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 Use the ideas or thoughts of others without making use of source referencing, so it may appear to be 

your own idea or your thoughts 

 Or if you otherwise violate the rules that apply to the exam 

 

 

 

 

 

 

 



Question 1: The Disposition Effect 

 

(1a) Please define the disposition effect and explain which elements of prospect theory can explain it and  

how.   

 

(1b) During the course we talked about the following paper: 

Weber & Camerer (1998), The disposition effect in securities trading: an experimental analysis, Journal of 
Economic Behavior & Organization, Vol. 33, 167-184  
 

Please explain their experimental analysis and their results. How does their setting allow to identify the 

disposition effect?   

 

Question 2: Behavioral corporate finance 

 

(2a) We talked about two different approaches in the literature on behavioral corporate finance: (a) ‘smart 

managers and irrational investors’, (b) ‘biased managers and rational investors’. What are these 

approaches? Define and explain them. In particular explain the three conflicting goals that managers 

balance in the ‘smart managers and irrational investors’ approach to behavioral corporate finance. 

 

(2b) Explain the analysis and results of  

Malmendier & Tate (2005), CEO Overconfidence and Corporate Investment, JFE, 60(6), 2661-2700  
 

Please also indicate to which of the two approaches this analysis belongs. 

 

Question 3: Ambiguity Aversion 

 

(2a) Explain the Ellsberg Paradox and ambiguity aversion. Give an example describing the impact of 

ambiguity aversion on financial decisions.  

  

(2b) Explain how MaxMin Expected Utility Theory from Gilboa and Schmeidler (1989) can explain the 

Ellsberg Paradox. 


