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Instructions for Candidates

1.

Write your Roll No. on the top immediately on receipt of this question paper.

2. Attempt any five questions.

3. AIll questions carry equal marks.

4. Answers may be written either in English or Hindi; but the same medium should
be used throughout the paper.
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1. Suppose you have your Behavioural End Term on Monday next week. You decide

to prepare studying for the same on Thursday which happens to coincide with the
college’s four-day Annual Fest. The reward of working hard is scoring well in the
test irrespective of the day you dedicate towards the subject. The cost of studying
is missing out on the fest which is increasing in each successive day- (177, 295,
472, 767). Derive the equilibrium strategies for a time consistent as well as
present biased students (both naifs and sophisticates) in designing an optimal plan
with further interpretation of the outcomes. Assume for simplicity 8 = 1. For
present biased students B = 1/2. (18)
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2. (a)

(b)

3. (a)

(b)

2

Explain the gambler’s fallacy and base-rate neglect. How can these belief
anomalies lead to poor decision-making in real-world settings? 9

Differentiate between overplacement and overprecision with relevant
examples. )

Explain the features of Prospect theory and elaborate how it is an improvement
over the expected utility specification. 9)
Consider the choice between the following alternatives:
@) (6000, 0.25)
(i) (4000, 0.25); (2000, 0.25)
(i) (—-6000, 0.25)
(iv) (-4000, 0.25); (=2000, 0.25)

Where most candidates preferred B > A and C > D. Explain and analyze this
behaviour using Expected Utility and Prospect Theory. &)

An individual has preferences over his wealth (w) and coffee mugs (m).

Intrinsic mug utility: U(m) = B.m
Intrinsic wealth utility: U(w) = w

where B > 0 is marginal utility for mugs and P > 0 is the price of the mugs.

Assume for simplicity n = 1.

(@)

(b)

Applying reference dependent preference theory to the buying and selling
decision of the individual with the initial endowment as the reference point,
trace the divergence between Willingness To Pay (WTP) and Willingness To
Accept (WTA), hence proving the Endowment effect. (Initial Endowment of
a buyer is (m = 0, w = 0) and the initial endowment of a seller is (m =1,

w =0)) )

What happens to this scenario if the individual randomizes between his initial
and final endowment as his reference points with 0.5 probability. 9)

Explain how incorporating a parameter of inattention makes theoretical predictions

realistic. Furthermore, elaborate the prevalence of inattention in the following

domains:

(a)

Auction Prices
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(b) Financial Investments.
(c) Inattention to Non-Leading Digits.
(d) Taxes. (18)

6. (a) Explain why the assumption of self-interested preferences is not observed
empirically while suggesting suitable modifications to the theory. )

(b) Substantiate the argument by deducing the behaviour of individuals with
respect to charity and game theoretical scenarios replicated in laboratories
as controlled experiments. 9

1 T ohoTe T SRTe! IwiTe QER Rl STUeH! SaslRen G- IQET 81 3T TRaR & 39 8g
Freaa Ee ot ol o ¥, 38 R ¥ wieet @1 IR ek T Soaa 1w Bl 31 e
AS B T S TS | I Sk W el B, el B 37 v & g g o i
FET | Soda A ST HA I AN AR Ioud H HET el o I B 3R T8 AN
e e T H 5 @ 8- (177, 295, 472, 767)| URIW F SR @M T WA
WWW@WE&'@F%W%W (time consistent ) 3R AT B IR e
(biased) BIE (ﬁ A (naifs) R RsHd (sophisticates) %WWWW
HRAN W & T a9 AR B § = 1 21 THar Teuet SE B R g = % B
(18)

2. () WIN® ¥ (fallacy) SR MR- Y& (base&rate neglect) & T Titol &
Tz faEwfeEl (belief anomalies) fra R awafae giFan e aRftafal § wx
Tl 3 =1 ER0 o wewd 87 (9)

(@) M IR RO & e AT AR TAZT (9)

3 (@) videe e o REast ot srer Hike T TER 9 SOy o9 suiw
IuAfEr fafREEe (expected utility specification) ¥ fre 7R vEF guR Kl (9)
(@) Feffiae e § ¥ w™e w R s -
(1) (6000, 0.25)
(i) (4000, 0.25); (2000, 0.25)
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4.

(iii) (~6000, 0.25)
(iv) (=4000, 0.25); (2000, 0.25)

TE ST SEIEERl ¥ B> A 8k C>D @ wefiewar § snidd ST
(Expected Utility) 3R &a=n f&&ia (Prospect Theory) IR R 8Y 3
TEER T R SRR R e (9)

ot =it o ST waiRT (w) 3R I W (m) W R )

AR W YR (Intrinsic mug utility) : Um)=B.m

e W STARET (Intrinsic wealth utility) : U(w) =w

&l B > 0 W & forg dia Seafien (marginalutﬂity) 2 3R P> 0 W9 &l i B aere
Tfmam AR e n =13

(%) ¥ g & w0 o RS Saeq (initial endowment) ER R ER G CEA)
& Tt w gest R aduen Rara (reference dependent preference theory) D) AR

T BY, AR FRA 6 S (WTP) 3R iR R &t @i (WTA) & o
e (divergence) o1 T wENEY, e Sl A g BT 31 (WARR H
TR SEE (m=0, w=0) ¥ 3R fhar ot B s@ewt (m=1, w=0) ?)

(9)

(@) R = o TR SR S SRR W 0.5 FE B A we Fe @ v ¥
Ages® (randomize) FRAT B, W TH YR | FA BNM (9)

FRELF (inattention) T HFICT T IMHE T o Tiiorn TaATTAN Shd TR Freiaret
T ¢, TARISY| T Sa, FefeiRaT SR W SEHE i SehRdr sl foga ¥ o
HHATRY :

(=) -t I (Auction Prices)

(@) fo<im Gk (Financial Investments)

() - IO SR W AR T I (Inattention to Non-Leading Digits).

() =R (Taxes). (18)

() REla § ST @eH g 99 Y W witorg o T - e grarenerst
(self-interested preferences) el LRUT T AR FAHISTA (empirically) &7 K
T4 8t o S B (9)

(@) vENTEenst % FEET wE T A Y I SR O A TRgwl & w6
¥ Al & HIER H A T §T Tl g whiter (9)

(100)




