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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.
i 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) Diya has Rs. 1800 to allocate between her own
consumption and charitable contributions. Her
preferences are represented by the following utility

function:
U, =1n (1800 — gp) + a In (g, + Gy) +w In (gp)

where g, is her donation, G, is donations by others,

and a, w > 0.

Diya 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 :

(i) What kind of preferences does each

component of her utility function depict?

P
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Fe=(2,5 121 FARTS§=1 3R p=0.51 @F &
T 3R YRR e (welfare) @t FeRer Sifo :

(&) U WE-WI (time&consistent) =T @ for,

—

(@) TR T~ TR FITNEET (present-biased naive) SferRT

& T,

(F) TR - T8RN 9RSF (present-biased sophisticated)
=i & Tl

RO S e W S (18)

6. () U e o Wofean St w S W m W ek
F1 ST ek ITNRRT He u_(m) = o 3R u(w)

= w &, W&l a >0 2l

el T A P > 0 B Uk WER i AR Sareed
(endowment) (m=0, w=0) & 3R & fawar &t (m=1,
w=0) 21 =1 ffeErn wEs (loss aversion parameter)
2> 13 n = 1 9 e iR o ‘e ey 3 g
(WTP) 3R iR & &t gos1’ (WTA) =t 1o
R g SR (9)
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(i) TeiRa Hifsre & == & fower st SwREr (ii) Assuming that -all individuals contribute
Rraa (Expected Utility Theory) F IET equally, determine the equilibrium level of
. e " donation. Discuss how her optimal donation

T o7 3 waferag ‘srems e’ (Allais P
Paradox) ! S @Ry 8 )

changes if w increases? )

(b) In the case of voluntary contributions for the

(@) snftm SR Rele & e = w1 J didee a9 provision of public good, explain why standard
(Prospect Theory) o Re SHT! (9,9) economic theory predicts that contributions will
‘ be lower than the socially optimal level. Is it true
}; in reality? Discuss. 9
4. (%) gE@E (visible) 3R SRS (opaque) Rl & i
Rk Bl o IR ‘SEaert (Inattention ) At AR IR )
’ { # 2. (a) Define Mental Accounting and its features. Using

Y1 Tor areataen gNeT & STyERT ol STERT e 59 ,
STALRVT Tl TIE HIVQ | (9)

these concepts, explain the behavior of an

) individual who sets aside ?’5,600 for “Charitable

| Donations” at the start of the year but cancels

(@) - sTorfazar@ (Overconfidence) Y TR i
R JAEN & A TAH T T el e gl

(9),

the donation to pay for an unexpected 35,000 phone
repair. )

— ———

(b) Explain representativeness heuristic and discuss

5. U@ AT Had GieT & oY R ¥ TR e & e awE
o Qe QIR T T el BT JRA, JRaR A1 AR JTEhR , and the gambler’s fallacy, using suitable examples.
(31) 3R wE (@) v R s e & 2 v = (10, 15, 15) ©)

how it can lead to errors such as base-rate neglect

—_—
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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.

®)

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 explanation 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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(@) ‘fOniktanw wRRew’ (Representativeness heuristic)
o SR SHSTY 3T ST SIS <l AT T §Y
=t e fF a8 ‘S-Ye Ferae’ (base-rate neglect)
3R “Fd & 9’ (gambler’s fallacy) W FRA =l DY

T T el B (9)

3. (@) W siforg R o Wi Haltr 3 B iR STAiRE Bt

u(w) B1 I q IHeRT - 3t ot e € T 2

W 1: e 1 (%4,00,000, 1) 3R A 2: (320,00,000,

0.1; 4,00,000, 0.89; %0, 0.01) & W =& FIfCI

T 2: |ied 3: (34,00,000, 0.1; %0, 0.89) 3 Hed

4: (%20,00,000, 0.1; %0, 0.9) T e =& QI

() SReremT AT 1 |y 1 R wwer 2 ¥
Wl 4 T ¥ W FEERE Yo @ R v

v

TEST ST e hifoTgl
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(ii) 9% MY §¢ fF W =ifm e aneE 39 F,
T T aged &R (equilibrium level) FreiRa
HRwW A w Sg@ & W IGH T o
(optimal donation) Y waerar 37 T NI

\

(@) i a6 B WEaE & R @few dvew @
WS ¥, WY R wee aniie Reia g8 sisrEmt
w4 o ¢ TR ANEE ARl ¥ ¥ TRee R ¥
w9 BN F UE IRAd W 9d 87 =E sl

(9.9)

(=) e SR (Mental Accounting) iR Saet faRm=ra
1 AR ST 5T SRS T ITERT IR Y, TR
U AR o IR T SR ST S TS hl ISR A
WY gFs & oY €5,000 wm%%qﬁ#aﬁ
ST TR o I & Torg 39, 3 oAl X8 &R oall
B (9)
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(b) Explain Prospect Theory as an alternative to

Expected Utility Theory. ®

(a) Define Inattention within the behavioral framework
of visible and opaque information. Illustrate

the concept using one real-world application.

©)

(b) Define overconfidence and explain its three forms,

with examples. )

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 activity 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 ¢ = (2, 5, 12). Assume 8 = 1, B = 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,

(¢) a present-biased sophisticated individual.

Also interpret the results. (18)

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

and mug m. His intrinsic utility functions are:

u_(m) = oom and u,(w)-= w, where a > 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 n=1. 9)
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(b) Discuss habit formation model. How does this

challenge the standard model? )

1 (%) d & UW ITE SR e A ( charitable
~ contributions) & S Jafed wey & forg 1800 T IEET
SRR i SRR BeR (ST e

BT G IR

Uy, = In (1800 — g) + o In (g, + Gp) + w In (gp)

W g, IEH T E, G, TR W e T IR, W o,
w >0 3§l

T oo ¥R weem o e ? R N wfew (v fan
ﬁa)m%lw@%mﬁmﬁaﬁﬁmw%
IR o AT B ey A I WARETY W TE 9 2
Frfoias vl & I @R

() ST STARET e T WAF UeH e TER
H WRheral i 87
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