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

2. Attempt any five questions.
3. All 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. (a) Define representativeness heuristic and explain how it can lead to base-rate
neglect. Provide an illustrative example. €))
(b) Discuss how prospect theory can explain behaviors in insurance purchase
and lottery participation. )
2. (a) Explain confirmation bias. How does it differ from overconfidence? )
(b) Define present-biased preferences using the quasi-hyperbolic discounting
model. How does it differ from constant discounting? )
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3.

Suppose attending your annual college fest is a habit formation good over the
course of your graduation (T= 3). Students in each year have to decide to hit or
refrain from attending the annual fest whereby attending it in the previous year
leads to being hooked to the fest otherwise the student is unhooked. If a hooked
student refrains from attending the fest this year his payoff is (—118) and if he hits
again the payoff becomes (—23.6). If an unhooked student refrains from attending
the fest this year his payoff is 0 and payoff from hitting becomes 35.4. Derive the
optimal strategy for a rational addict student and present biased addicts (both
naifs and sophisticates). Assume for simplicity & = 1. For present biased addicts
B =1/2. (18)

You have a long overdue task of filing your income tax return, which can be
completed either on Friday night, Saturday, or Sunday. The task is mentally
taxing, so you’d prefer to do it on a full weekend day. However, your weekend
is packed with entertainment events you enjoy: a new movie release on Friday
night, a hiking trip with friends on Saturday, and a family dinner on Sunday. You
value family dinner the most, then the hiking trip, and lastly the movie. The task
can be done on only one of the three days: Friday (T=1), Saturday (T=2), or
Sunday (T=3). The benefits of completing the task (peace of mind, compliance,
etc.) are higher if done on a weekend day. The costs are the missed leisure
activities. These are given as :

v = (12, 18, 18) (value from completing the task on that day)

c = (3, 8, 13) (cost from forgoing that day’s leisure activity)

(i) What is the optimal strategy and total welfare for a time-consistent agent (3
= 1)?

(i) What is the strategy and resulting welfare for a naif with § = 14?

(i) What is the strategy and resulting welfare for a sophisticate with f = %2?
How does this compare to the time-consistent agent outcome? (18)

(a) Compare the advantages and disadvantages of nudging as a public policy
tool. How do nudges differ from mandates or subsidies? )

(b) What is mental accounting? Provide two examples where mental accounting
leads to suboptimal financial behavior. ®
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6.

3.

(a) Define-altruism and warm-glow giving. How are they modeled differently in
economics? )]

(b) How does inattention affect economic behavior? Discuss with an example.
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(w) wiaFier E@my S IR STl S90St 6 98 JeR-®) SUEr @ B
ST T 81 SUgE Sl BN T FINTI (9)

(@) e R S wdE 3R dicd WRliell § =EeR i Y RN e 31 T
Hfrw (9)

(@) e TElnE <t =ren kw98 I stefseeme ¥ fre wer R 87 (9)

(@) i-sewaiforr Rencien deq & Sw@RT oRe auar - 98l Sas
R hifTe)l a8 for g ¥ e yeor 1 87 (9)

A o o s aiflen hielel AT A WRT OFT ST TIae &R ol 9gis (T= 3)
T SN T AEd S T 81 T ad STEl h aifier Sead | NN o A o o @l R
T B B B s 99 Iwa ¥ AN fET o 9 9% 599 W O 3 ST 98
I 2 o B o 21 Al v el o 39 oY Swd | N o § faua e |
I9e! Afwa (-118) Bt 31 A% 98 T 9N ol § O Wwe (-23.6) B 21 Al v
o B9 @ 94 I A 9N 8 o 8 W SUe AEe 0 B 8 3R A 9% N ok
T W Awd 35.4 BT B T THEIT e ST 3R TR TEI RHE (FIEE Sk
AihRehes 3M) & G e WHi W FHINT1 GelHol 3g 9 v § = 11
T - T SRl BE & T B o= 1/2 WiHT (18)

TS SR IR Ret T et &1 T o o9 ¥ died & 3, R 3T Jear o
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IR WEeT I T, ISP IE TR 12T I, 3K T A fhew | T8 FE DA T AT
& % 9 5t v R Thar (T=1), oER (T=2), o {ER (T=3) &t e s wsan
?1 9} 7% wd g (AFER a1 WEER) w frr S S SeR fem o e (S
AR T, ST SE) St B 81 9 v ¥ 8 @G 98 FRRerT it s,
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v = (12, 18, 18) (¥ o7 o1 W &Y ¥ W A

c = (3, 8,13) (3T T i wRSW TRIRE &l S ¥ T AN)
(i) w@-9a e (B = 1) & fore sweaw WAl 3R ool wHeanr = 37
(i) B = % d= 9% & fom wrifa Sk aRom weam o 27

(ii) B = % 9 AihRese & o WAIRT 3k IROFT e 1 27 9% -
Tole & URUM & Dl Toirll Heal 37 (18)

5 () WdSiMeR il SYSRT S € H ARG & A1 SR S St gorT N1 AN, e

771 afeadt ¥ e R R 37 (9)

(@) Hee SRSET = 37 T YA IIEW AR S8l Aed FARSICT & HROT AT
<ig =9Er SU-sea R o 3 (9)

6. (@) WusmRar 3K a@ o FifeT A aReite Fivw 5= s ¥ e v Rt &1

¥ wivelie frar s 87 (9)

(@) sEEur ¥R =R S fFe TR Teiad ERal 87 JEE died €1 !
(9)
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