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Factors Affecting the Choice of Investments
Introduction
Investment decisions in the context of behavioral finance depend on a number of factors. In most cases, the configuration of information, as well as the features of the capital markets including its participants, play crucial roles in influencing investment decisions made by investors (Ekholm, 2002). Most investors have a definite cognitive and poignant weakness in verifying the authenticity of the investment information they receive. Ultimately, they get to the trap of fake investment information and this sweeps a significant percentage of their invested capital. Pyramid schemes, for example, trick most investors with fancy investment returns over a short period of time and they ultimately lose a huge amount of capital. This assignment, therefore, seeks to explore the various factors that affect investors' investment decisions and how such factors can be avoided. Emphasis will be given to three fundamental aspects of investments including the investing behavior, recognition of fraud and identification of famous scandals that trick investors into making baseless and unreasonable investment decisions. Each of these aspects is independently discussed under the subheadings as presented herein.
Part 1: Investing Behavior
Investment behavior is in most cases determined by the investor's perception of uncertainty and the future prospects of the business. Aspects such as news, rumors, availability of information and speed all play crucial roles in determining the investment behavior of a prospective investor (Pareto, 2005). The propensity of risk, risk appetite or preference as well as investor attitude, therefore, come into play in describing the behavior of investment. When investors map their financial future, the chosen path usually depends on their current position, where they wish to be and their aggregate personalities. The investment journey can be approached differently leading to the categorization of investors into three distinct categories: the speculators, the traders, and the long-term investors. Speculative investors often expect very high returns in the acceptance of very high risks. For this reason, they are always less diversified with concentrated bets on individual securities. Long-term investors take their time to understand the investment idea by first evaluating its pros and cons which lead to better understanding of the periodic market volatility as well as how the investment will affect their portfolio moves. Based on the provided instrument, I believe it is prudent to consider long-term investments because they hardly fail or disappoint in the long-term perspective as opposed to speculative investment behavior.
My Profile as an Investor
Based on the provided instrument. I believe I am a long-term investor with long-term investment behavior. In most of my investment decisions that I make, I have always taken a keen interest in understanding the investment features in terms of costs, risk analysis and expected returns. I also do a comparison of risk appetite and seek advice from those who invested in the same idea before. This gives me a clear picture of the entire investment which can be very instrumental in making a reliable and suitable decision. This is the precise course that any long-term investor should emulate. In the real application, my profile would assist my financial advisor and I in identifying various risks involved and possibly find strategies of how to mitigate them.
Part 2: Recognizing Fraud
According to Shobhit Seth (2018), a pyramid scheme defines an unsustainable business model which works by recruiting people at different levels within the scheme. The model of the business does not entail supplying tangible goods or services that can be measured based on their value. Rather, it depends on profits generated through promises obtained by additional enrollment of new recruits to the already existing scheme. Pyramids schemes or simply pyramid scams are not sustainable because they are even considered illegal businesses in many countries across the globe (Seth, 2018). I have never participated in any pyramid scheme business. It is quite difficult to detect a pyramid scheme in many circumstances because sometimes they take the form of legal businesses and so their identification can be quite challenging. However, there are many tip-offs that can guide people from falling to the trap of this kind of fraud. In most cases, pyramid schemes come with lucrative investment returns over a very short period of time. This is not always sustainable and therefore this should be the first alarm towards the identification of pyramid schemes. When there is a lot of multi-level marketing where the benefits or returns depend on the number of people you bring to the scheme, then a red alarm for a pyramid scheme should be raised. Most victims of pyramid schemes are usually the lower-income class of individuals who are desperate for making quick money to elevate their social status. Unfortunately, they end up losing greatly beyond their expectations. A pyramid scheme can be two-dimensional such that the top starts from a single point and increases significantly as more levels and recruits are added to the scheme. This can be represented as shown by the diagram below:
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Part III: Famous Scandals
One of such famous scandals was the Madoff Investment Scandal that blew the stock and securities exchange of the United States. The first discovery of the $50 billion dollar fraud perfected through the Ponzi scheme was made by Harry Markopolos, an American independent Fund Manager and Financial Advisor ("Man Who Figured Out Madoff's Scheme," 2009). Before alerting the Americans of the impending fraud through the Ponzi scheme, he carried out a silent investigation for three years. According to the CBS video, Madoff defended himself against the Ponzi scheme by saying that he was blackmailed into doing something he did not know. He added that he did not know it would hurt anyone involved in it. However, from a critical perspective, the Ponzi scheme was a well-crafted plan taking advantage of the investor biases. It gives an exceptional case of an investor that fell prey to biases as well as the tendency to rationalize issues. Accordingly, Madoff's time was quite limited and so he did not take his time to investigate the implications of his investment. This led to a small transgression to grow into something that would later rob the American economy over $65 billion dollars. The bias of the regulatory oversight as well as that of investor prevented the public from investing in something they did not have a clear and precise understanding about and this was quite risky for the investor in the securities in the country ("Chasing Madoff," n.d.). As a result, the senators, as well as the representatives, focused their criticisms on the Securities and Exchange Commission because they were the best people to alert the public from the trap of such scams and they failed in their mandate by giving biased information over the scheme.
Conclusion
In conclusion, the choice of investment requires a deep and critical review of the available investment options. It is always important to understand the basic operational strategy to adopt any investment idea. This should be followed by a comprehensive review of the risks involved and how such risks can be mitigated against. Usually, good investment decisions are done on a long-term perspective because it gives an ample opportunity to study different aspects of the investment and to conduct an in-depth analysis of how such investments will affect the investor's capital in both the short-term and the long-term perspective.
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