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5Tj¥ ii lap fifu

I     H H-T[a i± life a aqt itr TIT iatffiiqFTTII slq]T 3Tgiv rm I

2.     fi5ffiTfaHedai3iRap I

3.      whFTffia 3fqTtlFITs I

4.     =H iTFT-TIT EFT 3i]I 3fmqT fra fiifl ¥EF HrmS rm, afindi GiTti tFT i]TcaF ltF a dr
fflBT  I

1.     (a)    Define representativeness heuristic and explain how it can lead to base-rate
neglect. Provide an illustrative example.                                                               (9)

a)   Discuss how prospect theory can explain behaviors in insurance purchase
and lottery participation.                                                                                            (9)

2.     (a)    Explain confirmation bias. How does it differ from overconfidence?        (9)

®   Define present-biased preferences using the quasi-hyperbolic discounting
model. How does it differ from constant discounting?                                  (9)
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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 8 = 1. For present biased addicts

P  -1/2.                                                                                                                                                 (18)

4.     You have a long overdue task of filing your inccjme 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 (P
-1)?

(ii)  What is the strategy and resulting welfare for a naif with P = %?

(in)  What is the strategy and resulting welfare for a sophisticate with P = 1/2?
How does this compare to the time-consistent agent outcome?              (18)

5.     (a)    Compare the advantages and disadvantages of nudging as a public policy
tool. How do nudges differ from mandates or subsidies?                            (9)

(b)   What is mental accounting? Provide two examples where mental accounting
leads to suboptimal financial behavior.                                                                 (9)
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6.     (a)    Define-altruism and warm-glow giving. How are they modeled differently in
economics?                                                                                                                         (9)

(b)   How does inattention affect economic behavior? Discuss with an example.
(9)

(iF)  Hfaiife iz]a:chr ri qR`rfu jifiri HFE]TFT fit qa  3]Tent-i=I chn ri ian
t3iFT ed €i GqFT i3iTRT im RT qrmi                                        (9 )

(.RT) if`TTffl irfu rfu rfu 3fi{ ffi affi ¥ qqER ch Era qRrfu tF{EIT €i ed
qFTl                                                                                                      (9 )

2.      ('RT)  Efin iFbe tfr iFTen armi qa 3Tfa 8iiHfiQqiti a ffa HEFR iin €7  (9)

(iF)  ae5-6Ii±.wG\iticn  i€<fhiji2:ti  ire iFT wh ed wh-Tat qthch. ch
qR`TTffa Efifiri q€ iir ¥ a fa5H HEFR itr €7                                         (9 )

3.    iTFT rm iaT 6TTqti ire rfu t3RT ¥ rm in 6ffi HTRE iER th qrf  (T= 3 )
i}inpff3TTRTffiTith€iHiaiFTedi5TfiarfutiRIF¥amTa}qTTa}ffiTith

mar in €rfe RE i fif ti © ¥ " iin qT ch qa Eel ng iHTaT a 3]qqT qa
T3t5q a fiIr a iHrm ¥] ife ¥EFT wh i5Ta ga rf T3EHEr ¥ SIFT th a fiIr in a ch

SHEET Hfha ( -118 ) in €1 ife E[a gr: aiFT fa € ch Hfha ( -23.6 ) in ¥i ife F
fiIr 5Ta iH ri 3tHEr a qFT Ffi in a ch 3aEFT Hfha 0 in a air rfe qa " in
€ ch Hfha 35.4 in ¥i VEF fiife ed 51= Gin wh Tan aFTfan (ffl=tF air
t`i`irit,rtcj;2s aj¥)  i± fu EtsEaF tuTffi iTTta Eftyi H5fro ts TIT jtPe  8  =  ii
wh-RT ed 5Tj¥ ii fir p = 1;2 qrfiri                                    (i8)

4.     wh t=q{ 8TTqEF{ RIrfu ediFT VET @HFZTa rfu rf a, ian a]TtT g55ETR tfr

{ia, fu qT ifam ch BT 5{ wh ¥i qa ed qTjRTE5-RI a qEFTa €, i5ifr am ia
Htri i± i¢ iEfi a. ifi{m Tfa qani ±, 3ITqEFT tiTrfu qife ffl5ed a 9]{r €3]T
¥, fas an Tva ed €. : q5E[R fl Ira ch F rf ifro ice a ta ¥,fu ch atfi
i± HTq gil fty ¥, air TfatTR ri Trfae TrPeha €i sin qTRaTREF Tffi`ha ch ed
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erfha qEEF R ¥, ed qTE ETEfin fty a,, 6it 8fIT fi iin chl qa ed fa ET th
iffi a. a iaifl gift iir g55E[R  (T=i ) , iTETFT  ( T=2 ) , IT TfaETR  (T=3 ) a iin ffl H5aT

¥i ife qa ed Htrfu  (rfu qT tfaFT) a iin ifflp ch ed ian ri fflaT  (ca
TTffi un, 3I=qTan 6Trfa) 3Tfha aft ¥i ia rf a a end tla Tiro Trfrm an,
i@ nd in wit a EH HER a Its ¥ :

v =  (i2, i8, 18)  (.3H ida ed Br eda HTta iF)

c =  (3, 8, 13)  (.H ira tft Fin TTfrm ch ap a HTta aTTTa)

(i)   HFq-wh te  (p  =  1)  i} fir Et5EaH TOTan Sir ga tFiqTUT EFqT ¥7

(ii)   p  =  1;2 ri fro i} iir T]Tan 3ft{ qrm t5HTUT EFqT ¥7

(iii)   p = I;2 ri t`i`irihrtcE;c i± to tuTan air qrm t5HTOT tFqT a? qa HFq-rfu
dr i± qfro a ian gaiT iF{aT ¥7                                                     (i8)

(tF) HTarfu ffi sqE5{OT i} RT fi rfu i} fflT 3ft{ rfu fi gun tRII rfu, rfu
qT HRI a ifa 7rq5R RE ¥?                                                                     (9)

(a) fa 6T5Trfu tFqT £7 a a 3€T5{uT ap ed fa 6TffiTrfu ii t5RUT rfu ffir
fiiha tqi]5R 3tT-=T5EaT iie in €i                                                                (9 )

6. (E)  v`iiict,IRdl air wi Tch fiTfin ch qR`FTffa Eifei EE% tifro ¥ ifa THEFTt ha RI
a Hfffi iin iHTaT €?                                                                             (9)

(iF)  3rmTFft ife tqE[5R ch ia5H HER ENfaH ed ¥7 T3ET5{OT rfu Ht5E apl
(9)

(100)


