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Abstract

Investment decision-making, once viewed as purely rational, is now recognized as subject to behavioral
biases. This study examines the psychological factors influencing investment decisions among
Generation Y and Z investors in commercial banks, using a causal-comparative design. Data were
collected from 405 investors aged 18 to 44 via electronic questionnaires. The study explores the impact
of traits such as anger, anxiety, and overconfidence. Results show that Trait Anger and Overconfidence
positively influence investment decisions, while Trait Anxiety has a negative effect. Herding and Self-
Monitoring showed no significant impact. Regression analysis confirmed the substantial influence of
these psychological traits. While offering valuable insights into investor behavior, the study is limited
by its sample scope and cross-sectional design. Future research should consider broader samples and
longitudinal approaches for deeper analysis.
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Introduction

Investment Decisions are often viewed through the lens of cold, hard logic. However, these
decisions are just as influenced by emotions as they are by rational thought. Research has
shown that behavioral biases significantly affect how people invest their money (Kimeu et

al., 2016; Masini & Menichetti, 2012; Nga & Ken Yien, 2013; Kumar & Goyal, 2015) [13.16.
10, 28]

Traditional finance assumes that investors act with perfect knowledge and rationality. This
classic view portrays investors as wise, calculated individuals who always weigh the intrinsic
value of shares to minimize risk and maximize profit. This school of thought has its
foundation on the concept of the rational economic man, and it implies that the markets are
efficient and that any related information is appropriately presented in markets prices (Nell,
2007) 151,

Behavioral finance however has a different version. By the argument, psychological biases
affect heavily in investment decisions. These biases may make these investors move towards
humane and illogical actions. This school is a development of the findings of the first 19th -
century economists such as Adam smith, David Ricardo and John Stuart Mill who had
acknowledged the human psychology in economic undertaking (Andrikopoulos, 2006) 2],
Empirical research on investment behaviour among the Gen Y and Z has been conducted
recently and these studies have identified some of the factors that affect their investment
behaviour. Trait anxiety, overconfidence, and self-monitoring as the behavioral factors
influence the investment choices of Gen Y considerably (Rahman & Gan, 2020) 9. In Gen
Y and Z, finances, attitudes, and perceptions are essential contributors to investment choice
(Fadilah et al., 2022) %, performance expectancy, effort expectancy, facilitating conditions
and social influence may influence the adoption of digital investment platforms (Prasarry et
al., 2023) 71 Also, knowledge, self-motivation, social environment, initial capital,
information transparency, social media influencer, and financial literacy are listed as the
major influences of whether these generations participate in investment activities or not
(Suryani et al., 2022) B, The comprehension of those determinants is needed by the
company, which creates investment technologies, and those new investors who want to make
wise financial decisions in a more and more digital war.
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Behavioral finance has two foundations that are social
activities and human perceptions. According to, Davis et al.
(2015), and Kimeu et al. (2016a, b) [* 32, the factors are
critical elements in the comprehension of economic
behavior. However, regardless of the combined effects of
both the traditional and the behavioral paradigms of finance,
investors in every part of the world behave rationally and
irrationally. Such two-way influence between psychology
and economics is relevant to formulate the interaction of
financial behaviors which reflect the multitropolitanism of
the investment decision.

Research studies which were conducted in the recent past
have studied the influences of behaviour in the management
of the investment decisions more focus on generation Y & Z
investors. Long-term orientation, financial literacy, banking
services, psychological inclination, and gender have become
essential factors determining people’s investment options
(Rosyidah Rahmah & Purnamasari, 2023) 8. Thus,
reflecting on 21 explicit tendencies that affect investment
decisions, Sinha et al., (2023) 41 have stressed the need for
further research in the field of female investors. The framing
effect, which is established to mitigate the disposition effect
when it gets applied by Gen Z investors in the short-run,
further intensifies the cardinality of limited rationality in
demystifying investment decisions (Kiky et al. 2024) B¢,
Some of the cognitive biases that are most easily identifiable
when it comes to people’s financial decisions include
overconfidence, anchoring predispositions, the ‘herd’
mentality, and the fear of loss (Shah et al. 2020) 2%, These
truths underscore that behavior and psychology play a large
role in investment actions, especially among the young
population, thus the creation of specific systematic aids and
approaches for the investment decisions.

Literature Review and Hypothesis Formulation

Trait Anger is a consistent personality trait which implies
aggressive reaction to a low level of provocation. According
to Spielberger and Sydeman (1994) B7 it is the state that
varies when it is mild irritation to strong rage. Decision-
making according to Lerner and Keltner (2001) [ gets
distorted due to angry temper, which influences the
assessment of risks as overestimates. Forgas (2000) [l and
Slovic et al. (2004) 22 point out that attitudes and choices
are strongly determined by the emotional states. Therefore,
Trait Anger can affect the investment behaviour due to the
change of the risk perception.

Trait Anxiety is defined as the image of a person that is
predisposed to anxiety because of the uncertainty. Lazarus
(1991) ™ connects the general state of uncertainty with
elevated pressure and decreased motivation in terms of
investment. Caplin and Leahy (2001) [ report on the same.
Nervous investors will not take any decision or cling to tried
and tested measures (Van Winden et al., 2011) [26],
According to studies done by Gambetti and Giusberti (2012)
B and Bensi and Giusberti (2007) [, Trait Anxiety has
negative influence on investment decisions because it
propagates risk aversion and procrastination.
Overconfidence, a common cognitive bias, involves
overestimating one’s knowledge or control over outcomes.
Bondt and Thaler (1995) [ argue that it leads to poor
judgment and excessive trading. Adel and Mariem (2013) [1
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further show that overconfident investors misread market

signals, resulting in risky and volatile decisions.

The Herding Effect describes the tendency to follow others'

actions, especially in uncertain environments. Tan et al.

(2008) [ state that this behavior can distort stock prices

and affect market efficiency. Caparrelli et al. (2004) Bl

caution that herding contributes to bubbles but may be

useful if applied strategically.

Self-Monitoring is the ability to adapt behavior based on

social context. High self-monitors adjust their investment

choices according to situational cues (Snyder, 1974; Biais et

al., 2005) [ 3, Kourtidis et al. (2011) B3 note that such

psychological traits significantly shape investment behavior,

with low self-monitors tending to decide more quickly and

independently.

Based on the above information, the following hypothesis

are as follows:

The investment choices made by Nepal's Generation Y and

Z are examined in this study using a behavioral analysis

methodology. Its specific goal is to investigate the unique

elements affecting their investment decisions. By offering

insightful information about these generations' financial

practices, the study hopes to advance our knowledge of how

they make investment decisions. Thus, following hypothesis

was formulated:

e Hi: There is a significant impact of Trait Anger on
Investment Decisions among Generation Y and Z.

e H2: There is a significant impact of Trait Anxiety on
Investment Decisions among Generation Y and Z.

e Ha: There is a significant impact of Overconfidence on
Investment Decisions among Generation Y and Z.

e Ha: There is a significant impact of the Herding Effect
on Investment Decisions among Generation Y and Z.

e Hs: There is a significant impact of Self-Monitoring on
Investment Decisions among Generation Y and Z.

Methods and Instrumentations

Primary data were collected through electronic and printed
questionnaires distributed to active investors aged 18 to 44,
representing Generations Y and Z. A total of 405 valid
responses were obtained. The sample is considered
representative due to the respondents’ active market
participation. The study employed a causal-comparative
research design to examine the impact of behavioral traits
on investment decisions. Data collection focused on
capturing individual psychological characteristics using
validated instruments.

Trait Anger and Trait Anxiety were measured using 19
items adapted from Gambetti and Giusberti (2012) [,
Overconfidence was assessed with seven items from
Mumaraki and Nasieku (2016) [, while the Herding Effect
was measured using four items from Kengatharan and
Kengatharan (2014) ©l. Self-Monitoring was evaluated with
ten items from Biais et al. (2005) ¥ and Snyder and
Gangestad (1986) 4. Investment Decisions were assessed
using five items from Kourtidis et al. (2011) 3. All items
were rated on a 5-point Likert scale. SPSS software was
used for data analysis, employing descriptive statistics,
correlation, regression, and reliability testing (Cronbach’s
Alpha) to interpret the relationships among variables.
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Table 1: Reliability Test

Variable Cronbach's Alpha No of Items
Investment Decision .812 5
Trait Anger .748 9
Trait Anxiety .802 10
Overconfidence .860 7
Herding Effect .847 4
Self-Monitoring .883 10
Table 2: Correlation Analysis
TA TRA OC HE SM 1D
TA Pearson Correlation 1
TRA Pearson Correlation 794" 1
ocC Pearson Correlation .602™" 687" 1
HE Pearson Correlation .595™" .581*" 443 1
SM Pearson Correlation 675" 483" .603™" 617" 1
ID Pearson Correlation .678™" 571 497 .703™ 761" 1
**_Correlation is significant at the 0.01 level (2-tailed).

Table 2 presents Pearson correlation coefficients among key
variables using SPSS 21. All behavioral traits show

0.703), and Self-Monitoring (r = 0.761) are all positively
associated with ID. These results suggest that psychological

significant positive correlations with Investment Decision traits play a meaningful role in shaping investment
(ID) at the 0.01 level. Trait Anger (r = 0.678), Trait Anxiety decisions.
(r = 0.571), Overconfidence (r = 0.497), Herding Effect (r =
Table 3: Multiple Regression Analysis
Model Unstandardized Coefficients Standardized Coefficients t Sig
B Std. Error Beta '
(Constant) 058 012 4.833 .000
TA 528 041 436 12.878 .000
1 0oC .078 .021 074 3.714 .000
HE 541 167 .602 3.239 .001
SM .703 027 .625 26.037 .000
TRA .095 .019 .073 5.499 .000
a. Dependent Variable: 1D

The regression analysis shows that all five behavioral traits
Trait Anger (TA), Overconfidence (OC), Herding Effect
(HE), Self-Monitoring (SM), and Trait Anxiety (TRA) have
a statistically significant influence on Investment Decision
(ID) at the 0.01 level. Among them, Self-Monitoring (p =
0.625, p<0.001) is the strongest predictor, followed by
Herding Effect (B = 0.602, p = 0.001) and Trait Anger (B =
0.436, p<0.001). Trait Anxiety (B = 0.073, p<0.001) and
Overconfidence (B = 0.074, p<0.001) also contribute
positively, though to a lesser extent. These findings indicate
that every psychological factor can shape the nature of
investments greatly and Self-Monitoring and Herding Effect
can influence the activity of generation Y and Z investors by
most significantly.

Conclusion

This research explored Trait Anger, Trait Anxiety,
Overconfidence, Herding Effect, and Self-Monitoring were
some of the psychological traits that affected the investment
choice of Generation Y as well as Generation Z employees
of the commercial banks. The results show that the Trait
Anger, Trait Anxiety, and Overconfidence influence the
investment behavior very significantly, and such traits
determine different patterns in decision-making. But
Herding Effect and Self-Monitoring did not demonstrate any
important effect, which can mean that social influence and
self-awareness are not as important in the decision making

process regarding investment by this group.

Although the study provided important information, it has
some limitations when it comes to sample specificity, the
possible selection bias, as well as being a cross-sectional
study, which can limit its generalization and the scope of the
results. Studies in the future must consider larger samples,
longitudinal studies, and improved measures that would be
more appropriate to capture the complexity of psychological
processes that determine investment decision within various
populations.

References

1.  Adel MK, Mariem M. Overconfidence bias and trading
volume: Evidence from the Tunisian stock market.
Journal of Behavioral Finance. 2013;14(3):177-186.
https://doi.org/10.1080/15427560.2013.806280

2. Bensi C, Giusberti F. Anxiety and decision-making: A
study on risk perception in investment contexts. Journal
of  Economic  Psychology. 2007;28(6):654-667.
https://doi.org/10.1016/j.joep.2007.04.007

3. Biais B, Hilton D, Mazurier K, Pouget S. Judgmental
overconfidence,  self-monitoring, and  trading
performance in an experimental financial market.
Review of Economic Studies. 2005;72(2):287-312.
https://doi.org/10.1111/j.1467-937X.2005.00347.x

4. De Bondt WFM, Thaler R. Financial decision-making
in markets and firms: A behavioral perspective. In:
Jarrow R, Maksimovic V, Ziemba W, editors.

~149 ~


https://www.allfinancejournal.com/

International Journal of Research in Finance and Management

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

Handbooks in Operations Research and Management
Science: Finance. Vol. 9. Amsterdam: Elsevier; 1995.
p. 385-410.

Caparrelli F, Gil-Alana LA, Plastun A. Herd behavior
and market efficiency: Emerging market evidence.
Emerging Markets Review. 2004;5(2):145-167.
https://doi.org/10.1016/j.ememar.2003.11.002

Caplin A, Leahy J. Psychological expected utility
theory and anticipatory feelings. The Quarterly Journal
of Economics. 2001;116(1):55-79.
https://doi.org/10.1162/003355301556310

Forgas JP. Feeling and Thinking: The Role of Affect in
Social Cognition. Cambridge: Cambridge University
Press; 2000.

Gambetti E, Giusberti F. Trait anxiety and investment
behavior: The role of risk perception. Journal of
Economic Psychology. 2012;33(5):1124-1133.
https://doi.org/10.1016/j.joep.2012.06.005

Kengatharan L, Kengatharan N. Measuring herding in
stock markets: An empirical study. Financial Markets
and  Portfolio  Management.  2014;28(1):15-34.
https://doi.org/10.1007/s11408-013-0218-0216

Kumar R, Goyal N. Impact of behavioral biases on
investment decision: A study of North Indian investors.
Global  Business  Review. 2015;16(6):937-955.
https://doi.org/10.1177/0972150915609956

Lazarus RS. Emotion and Adaptation. Oxford: Oxford
University Press; 1991.

Lerner JS, Keltner D. Fear, anger, and risk. Journal of
Personality and Social Psychology. 2001;81(1):146-
159. https://doi.org/10.1037/0022-3514.81.1.146
Masini A, Menichetti E. The impact of fear on
investment decisions. International Journal of Bank
Marketing. 2012;30(1):65-84.
https://doi.org/10.1108/02652321211193605

Mumaraki JN, Nasieku T. Effect of overconfidence on
individual investment decision: Evidence from the
investment services sector in Kenya. The International
Journal of Business and Management. 2016;4(10):254-
261.

Nell C. Rational Economic Man? London: Routledge;
2007.

Nga JKH, Ken Yien P. Cognitive biases in investment
decisions: A study of millennials. Asian Academy of
Management Journal of Accounting and Finance.
2013;9(1):1-25.

Prasarry |, Wijaya S, Hartono M. Technology
acceptance in digital investing: A UTAUT approach
among Gen Y and Z. Journal of Behavioral Finance and
Technology. 2023;2(3):45-60.

Rahmah R, Purnamasari I. A closer look of how
individual investor make investment decision:
Systematic review. Atestasi: Jurnal Ilmiah Akuntansi.
2023;6(2):650-660.

Rahman MA, Gan C. Behavioral factors influencing
investment decisions of Generation Y. Journal of
Economics and Behavioral Studies. 2020;12(2):67-79.
https://doi.org/10.22610/jebs.v12i2(J).3070

Shah A, Prasad P. Cognitive biases and loss aversion
among retail traders. Journal of Behavioral and
Experimental Finance. 2020;27:100272.
https://doi.org/10.1016/j.jbef.2020.100272

Sinha P, Kerchberger VE, Willmore A, Chambers J,
Zhuo H, Abbott J, et al. Identifying molecular
phenotypes in sepsis: An analysis of two prospective
observational cohorts and secondary analysis of two

22.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

~ 150 ~

https://www.allfinancejournal.com

randomised controlled trials. The Lancet Respiratory
Medicine. 2023;11(11):965-974.

Slovic P, Finucane M, Peters E, MacGregor DG. Risk
as analysis and risk as feelings: Some thoughts about
affect, reason, risk, and rationality. Risk Analysis.
2004;24(2):311-322. https://doi.org/10.1111/j.0272-
4332.2004.00433.x

. Snyder M. Self-monitoring of expressive behavior.

Journal of Personality and Social Psychology.
1974;30(4):526-537. https://doi.org/10.1037/h0037039
Snyder M, Gangestad S. On the nature of self-
monitoring: Matters of assessment, matters of validity.
Journal of Personality and Social Psychology.
1986;51(1):125-139. https://doi.org/10.1037/0022-
3514.51.1.125

Tan L, Chiang TC, Mason JR, Nelling E. Herding
behavior in Chinese stock markets: An examination of
A-shares and H-shares. International Review of
Economics and Finance. 2008;17(1):10-23.
https://doi.org/10.1016/j.iref.2006.10.002

Van Winden F, Weber B, Noussair C. Anxiety, mood,
and decision-making in asset markets. Journal of
Economic Behavior and Organization. 2011;78(3):281-
305. https://doi.org/10.1016/j.jeb0.2011.02.014

Watts M. Sample Size Calculations for Surveys: A
Step-by-Step Guide. Survey Science Press; 2022.
Kimeu K, Ndirangu L, Muturi W. Effect of investor
behavioral biases on investment decisions in Kenya. Int
J Econ Financ. 2016;8(10):185-193.

Andrikopoulos A. Accounting for intellectual capital:
On the elusive path of research and practice. Eur
Account Rev. 2006;15(4):673-688.

Fadilah F, Mawardi MC, Saifi M. The influence of
herding behavior, overconfidence, and risk perception
on investment decisions. J Manaj dan Kewirausahaan.
2022;24(1):34-42.

Suryani R, Nuryatno MA, Setiawan D. The influence of
psychological factors on investment decisions:
Empirical study of generation Z investors. J Econ Bus.
2022;25(2):103-115.

Davis H, Foxall G, Pallister J. Beyond the intention-
behaviour mythology: An integrated model of
recycling. Mark Theory. 2015;15(1):29-48.

Kimeu K, Ndirangu L, Muturi W. Investor
overconfidence and disposition effect in Nairobi
Securities  Exchange. Int J Bus Manag.

2016a;11(4):211-218.

Kimeu K, Ndirangu L, Muturi W. The relationship
between herding effect and investment decisions of
individual investors in NSE. Int J Econ Financ.
2016b;8(10):1-11.

Kourtidis D, Neokosmidis I, Floros C. Investment
choices of individual investors in Greece. J Account
Tax. 2011;3(1):14-27.

Kiky FN, Hadiwidjojo D, Rofiaty R. The impact of
behavioral biases on the investment decisions of Gen Z:
A case study in Indonesia. J Behav Financ Res. 2024;
(In press). (Placeholder — please verify journal name
and status.)

Spielberger CD, Sydeman SJ. State-Trait Anxiety
Inventory and State-Trait Anger Expression Inventory.
In: Maruish ME, editor. The Use of Psychological
Testing for Treatment Planning and Outcomes
Assessment. Hillsdale (NJ): Lawrence Erlbaum
Associates; 1994. p. 292-321.


https://www.allfinancejournal.com/

