifications indicate
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Table 1: Descriptive Statistics

variable mean st dev min max

Debt 0.10 0.30 0 1

log spending 9.71 1.36 6.21 13.22

log income 9.48 0.88 3.69 12.35

south 0.37 0.48 0 1

city 0.32 0.47 0 1

mean age 32.11 13.40 9.80 85

share of females 0.40 0.26 0 1

share of elderly 0.05 0.17 0 1

share of ethnic Russians 0.08 0.26 0 1

share of ethnic Uzbeks 0.10 0.28 0 1

num of infants 0.18 0.43 0 3

num of children 2-6 yrs 0.47 0.77 0 6

num of children 7-17 0.79 1.07 0 6

household head female 0.23 0.42 0 1

household head medium-skilled 0.13 0.34 0 1

household head high-skilled 0.14 0.35 0 1

that ceremonial spending increases demand for loans. This could mean that the households who

spend more on ceremonies are more likely to experience liquidity problems and might need to

borrow. Regarding the magnitude, the coefficient of 0.62 imply the marginal effect of 0.16 at the

mean. This means that one percent increase in the ceremonial spending increases the likelihood

of debt by 0.16 percentage points on average. We also observe that households are less likely

to borrow in the South of the country. The results also shows that ceteris paribus there is no

difference in the likelihood of borrowing between urban and rural areas. The households with

more infants are less likely to borrow. Interestingly, the household with larger female shares are

more likely to borrow although the effect is more noisy.

Insert table 2 here.

Perhaps surprisingly, the likelihood of the debt is independent of income. One potential

explanation could be that the richer households also spend more on ceremonies and thus could

face the same liquidity problems as the poorer household.
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Table 2: Effect of ceremonial spending on debt, IV probit model

Dependent variable: Incidence of debt

variable coef sig coef sig coef sig coef sig

log spending 0.62 ∗∗∗ 0.63 ∗∗∗ 0.64 ∗∗∗ 0.62 ∗∗∗

log income -0.05 -0.05 -0.05 -0.06

south -0.89 ∗∗∗ -0.96 ∗∗∗ -0.96 ∗∗∗ -0.97 ∗∗∗

city -0.02 -0.02 -0.02 -0.05

mean age -0.00

share of females 0.64 ∗ 0.66 ∗∗ 0.66 ∗∗

share of elderly -0.34 -0.43 -0.44

share of ethnic Russians -0.07

share of ethnic Uzbeks -0.34

num of infants -0.38 ∗∗∗ -0.36 ∗∗∗ -0.36 ∗∗∗

num of children 2-6 yrs 0.09 0.10 0.10

num of children 7-17 0.03 0.05 0.05

household head female 0.01 -0.01

household head medium-skilled 0.08 0.09

household head high-skilled -0.04 -0.01

F-stat first stage 21.7 23.4 24.3 24.5

N 687 687 687 687
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4.2. Ceremonial Spending

The effect of debt on ceremonial expenditure is another interesting and important aspect of

this paper. Imperfect financial markets in the developing countries may cause underinvestment

(Banerjee, 2005). Improving access to finance may improve the lives of poor households and

provide a way out of poverty (Perez-Moreno, 2011; Rewilak, 2017). For example, access to

credit enables investment into fertilizers (Deb and Suri, 2013). However, one has to be aware

the possibility that households, when given access to finance, might channel it into unproductive

activities such as ceremonial spending, which otherwise could have been less lavish.7 To shed

more light onto this issue we estimate equation 10 in this subsection.

Given equation 8Di is endogenous to equation 10. To identify the effect of debt on ceremonial

expenditure in equation 10 we need to instrument the debt. We have argued that the actual

debt (loan taken) depends not only on demand for loans by a household but also on the approval

by the credit organization which usually depends on credit history. Then the likelihood of an

approval is higher if an individual had already successfully applied for a loan before. We use two

questions from the questionnaire to construct the ”good credit history” dummy for a household.

1) Have your household members ever applied for a loan to a bank, microfinance agency or credit

union? 2) Have you received a loan every time you applied?

We define CHi as a binary variable which takes on a value of one if the household positively

answered both question (1) and (2). Otherwise CHi = 0. Past applications for a loan should

not directly affect the ceremonial expenditure today and could be used as an instrument for

debt.

Equation 10 is estimated using the IV approach. The results are provided below. The first

stage F-statistic is large thus indicating that the instrument is not weak (see Staiger and Stock,

1997; Stock and Yogo, 2005).

– Insert Table 3 here –

First of all, the elasticity of ceremonial spending is about 0.35, that is for any increase in the

household’s income about one third of the increase is spent on ceremonies. There is also a big

gap in ceremonial spending between two parts of the country: household spending on ceremonies

is on average more than 70% higher in the southern regions. In cities, households spend about

25% less money on ceremonies than in rural areas.

7This is also in line with the argument that access to credit reduces precautionary saving of the households
and might reduce income in the long run (Fulford, 2013).
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The results also show that in mixed households where the share of ethnic Russians is higher

the ceremonial spending is lower. This indicates that lavish ceremonial spending is culturally

closer to Kyrgyz or Uzbeks but not so for Russians. Death of a relative increases the ceremonial

spending by about 50% which implies that funerals and commemoration impose a huge cost on

a household.

The effect of having debt is highly significant and is between 1.11 and 1.13 in magnitude.

This could be interpreted that households which are given access to loans spend thrice as much

as households that do not (or cannot) borrow.

Results from tables 2 and 3 imply that having access to loans makes households spend more

on ceremonies and with the higher ceremonial spending they increase the likelihood of debt thus

creating a vicious circle which might keep households in poverty. Thus the usual anti-poverty

measures such as improving access to finance or providing the cash or non-cash benefits may

not have the desired effect. Whether the radical initiatives like in Tajikistan or more moderate

endeavors be effective in curbing the excessive status spending is another matter altogether.

Given the lack of empirical evidence it is not easy to conclusively argue in favor of a specific

initiative. However, there is some hope that moderate reforms can help changing customs which

otherwise hinder the development (Aldashev et al., 2012).

5. Extensions

In our sample only 25% of households reported to have spent on ceremonies within the last 12

months. It could be because the other 75% of households did not face a shock which requires

ceremonial spending (wedding or funeral). Assuming that these shocks are random the truncated

sample would also be random and thus the results would still be consistent. However, there

remains a possibility that some choose not to spend the money even when faced with a shock.

If this trait also affects taking loans then the estimated coefficients would be inconsistent.

Let I∗i be the utility of holding an event. Suppose that it is given by the following equation:

I∗i = γ0 + γ1Zi + ηi, (11)

where Zi are some exogenous characteristics and ηi is the household specific preference for

status, which is normally distributed. In the data we observe Ii which is 1 if a household spends

11



Table 3: Effect of debt on log ceremonial spending, IV regression

Dependent variable: Log ceremonial spending

variable coef sig coef sig coef sig coef sig

debt 1.12 ∗∗∗ 1.13 ∗∗∗ 1.13 ∗∗∗ 1.11 ∗∗∗

log income 0.36 ∗∗∗ 0.36 ∗∗∗ 0.35 ∗∗∗ 0.35 ∗∗∗

south 0.76 ∗∗∗ 0.76 ∗∗∗ 0.77 ∗∗∗ 0.78 ∗∗∗

city -0.25 ∗∗ -0.26 ∗∗ -0.29 ∗∗∗ -0.31 ∗∗∗

mean age -0.01

share of females -0.30 -0.36 0.66 ∗∗

share of elderly -0.07 0.32 0.34

share of ethnic Russians -0.89 ∗∗∗ -0.88 ∗∗∗ -0.90 ∗∗∗ -0.92 ∗∗∗

share of ethnic Uzbeks 0.12 0.12 0.13 0.12

num of infants 0.22 ∗∗ 0.16 ∗ 0.16 ∗ 0.15

num of children 2-6 yrs -0.08 -0.12 ∗∗ -0.12 ∗∗ -0.12 ∗∗

num of children 7-17 -0.06 -0.09 ∗∗ -0.09 ∗∗ -0.09 ∗∗

household head female -0.01 -0.02

household head medium-skilled -0.10 -0.10

household head high-skilled -0.12 -0.13

death relative 0.50 ∗∗∗ 0.51 ∗∗∗ 0.51 ∗∗∗ 0.52 ∗∗∗

F-stat first stage 30.3 30.5 30.9 30.0

N 687 687 687 687
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a positive amount on an event or zero otherwise. The larger the preference for status, the higher

the utility from an event and the more the household would be willing to hold it. Thus it is not

unlikely that the correlation between ηi from equation 11 and ui from equation 10 is non-zero

which would render estimation of equation 10 inconsistent.

Hence we specify a system of three equations:

Di = I(EDi −D∗

i > 0)

Ii = I(I∗i > 0)

CSi = α0 + α1Di + α2Xi + ui.

(12)

This first two equations in the system are binary. The last equation is observed only when

Ii = 1, so the last equation is of Heckman selection type. The incidence of a shock would affect

the likelihood that a household holds an event and thus would enter equation 2 in the system.

On the other hand, the income of a household would affect the amount of spending but not the

incidence of an event and thus would enter equation 3.

The estimation results are provided in the table 4.

– Insert Table 4 here –

The results are qualitatively similar to the ones from Section 4. With a notable difference

that now the likelihood of debt declines with income. Another interesting result is that in

the South of the country the households are less likely to spend on ceremonies but when they

do, they spend significantly more than in the North. Also, households having ethnic Russian

members are as likely to spend on ceremonies as Kyrgyz and Uzbek households. However, the

households with ethnic Russian members spend significantly less on ceremonies.

6. Conclusions

The poor in the developing world are facing multiple constraints. For example imperfect financial

markets may cause underinvestment in physical or human capital. Moreover, in many countries

they face social norms which force families to spend significant amounts of money on activities

which do not contribute to their well-being. This together with the social pressure to keep up

with the norm puts families under unnecessary financial strain and contributes to poverty.
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Table 4: System Estimation

Dependent Variable

Inc. of Debt Inc. of Cerem. Cerem. Expend.

variable coef sig coef sig coef sig

debt − − 1.23 ∗∗∗

log spending 0.73 ∗∗∗ − −

log income -0.24 ∗∗∗ − 0.34 ∗∗∗

south -0.51 ∗∗∗ -0.31 ∗∗∗ 0.84 ∗∗∗

city -0.21 ∗ -0.22 ∗∗∗ -0.18 ∗

share of females -0.04 0.94 ∗∗∗ -0.55 ∗∗

share of elderly 0.15 -0.50 ∗∗∗ 0.37

share of ethnic Russians 0.70 ∗∗∗ -0.06 -0.88 ∗∗∗

share of ethnic Uzbeks -0.16 0.09 0.11

num of infants -0.32 ∗∗∗ 0.32 ∗∗∗ 0.13

num of children 2-6 yrs 0.03 0.08 ∗∗ -0.12 ∗∗

num of children 7-17 0.02 0.08 ∗∗∗ -0.10 ∗∗

household head medium-skilled 0.09 0.12 -0.12

household head high-skilled 0.03 0.20 ∗∗∗ 0.16

death relative − 0.38 ∗∗∗ −

loan before 0.23 ∗∗∗ − −
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The simple theoretical model shows that improving access to the credit market will also in-

crease the status spending. The empirical results corroborate this finding. Using the instrumen-

tal variable approach and the system estimation we show that borrowing increases the spending

on ceremonies. The estimates show that households who borrow spend three times more on

ceremonies. Moreover, the estimates show that one percent increase in ceremonial spending in-

creases borrowing likelihood by 0.16 percentage points. To put this differently: borrowing leads

to increase in spending on ceremonies and ceremonial expenditure makes households borrow

even more thereby creating a vicious circle trapping households in accumulation of debt and

potentially poverty.

This paper adds to the literature by providing empirical evidence that if preferences are

such that status is important and social norms put pressure on households to spend big on

certain occasions then policies which are aimed at either removing market frictions or providing

benefits to the poor will not have a desired effect. The existing traditions impede or negate

the otherwise good-intended policies. Hence, these measures have to be combined with reforms

aimed at changing the existing institutions. Whether the radical initiatives like in Tajikistan

or more moderate endeavors be effective in curbing the excessive status spending is beyond the

scope of this paper. The theoretical literature shows that under certain conditions moderate

reforms can be more effective than the radical but further empirical research is needed.
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