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Abstract

Purpose: This study examines the impact of salience theory on the cross-sectional return predictability of
cryptocurrencies and evaluates it as a risk factor in asset pricing. The study seeks to analyze the role of investor behavioral
biases in shaping return fluctuations in the cryptocurrency market.

Methodology: Using data from over 4,000 cryptocurrencies with a market capitalization above one million USD during
the period from January 2014 to June 2025, a Salience theory was constructed based on the difference between salient
weighted returns and average value-weighted returns. The empirical analysis was conducted through portfolio sorting,
Fama-MacBeth regressions, and the Liu-Tsyvinski-Wu three-factor model.

Findings: The results show that cryptocurrencies with salient positive returns tend to underperform in subsequent
periods, whereas those with salient negative returns tend to yield higher future returns. The effect of the ST index is
statistically and economically significant and remains robust after controlling for other behavioral and fundamental
factors. The index also explains well-known anomalies such as skewness preference, prospect theory, and downside beta.

Originality/Value: This study is the first to introduce the ST index as a novel and effective behavioral factor in the
cryptocurrency market. The findings demonstrate its strong predictive power and its ability to explain cross-sectional
pricing patterns, outperforming traditional models and other behavioral factors.
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Table 1- Number of cryptocurrencies, average and median market capitalization (in millions of
US dollars) for the period January 2014 to December.

JLs 3l sl Market Cap (Million USD)

T als
2014 100 309.38 5.97
2015 83 179.88 4.7
2016 171 210.32 4.44
2017 796 632.23 13.91
2018 1,592 497.38 12,51
2019 1,957 293.18 5.9
2020 2,614 763.91 6.71
2021 3,701 1,108.23 13.72
2022 8,700 860 8.2
2023 9,714 1,660 9.85
2024 11,707 2,710 15.1
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Table 2- Average return of portfolios sorted by the Saliency theory index.

sxan oo3k $labs ook
Equal-Weighted Value-Weighted Equal-Weighted Value-Weighted
1 (Low) 0.020™ 0.054™ 0.175™ 0.381"
[4.065] [5.850] [7.149] [2.682]
2 0.000 0.013" 0.045" 0.102"
[0.162] [2.777] [2.029] [3.595]
3 0.000 0.014"* -0.010 0.084"
[0.130] [3.275] [-0.601] [3.508]
4 —0.005"" 0.016™ —0.033" 0.092*
5 (High) [-2.287] [3.312] [-1.842] [2.514]
—-0.014"" 0.024™ —0.084"" 0.057*
High - Low [—4.653] [2.518] [-4.197] [2.227]
-Statt —0.034"" —-0.030"" —0.259"" —0.324""
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