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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) Explain the various forms of overconfidence with the help of examples.

)

(b) Discuss extrapolative beliefs and law of small numbers. 9)

2. Itis IPL season and you have your assignment due. You have a three-day weekend

coming up in which you should finish this assignment. Friday’s match is not so
exciting, Saturday’s is better and your favourite team is playing on Sunday. The
cost of delaying writing the paper is increasing, where ¢ = (13,21,34). Assume
the quality of your assignment is unaffected by when you do it and thus the
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reward in every period is constant at v. For both sophisticates and naif § = ¥2

Find the strategy and individual welfare for time consistents, sophisticates and

naifs. What commitment strategy can sophisticates use to behave like time

consistents? (18)

3. (a)

(b)

4. (a)
(b)
5. (a)
(b)
6. (a)

What is the endowment effect? Discuss a lab experiment that documents this

phenomenon. 9

Suppose that Karishma 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 3180 or winning 31,0007 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. &)

You have a choice between the following lotteries :

A. (2500,0.33; 2400,0.66)
B. (2400, 1)
C. (2500,0.33)

D. (2400,0.34)

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

Why does the Allais Paradox occur and how can it be resolved? 9)

With the help of evidence from laboratory experiments, discuss how different
forms of generosity cannot be adequately explained with self-interested

preferences. )

What is altruism? How can we extend the standard model to incorporate
altruism? )

Explain mental accounting and sunk-cost effect. 9)
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(b) How can we incorporate inattention? Discuss the evidence of inattention in

the context of auction prices and financial investments. 9)

1. (EF) e | M A B | B | N e ) (overconfidence) & fafte= = =t =
Edlid (9)

(@) W@I’Q’F{ AAA (extrapolative beliefs ) IR B wEm & Faw (law of small
numbers) W T FTC (9)

2. U8 MENTA (IPL) 1 W 8 3R SIS SEIE-He Sl Tt ol GG AoTelesh 81 3eh
U8 AW 91l Ji9 T &1 |qearsta (weekend)%wmﬁm@mﬂﬁl
YERAR T AT AT AAEF A2l 7, AAGR HT 98eR 8 3 et g@erer S Yoar &l &
W B| 3MIEHe foray A 30 o ol AN ¢ W B, Wl ¢ = (13,21,34) B A9 o &
AIh AT I IUE 39 S & AT ol @ fR 3T 38 e e § 3R 39 TR
W af ¥ g™ (reward) v R fEeR & B ‘m’ (sophisticates) R ATH’
(naifs) I E o B =1 B ‘T -dE’ (time consistents), Afrfeehca IR AT® =
f?*l'(’ WA 3R Al Seann (individual welfare) M ﬁﬁﬂl @ﬁv‘f{\:ﬁ%@ g -9
AN S e FAER FA & fog fra ufagar Wit (commitment strategy ) T ITART
T FHT B 7 (18)

3. (&) USMiE w9 (endowment effect) T 8?7 8 HISHT Y YR heet aTel Yok FARTIAT
AR (1ab experiment) W T AT (9)

(@) o <ifoie fr wRem v wme vl o ot @ @ 3R 98 =9 U@ e &
SREAHR Y et 2 Fored I Sl &t G110 Sl a1 9 BRA ol 991 BN 5T
WA A IS §Y, TN YR T 7 o7 98 V@ iecd TR w4t foaw
39 180 BRA AT 1,000 S hl THIT G¥HET 817 9T BN Ife 1,000 S &
IO, TEHR 10,000 AT i 7 AR 81?7 A «Afore for fafdee sifr fasror ones

(loss aversion coefficient) 2 Kl (9)

P.T.O.



2494 4

4.

(%) e g FeafRad @icd & 9= v e 8: A (2500, 0.33; 2400, 0.66)
B. (2400, 1) C. (2500, 0.33) D. (2400, 0.34) & AT A & I B 3R D
F I C Tl 9T w31 e IwafiEr (expected utility) 3R weT i
(prospect theory) T ITART T T FFR i fagamer S| (9)

(@) vor feRYamsTE (Allais Paradox) o 811 8 3R 28 Y &t fehan S wehen 27
(9)

() WENTIT AR & |edl i et & Tt e foR IeRar (generosity) & fafseT
0 A - Bq aren wrAtHerarsi (self-interested preferences ) & Y A 9 4
I e GHSRT S Fehell B (9)

(@) RIERAT (altruism) FAT 87 TAIRIRGT I MEAA FA & 10 57 AR AigeT Tl
R 9 R T 77 (9)
(Eh_) AR cRATeRe (mental accounting) 3R Ejrﬁ §§ KIUSCIE] (sunk-cost effect) Cal
REAT HTG (9)

(13) TH G (inattention) I Y M T Fehd 27 Al @) Sl 3 faig
Fam & del A smmEu & 9edl R = Sfergl (9)
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