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Abstract:

This study investigates the profound influence of digital media and social networks on investment
decision-making. The rapid expansion of online communication platforms has redefined how
information is disseminated and processed by both retail and institutional investors. The paper
explores how platforms like Twitter, Reddit, YouTube, and Telegram shape investment sentiment,
foster herding behavior, and amplify both rational and irrational market movements. Through a
combination of survey data, content analysis, and event studies, we demonstrate the mechanisms by
which social networks alter financial behavior. The findings highlight benefits, risks, and policy
considerations relevant to regulators, platforms, and investors.
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INTRODUCTION

Digital media and social networks have transformed capital markets into highly connected ecosystems. In
the pre-digital era, investors relied primarily on financial newspapers, professional analysts, and official
disclosures. Today, however, news of corporate earnings, political developments, or even rumors can spread
across the world in seconds via platforms like Twitter/X and Reddit. This new dynamic has democratized
information access but also created new challenges. For instance, short bursts of sentiment-driven trading
can cause extreme volatility. A prominent example was the 2021 GameStop short squeeze, where
coordinated actions of retail investors on Reddit’s WallStreetBets subreddit led to unprecedented price
spikes. The introduction sets the stage for understanding these phenomena.

This section introduces the objectives of the paper: (1) to analyze how information flows through digital
platforms, (2) to evaluate the role of influencers and sentiment in shaping investor behavior, and (3) to
discuss policy implications for ensuring market fairness.

LITERATURE REVIEW

The existing body of research provides multiple perspectives on the role of digital media in financial
decision-making. Hirshleifer and Teoh (2003) emphasize how cognitive biases interact with information
overload. Shiller’s (2017) theory of narrative economics explains how stories shared online can influence
market outcomes. Barber and Odean (2008) discuss attention-driven investing, arguing that investors are
more likely to trade assets that appear in headlines or trending topics. Feng and Seasholes (2022) find strong
evidence that social media chatter correlates with retail trading spikes.

The literature can be categorized into five themes: (1) information diffusion, (2) sentiment contagion, (3)
influencer effects, (4) algorithmic amplification, and (5) regulatory implications. Together, these studies
suggest that digital media is not merely a communication tool but an active force shaping financial markets.
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While most studies focus on short-term volatility, there is limited research on long-term portfolio outcomes
of investors influenced by social media. This gap is addressed in the current study.

THEORETICAL FRAMEWORK

This study draws on behavioral finance theory, specifically models of herding and information cascades. In
an information cascade, investors abandon their private information and imitate others when public signals
appear strong. Digital media accelerates this cascade by making public signals visible to millions instantly.
Narrative economics provides a complementary framework, suggesting that viral stories such as 'meme
stocks' or 'crypto to the moon' act as coordination devices for investor sentiment. The framework also
includes sentiment analysis, where posts are classified into positive, neutral, or negative tone, to quantify
their impact on trading volumes.

RESEARCH QUESTIONS AND HYPOTHESES

The study is guided by the following research questions:

RQ1: Does frequent exposure to financial discussions on social media increase investors’ willingness to
take risks?

H1: Higher exposure to investment-related social content is positively associated with riskier portfolio
allocations.

RQ2: Do spikes in social media sentiment predict abnormal returns in financial assets?
H2: Positive sentiment shocks on social networks are followed by significant short-term price increases.
RQ3: Do influencers and viral posts have a greater effect than traditional financial news?
H3: Influencer-driven narratives have stronger short-term market impacts than conventional media reports.

METHODOLOGY

A mixed-methods approach was adopted:

1. Survey: Conducted with 420 retail investors across age groups and investment experience levels.
Questions measured frequency of social media use, perceived reliability of online sources, and portfolio
risk preferences.

2. Content Analysis: Collected 5,000 posts from Twitter, Reddit, and Telegram related to stock and
cryptocurrency investments. Natural language processing (NLP) techniques were applied to classify
sentiment.

3. Event Study: Examined asset price behavior around days of unusually high social media activity.
Abnormal returns were calculated relative to market benchmarks.

4. Regression Models: Linked survey data and social exposure variables to actual portfolio allocations.
Controlled for income, age, and investing experience.

DATA AND SAMPLE

The survey included respondents from metropolitan and semi-urban regions. Average age was 34 years,
with mean investing experience of 7 years. Approximately 60% of respondents identified as male, 40%
female. Table 1 summarizes key demographics:

Age Group Percentage
18-25 25%
26-35 40%
36-45 20%
46+ 15%

Table 1. Demographic Profile of Survey Respondents

Investment Percentage
Experience
< 3 years 30%
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3-7 years 40%
7+ years 30%

Market data consisted of daily prices for 120 equities and 15 cryptocurrencies. Data covered 2018-2024.

ANALYSIS AND RESULTS
Three major findings emerged:

1.

2.

3.

Social exposure is positively correlated with risk-taking. Regression analysis showed a coefficient of
+0.31 (p < 0.05) linking hours spent on financial social media with allocation to volatile assets.

Event studies revealed significant abnormal returns following sentiment spikes. For example, on day 0,
average abnormal returns reached +1.9%, and by day +1, they peaked at +3.8%.

Influencers exert disproportionate influence. Posts by high-follower accounts led to greater trading
volume surges than posts by regular users, even when sentiment was similar.
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Figure 1. Platform Usage Frequency
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Figure 2. Event Study Returns

IJIRMPS2505232740 Website: www.ijirmps.org Email: editor@ijirmps.org 3



https://www.ijirmps.org/

Volume 13 Issue 5 @ Sep - Oct 2025 IJIRMPS | ISSN: 2349-7300

Correlation Matrix
0.42 0.31 0.45 I

Social Exposure

- 0.5
Monthly Trades - 0.42
-0.0
High Volatility Allocation - 0.31
- —-0.5
Sentiment Influence - 0.45 0.33 0.41 I
-1.0

Social Exposure -
Monthly Trades - i

O]
(@)
C
Q
3
e
£
)
[
Q
=
=S
c
Q
wn

High Volatility Allocation -

Figure 3. Correlation Heatmap

DISCUSSION

These results align with prior literature but also extend it. Unlike traditional information channels, social
networks operate on real-time engagement, creating feedback loops between content and prices. Retail
investors, particularly younger ones, appear especially vulnerable to sentiment-driven trading. At the same
time, experienced investors report using social media as a complementary source of signals, often to gauge
market mood rather than to form trading strategies.

The findings suggest a dual role of social media: it democratizes information and enables community-driven
investing, but it also creates systemic risks. The GameStop case illustrates both opportunities (collective
empowerment) and risks (market distortion).

PRACTICAL IMPLICATIONS
Investors should adopt critical approaches when using digital platforms. A suggested framework is the
‘Verify-Validate-Venture' model: (1) Verify the source of information, (2) Validate against fundamentals,
and (3) Venture only after risk assessment. Financial advisors should incorporate media literacy training
into investor education programs.

POLICY RECOMMENDATIONS
Regulators should:

1. Require disclosure of paid promotions on financial social media.

2 Develop Al-based monitoring systems for detecting coordinated manipulation.
3. Collaborate with platforms to improve algorithm transparency.

4 Encourage public awareness campaigns on risks of sentiment-driven investing.

LIMITATIONS AND FURTHER RESEARCH

This study is limited to English-language posts and does not capture private chat groups. Causal inference is
also constrained by the observational nature of the data. Future studies could conduct experiments where
participants trade based on different information feeds. Cross-country comparisons would also provide
insights into cultural factors in digital investing.
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CONCLUSION

The research shows that digital media and social networks play a central role in modern investment
decision-making. They act as amplifiers of sentiment, accelerators of information cascades, and platforms
for both collective action and manipulation. While they democratize financial markets, they also introduce
new risks. Balancing these dynamics requires efforts from investors, educators, and regulators alike.
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