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Abstract- This article explores the impact of key behavioral
finance biases on investor decision-making when choosing
among fixed income securities, equities, and foreign
currency investments, with a focus on the psychological
mechanisms influencing these choices. Specifically, it
examines how loss aversion drives an exaggerated
preference for fixed income products, how anchoring bias
shapes decisions to dollarize portfolios, and how social
media and financial influencers contribute to shifts in
investor profiles from conservative savers to risk-taking
participants in stocks and cryptocurrencies. The analysis
draws on seminal and recent academic literature to provide
a comprehensive understanding of how cognitive and
social biases affect portfolio allocation, potentially leading
to suboptimal investment outcomes. Recognizing these
biases is essential for improving financial literacy and
promoting more informed and rational investment
strategies.
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L INTRODUCTION

Behavioral finance plays a crucial role in
understanding how investors decide between fixed
income, equities, and foreign currency investments
such as the dollar. Traditional finance assumes rational
actors who maximize expected utility, but behavioral
finance  reveals that  psychological  biases
systematically influence decisions, often leading to
deviations from optimal investment behavior. Loss
aversion, anchoring, and social influence are
particularly relevant biases shaping these choices.

Loss aversion, as conceptualized by Kahneman and
Tversky (1979) in Prospect Theory, refers to
investors’ tendency to experience losses more
intensely than gains of the same magnitude. This bias
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manifests as a disproportionate preference for fixed
income securities, which are perceived as safer and
less volatile compared to equities. Empirical evidence
supports that investors overweigh the pain of losses,
causing them to avoid equities despite their higher
expected returns over the long run (Ben-David &
Hirshleifer, 2020). For example, research by Weber
and Milliman (1997) shows how loss-averse investors
are reluctant to realize losses, preferring fixed income
to avoid capital devaluation. Moreover, experimental
studies reveal that even moderate risk aversion can
lead to excessive fixed income allocation inconsistent
with mean-variance efficiency (Gneezy & Potters,
1997). This behavioral tilt limits portfolio growth
possibilities and sustains conservative investment
profiles across market cycles.

Anchoring bias impacts currency investment decisions
significantly, particularly regarding dollar exposure.
Investors often anchor on certain reference points such
as a previous exchange rate level perceived as
“expensive” or “cheap,” influencing whether to
dollarize their portfolios. This bias causes them to
underreact or overreact to currency fluctuations,
neglecting fundamental shifts such as interest rate
differentials or inflation trajectories (Tversky &
Kahneman, 1974). Barberis et al. (2001) demonstrate
how anchoring contributes to price rigidity, and Odean
(1998) finds that anchoring affects foreign exchange
trading patterns, leading to suboptimal currency
diversification. The “fear of dollar appreciation”
rooted in anchoring makes investors hesitant to hold
dollar-denominated assets even when diversification
would reduce overall portfolio risk.

The rise of social media and financial influencers
(“finfluencers”) represents a modern catalyst altering
investor behavior and profiles. Platforms like Twitter,
Reddit, and YouTube provide rapid and widespread
dissemination of financial content, often mixing
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factual information with opinions, hype, and
sometimes misinformation. This environment fosters
herd behavior, heightened emotionality, and
susceptibility to narratives rather than fundamentals
(Aggarwal, 2021). Research by Jia, Hu, and Tripathi
(2020) shows social media engagement increases
participation in volatile assets like cryptocurrencies,
driven by social proof and FOMO (fear of missing
out). Hu and Tripathi (2016) demonstrate social
media’s power to shift investor confidence and risk
appetite, causing shifts from traditional savings toward
equities and digital assets. Social media also lowers
barriers to entry for inexperienced investors, often
amplifying biases such as overconfidence and
availability heuristics (Barber & Odean, 2001).

The behavioral effects of social influence are
compounded by the interactive nature of social media.
Wang and Wang (2018) identify mechanisms of
mimicry and reinforcement learning within social
networks that amplify bias contagion. The
democratization of financial information does not
necessarily equal rationality; instead, it creates echo
chambers where narratives become self-reinforcing.
According to the Ontario Securities Commission
(2024), approximately 30% of retail investors report
social media as their primary source of investment
information, emphasizing the sector’s importance in
shaping behaviors and market dynamics.

Addressing these behavioral biases requires investors
to improve financial literacy and awareness. Sharma
and Kumar (2019) emphasize educational
interventions that teach recognition and mitigation of
biases, promoting disciplined and diversified
investment strategies. Maguire and Delahunt (2017)
suggest that understanding one’s behavioral
tendencies  facilitates  better  decision-making
frameworks, reducing emotional interference.
Additionally, portfolio advisors and robo-advisors
increasingly incorporate behavioral insights to tailor
recommendations aligned with both cognitive profiles
and long-term financial goals (Benartzi & Thaler,
2007).

The flowchart visually summarizes the main
behavioral finance biases that influence investor
decisions between fixed income, equities, and dollar
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investments. It begins by highlighting loss aversion,
which causes investors to prefer fixed income
securities due to fear of losses. Next, it shows
anchoring bias, illustrating how investors’ decisions
about holding dollar assets are anchored to certain
reference points in exchange rates, affecting their
willingness to dollarize their portfolios. Additionally,
the chart depicts the role of social media influence and
financial influencers in shifting investor profiles from
conservative savers to risk-taking participants in
equities and cryptocurrencies. These biases
collectively impact portfolio allocation choices and
overall investment outcomes by introducing emotional
and cognitive distortions into decision-making
processes. The flowchart captures the complex
interplay between these psychological factors and
their effects on investment behavior in a clear and
structured manner.

Fixed Income Equities & Crypto Dollar Exposure
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Figure 1.Behavioral Biases Influencing Investment
Decisions: Loss Aversion, Anchoring, and Social
Media Effects.

Source: Created by author.

In conclusion, the interplay of loss aversion,
anchoring, and social media influence fundamentally
shapes investor preferences between fixed income,
equities, and foreign currency investments.
Recognizing these psychological tendencies allows for
more nuanced portfolio management that balances risk
and reward while mitigating emotional and social
distortions. Continual research and education remain
indispensable to evolve investor behavior toward more
rational and effective decision-making in ever-
changing financial landscapes.
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