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Abstract: ARTICLE INFORMATION 

This conceptual paper examines the impact of psychological factors and financial literacy 

influence on investment decision-making, with Robo-advisors introduced as a moderator. 

Drawing on Prospect Theory, the study examines how psychological factors influence investors’ 

decisions, particularly among Generation Z (Gen-Z) investors.  The study highlights common 

psychological factors such as loss aversion, overconfidence and Fear of Missing Out (FOMO), 

which often lead investors to make irrational or impulsive investment decisions. It posits that 

while traditional finance theories assume rational decision-making, these psychological 

distortions often lead to suboptimal investment behaviour. The study also examines the influence 

of financial literacy on investment decisions. It argues that financial literacy enhances 

investors’ ability to understand risks and evaluate financial information, reducing 

psychological factors such as overconfidence, herding, or loss aversion, which can distort 

rational decisions. Additionally, Robo-advisors, as algorithm-driven platforms, offer a potential 

solution by providing objective, data-driven advice that reduces the emotional and cognitive 

biases affecting decision-making. To test the conceptual paper's hypotheses, future studies can 

employ a quantitative, survey-based design targeting Gen-Z investors in Malaysia. Data can be 

collected through a structured questionnaire using a five-point Likert scale, with relationships 

among variables analysed using Partial Least Squares Structural Equation Modelling (PLS-

SEM). This approach enables simultaneous examination of direct, indirect, and moderating 

effects between financial literacy, psychological factors, and Robo-advisors on investment 

decision-making. This paper presents a conceptual framework that integrates Prospect Theory, 

psychological factors, financial literacy and Robo-advisors to offer a more comprehensive 

understanding of modern investment decisions, especially in the context of digital Robo-advisors 

and Gen-Z investors. The framework provides a more comprehensive understanding of how 

education and digital solutions can work together to promote rational decision-making, 

ultimately improving investment outcomes in today’s dynamic financial environment. 
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INTRODUCTION 

Investment decision-making is the process by which investors allocate their financial resources among different asset 

classes and securities in order to maximise returns and manage risks. Investment decision-making has traditionally been 

explained through rational models such as the Efficient Market Hypothesis (Fama, 1970), Modern Portfolio Theory 

(Markowitz, 1952), and the Capital Asset Pricing Model (Sharpe, 1964). These frameworks assume that investors act 

rationally, evaluate all available information, and consistently seek to maximise returns relative to risk. These theories 

have guided decades of research on investment behaviour. For instance, Aprayuda et al. (2021) and Nasiri et al. (2021) 

applied rational asset-pricing and information-processing frameworks to study investment choices, while Ahmed et al. 
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(2021) demonstrated how financial literacy can reinforce rational decision-making within these traditional paradigms. 

While influential, such theories fail to capture the behavioural realities observed in investment decisions, where investors 

often deviate from rational expectations. 

Prospect Theory, developed by Kahneman and Tversky (1979), offers a different perspective by demonstrating that 

investors evaluate outcomes relative to reference points and place disproportionate weight on losses compared to gains. 

The theory challenges the rationality assumption arguing that investors are irrational decision makers because they are 

influenced by psychological factors, especially when faced with gains or losses. Mahmood et al., (2024) and Subedi & 

Bhandari (2024) studies shows growing evidence that investors frequently deviate from rational behaviour due to 

psychological influences. This perspective explains why psychological factors such as loss aversion, regret aversion, 

and herding persist in investment decision-making, despite leading to inefficient outcomes. Ahmad (2025) highlighted 

how overconfidence and loss aversion distort risk perceptions, while Maheshwari and Samantaray (2025) observed that 

Generation Z investors are particularly prone to Fear of Missing Out (FOMO) driven trading. Recent studies by 

Maheshwari and Samantaray (2025) also suggests that these behavioural biases are particularly pronounced among 

younger cohorts, such as Generation Z (Gen-Z), whose financial choices are shaped by digital information sources and 

social influence.  

At the same time, financial literacy has emerged as a critical factor shaping investment decisions. Financial literacy is 

defined as an individual’s ability to understand, evaluate and apply financial knowledge and skills in making informed 

and sound decisions in regards to the management of personal finances (Johri et al., 2023; Suresh, 2024). Financial 

literacy has been identified as a key variable influencing rational investment decisions (Uddin et al., 2024; Suresh, 2024). 

Evidence shows that investors with stronger financial knowledge are better equipped to assess risks, diversify portfolios, 

and resist the influence of psychological distortions (Naqvi et al., 2025; Uddin et al., 2024). Financial literacy therefore 

acts as a counterbalance to psychological biases, supporting more rational investment outcomes. A more recent 

development in the investment landscape is the rise of Robo-advisors, an algorithm-driven platforms that provide low-

cost, personalised, and data-driven investment objective recommendations and filtering out emotional influences. 

According to Financial Planning Association Journal (2024) article Customer Trust and Satisfaction with Robo-Adviser 

Technology projected that asset under management is expected to increase from approximately USD 870 billion in assets 

currently being managed by Robo-advisers in the U.S in 2022.  

However, most studies have focused on these variables in isolation. Unlike traditional finance theories that assume 

consistent rationality, the Prospect Theory provides a behavioural lens for understanding suboptimal and emotionally 

driven investment decisions. This paper proposes a conceptual framework that integrates Prospect Theory with 

psychological factors, financial literacy, and Robo-advisors. By doing so, it advances existing theory in two ways; first, 

by extending Prospect Theory into the digital era where algorithmic investment advisory increasingly shapes decision-

making; and second, by showing how behavioural limitations and financial knowledge interact in practice. The 

framework is particularly relevant for Gen-Z investors in emerging markets, where both financial literacy initiatives and 

digital financial services are expanding rapidly. 

PROBLEM STATEMENT 

Prospect Theory (Kahneman & Tversky, 1979) has long provided a behavioural explanation in understanding irrational 

investor behaviour under conditions of risk and uncertainty. By emphasising loss aversion and reference dependence, 

the theory captures the tendency of individuals to weigh losses more heavily than equivalent gains, leading to systematic 

biases such as holding on to losing investments or exiting winning positions too early. Past research has largely focused 

on psychological factors such as loss aversion, overconfidence, and herding, as demonstrated by studies such as 

Mahmood et al. (2024), Subedi & Bhandari (2024), and Fong (2025). These studies argue that psychological factors 

heavily influence investment behaviour, often leading to suboptimal decision-making. However, despite its enduring 

relevance, Prospect Theory has not fully evolved to address two emerging realities in modern investment contexts; 
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namely the role of financial literacy and the growing influence of digital financial technologies such as the Robo-advisors 

towards investors’ decision-making.  

First, the theory does not adequately incorporate the influence of digital financial technologies. Mahmood et al. (2024) 

and Ahmad (2025) studies highlighted that Prospect Theory effectively explains irrational behaviours such as 

overconfidence and herding, however it fails to account for the influence of digital financial technologies such as the 

Robo-advisors. The algorithm-driven platforms such as Robo-advisors have recently transformed the investment 

landscape and increasingly shape investors decision-making by offering objective, data-based recommendations that can 

counteract emotional trading and reduce behavioural distortions. Recent research highlights Robo-advisors ability to 

moderate psychological factors such as overconfidence, herding, and Fear of Missing Out (FOMO), yet these findings 

remain fragmented and insufficiently connected to Prospect Theory (Ahmad et al., 2025; Panakaje et al., 2025). Other 

studies by Subedi & Bhandari (2024) and Fong et al. (2025) further argues that Prospect Theory overlooks how Robo-

advisors might reshape investor behaviour in the digital era. 

Second, the Prospect Theory has not considered the role of financial literacy in shaping investors’ decision-making. 

Psychological factors and financial literacy are central to understanding investment decisions in this evolving context. 

Psychological factors such as overconfidence, loss aversion, and herding bias distort how investors perceive risks and 

return, often leading to impulsive or irrational decisions (Mahmood et al., 2024; Ahmad, 2025). Conversely, financial 

literacy equips investors with the ability to evaluate information, diversify portfolios, and adopt risk-aware strategies. 

Naqvi et al. (2025) and Uddin et al. (2024) studies demonstrate that higher literacy reduces the negative impact of biases 

such as overconfidence and herding. However, few conceptual models have integrated financial literacy with the 

Prospect Theory to explain investment decision-making in a holistic manner. Naqvi et al. (2025) argue that Prospect 

Theory provides valuable insights into decision-making under uncertainty, however it does not fully address the role of 

financial literacy on investment decisions. This conceptual gap presents an opportunity to extend Prospect Theory by 

incorporating Robo-advisors as a moderating variable between financial literacy and investment decisions. Financially 

literate investors are better positioned to leverage Robo-advisory tools effectively, interpreting algorithmic 

recommendations, understanding portfolio risks, and aligning digital advice with personal investment goals. 

Conversely, investors with lower financial literacy may depend excessively on Robo-advisors’ automation without fully 

understanding its recommendations, potentially leading to poor decisions. Recent studies by Ahmad et al. (2025), 

Maheshwari & Samantaray (2025), and Mohapatra et al. (2025) highlight that Robo-advisors can enhance rational 

investment behaviour by mitigating these psychological factors, such as overconfidence and herding. Thus, Robo-

advisors are posited to strengthen the positive effect of financial literacy on investment decisions by providing structured, 

data-driven, and bias-free guidance. Prospect Theory, however, does not account for this technological dimension, 

leaving a theoretical gap in understanding how digital financial tools moderate the relationship between investor 

cognition and behaviour. 

These gaps are particularly relevant for Gen-Z investors in emerging markets. Hallie Spear, Sofia Eckrich, et. al (2024) 

World Economic Forum (WEF) White Paper titled "The Future of Financial Advice", shows that Gen-Z is heavily 

dependent on social media and digital platforms as well as unconventional information sources like financial influencers. 

As digital natives, Gen-Z are highly exposed to social media, online influencers, and real-time trading platforms. 

Psychological factors such as overconfidence, loss aversion, and FOMO (Fear of Missing Out) have been shown to 

distort investment decisions, leading to biases in risk perception and investment choices (Mahmood et al., 2024; Ahmad, 

2025). At the same time, many young investors display uneven levels of financial literacy, making them more vulnerable 

to impulsive or speculative decisions. Robo-advisors, therefore, represent a timely intervention by providing accessible, 

low-cost guidance that can moderate both psychological distortions and knowledge limitations. 
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However, most research in this area remains centred around the direct effects of these variables without considering the 

moderating role of technology in mitigating these biases. The introduction of Robo-advisors into this framework 

represents a novel approach, as they provide an automated, data-driven solution to counteract emotional and 

psychological biases that often lead to irrational decisions. Recent studies by Panakaje et al. (2025) and Maheshwari & 

Samantaray (2025) have explored Robo-advisors’ potential to reduce bias in investment decisions but have not 

thoroughly integrated these findings with the Prospect Theory. Meanwhile, Panakaje et al. (2025) and Carretta et al. 

(2025) studies have demonstrated that Robo-advisors can mitigate biases such as loss aversion and overconfidence, but 

the interaction between Robo-advisors, financial literacy, and psychological biases remains underexplored. This study, 

therefore, aims to address these gaps by examining the moderating role of Robo-advisors and their interaction with 

financial literacy and psychological factors in shaping investment decisions. By doing so, it extends behavioural finance 

theory into the digital era, clarifies the interaction between cognition and technology, and situates the analysis within 

the practical realities of Gen-Z investors in emerging markets. The novelty of this study lies in its attempt to merge 

behavioural finance theories with technological innovations, thereby contributing to a more holistic understanding of 

modern investment decision-making processes. 

LITERATURE REVIEW 

This section will cover psychological factors like overconfidence, loss aversion, and herding behavior, financial literacy 

as well as Robo-advisors as a moderating variable. Relevant literature was reviewed and four hypotheses were developed 

in this conceptual paper. 

Financial Literacy and Investment Decision-Making  

Financial literacy plays a pivotal role in shaping investors decision-making. Studies consistently show that higher 

financial literacy is associated with more diversified portfolios, stronger risk management, and fewer behavioural 

mistakes (Suresh, 2024; Vaghela et al., 2023). Conversely, low financial knowledge has been linked to impulsive 

decisions, portfolio underperformance, and vulnerability to emotional influences (Lulaj & Mekaniwati, 2025). 

Within the framework of Prospect Theory, financial literacy can be seen as a mitigating force, reducing the 

distortions caused by loss aversion or overconfidence by enabling investors to interpret information more 

rationally. Yet, evidence from emerging markets suggests that financial literacy levels remain uneven, particularly 

among younger investors, leaving them exposed to psychological factors such as overconfidence and loss aversion 

(Sapiri & Awaluddin, 2023; Uddin et al., 2024). Poor grasp and understanding of financial knowledge have been 

identified as one of the main variables preventing individual investors from making good investment choices. 

Despite significant efforts and initiatives by the government and various organizations to raise the financial 

literacy rate, a large number of people in the population still struggle to make good and informed financial and 

investment decisions. This has ultimately impacted their financial well-being and socioeconomic outcomes. 

Therefore, based on the above, the research hypothesised that: 

Hypothesis 1 (H1): Financial literacy has a positive effect on investment decision-making among Gen-Z investors.  

Psychological Factors and Behavioural Decision-Making 

Prospect Theory identifies systematic deviations from rationality, including loss aversion, reference dependence, 

and probability weighting (Kahneman & Tversky, 1979). Building on this foundation, behavioural finance 

research has documented how psychological factors such as overconfidence, herding, and Fear of Missing Out 

(FOMO) influence investor behaviour. Overconfidence often leads investors to underestimate risks and trade 

excessively, while herding amplifies speculative trades in nature by driving individuals to follow collective 

sentiment rather than independent analysis (Mahmood et al., 2024; Maheshwari & Samantaray, 2025). FOMO, 

increasingly visible among Gen-Z investors active on social media, reflects the emotional urgency to participate 

in market trends without sufficient due diligence. These biases illustrate how investors systematically deviate 
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from rational decision-making, confirming the relevance of Prospect Theory in contemporary markets. However, 

while prior research has extensively described these biases, there remains limited exploration of how they interact 

with financial literacy and technological interventions. Therefore, based on the above, the following hypothesis 

is developed for further testing. 

Hypothesis 2 (H2): Psychological factors (e.g., overconfidence, herding, loss aversion, and FOMO) have a 

positive effect on investment decision-making among Gen-Z investors. 

Robo‑Advisors as Moderator between Psychological Factors and Investment Decisions 

The advent of Robo-advisors marks a technological shift in financial services, offering automated, low-cost, and 

algorithm-based investment recommendations. Unlike human decision-makers, Robo-advisors are not influenced 

by fear, overconfidence, or herding pressures, making them valuable tools for counteracting behavioural biases 

(Ahmad et al., 2025; Panakaje et al., 2025). Empirical evidence shows that investors using Robo-advisors display 

reduced loss aversion and lower susceptibility to short-term emotional trading (Maheshwari & Samantaray, 2025). 

Within the Prospect Theory framework, Robo-advisors can be conceptualised as external moderators that weaken 

the link between psychological factors and irrational investment decisions. Yet, the literature on this moderating 

role remains fragmented, with most studies addressing either specific biases or adoption factors rather than 

integrating Robo-advisors into behavioural finance models. Bhatia, A., et. al (2022) study found that Robo-

advisory services are still incapable of significantly mitigating psychological factors such as overconfidence and 

loss aversion in investors’ decision-making. A moderator variable affects the relationship that exists between the 

independent variable and the dependent variable. Psychological factors like overconfidence and loss aversion, for 

instance, can shape the decisions made by an investor. A Robo-advisor can act as a moderator by offering 

automated, algorithm-based investment advice that disregards these biases. Consequently, based on this insight, 

Robo-advisor will be considered as a moderator for the hypothesis stated. 

Hypothesis 3 (H3): Robo-advisors positively moderate the relationship between psychological factors and 

investment decision-making among Gen-Z investors, such that the relationship is stronger when the use of Robo-

advisors is high. 

Robo‑Advisors as Moderator between Financial Literacy and Investment Decisions 

Beyond mitigating psychological factors, Robo-advisors can also shape how financial literacy translates into 

investment decisions. For less literate investors, Robo-advisors offer educational prompts, risk assessments, and 

simplified guidance that can substitute for missing knowledge (Kumar, 2025; Choo et al., 2023). For financially 

literate investors, Robo-advisors provide a complementary tool that reinforces rationality by presenting data-

driven options aligned with long-term goals. This dual role highlights the importance of considering financial 

literacy and Robo-advisors together, rather than in isolation. Handini, S. (2024) study found that there is no 

significant relationship between financial literacy with investment decsions when motivation and knowledge are 

included. The findings imply that the link between financial literacy and investment decision-making may be 

conditional rather than direct. Therefore, the introduction of Robo-advisors as a moderating variable could explain 

the mixed empirical evidence. While previous research has explored the direct effects of financial literacy on 

investment decisions, the potential moderating influence of Robo-advisors within this relationship remains largely 

unexamined, highlighting a key theoretical gap in behavioural finance theory. Therefore, based on the above, the 

following hypothesis is developed for further testing.  
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Hypothesis 4 (H4): Robo-advisors positively moderate the relationship between financial literacy and investment 

decision-making among Gen-Z investors, such that the relationship is stronger when the use of Robo-advisors is 

high. 

CONCEPTUAL FRAMEWORK 

This conceptual framework investigates the influence of psychological factors, financial literacy, and Robo-advisors as 

moderator on investment decisions. The hypothesis built within this framework examine how financial literacy and 

psychological factors (such as overconfidence, loss aversion, and the Fear of Missing Out, or FOMO) shape investors’ 

decision-making. Moreover, Robo-advisors are positioned as moderating variables that help mitigate biases in 

investment decision-making. With Kahneman and Tversky's Prospect Theory as the platform of conceptualisation, 

Figure 1 addresses the influence of Robo-advisor on investors' investment decision-making. 

 

 

 

 

 

Figure 1: Conceptual Framework integrating Prospect Theory, Psychological Factors, Financial Literacy, and Robo-Advisors 

First, financial literacy serves as a counterbalancing force. Financial literacy has long been a significant predictor of 

rational investment behaviour. Financial literacy is the ability to access and apply financial skills to manage one's 

financial resources. Young investors, especially Gen-Z, who are financially literate, understand the risks involved with 

different financial investment products. Their high financial knowledge enables them to make investment decisions 

aligned with their investment goals, horizon, and risk tolerance. Studies have consistently shown that higher financial 

literacy is associated with more informed investment decisions, as it equips individuals with the necessary skills to assess 

risk, diversify portfolios, and avoid impulsive decisions. For instance, Suresh (2024) and Uddin et al. (2024) emphasized 

that financially literate investors tend to make more diversified investments, leading to improved financial outcomes.  

Second, Prospect Theory posits that investors deviate from rationality due to loss aversion, reference dependence, and 

other psychological distortions. These psychological factors including overconfidence, herding, and Fear of Missing Out 

(FOMO) directly influence investment choices by shaping perceptions of risk and return. For example, overconfidence 

can lead to excessive risk-taking, while loss aversion might result in the unwillingness to sell losing investments, even 

when such actions would be rational. Maheshwari and Samantaray (2025) found that Gen-Z investors, in particular, are 

prone to impulsive investment decisions driven by FOMO. Similarly, Mahmood et al. (2024) highlighted how herding 

behaviour, amplified by social media, leads to suboptimal investment choices among young investors. These 

psychological factors distort risk perceptions and often cause individuals to make decisions based on emotions rather 

than rational analysis. Investors tend to feel the pain of losses more strongly than the pleasure of equivalent gains. This 

bias often causes investors to hold on to losing investments in hopes of recovery, resulting in poor decisions. Studies 

such as Ahmad (2025) and Mahmood et al. (2024) confirm the pervasiveness of loss aversion, particularly among Gen-

Z investors. 

Third, Robo-advisors act as moderating mechanisms that reduce the impact of psychological biases. Robo-advisors, AI-

driven platforms that provide algorithm-based investment advice, are designed to counteract the emotional biases that 
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typically influence investment decisions. By offering data-driven recommendations, Robo-advisors help investors make 

decisions based on objective information, rather than on psychological impulses such as fear or overconfidence. Studies 

such as those by Panakaje et al. (2025) and Maheshwari and Samantaray (2025) demonstrate that Robo-advisors are 

particularly effective in reducing biases like loss aversion and FOMO. These platforms offer a moderating role by 

removing emotional decision-making and promoting rational, long-term investment strategies. In essence, Robo-

advisors function as a check against psychological distortions by guiding investors with objective, algorithmic advice 

(Carretta et al., 2025). By providing algorithm-driven, unbiased recommendations, Robo-advisors can weaken the 

influence of biases such as overconfidence or herding.  

Lastly, Robo-advisors enhance the positive effects of financial literacy by simplifying complex concepts and reinforcing 

rational decision-making. They offer data-driven insights that help investors make better decisions by lowering their 

reliance on emotional or gut feelings. While financial literacy fosters better decision-making, Robo-advisors further 

enhance this process by offering personalized, automated investment advice based on financial goals and risk tolerance. 

Studies by Kumar (2025) and Cao et al. (2025) suggest that Robo-advisors can help investors, especially those with 

lower financial literacy, make more informed decisions by providing easy-to-understand financial guidance. 

Furthermore, Robo-advisors play a critical role in improving financial literacy by simplifying complex financial 

concepts through user-friendly interfaces and interactive educational tools (Choo et al., 2023). Therefore, this hypothesis 

posits that Robo-advisors act as a moderating factor, amplifying the positive impact of financial literacy on investment 

decisions, particularly for investors with limited financial knowledge 

The proposed conceptual framework hypothesizes that Robo-advisors moderates the relationship between psychological 

factors (loss aversion, overconfidence, and Fear of Missing Out) and investment decisions. At the same time, Robo-

advisors also act as a moderator between financial literacy and investment decisions. According to the suggested model, 

investors with higher financial literacy will be more impacted by Robo-advisors in terms of lowering psychological 

factors than investors with lower financial literacy. To fully comprehend how these factors affect investment decision-

making in the modern financial landscape, this integrated framework integrates financial literacy, Robo-advisor with the 

Prospect Theory. 

METHODOLOGY 

Future studies can employ a quantitative survey and PLS-SEM analysis to empirically test this conceptual framework 

integrating Prospect Theory, financial literacy, psychological factors, and Robo-advisors. This methodological approach 

ensures robustness in identifying the moderating role of Robo-advisors and provides valuable insights into how Gen-Z 

investors make financial decisions in an increasingly digitalized environment. 

Research Design 

This study adopts a quantitative, survey-based research design to examine the relationships among psychological 

factors, financial literacy, and investment decision-making, as well as the moderating role of Robo-advisors. The 

design is appropriate given the study’s objective to test hypothesized relationships and quantify the strength and 

direction of associations among variables. As a conceptual study grounded in Prospect Theory, the proposed 

framework integrates behavioural finance constructs with technological moderators to capture the complexity of 

modern investment behaviour, particularly among Gen-Z investors emerging countries such as in Malaysia. 

 

Research Approach 

The research approach underpins this study, emphasizes empirical observation, measurement, and statistical 

testing. Data will be collected using a structured questionnaire designed to capture constructs such as financial 

literacy, psychological biases (overconfidence, loss aversion, herding, and FOMO), and perceptions of Robo-

advisors. Primary data will be collected through a structured online questionnaire designed based on validated 
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constructs from prior literature. All questionnaire items will be measured using a five-point Likert scale ranging 

from 1 (“Strongly Disagree”) to 5 (“Strongly Agree”), ensuring consistency and ease of interpretation. 

 

The relationships among these constructs will be tested using Partial Least Squares Structural Equation Modeling 

(PLS-SEM). This technique is selected for its suitability in handling complex models with moderating variables 

and latent constructs, as well as its robustness with smaller or non-normally distributed datasets. PLS-SEM is 

widely used in recent studies investigating behavioural finance and FinTech adoption (Maheshwari & 

Samantaray, 2025; Panakaje et al., 2025) supporting its application in this study. 

 

Population and Sampling 

 
 

The study targets individual investors in Malaysia, particularly Gen-Z (aged 18–29), who are active users of digital 

investment platforms or Robo-advisors. This demographic is chosen due to their high digital engagement and 

growing participation in financial markets. The sample size will be determined using G*Power version 3.1.9.7 

(Faul et al., 2009) to calculate the minimum usable sample size required for this study. The analysis employed a 

multiple linear regression model characterised by four predictors, a medium effect size (f² = 0.15), and a target 

statistical power of 95%, revealing that a minimum sample size of 129 participants was necessary. This guarantees 

adequate power to identify significant correlations and moderating effects within the given model. 

 

A purposive sampling method will be used to ensure that respondents have basic investment experience and 

familiarity with digital financial tools. Participants will be reached through online survey distribution via 

investment forums, financial literacy programs, and social media channels targeting young investors. 
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DISCUSSION 

The conceptual framework advances behavioural finance studies in three ways: 

First, it extends Prospect Theory into the digital era by recognising that investor behaviour is now shaped not only 

by psychological factors but also by algorithmic tools that can mitigate those biases. While Prospect Theory has 

long explained and argued on investors' irrational investment choices under risk, it has not accounted for the 

moderating role of financial technologies such as Robo-advisors. By incorporating these tools, the framework 

highlights how digital platforms can reduce loss aversion, herding, and overconfidence, offering a behavioural 

counterbalance to irrational tendencies. The role of Robo-advisors as moderators in the investment decision-

making process offers a valuable contribution to the existing body of knowledge. Previous research has 

demonstrated the efficacy of Robo-advisors in mitigating psychological biases, such as overconfidence and loss 

aversion, which often lead to suboptimal investment choices (Maheshwari & Samantaray, 2025; Ahmad et al., 

2025).  

Second, the conceptual framework integrates financial literacy into Prospect Theory’s scope. Traditional 

applications of Prospect Theory emphasise psychological distortions but often overlook the role of knowledge 

and skills. By including financial literacy, the framework recognises that investors with higher levels of 

understanding are more capable of making rational decisions, while those with lower literacy are more reliant on 

technological support. However, the moderating role of Robo-advisors in the relationship between financial 

literacy and investment decision-making remains underexplored, underscoring a significant theoretical gap in 

behavioural finance. This study fills that gap by illustrating that Robo-advisors not only reduce emotional and 

cognitive biases but also enhance the decision-making process for investors with varying levels of financial 

literacy. 

Third, the framework situates these dynamics within the context of Gen-Z investors in emerging markets such as 

Malaysia. As digital natives with uneven financial literacy levels, Gen-Z investors are particularly vulnerable to 

behavioural distortions amplified by social media and speculative trading platforms. Robo-advisors therefore 

represent a practical and accessible solution for improving decision quality in this demographic, highlighting the 

framework’s importance and significance. 

 

PRACTICAL IMPLICATIONS 

From a practical standpoint, this study provides valuable insights for both investors and financial services 

providers. For investors, the framework underscores the importance of combining financial literacy with the use 

of Robo-advisors to achieve more rational outcomes. Robo-advisors offer a low-cost, accessible solution to 

overcoming psychological biases that may otherwise hinder sound investment decisions. For financial service 

providers, it suggests that integrating educational features within Robo-advisory platforms could enhance both 

adoption and decision quality. For policymakers and educators, the findings reinforce the need to embed financial 

literacy programs in formal education while encouraging the responsible use of FinTech solutions to support 

investment behaviour. 

LIMITATIONS AND FUTURE RESEARCH 

As a conceptual paper, this study does not provide empirical testing of the proposed framework. Future research 

could validate the model through survey and questionnaires methods and structural equation modelling (SEM) 

that measure how financial literacy, psychological factors and Robo-advisors jointly influence investors decision-

making. Cross-generational comparisons could also reveal whether the framework applies beyond Gen-Z 
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investors. Finally, cultural and market-specific factors in emerging economies warrant further exploration to 

determine the generalisability of the model. 

CONCLUSION 

In sum, this paper contributes to behavioural finance by extending Prospect Theory to incorporate financial 

literacy, psychological factors and Robo-advisors as critical determinants of modern investment decision-making. 

By doing so, it offers a comprehensive framework that addresses gaps in existing theory, aligns with the realities 

of digital financial markets, and provides actionable insights for investors, educators, and policymakers. The 

framework demonstrates that rational investment behaviour in today’s century is no longer shaped solely by 

psychology but is increasingly influenced by the interaction of behavioural, knowledge, and technology. 
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