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i5Ta¥ t} idr iaEit

I.    iH RT-qaa iwh a T5;ql itr TTT ire-R SIFT errfeirm I

2.     ia5aTfaTFff aT3iRitPe I

3.     HTan{uT 3tlcSac{ ch ifi RIFfa a I

4.     iH iTFT-ira ffl i3iR 6fm IT ian ian ¥tfi` urn ¥ flffu, aia5Twh GEffi tFT TTcaF vtF
a in rfu I

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.                                                                         (9)
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(b)   Ankita has Rs. 2000 to allocate between personal consumption and charitable

giving. Her utility function is :

Us =  1n  (2000  -  gA)  +  a ln  (gA +  Go)  +  W  ln  (gA)

where gA is his donation, Go 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.

(ii)  Assuming  that  all  individuals  contribute  equally,  determine  the

equilibrium level of donation. How does the optimal donation changes

if a increases?

2.     (a)    A studentbuys 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.                                                                         (9)

a)   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.                   (9)

3.     (a)    Define overconfidence. Briefly explain its three forms with examples.

(9)
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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.                                       (9)

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.

(i)  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.
(9)

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: c = (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:  P = 1,  P = 0.5.

P.T.O.
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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)

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

functions are:  urn(in)  =  Pin and uw(w) = w, where  P  > 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

(in-1, w-0).

(a)    Using the gain-loss utility framework (loss aversion parameter ^ = 2 and

weight on gain-loss utility n = 1), derive the expressi`ons for Willingness to

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

(b)    Sketch the relationship between ^ (x-axis) and WTP/WTA (y-axis) under

reference-dependent  preferences  and  standard  (reference-independent)

preferences. Interpet.                                                                                                   (9)

(EFT)  ed ire fit eras in  (ultimatum games)  3it HTPe tlq Has  (public

goods experiments)  a iFTTUT ifa HEFR gg ia-ifa  (pure self-interest)  qPr  €]TapTT

ch an ta ¥i th qTen qrm iaT qa qTrfu HTqfindi a ck a ifflT ch

a?                                                                                                                                         (9)

(iF)  3fin Er TTu a± enin air €Fffi i=FT ( charitable giving) ti fa stTfa ed
ii itr 2000 ed ¥i T3HffiT 3qan than (utility function) a :
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Us = 1n (2000 - 8A) + a ln (8A + Go) + W ln (8A)

Tfi  gA 3HtFT iFT €,  GO  iFti iIRT faFT TTZIT €FT a,  6it  a,  w > 0  ¥i   3ffiin vtF

qgEiq qT iin a ias N rfu (ed rfu) rfu ¥.I EH HgEizT i} enfr ETfRE

@ a]Tq qqFT a 6it €Fffi i=FT ii itr HTqfife th ifflT ¥i {i`+i?iiinci Hj¥ i± 3i]I

(i) ed 3qan TFaT tit Hdr qEiF ifu Hiffl{ ch HTqiindi ch ch ¥7

fatan a rii

(ii) qa wh gq iaT enft rfu qqFT RI a in ed ¥, i;FT 5T giv tat

(equilibrium level)  iatriRa qffil  qR . a?aT a a EtEtFT tiff  (optimal

donation) tan qcaffl a?                                                                                  (9 )

2.     (tF)  viF5iaT 5Oo whS ifrotFTideiFan¥i iteqFaqTE, 3aqtITaaaT

¥iaffroEPrwhITagaii{ia€3ft{chiH¥iRIffi3ITquTTiftrth,qaifroae

qTiinT5ch¥aeediEiitafirq5aagraFT5Ifin¥iifeideqa
asi±qifflTGqER¥iinin,chimaEqaasifrtoETg55qTan[qrdis

add(mentalaccounting)3isxpg±i]Fia(sunkcosts)th3]qen{uheffHTwh

qTa EH tqtTFT @ tFTRIT irmi                                                                        (9 )

(iF) gf± ipa (confirmation bias) ch qRrfu ire sit rfu iaT qa life fl
ch jfa ir`rfu i={aT ¥i VEFT " ifro i± tfeS ¥ EH a]q€IT{uTT a HrsE ire ifr

ian dr a ri S fa <Aqbi`.I.ich GTTnd nI €zlTT Efffa ffitaT € 3ir richi<Iuq,

GTffliTa ch i]iHI3fap ifi{aT €i                                                                                       (9 )

P.T.O.
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3.      (iF)  rfu-3iiuraQqiti   (overconfidence)  i} qRrfu qENtri  EHi} th ed ch T3ET5{uT

rfu rfu S rfui                                                                 (9)

(iF)  ¥tFT RI wh fi5fl 3HTa 5T iin iooo wh E} ai5TTZT  " 999 wh" i} iFT S T5{aT

€i iHti Hfffi, 5t (taxes) fa rfu iRI a{uT S via wh ¥i rf enin
i5a ire tFT 5F a]=qFT wh ¥ 3it iwh a Hfha ice ed ¥i  `aFRETTfl'

( inattention) fl 6]qtlT{uTT t5T wh qT5 erin qt]ER th iqTqT qrmi

(9)

4.     (tF) TFTrm RfinchHifeffiqu € 6it3HEFT3qin T5aT u(w) €, i@ar® w

ffi €] 3Hi± wh a 6Ien-alFTT fife HFRITq® wh Tte ¥i

- I: ire ifa a:

ffi 1:  (ir 2,00,000,1)

ffi  2:   (F  io,oo,ooo,  o.15;  €  2,oo,ooo,  o.8;  ir  o,  o.05)

tTrm 2: iF± th a:

ffi 3:  (i} 2,00,o00,  0.2; ¥ 0,  0.8)

ffi 4:   (ir io,oo,ooo,  o.15; ir  o,  o.85)

tiifro rfu q5@ HqRIT S ffi I sit ipa S ffi 4 at ¥1

(i)  gH tFE]ER RE i± ifr vtF H5H iFTen qEFT rmi



125

6.

7

(ii) iatffi rm iaT fflT a fitRT `EN 3qin iife'  (Expected utility
Theory')  i}  GIFT a.i  fee fat a Hrqffro  `wh iaemm'   (Aiiais

paradox) ch ian an ¥i                                                                     (9 )

(a)  fflife Gqan ifro a fitRT ti 5T ¥ `ife ae'  (prospect Theory) iPr
qRIT ififuTl                                                                                                           (9 )

wh aT{ iffi (T = 4) S enft th {iF ife iHFT E{iT ¥i  aTTq ian ida aa ed ¥,

erntfr¥EF3IqEFiFTTTfrm(leisureactivity)iEFwh€iinquenzTi}Hi¥qgi]TfflaT

a,E5PeirmedtfraFia¥:c=(4,7,11,18)IifeBrediitimaqaT5en€rfe

i=a enfr th iin iHTp:  v = (v,v,v,v)i iTFT rm:  p = 1, p = 0.5 I

(i)  tRT-rfu rfu (time-consistent individual) ,

(ii) F fflgiv wh-qerqT@  (naive present-biased) rfu, 6it

(iii)  ngiF qg qtr-qeTqT@  ( sophisticated present-biased) rfu a TJTan iTTH ifiPei

qRE Eft gEI]T qrm  3ife tE]TRIT qPrPei                                                            (i8 )

¥Efi- rfu di ffi w Sire itnI in q{ HTqiife ¥i 3Hi± fflialis Gqan TFFT ¥:

urn(in) = Pin 3ft{ uw(w) = w, ri P > 0 gl fro ih th P > 0 €1 chf its (reference

point) rfu i} HTife ire ( initial endowment) i} a{Tar ¥i iFife tFT HTife ire

(m=O, w=O) ¥ 6ir fain 5T  (m=i, w=O) €i

(tF) fflaT-th 3qan ch  (th in RI A = 2 Sit TaTq-th Gqan TR a]R

q = 1 ) t5T wh ed gp, glTaFT ed ift apt (wTp ) air iatEFT ed di i5T

(WTA) i} te in  (expressions) ilTtH Emi                                          (9)

P.T.O.
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(iF)  wit-iife HpeTRiRTdi 3it TT]iF  (ffi-wh) HTqGTEiddi i± a5a  A  (x-arm)

3ife wTp7wTA  (y-3TerF± rfu far tFT trfu qrii iFTen qmi         (9 )


