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ABSTRACT

Retail investor behavior—how individual investors make portfolio decisions, respond to market information, and interact
with financial markets—has been a productive research area since Barber and Odean’s (2000, 2001) foundational analyses
demonstrated that retail investors systematically underperform due to overconfident excessive trading, the disposition
effect (selling winners too early and holding losers too long), and behavioral biases in portfolio construction. The
emergence of commission-free mobile trading platforms (Robinhood, launched 2013), the COVID-19 pandemic’s
combination of forced savings, time at home, and government transfers, and the January 2021 GameStop short squeeze—
in which retail investors coordinating on Reddit’s WallStreetBets forum drove GameStop’s stock from $20 to $483—have
transformed the retail investor landscape in ways that demand academic reconsideration of earlier findings. This paper
reviews the established behavioral finance evidence on retail investor underperformance, examines the gamification
features of new trading platforms and their documented effects on investor behavior, and analyzes the GameStop episode
as a case study in social media-coordinated retail trading.
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1. INTRODUCTION

Individual investors have long been documented as systematic underperformers relative to passive benchmarks. Barber
and Odean (2000) in the Journal of Finance (55(2): 773-806) analyzed trading records of 66,465 U.S. households at a
retail broker from 1991 to 1996 and found that the average household earned gross returns comparable to the market but
net returns 1.5% per year below market, with the most active traders earning net returns 6.5% below the market. The
primary mechanism was excessive trading driven by overconfidence: investors who traded most frequently earned the
worst returns, consistent with overconfident investors believing their stock selection and timing skills exceed actual ability.
Barber and Odean (2001) extended this to demonstrate that men traded 45% more than women and earned net returns 1.4%
lower, consistent with greater male overconfidence.

2. THE DISPOSITION EFFECT

Shefrin and Statman (1985) documented the disposition effect—investors’ tendency to sell winning investments (‘realize
the gain’) and hold losing investments (‘avoid realizing the loss’)—as one of behavioral finance’s most robust findings.
The effect is explained by prospect theory’s S-shaped value function: investors in the ‘gain domain’ (above their reference
price) are risk-averse and prefer to lock in certain gains, while investors in the ‘loss domain’ (below purchase price) are
risk-seeking and prefer to gamble on recovery rather than realize the certain loss. Odean (1998) confirmed the disposition
effect in retail investor data, finding that investors were 50% more likely to sell a winner than a loser—with significant
negative implications for after-tax performance (realizing gains triggers taxes) and for returns (losers underperform
winners in the subsequent period, so holding losers and selling winners is a doubly costly strategy).
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3. GAMIFICATION AND MOBILE PLATFORM EFFECTS

Table 1. Gamification platform features and their documented behavioral effects.

Platform Feature Behavioral Effect Evidence

Commission-free Reduced friction increases trading frequency  Barber et al. (2022): Robinhood users trade

trading more actively than traditional brokerage users

Confetti animations  Reinforces trading behavior through variable  FINRA flagged as potentially encouraging

on trades reward (Skinner operant conditioning) excessive trading

Push notifications Salience-triggered trading on price Attention-driven trading (Barber & Odean,
movements increases impulsive decisions 2008 RFS)

‘Most popular’ Herding toward salient stocks; attention Barber et al. (2021): Robinhood herding

stock lists allocation from platform episodes associated with negative returns

4. THE GAMESTOP EPISODE

The January 2021 GameStop short squeeze—in which retail investors coordinating on Reddit’s WallStreetBets forum
drove GameStop’s stock price from approximately $20 to a peak of $483 in days—represents the most dramatic
demonstration of social media-coordinated retail investor power. The episode had multiple unusual features: the
coordination was public, non-anonymous, and explicitly motivated by a desire to inflict losses on short-selling hedge funds
(particularly Melvin Capital, which held substantial short positions) rather than by private information about GameStop’s
fundamental value; the primary communication channel was a public Reddit forum with millions of subscribers; and
Robinhood’s temporary restriction of new share purchases on January 28, 2021, generated intense regulatory scrutiny and
populist anger. Hasso, Muler, Pelster, and Warkulat (2021) document that the Robinhood purchase restrictions
significantly affected price formation and raised market integrity questions.

5. CONCLUSION

Retail investor behavior research has documented systematic behavioral biases—overconfidence-driven excessive trading,
the disposition effect, attention-driven herding—that reduce retail investor performance relative to passive benchmarks.
The emergence of commission-free mobile trading platforms with gamification features has amplified some of these
tendencies by reducing trading friction, reinforcing trading behavior through reward mechanisms, and directing attention
through salience-enhancing features. The GameStop episode demonstrated that social media coordination can enable retail
investors to move markets in ways that traditional behavioral finance models did not anticipate. Future research should
examine whether financial literacy education, platform design interventions (friction-adding confirmations, cooling-off
periods), or regulatory requirements for disclosure of gamification features can reduce the harm that behavioral biases
impose on retail investor outcomes.
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