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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  a =  1/2.                                                                                    (18)
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2.     (a)    Explain the gambler's fallacy and base-rate neglect. How can these belief
anomalies lead to poor decision-making in real-world settings?                 (9)

a)   Differentiate  between  overplacement  and  overprecision  with  relevant
examples.                                                                                                                              (9)

3.     (a)    Explain the features of prospect theory and elaborate how it is an improvement
over the expected utility specification.                                                                  (9)

a)    Consider the choice between the following altematives:

(i)   (6000,  0.25)

(ii)   (4000,  0.25);  (2000,  0.25)

(iii)  (-6000,  0.25)

(iv)  (-4000,  0.25);  (-2000,  0.25)

Where most candidates preferred 8 > A and C > D. Explain and analyze this
behaviour using Expected utility and prospect Theory.                                (9)

4.     An individual has pr.eferences over his wealth (w) and coffee mugs (in).

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

where 8 > 0 is marginal utility for mugs  and P > 0  is the price of the mugs.
Assume for simplicity n = 1.

(a)   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 (in = 0, w = 0) and the initial endowment of a seller is (in = 1,
w -0))                                                                                                                         (9)

®   What happens to this scenario if the individual randomizes between his initial
and final endowment as his reference points with o.5 probability.             (9)

5.     Explain how incoaporating 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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a)   Financial Investments.

(c)    Inattention to Non-Leading Digits.

(d)    Taxes. (18)

6.     (a)    Explain why the assumption ofself-interested preferences is not observed
empirically while suggesting suitable modifications to the theory.               (9)

(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)
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viF EtsEaT in dr ed ¥ iffl i* 87=5q.  (time consistent)  Sit HT¥ it wh qerqTft

(biased) ch  (ffi 8it*  (naifs)  8ife qRF  (sophisticates) a far rfutuTRE aTa
Eel H{aen i± itr TTFT ae ffiT 8 = I €i wh Tan iFrat a itr p = 1;2 €i

(18)

2.      (iFT)  Erfu i} RT  (fallacy)  Sit entllt-Rchen  (base&rateneglect) thqTen REl a

ffro fiedTha® (belief anomalies) ifu HfiR iTtffi gil tit TRRffi S iq{(a
iife at tFFFi{uT Fit wh ¥7                                                               (9 )

(RT)  d\qt`fi<iit  8ife  chqulfu  i* rfu ttETRT  afR qi]TETi                                    (9 )

(E) ife its ch iainch' di iFTen RT irm iaRT a iaTE¥ fit tla fflife
3qan iafRE (expectedutility specification) a ifa Trim F gr ai      (9 )

(.a)  F]HrviRqtl fi¥Tdi S a Tva TIT ia" ae :-

(i)   (6000,  0.25)

(ii)   (4000,  0.25);  (2000,  0.25)
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(iii)  (-6000,  0.25)

(iv)  (-4000,  0.25);  (-2000,  0.25)

wh  6Tfrfu  .cl+\¢qiti`  +  B>A  6it  c>D  ch  HTqfitFT  ill   rfu  <3`+thiticii

(Expected Utility)  3ife chTrm ian  (prospect Theory)  ffl wh ed g xp
iFqEi{ ffiT iadr an 8ife ed`                                                (9 )

ian rfu th 6Tqit ffi (w)  Sir ffi qiT  (in) T]{ Hndfro A.I
3falRE qiT 3qan  (Intrinsic mug utility) :  u(in) = B,in

6fffi qiT 3Trm  (Intrinsic wealth utility) :  u(w) = w

ri B > 0 iFT i} to RE 3qan (marginal utility) a Sit p > o TiT th RE ¥1 ffl{atlT
a iir TTFT rna iaT n  = 1 ¥i

(E)fafia±i}iFT¥Hrdisrian(initialendowment)i*Hivrfui}ife3itian
i} fife TR ifeqF life rfu its (reference dependent preference theory) ch ffllTQ

ed or, FT ed di di (wTp) 3ir tiro ed th di (WTA) a rfu
ifro  (divergence) Ti5T T7t]T EFTTET, ice aawh maiF iie in €1  (dr ifr
Fife daqwh (in = o, w = o) ¥ 3it iafu di Fife rian (in = 1, w = o) ¥)

(9)

(iF) rfe rfu ri Hrh Sit 6ffin farfu ch 0.5 tin i} ira fat fit i} i;q. a
qngRE  (randomize) tfi{an a, th F qRERT a tFFT drl                                   (9 )

6TRErit ( inattention) Er ife ch rfu ed a ai5ffha rfu iaFT iTq5it qQrm
qi]en a, tRETETi EHt} 3Iffli]T,  ill+rtlRqd rfu ti 3Tmurfu th qTqffiEiT ch fitF RT a
tMtllE<  :

(iFT)  RE qu  (Auction prices)
(iF)  iaiha ifu (Financial hvestments)
(TT)   dr-an affi TR €zlFT I ch  (Inattention to Non-Leading Digits).
(F)    Tq5{   (Taxes)+ (18)

(tF) its S T3qgqF rian tFT gHiF ta gT HrsE ap iir iq-i€ HTqffiFTch
( self-interested pieferences)  a €IRUIT ffiT  3Tqfa a]gqqiHF  ( empirically)  FT a
qdi qt¥ fin ifflaT ¥i                                                                                            (9 )

(iF)HaTTrm5ffSiffiHani}FTa.iniiTi=FT3itifatirfuqREchi}ifatI
i qfae a iqq5R ffiT ergrFT at or ed qPr Ef€ qffii                     (9 )
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