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[This question paper contains 8 printed pages.]
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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. Use of a simple calculator is allowed.

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) Discuss how evidence from ultimatum games and public goods experiments

challenge the assumption of pure self-interest. Briefly interpret what this

implies about human preferences. )

PT.O.




2

(b) Ankita has Rs. 2000 to allocate between personal consumption and charitable

125

2. (a)
(b)

3. ()

giving. Her utility function is :
U =In(2000~-g,)+aln(g, + G) +wln (g,)
where g, is his donation, G, is donations by others, and a, w > 0.

Ankita is a part of a community consisting of N individuals (including herself).
All individuals in this community have the same income and share identical

preferences for charitable giving. Answer the following questions: 9

(i) What kind of preferences does each component of her utility function

depict? Elaborate.

(i) Assuming that all individuals contribute equally, determine the
equilibrium level of donation. How does the optimal donation changes

if a increases?

A student buys a movie ticket for Rs. 500. After reaching the theatre, she
realises the movie has very poor reviews and she would not enjoy it. However,
she still decides to watch the movie because she has already paid for the
ticket. She may be less willing to watch if the ticket had been gifted rather
than purchased by themselves. Explain this behavior using the concepts of

mental accounting and sunk costs. %)

Define confirmation bias and explain how it affects decision-making. Illustrate
the concept in the context of an investor who focuses only on positive

information about a stock while ignoring negative information. €))

Define overconfidence. Briefly explain its three forms with examples.
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(b) A retail store advertises a product as “Rs. 999” instead of Rs. 1000.
Additionally, taxes are added only at the final billing stage. Many consumers
underestimate the total price and purchase more than intended. Explain

consumer behavior using the concept of inattention. )

4. (a) Assume Ritisha has an initial wealth of zero and a utility function u(w), where

w is wealth. She is presented with two separate decision problems. (9)

Problem 1: Choose between:
Lottery 1: (Rs. 2,00,000, 1)
¥ Lottery 2: (Rs. 10,00,000, 0.15; Rs. 2,00,000, 0.8; Rs 0, 0.05)
Problem 2: Choose between:
Lottery 3: (Rs. 2,00,000, 0.2; Rs. 0, 0.8)
Lottery 4: (Rs. 10,00,000, 0.15; Rs. 0, 0.85)

Most individuals choose Lottery 1 in the first problem and Lottery 4 in the

second.

(@) Provide an intuitive explanation for this behavioral pattern.

% (ii) Determine whether these choices are consistent with the Expected Utility

Theory. Show how these preferences illustrate Allais Paradox.

(b) Explain Prospect Theory as an alternative to Expected Utility Theory.
)

5. You have to submit a project anytime over four days (T = 4). Each day you
delay, you miss a leisure activity whose value increases over time, so the cost of
working is: ¢ = (4,7,11,18). The benefit from completing the project is the same

regardless of when it is done: v = (v,v,v,v). Assume: B =1, B=0.5.
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4
Find the strategy of a (i) time-consistent individual, (ii) a naive present-biased
individual, and (iii) sophisticated present-biased individual. Compare outcomes

and interpret. (18)

An individual has preferences over wealth w and mobile m. His intrinsic utility

functions are: u_(m) = Bm and u_(w) = w, where > 0.

The price of a mobile is P > 0. The reference point equals the individual’s initial
endowment. The initial endowment of a buyer is (m=0, w=0) and of a seller is

(m=1, w=0).

(a) Using the gain-loss utility framework (loss aversion parameter A = 2 and
weight on gain-loss utility n = 1), derive the expressions for Willingness to

Pay (WTP) and Willingness to Accept (WTA). 9

(b) Sketch the relationship between A (x-axis) and WTP/WTA (y-axis) under
reference-dependent preferences and standard (reference-independent)

preferences. Interpet. )

(%) == oY & Secies 39 (ultimatum games) 3R GG a8 WAL (public
goods experiments) & TR {9 WER I W@-89 (pure self-interest) T &Rom
I FAR a0 5| Hiew e K & 9 WeaE mEfeharsl @ §R ¥ o
87 (9)

(T) SR & I ST SUNT SR eRTS & ( charitable giving) o ST SiEeT &R
& T 2000 TR T1 I ITARET e (utility function) B :
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U, =In (2000 —-g,) +aln(g, + G) +wln(g,)

=& g, IUR I B, G, T B fwar @ a9 T, R 2, w> 0 B ifehr Tw
e B & el N i (v ufte) e 31 59 9e & ae st
= T G 2 3R oM e & e Wl ot e 21 RefeiRew vl @ S<R
¥

(1) Ses SRR Ger & T Teeh fohe TR R Wrlehaial i ST 8 7
R ¥ s@el

(i) o& e Y B @ =R ' €9 ¥ AN aRd 3, 9 S Ager Wi
( equilibrium level) FeiRa «iftm ol we@ & @ seaw @ (optimal

donation) ¥ TEE 87 (9)

2. (=) v SE 500 T X fhew o fewe @l B W@%%W,@WW\
2 T T o0t oiten g 0 B SR S TR wion T8l s R SR, 9 fhew e
T R T 2 TN IA ehe o forg Teet B st o e 81 Al e @
T & 99 IR X el BT, W 99E 98 6 B 7w w9 T9gE skl aEs
¢ AT (mental accounting) SR T §E T ( sunk costs) T STLRIIA T ST
XS T TIER SR AT (9)

(&) gfceoT e ( confirmation bias) W TR ST SR Fw=g or oe el o=
N B 7T T 21 T W FRme & gel X 59 SGURI Hl € Sk S
Gt AR @ TR T g IORKEF SFHN W S D Bl 8 IR TRRAS

SR <hl FIoIaTT el &1 (9)
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3. (&) 3- sefrEe (overconfidence) @l IR FIRT T8h AT T N ISR

Fied 8T | WE (9)

(@) v Rew R et Ioue o1 foaierT 1000 @ & S “999 A7 & ¥ N wRal
Bl TR SRR, IR (taxes) Dae ifoed RRET =RoT ¥ WS e 81 6% Iusiierar
A T T T A B IR W ¥ S wel e 31 SEmEee
(inattention) S STTLRUN T ITANT Hich SUHIGT HEER Sl SR SHiToQ1

(9)

4. (=) wr wiforg Ricen &t RS "oy 30 8 SR SO STARET el u(w) B, S8l w
FafRT 31 IED AN A ITORT- el i wwed w@ wE R)

AT 1: S A" Eﬁ

wed 1 (¥ 2,00,000, 1)

wied 2: (¥ 10,00,000, 0.15; ¥ 2,00,000, 0.8; ¥ 0, 0.05)

T 2: T 9" iﬁr

wied 3: (¥ 2,00,000, 0.2; € 0, 0.8)

wied 4: (¥ 10,00,000, 0.15; % 0, 0.85)

SAfErehia =ik Tl W 3§ wied 1 3K WA | wied 4 JAS B

(i) 39 =IEER et & T ver wesl @ren we Skl
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(i) FreiRa Sitr B = ¥ e st SR &’ (Expected Utility
Theory‘) ED AT 7 REr & 3 mufea ‘o o’ (Allais
Paradox) &l HY TR B (9)

(@) MEm SwEila ReT & feer & &7 F Wedae @) (Prospect Theory) i
R R (9)

TR TR TR (T = 4) F 0 o0 T Wisige SFT e 81 3 e B9 39 o= %,
SRt Teh STehI VIR (leisure activity) S T 8 FraenT e 90 & 9 T& Sl
2, TR i TR B AN B ¢ = (4,7,11,18) | AT T A FH AT T8 T B AR
T8 W W fRar Se v = (v,v,v,v)1 W ARG B=1,B=0.51

(i) ¥9@-¥ =i (time-consistent individual ),
(i) T SR T - TSI (naive present-biased) =Hie, 3R
(iii) e =I@® A - 9EA (sophisticated present-biased) iR i I A hiiorg]

RO S GE HINT IR R T (18)

T SR @ 9 w 3R AR m W MRS 81 S SIaRE STAIRKT w8
u_(m) = Bm 3 u_(w) = w, 5T& p > 0 TN MaZet 0 H P > 0 T Gex{ g (reference
point) SeRT B URRTE SR (initial endowment) T TR 21 TUER Sl TR Sl
(m=0, w=0) ¥ 3 fahar =1 (m=1, w=0) 21

(%) w™-B STEilen e (31 3 TieR A = 2 3R A -FI SUAREr W AR
n = 1) 0 ST H §Y, WA HA Hl 5951 (WTP) R THER el ol goaT
(WTA) & fog =ieiw (expressions) W=t e (9)
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(@) deT-FeR wrefermst sk wme (Heel-waa) mefRast & 95a A (x- 3%1)
3R WTP/WTA (y-37l) & e Teiel T @A SFIg 1 SR Shiforg) (9)

(700)




