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Instructions for Candidates

l.

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.

Al & forg fFde

1 T AE-TF & fed 8 e wW iy W AR e w s sgwee o |

2. =8l dier vl & SR A |

3. YRV SR ITAN H AR B |

4. T UFT-UF HT IR SN A1 B TR vap o A ST, <ifehT Tt STRI o AiesE U
B B WY |

1. (a) What are heuristics? How does representativeness cause decision-making

errors? C))

(b) Explain confirmation bias and how it leads to belief polarization. )
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You have won a single-use pass to a theatre festival that allows you to watch

exactly one movie for free. The quality of movies increases over time and there

is no cost to attend. The rewards schedule is v = (13, 21, 34). You must decide

on which day (Friday/Saturday/Sunday) to use the pass. Find the strategy, and

resulting welfare for time consistents, sophisticates and naifs. Assume 6 = 1.
(B = 1/2 for the naifs and sophisticates). (18)

(a)

(b)

(a)

(b)

(a)

(b)

(a)
(b)

Suppose that Katrina is a standard decision maker and would always reject
a lottery in which she is equally likely to win 10 or lose ¥9. Given these
preferences, do you think she would accept a lottery in which she has equal
chances of losing ¥180 or winning ¥1,000? What if instead of winning ¥1,000,
the prize were 310,000 or any amount of money? Suppose the typical loss
aversion coefficient is 2. 9)

Discuss the model of rational addiction in the context of drug use. 9)

You have a choice between the following lotteries :
A. (6000,0.25)
B. (4000,0.25; 2000,0.25)
C. (-6000,0.25)
D. (-4000,0.25; -2000,0.25)

Most people prefer B to A and C to D. Analyse this behaviour using expected
utility and prospect theory. &)

Discuss each feature of Prospect Theory. &)

Provide game theoretic reasoning to explain how self-interested behaviour is
an inadequate explanation for generosity. &)

Discuss how we can extend existing theoretical structure to model warm
glow. 9

Explain mental accounting and sunk-cost effect. &)

Explain how inattention is incorporated in standard economic models. Discuss
the evidence of inattention in the context of taxes and inattention to non-
leading digits. &)
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(%) FTAFR (heuristics) =T 37 wfafferea (representativeness ) ot o= A ‘glﬁ'&f £l

~>

TR HY ST B 7 (9)

(@) gftcemon ‘fl%ﬂ's’ (confirmation bias ) ht SREAT FHTQ 3R 5 g gﬁm (belief
polarization) & 3R Y o T 87 (9)

I v Fger witeas & forg foer-aor ae Sier @ o smueRt faehe v T o
H TE A IR I 21 R 3 e S & A geet @ 3R JuRdd BN g
AN FE B QERR AT (rewards schedule) v = (13, 21, 34) B YR TE T FHAT
an f& um @ v fee o (gar /afer /dfaar) @ 21 wE-ETa (time
consistents ), TITX (sophisticates ) 3R FTFEA (naifs) ot & forg wrifa 3k aRorR

FHedT (welfare) T FITQI AF AT § = 1 (SFasH 3R oR =feaal & fore g =1/
2 ®) (18)

(&) w1 «few fom HeQ T AHH U o arelt (standard decision maker) 2 IR T
BHIN 39 Ay Hl FEHNFR T 0 T Iqh 10 Sl A1 9 BRA I G FH1aT
21 = WIS Y @S §Y, T IR oW 2 foh a8 39 dAled ol WHR wan
fored Sah 180 BRA 4T 1,000 A= St G9F GHEAT 2 7 &1 BRT Afe 31,000 Siee
& T QAR 210,000 AT h1E ¥ TR 81 ? A eiiforg T |mm=r s1f+ 8w qomeR (loss

aversion coefficient) 2 Kl (9)

(@) e AT & ITANT & e W dhadd T (rational addiction ) & Wigd W =
el (9)

(&) s U Feafofaa ded & S faeeT 2
A. (6000,0.25)
B. (4000,0.25; 2000,0.25)
C. (-6000,0.25)
D. (-4000,0.25; -2000,0.25)
ST AT A & 9 B 3R C & T D &l T8 o 81 STUferd Suafirn

(expected utility) 3R v (prospect theory) T IYANT Feh 3 AIER
forgeror =) (9)
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(@) viedee AR & T R W == il (9)

5 (%) g8 @wa & folv @a f@ra (game theoretic) T Wa &hifwg foF Iaran
(generosity) & forg T@-fRa =@er v saT TaT B9 2 (9)

(13) = Hifoe o7 &0 ‘am T’ (warmglow)ﬂ%ﬂ%ﬂﬁﬁ%ﬁ?‘ﬁﬁam
GO T f9ER e o gad Bl (9)

6. (=) AR AR (mental accounting) 3R _&ﬁ[ §'§ NI 9E (sunk-cost effect) =l
e g (9)

(@) &= & W nfder et A @@L (inattention) T et WA foram Sram 21
T & FI A JEEe ﬁ?ﬁ?—ﬂﬂﬁ 3Tent (non-leading digits) & Ui s &
AN R == I (9)
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