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ANSWEKLS

NAME: 00D LUCK!

You have 110 minutes to complete the exam. NO CALCULATORS. You should write your answers in-English.
Jumerical examples will not be counted as proofs. Turn off your cell phones and put them away. Put any
lass related document away. When necessary, you can write approximate answers by rounding the numbers.

1. (18 Points) Please indicate whether each statement below is true or false OR fill in the blanks. You do not need to
explain your answers. You can write your answers on this page or on a separate page.

7~a. If you, as the human resource manager of a firm, should decide on how many mutual funds to offer in your
employees’ pension plan, it may be a good idea to offer only 10 choices rather than 50 choices.

“T &. Tn a student-professor matching problem, if professors do not have any preference over the students, then this
becomes an assignment problem. If they do have preference, then the problem is called marriage problem.

“f ¢ If a college degree is used to signal high ability, but the cost of a coliege degree is very high, & pooling equilibrium
is achieved.

m d. "US still continues the war in Iraq although they accept that they should not". This is an example of a phenomenon
called "Loss Aversion".

e. In a lottery experiment, group 1 is told that they have a 55% chance of winning, group 2 is told they have a 45%
chance of losing., Group.ada is more likely to buy this lottery.
“ f. Adverse selection occurs when an agreement encourages undesirable behavior.
“T 9 English auctions always give pareto efficient outcomes.
T h There can be found a specific matching that is efficient but not stable.
AJ.. Tn ultimatum game, it is optimal to offer a minimal amount to responder. However, in experiments, proposers
offer mmuch more than the minimal share.

_w\\, 5. Outcome of DAA (Deferred Acceptance Mechanism), gives always a unique stable matching even if the proposer
roles are changed. .
“_w. Nash Bargaining solution may choose a weak pareto optimal point from the feasible set.
[. If people’s choices are affected by how they are presented, this is called .wwﬁ%@vhﬁ%hﬁ*
“Tm. The feasible set, S, is defined as follows: § = {(z,¥)|z*> + v* < 1, z € R*,y € R¥}. Then, § is convex and
comprehensive
Fn. Men are more overconfident than women such that men trade much less than women in stock exchanges.
0. In second price (Vickrey) auctions, if you are risk averse, it is optimal to bid less than your own valuation.
T p. Kalai-Smorodinsky Bargaining solution does not satisfy contraction independence.
=2 Tf sellers of good cars and sellers of lemons both offer a warranty on their car, consumers will then be able to tell
which cars are the lemons.

3. If you kéep postponing doing %oﬁ. homework, this is an example of ...?.mﬁﬁo}b&%@xﬁ.ﬂ .

2. (14 points) @) What is sunk cost fallacy? Give a simple example. b) Assume that there is a cosily task Ali has to
complete today or on one of the following three days (today t =0 and & = 1,2, 3 for the following days). The task’s
cost is 10, 18, 32, 54 if be completes it on ¢ = 0,1, 2, 3 respectively (This means that if he completes the task today,
t = 0, for example, its cost is 10; if he completes the task on ¢ = 2, its cost is 32). Exponential discount function
is DB(t) = 0.5% and hyperbolic discount function is D (t) = & If Ali has DE(¢), at which period does he finish
the task? If Ali has D (z), at which period does he actually finish the task and is he time consistent in completing
the task? Show all your work. - .
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