
7540 12

(iF).   8TTEFT ithffi (Habit fomation model) tR whtftyl

q5. iTTffl ffi ch ira gil ch €7                     (9 )

E=

[This  question  paper  contains  12  printed  pages.]

Your  Roll  No ...............

Sr.  No.  of  Question  Paper  :    7540

Unique  Paper  Code

Name  of  the  Paper

Name  of the  Course

Semester

Duration  :  3  Hours

RT : 3 wi

:    2273100020

:    Behavioural Economics

.:    Common  Pool  of DSE

:    VI/VIII

Maximum  Marks  :  90

ife : 90

Instructions  for  Candidates
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4.      Answers  may  be  written  either  in  English  or  Hindi;
but the  same medium  should be used  throughout the

Paper.
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2.     ffiiiffTfaRIjf i*i3iRap I

3.    Hmai{uT©whth3Ten€ i

4.     iHRT-T7FffiTgi]{ 3anTFTianfanngE anvTSrm, ffi
enft GiTti ffl TTcaF vffl a dr fflRT `

1.       (a)  Diya  has  Rs.1800  to  allocate  between  her  ow.n
'consumption   and   charitable   contributions.   Her

preferences are represented by the following utility

function:

UD  =  1n  (1800  -gD)  +  Ch  ln  (gD  +  Go)  +  W  ln  (gD)

where gD is her donation, Go is donations by others,

and  ot'  w  =  0.

Diya  is  a  part  of  a  community  consisting  of N

individuals  (including herself).  Al-I  individuals  in

this  community  have  the  same  income  and  share

identical preferences for charitable giving. Answer

the following questions :

(i)  What   kind   of  preferences   does   each

component  of her utility  function depict?
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3ft{ c = (2, 5,  12)i qFTan 8 = 1  3ft{ p = 0.5  I rfu ta

HTq 3ft{ Trm 5grTUT  (welfare) tFT iatfu rm :

(iF)  {FHFq-wh (time&consistent) rfu i} to,
`      (RT)   VqTwh-qgivqT@ aprfu (present-biasednaive) rfu

i# ft,

(a)   FTqfr-qeffi qRF (present-biased sophisticated)

qfaHi}ft'

qRE ch qiRET aft qrmi (18)

(ffl)  VEF rfu ch HTqirfu ffi w air qiT in ft an7TRa

¥i T5HqiT rfuRqTGTan tFFT urn(in) = Ch  air uw(w)

= w €`, iFTdi  Ch >  0  €\

vt5` TFT Eft th p > 0 ¥i vtFT dr iPr Fife riawh

(endowment)  (m=0, w=0) a 3irvEFTfiinch (m=1,

w=0 ) €` th ffiFT wi (loss aversion parane.ter)

A > 1 air n = 1 iitmarfudi `griaFTediitg5T'

(wTp)  8it `th ed th E5T'  (WTA) di iiuFTT

3it gd]T qrm`                                                   (9 )
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(ii) iatffi RT ffiT tfqT a iaffl ENTena Gqan

ian  (Expected utility Theory)  a  3]gFT Si

RE iir a HTalfu `errf ffideTrrm'  (Aiiais

paradox)  ch en rfu ¥i

(RI)  3RITerF Gqrfu life i} iaiRT i} RI a ire "

(prospect Theory)  qPr  qiffl  qrmi                (9,9 )

(tFT)   ggqqFT  (visible)   Bit  fflqTdi   (opaque)  ifiTrfu  ifr

ETqrfu di a ire ` 3Rmaun'  ( Inattention) tar qfaTTRI

diifu`FqT5Thagivi+6givtfflwhFrdgH

3It]tll{m ch FT¥ qffil                                          (9 )

(F)   3Tffr-3iiHrciaqitl  (Overconfidence) q} qRrfu qrm

3ft{ dQi€`uTi. a HTq EHa th wh th tqTen qPrPe`

(9),

aTmfrthrfuaei}ftffiEmSiq}thi}firHtdia
ifrFThatFTaqTtF{iTfroI5qR,q5iqRqTfu`IRET{

(3T) aae ffliiF (a) Hdr faTa iir ft TT€ a: v = ( 1 0, 1 5 , 1 5.)
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(ii)  Assuming  that  .all  individuals.  cont.ribute

equally, determine the equilibriuin level of

donation. Discuss how her optimal donation

change,s  if  w  increases?                              (9)

(b)  In  the  case  of  voluntary  contributions  for  the

provision  of public  good,  explain  why  standard

economic  theory  predicts  that  contributions  will

be lower than the socially optimal .level.  Is it tl;ue

in  reality?  Discuss.                                                          (9)

L

a          2.      (a)  Define Mental Accounting and its features.  Using

these   concepts,   explain   the   behavior   of  an

individual  who  sets  aside  {5,000  for  "Charitable

Donations"  at  the  start  of  the  year  but  cancels

the donation to pay for an unexpected {5,000 phone

repalr. (9)

(b)  Explain  representativeness  heuristic  and  discuss

ho`w it can lead to errors such as base-rate neglect

and the gambler's fallacy, using suitable examples.

(9)

1\
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3.      (a)  Assume  Sia  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.  4,,00,000.,1)

Lottery 2:  (Rs.  20,00,000,  0.1;  Rs.  4,00,,`000,  0.89;

Rs.   0,   0.01.)

Problem  2:  Choose  between:

Lottery  3:  (Rs.  4,00,000,  0.11;  Rs.  0,  0.89)

Lottery  4:  (Rs.  20,00,000,  0.1;  Rs.  0,  0.9)

Most  individuals   choose  Lottery   1   .in  the  first

problem  and  Lottery  4  in  the  second.

(i)  Provide  an  intuitive  explanati6n  for  this

behavioral  pattern.

(ii)  Determine   whether   these   choices   are

consistent with the Expected Utility Theory.

Show   how   these  preferences   illustrate

Allais  Paradox.
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(RT)   ` R}&.ErcqiH qpe'  (Rapresentativeness heuristic)

t@tFTenrm3irGqgqH3edtFTwhedgT

ed qRI fit qa `aH-fa. aTatFE'  (base-rate neglect)

3ft{`g8rritrEreFT'(gambler'sfallaey)iingivtatsa

ffl a iTqii]T €i                                                             (9 )

3.     (iF)  "REiinthHrihachfagr€ 3it3TantFaF

u(w) £i ch a an-3Ian life RTat a Tte ¥ :

tFTRIT 1: RE 1:  (€4,00,000, 1 ) 3ieRE 2:  ({20,00,000,

0.i;  {4,00,000, 0.89;  {0, 0.Oi) arfuaqTrfu`

HqRIT 2: ffi 3:  (€4,oo,000, 0.11;  €0, 0.89) 3itffi

4:  (¥2o,oo,ooo,, o.I;  {o,  o.9) E}rfuaqTEN`

(i)  fflfrfu ch HFRIT I S RE  I  Sit HFen \2 a

ffi 4 ed ¥i EH ± RI i+ to VEF
\

RT tqTen RT rm`

P.T.O.
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(ii) qE. nd gT fit enPr rfu HqFT chTTan aa ¥,

i{FT 5T giv RI{  (equilibrium level)  fidifa

ap`  rfe   w  qgtIT  f  ch  3HtFT  Et5EaH  €FT

(optimal donation)  tan qEan a? ffli qRIi
\

(.RT). Hfirfu qng Er imatm a iir taiin in i}

wh a, fflrri ia qTm rfu rfe qa aTfadi
ffi 5{an € fir ha tlltllrwlch  RT a Et€aF iH{ a

tFT ini  tFqT qa qTtRT i. HF a7  qdi qmi               `

(9'9)             +

2.      (E)  TFTPearfu (MentalAccounting) 3itEwhfiindi

ialqRrfudrmiET3]ETHT{¢iTdiEFTchedgq,iEF

QarfuifrqE]€itthiFiRITftychtithgrmaS

"ani}iir€5,000erinTRlen€,afintinqPr

3"rfuTTFTffi*g]itTFTi}toi3HriFTri{gtfi{in

S'                                                                                                (9)

754`0

•(b)  Explai.n  Prospect  Theory   as   an   alternative   to

Expected utility  Theory.                                            (9)

4.      (a) Define Inattention within the behavioral framework

of  visible   and   opaque   information.   Illustrate

the  concept using  one  real-wor`ld  application.

(9)

(b)  Define overconfidence and explain its three forms,

with  examples.                                                                 (9)

5.      You must choose one afternoon this week standing in

line to purchase a limited-edition gaming console. You

can do it on Thursday, Friday, or Saturday.  This is an

investment  act.ivity  where the reward  is  the  value  of

the  console bundle  and the  cost  is  the  desirability  of

the social event missed by standing in line. The rewards

and  costs  for each day  are given  as:  v =  (10,15,15),

and  c .=  (2,  5,   12).  Assume  6  =   1,   P  =  0.5.

P.T.O.
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Determine the timing of the purchase and the resulting

welfare  for :

(a)  a time-consistent individual,

(b)  a present-biased naive individual,

(c)  a present-biased sophisticated individual.

Also  interpret  the  results. (18)

7540

(b)  Discuss  habit  formation  model.   How   does  this

challenge  the  standard  model?                                 (9)

\             1.       (E)  th  ts  T]iq 3t]i:in  3it  €rdgf  ida  (charitable

contributions)Errfu3TTrfuedi}ft{i8oo¥idi

HTqfindi ch 3qtrm TfiFT  (.urt`i<i`i\Itei  ii¢q\ri`iq¢ )

RT wh Tin a :

6.      (a)  An  individual  has  preferences   over  wealth  w

and  mug  in.   His  intrinsic  utility  functions  are :           +               `

urn(in)  =  ohm  and  u.w(W).=  w,  vyhere  or  >  0.                       ,               ,`

The price  of a mug  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).

Compute and compare the individual's Willingness

to  Pay`(WTP)  and  Willingness  to  Accept  (WTA)

under  reference-dependent  preferences  with  loss

aversion parameter  A > 1  and weight  on  gain-loss

utility  Tl -1.                                                                          (9)

Ub  =  1n  (1800  -gD)  +  Ch  ln  (gD  +  Go)  +  W  ln  (gD)

edgDGHqiTiFT€,GOiFtiEt{rffiFTTiqTiFTg,Sitar,

w >  o  ¥1

iin VEFT S Hg!Tq tFT iin a iae N rfu (ed fin

rfu)rfu¥igaHg!iqi±enftqfffitftaniTrm£

Sit iFT Ei a wir ti ed Hmaffiff th FEFT th ¥i

RHrtlRqtl ri ifr i3ii{ rm :

(i) ed 3qan Than ffiT Htfa qEffi ffa 7Iqii{

qfr HFTfindi ch rfu €7

P.T.O.


