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Abstract—Generation Z (Gen Z) investors are increasingly participating in financial markets through 
digital platforms, mobile applications, and FinTech services. Their investment decisions are influenced 
not only by financial knowledge but also by behavioral factors such as overconfidence, herd behavior, 
loss aversion, and Fear of Missing Out (FOMO). This review paper examines the existing literature on 
behavioral finance and predictive analytics to understand the factors influencing Gen Z investment 
behavior. The study explores the role of financial literacy, social media influence, and digital investment 
platforms in shaping investment decisions. It also highlights the growing importance of predictive 
analytics in identifying behavioral patterns and forecasting investor preferences. Through a thematic 
review of the literature, the study identifies key trends, research gaps, and future research opportunities 
in the field. The findings suggest that Gen Z investment behavior is shaped by a combination of 
psychological, social, financial, and technological factors. Furthermore, predictive analytics provides 
valuable insights for understanding investor behavior and supporting data-driven investment 
decisions. The review contributes to the growing literature on behavioral finance and offers 
implications for investors, financial institutions, educators, policymakers, and researchers. 
 
Index Terms—Behavioral Finance; Predictive Analytics; Generation Z Investors; Investment 
Decisions; Financial Literacy; Herd Behavior; Social Media Influence; FinTech 
______________________________________________________________________________________ 

I. Introduction 
The investment landscape has undergone a significant transformation in the digital era, particularly 

with the emergence of Generation Z (Gen Z) investors. Gen Z, typically defined as individuals born between 

1997 and 2012, represents the first generation to grow up entirely in a digital environment characterized by 

smartphones, social media platforms, and instant access to information. The accessibility of online trading 

platforms, mobile investment applications, cryptocurrencies, and financial technology (FinTech) solutions 

has enabled young individuals to participate actively in investment activities at an early age. 

Traditional financial theories, particularly the Efficient Market Hypothesis and Modern Portfolio Theory, 

assume that investors behave rationally and make decisions based on complete information. However, 

practical observations reveal that investors frequently deviate from rational behavior due to psychological, 

emotional, and cognitive influences. Behavioral Finance emerged as a response to these limitations by 

integrating psychological principles into financial decision-making processes. Scholars have demonstrated 
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that biases such as overconfidence, herd behavior, loss aversion, mental accounting, anchoring, and fear of 

missing out (FOMO) significantly influence investment decisions. 

The growing participation of Gen Z investors has attracted considerable attention from researchers because 

this generation exhibits unique investment characteristics. Unlike previous generations, Gen Z relies heavily 

on digital sources for financial information, including social media influencers, online communities, 

investment blogs, and financial applications. Investment decisions are often influenced by peer 

recommendations, social validation, and trending financial content. Such influences increase susceptibility to 

behavioral biases that may affect portfolio selection, risk tolerance, and investment performance. 

Recent technological advancements have also introduced predictive analytics as an important tool for 

understanding investor behavior. Predictive analytics refers to the use of statistical techniques, machine 

learning algorithms, and data mining methods to analyze historical data and forecast future outcomes. In 

financial markets, predictive analytics is increasingly used to identify behavioral patterns, predict investment 

preferences, assess risk profiles, and support decision-making processes. The integration of behavioral finance 

and predictive analytics provides a comprehensive framework for understanding how psychological factors 

influence investment choices. 

Financial literacy remains another important determinant of investment behavior. Investors with higher levels 

of financial literacy are generally better equipped to evaluate investment opportunities, understand market 

risks, and make informed financial decisions. However, even financially literate investors may exhibit 

behavioral biases that affect their decision-making processes. Therefore, examining the interaction between 

financial literacy, behavioral biases, and predictive analytics is essential for understanding contemporary 

investment behavior among Gen Z investors. 

Despite the increasing relevance of behavioral finance and predictive analytics, limited studies have examined 

their combined influence on the investment decisions of Gen Z investors, particularly in emerging economies. 

Existing research primarily focuses on individual behavioral biases or traditional demographic determinants 

of investment behavior. There remains a need to investigate how multiple behavioral factors interact and how 

predictive analytical approaches can be utilized to forecast investment choices among young investors. 

The present study seeks to bridge this gap by examining the influence of behavioral finance factors on 

investment decisions and exploring the role of predictive analytics in understanding investment choices 

among Gen Z investors. The findings are expected to contribute to the growing body of literature on behavioral 

finance, investor psychology, and data-driven financial decision-making. 

II. Literature Review 
Behavioral Finance emerged as a significant field of study following the pioneering work of 

Kahneman and Tversky (1979), who developed Prospect Theory to explain how individuals make decisions 
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under conditions of uncertainty. Their study demonstrated that investors tend to evaluate gains and losses 

differently, with losses having a greater psychological impact than equivalent gains. This concept of loss 

aversion challenged the traditional assumption of rational decision-making and laid the foundation for modern 

behavioral finance research. 

Building upon this foundation, Thaler (1985) introduced the concept of Mental Accounting, suggesting that 

individuals categorize financial resources into separate mental accounts, often leading to irrational financial 

decisions. De Bondt and Thaler (1985) further expanded behavioral finance literature by identifying investor 

overreaction in stock markets. Their findings revealed that investors often react excessively to new 

information, causing asset prices to deviate from their intrinsic values. Similarly, Barber and Odean (2001) 

found that overconfident investors engage in excessive trading activities, ultimately reducing their investment 

returns. These studies collectively established that psychological biases significantly influence financial 

decision-making. 

The role of herd behavior has received considerable attention in investment research. Bikhchandani, 

Hirshleifer, and Welch (1992) introduced the concept of informational cascades, explaining how individuals 

often imitate the actions of others despite possessing private information. Such behavior is particularly 

common in financial markets, where investors follow market trends and peer recommendations. Shefrin 

(2000) further emphasized that behavioral biases such as overconfidence, anchoring, and representativeness 

significantly affect investment decisions. Shiller (2003) also argued that investor sentiment and emotions 

contribute substantially to market fluctuations and asset bubbles. 

Pompian (2006) provided a comprehensive classification of behavioral biases affecting investors and 

highlighted the practical implications of behavioral finance in portfolio management. His work demonstrated 

that understanding investor psychology is essential for improving investment outcomes. Similarly, Statman 

(2014) argued that emotions and personal beliefs frequently influence financial decisions, often resulting in 

deviations from rational investment strategies. Hoffmann, Post, and Pennings (2013) observed that investor 

emotions significantly impact trading behavior and risk-taking tendencies, particularly during periods of 

market volatility. 

Financial literacy has emerged as another important determinant of investment behavior. Lusardi and Mitchell 

(2011) found that individuals possessing higher levels of financial literacy are better equipped to make 

informed financial decisions and manage investment risks effectively. Their study emphasized the importance 

of financial education in improving investment outcomes. Supporting these findings, Bakar and Yi (2021) 

reported that financial literacy positively influences investment participation and portfolio diversification 

among young investors. Similarly, Raut, Das, and Kumar (2018) found that financial knowledge and risk 

perception significantly influence investment intentions among individuals. 
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The rapid advancement of digital technology has transformed investment behavior, particularly among 

younger generations. Jain, Walia, and Gupta (2019) identified social influence and financial literacy as 

important predictors of investment behavior among young investors. Singh and Yadav (2021) further 

observed that digital investment platforms have significantly increased investment participation among young 

adults by improving accessibility and convenience. Gupta and Shrivastava (2022) highlighted the growing 

role of financial technology applications in shaping investment decisions and enhancing investor engagement. 

Social media has emerged as a powerful source of financial information for Gen Z investors. Alquraan, 

Alqisie, and Al Shorafa (2020) found that social media platforms significantly influence retail investor 

decisions by providing real-time market information and investment recommendations. Sharma and Gupta 

(2023) reported that many Gen Z investors rely on financial influencers and online communities when making 

investment decisions. While social media provides easy access to financial information, it may also amplify 

behavioral biases such as herd behavior and FOMO. 

Fear of Missing Out (FOMO) has recently gained attention as a behavioral factor influencing investment 

decisions. Mishra, Sharma, and Patel (2022) found that FOMO significantly contributes to speculative 

investment behavior, particularly among younger investors. Investors experiencing FOMO often make 

impulsive decisions to avoid missing perceived profitable opportunities. Ahmad and Shah (2020) similarly 

reported that herd behavior and overconfidence significantly influence investment choices, particularly during 

periods of market uncertainty. 

Recent studies have also focused on the application of predictive analytics in financial decision-making. 

Verma and Sharma (2024) demonstrated that predictive analytical techniques can effectively identify 

behavioral patterns among retail investors and forecast future investment preferences. Patel and Mehta (2024) 

further concluded that combining behavioral finance variables with predictive models enhances the 

understanding of investor decision-making processes and improves forecasting accuracy. Predictive analytics 

enables financial institutions to analyze investor behavior systematically and develop personalized investment 

recommendations. 

Overall, the literature suggests that investment decisions are influenced by a complex interaction of financial 

literacy, behavioral biases, emotional responses, social influences, and technological factors. While extensive 

research has examined individual behavioral biases, limited studies have integrated behavioral finance 

concepts with predictive analytics to understand investment choices among Gen Z investors. This gap 

provides a significant opportunity for further investigation into the behavioral and analytical factors 

influencing the investment decisions of young investors. 

III. Research Objectives 
1. To review the existing literature on behavioral finance and investment decision-making. 
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2. To examine the major behavioral biases influencing investment choices among investors. 

3. To analyze the role of predictive analytics in understanding and forecasting investment behavior. 

4. To identify emerging trends in Gen Z investment behavior. 

5. To propose future research directions for integrating behavioral finance and predictive analytics. 

IV. Thematic Analysis of Literature 
Behavioral Biases and Investment Decision-Making 

Behavioral finance literature consistently challenges the traditional assumption that investors behave 

rationally in financial markets. Several studies have demonstrated that investment decisions are significantly 

influenced by psychological biases and emotional responses. Overconfidence bias, for instance, encourages 

investors to overestimate their knowledge and forecasting abilities, leading to excessive trading and increased 

risk exposure (Barber & Odean, 2001; Pompian, 2006). Similarly, herd behavior causes investors to imitate 

the actions of others, particularly during periods of market uncertainty, resulting in market inefficiencies and 

speculative bubbles (Bikhchandani et al., 1992; Ahmad & Shah, 2020). Loss aversion, derived from Prospect 

Theory, suggests that investors experience losses more intensely than gains of equal magnitude, influencing 

their willingness to take risks and hold losing investments (Kahneman & Tversky, 1979; Statman, 2014). 

Collectively, these studies indicate that behavioral biases are central determinants of investment behavior and 

frequently override rational decision-making processes. 

Financial Literacy and Investment Behavior 

Financial literacy has emerged as a crucial factor influencing investment decisions across different 

demographic groups. Studies suggest that financially literate investors possess greater confidence in 

evaluating investment opportunities and are more likely to diversify their portfolios effectively (Lusardi & 

Mitchell, 2011; Bakar & Yi, 2021). Higher levels of financial literacy have also been associated with improved 

risk assessment and long-term financial planning. However, research further indicates that financial literacy 

alone may not eliminate behavioral biases. Even knowledgeable investors can exhibit overconfidence, 

anchoring, and emotional decision-making tendencies when confronted with uncertain market conditions 

(Kumar & Goyal, 2015; Raut et al., 2018). Therefore, financial literacy should be viewed as a complementary 

factor rather than a complete solution to irrational investment behavior. 

Social Media Influence and Gen Z Investors 

The emergence of digital platforms has fundamentally transformed the way investment information is 

generated and consumed. Social media platforms have become primary sources of financial information for 

many young investors, particularly Generation Z. Research indicates that investment-related content shared 



Year 2026 | Volume 02 - Issue 06 June 2026  https://doi.org/10.5281/zenodo.20986738                          ISSN : 3139-1478                                                                                                                             

 
121046           International Innovations & Scholarly Trends Journal (IISTJ) | www.iistj.org 3052 

 

 

through influencers, online communities, and financial forums significantly affects investor perceptions and 

decision-making processes (Alquraan et al., 2020; Sharma & Gupta, 2023). The rapid dissemination of 

information through social media can encourage speculative behavior, increase herd tendencies, and intensify 

Fear of Missing Out (FOMO) among investors (Mishra et al., 2022; Singh & Yadav, 2021). Consequently, 

digital platforms serve both as information providers and behavioral catalysts, shaping modern investment 

behavior among young investors. 

Predictive Analytics and Investor Behavior 

Recent developments in predictive analytics have created new opportunities for understanding and 

forecasting investment behavior. Predictive analytics utilizes statistical techniques, machine learning 

algorithms, and data mining approaches to identify patterns within investor data and generate future 

predictions. Studies suggest that predictive models can effectively capture relationships between demographic 

factors, behavioral biases, and investment decisions (Verma & Sharma, 2024; Patel & Mehta, 2024). 

Furthermore, integrating behavioral finance variables into predictive models enhances forecasting accuracy 

and improves the understanding of investor decision-making processes. The growing application of predictive 

analytics in finance indicates a shift toward data-driven approaches that complement traditional behavioral 

finance theories. 

V. Research Gap 
The existing literature demonstrates that behavioral biases such as overconfidence, herd behavior, loss 

aversion, and fear of missing out significantly influence investor decision-making. Recent studies have also 

highlighted the growing role of financial literacy, social media influence, and digital investment platforms in 

shaping investment behavior among young investors. Furthermore, predictive analytics has emerged as a 

valuable tool for understanding and forecasting financial decisions. 

However, several research gaps remain. First, most studies examine individual behavioral biases 

independently rather than considering their combined influence on investment choices. Second, limited 

research focuses specifically on Generation Z investors, who exhibit unique characteristics due to their digital-

native background and extensive reliance on technology. Third, while predictive analytics has been widely 

applied in financial forecasting, relatively few studies integrate predictive analytical approaches with 

behavioral finance theories. Fourth, there is limited evidence from emerging economies regarding the 

interaction between behavioral biases and predictive analytics in investment decision-making. Therefore, a 

comprehensive review is required to synthesize existing knowledge and identify future research directions at 

the intersection of behavioral finance and predictive analytics. 



Year 2026 | Volume 02 - Issue 06 June 2026  https://doi.org/10.5281/zenodo.20986738                          ISSN : 3139-1478                                                                                                                             

 
121046           International Innovations & Scholarly Trends Journal (IISTJ) | www.iistj.org 3053 

 

 

VI. Conceptual Framework 

 

VII. Future Research Agenda 
The present review highlights several opportunities for future research at the intersection of behavioral 

finance, predictive analytics, and Gen Z investment behavior. 

Integration of Behavioral Finance and Artificial Intelligence 

Future studies should explore the integration of behavioral finance theories with artificial intelligence and 

machine learning techniques. Advanced predictive models can help identify investor biases, forecast 

investment behavior, and provide personalized investment recommendations. Such research can contribute to 

the development of intelligent financial advisory systems capable of supporting better investment decisions. 

Comparative Studies Across Generations 

Most existing studies focus on a single demographic group. Future researchers may conduct comparative 

studies between Generation Z, Millennials, Generation X, and Baby Boomers to identify differences in 

investment preferences, risk tolerance, financial literacy, and susceptibility to behavioral biases. Such 

comparisons can provide a deeper understanding of generational investment patterns. 

Cross-Cultural and Cross-Country Investigations 

Investment behavior is often influenced by cultural, social, and economic environments. Future research 

should examine behavioral biases and investment choices across different countries and regions. Comparative 

international studies can help determine whether behavioral patterns among Gen Z investors vary significantly 

across developed and emerging economies. 

Impact of Social Media and Financial Influencers 

As social media continues to shape investment decisions, future studies should investigate the influence of 

financial influencers, online communities, and digital platforms on investor behavior. Researchers may 

explore how different types of financial content affect risk perception, investment confidence, and decision-

making quality among young investors. 
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Role of Financial Literacy in Reducing Behavioral Biases 

Although financial literacy is widely recognized as an important factor in investment decision-making, its 

effectiveness in mitigating behavioral biases remains underexplored. Future research can examine whether 

financial education programs reduce the impact of overconfidence, herd behavior, and FOMO among 

investors. 

Application of Big Data Analytics in Investor Behavior Research 

The increasing availability of digital financial data presents opportunities for researchers to utilize big data 

analytics in studying investor behavior. Future studies may employ large-scale datasets from trading 

platforms, social media, and financial applications to identify behavioral patterns and improve predictive 

accuracy. 

Cryptocurrency and Alternative Investments 

The growing popularity of cryptocurrencies, digital assets, and alternative investment products among Gen Z 

investors warrants further investigation. Future research can examine the behavioral factors influencing 

cryptocurrency investments and compare them with traditional investment decisions. 

Longitudinal Studies on Investment Behavior 

Most existing studies adopt cross-sectional research designs. Future researchers should conduct longitudinal 

studies to examine how investment behavior, financial literacy, and behavioral biases evolve over time. Such 

studies would provide valuable insights into the long-term development of investor decision-making patterns. 

Development of Behavioral Prediction Models 

Future studies should focus on developing comprehensive predictive models that combine demographic, 

psychological, financial, and technological variables. These models can improve the understanding of investor 

behavior and support financial institutions in designing customized investment solutions. 

Policy-Oriented Research 

Researchers may also investigate the role of regulatory frameworks, investor protection policies, and financial 

education initiatives in promoting responsible investment behavior among Gen Z investors. Such studies can 

assist policymakers in developing effective strategies for enhancing financial well-being and market 

participation. 

In conclusion, future research should adopt interdisciplinary approaches that combine behavioral finance, 

predictive analytics, artificial intelligence, and financial technology to provide a more comprehensive 

understanding of investment behavior in the digital era. 
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Practical Implications 

The findings of this review provide valuable implications for investors, financial institutions, educators, 

policymakers, and technology developers. As investment participation among Generation Z continues to 

increase, understanding the behavioral and technological factors influencing investment decisions becomes 

increasingly important. 

Implications for Investors 

The review highlights the significant influence of behavioral biases such as overconfidence, herd behavior, 

and Fear of Missing Out (FOMO) on investment decisions. Awareness of these biases can help investors make 

more rational and informed financial decisions. By recognizing the psychological factors that affect 

investment behavior, investors can improve portfolio management, reduce impulsive decision-making, and 

enhance long-term financial outcomes. 

Implications for Financial Institutions 

Financial institutions can utilize insights from behavioral finance and predictive analytics to develop 

personalized investment products and advisory services. Understanding investor behavior enables 

organizations to design customer-centric financial solutions that align with the risk preferences and investment 

goals of young investors. Predictive analytics can further support customer segmentation, investment 

forecasting, and personalized financial recommendations. 

Implications for Financial Educators 

The review emphasizes the importance of financial literacy in improving investment decision-making. 

Educational institutions and training organizations can design targeted financial education programs to help 

young investors understand investment concepts, evaluate risks, and avoid common behavioral biases. 

Strengthening financial literacy can contribute to more responsible and sustainable investment behavior 

among Generation Z. 

Implications for Policymakers and Regulators 

Policymakers can use the findings to develop initiatives that promote investor awareness and financial 

inclusion. Regulatory authorities may strengthen investor protection mechanisms, encourage transparent 

financial communication, and monitor misleading investment information on social media platforms. Such 

measures can contribute to a safer and more informed investment environment. 

Implications for FinTech and Technology Developers 

The increasing use of digital investment platforms highlights the importance of integrating behavioral insights 

into financial technologies. FinTech companies can incorporate predictive analytics, artificial intelligence, 
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and behavioral indicators into their platforms to provide customized investment guidance, risk assessment 

tools, and educational resources. These innovations can enhance user experience and support better financial 

decision-making. 

Implications for Future Research 

The review demonstrates the potential for integrating behavioral finance theories with predictive analytics 

models. Researchers can build upon these findings by exploring advanced analytical techniques, machine 

learning applications, and cross-cultural studies to gain deeper insights into investor behavior. Such research 

can contribute to the development of more accurate behavioral prediction models and evidence-based 

investment strategies. 

Overall, the practical implications of this review suggest that combining behavioral finance and predictive 

analytics can improve investment decision-making, enhance financial literacy, support policy development, 

and foster innovation in the financial services industry. 

VIII. Conclusion 
The literature indicates that investor behavior is influenced by a complex interaction of psychological, 

social, and technological factors. Behavioral biases continue to play a significant role in investment decisions, 

while predictive analytics provides powerful tools for understanding and forecasting investor behavior. The 

review highlights the growing importance of studying Gen Z investors due to their unique digital 

characteristics and identifies several opportunities for future research. Integrating behavioral finance with 

predictive analytics offers a promising avenue for advancing both theoretical understanding and practical 

applications in investment management. 
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