GAMESTOP AND THE RISE OF
RETAIL TRADING
Jennifer J. Schulp

In January 2021, a curious event in the stock market caught the
attention of the media, regulators, and the public. A well-known
struggling company dominated the headlines, not for its business
model, but for the meteoric rise of its stock price. GameStop Corp.
started the year trading around $19.00 a share, a pretty robust share
price for a company that had been trading below $5.00 as recently as
August 2020. Yet, by the end of January, GameStop’s shares were
trading at over $300, at one point hitting a high of $483. GameStop’s
stock price has receded from those meteoric highs, but, as of late
May, it continues to trade between $160 and $180 a share.

Experts—and a significant number of nonexperts—raced to
explain what happened. The media, at least, settled on a David and
Goliath narrative, pitting a band of individual traders against Wall
Street hedge funds that were betting against GameStop’s success.
The fact that many of these retail traders utilized a brokerage app
named Robinhood only added to the narrative.

Mechanically, the rapid and dramatic rise in the stock’s price was
partly attributable to a “short squeeze” initiated by increased demand
by retail traders who largely organized through the Reddit forum
WallStreetBets. The rising stock price led some holding short
positions, including certain prominent hedge funds, to buy the stock
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to limit their losses, which put further upward pressure on the stock’s
price. A similar feedback loop attributable to options purchases also
propelled the stock price. And strong demand for the stock was bol-
stered by the attention that the media showered on the phenome-
non, pushing the stock even higher.

Easily compared to a law school issue-spotter exam question, or
perhaps a Rorschach test, the GameStop phenomenon has raised
questions and concerns regarding equity markets from just about
every angle imaginable. Politicians from both parties found reasons
for outrage, including the rare (and brief) unification of Rep.
Alexandria Ocasio-Cortez (D-NY) with Sen. Ted Cruz (R-TX) in ire
against Robinhood Financial’s decision to restrict its users from
opening new positions in GameStop at the height of the frenzy.

The incident has spawned three hearings by the House Financial
Services Committee; one hearing by the Senate Banking Committee;
one meeting of the heads of the Treasury Department, Securities
and Exchange Commission (SEC), the Federal Reserve Board of
Governors, and others; and a host of investigations by the SEC,
Financial Industry Regulatory Authority (FINRA), and state securi-
ties regulators covering market manipulation, short selling, and other
issues. The SEC is also preparing a request for public comment on
the “gamification” of securities trading, considering recommenda-
tions about further disclosure on short selling, looking closely at the
structure of equity markets, and drafting a proposal for shortening
the equity settlement cycle (Gensler 2021).

One thread that runs through all of these inquiries is the protec-
tion of retail investors—the same retail investors who appear to have
initiated the GameStop phenomenon in the first place. While it is
hardly surprising that some individual investors lost money on trades
they made—just as it is hardly surprising that some individual
investors made money on their trades—the investor protection
impulse of some legislators and regulators tends to overlook two key
concepts: (1) the GameStop phenomenon is an example of retail
investor strength, not a demonstration of weakness; and (2) increas-
ing retail participation in equity markets should be encouraged, not
restricted by burdensome regulation.

Retail investors are important and beneficial participants in equity
markets, and recent innovations in the ways retail investors can
access markets have brought more—and more diverse—investors
into the fold. While an interesting event for any number of reasons,

512



GAMESTOP AND RETAIL TRADING

the GameStop phenomenon is not a sign that the markets are some-
how broken or that more regulations are needed to protect investors.
Ultimately, any regulatory response must be careful not to undo the
benefits of wider retail participation in equity markets by introduc-
ing, or reintroducing, barriers to retail investor participation.

Retail Participation Is Good for Equity
Markets and Investors

At the outset, it is important to recognize that participation by
retail investors in equity markets is beneficial to both the markets and
investors. There is little academic consensus about the wholesale
effect retail investors have on equity markets (Eaton et al. 2021;
Friedman and Zeng 2021), but the lack of consensus is not surpris-
ing, in part, because retail investors themselves are a heterogenous
bunch, varying in their levels of diligence, appetite for risk, and moti-
vations. The fact that retail investors behave differently from institu-
tional ones, and sometimes behave differently from each other, can
be particularly valuable in times of market stress. Where institutional
liquidity dries up, for example, retail trading can help to lower bid-
ask spreads and dampen the price impact of trades (Ozik, Sadka, and
Shen 2020).

In fact, retail investors may have been a market-stabilizing force
during the March 2020 coronavirus-induced market crash by staying
the course with their investments and buying when stock prices dipped
dipped (Ozik, Sadka, and Shen 2020; Welch 2020). This type of behav-
ior appears to have continued throughout the pandemic, with individ-
ual investors tending to buy more shares when the market was down 1
percent than when it was up by the same amount (Banerji 2021).

The maxim “more is better”—while not foolproof—generally
applies when talking about participants in the stock market. Despite
the derogatory nature of terms used for retail investors, including
“dumb money,” retail investors bring a lot to the table when invest-
ing. More investors mean more information, which benefits all mar-
ket participants by helping to establish more efficient prices. More
capital invested by those investors helps to fund the growth of the
economy. And investors with greater risk tolerance, a feature often
criticized when talking about retail investors, are necessary to fund
the innovation and entrepreneurship to secure future economic
growth (Coy 2021).
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Finally, investing in the stock market is an important path to
wealth for individual investors. While stocks do not always go up, the
average annual return for the S&P 500 over the past 60 years has
been approximately 8 percent (Maverick 2020). This type of return is
far and away above returns of many other savings or investment vehi-
cles available to individual investors, giving long-term investors good
opportunities to grow wealth through equity investment.

Retail Investing Reached the Masses in 2020

Retail participation in equity markets had been growing for several
years, but that trend accelerated sharply during the pandemic.
Approximately one-fifth of market trading volume was attributable to
retail orders throughout 2020 and early 2021, a substantial increase
over 2019 (Osipovich 2020; SIFMA 2021a). As 2021 has progressed,
retail investor activity appears to be cooling somewhat, but it is
expected to remain elevated above its prepandemic levels (McCabe
2021; SIFMA 2021a).

Most commentators pin the recent increase in retail participation
to the availability of so-called zero-commission trading, where
investors do not pay an upfront commission to trade.! Although
Robinhood Financial began offering zero-commission trading in
2015, the model spread like wildfire in late 2019, ultimately becom-
ing an industry norm among app-based trading platforms and large
discount brokerages. While zero-commission trading is a significant
innovation, it is important to place it in historical context: brokerage
fees have been declining for the past 45 years as a result of regulatory
changes and competition (Mihm 2020). In this way, zero-commission
trading is simply a logical outgrowth of discount brokerages in the
1970s and self-directed online trading in the 1990s.

Not surprisingly, some brokerages reported significant increases in
trading volume immediately following their move to zero-commission
trading at the end of 2019 (Swanson 2020). But several other factors
likely contributed to increased retail participation in equity markets

!'In most zero-commission trading models, brokerages are instead compensated
through what is known as “payment for order flow” (PFOF) where the broker
receives payment from a third party to whom the broker routes the order for
execution.
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in 2020. After Robinhood Financial's early successes, app-based trad-
ing platforms with easy-to-use interfaces began to proliferate, includ-
ing apps launched by legacy brokerages. Many brokers began allowing
investors to open accounts with minimal, or no, account balance
requirements. And fractional-share trading, which permits investors
to buy a portion of a stock less than one share, became increasingly
available during 2020 (Carpenter 2021). The pandemic, which forced
people to stay at home and closed a lot of traditional entertainment
options, also played a role in increasing retail trading throughout the
year (SIFMA 2021a).

These factors together led to tremendous growth not just for
Robinhood Financial—which added millions of users in 2020 and
early 2021—but also for legacy brokerages, like Fidelity Investments,
that similarly experienced a surge in new retail accounts (Baer 2021).

Retail Investing Has Been the Provence of the Few

Although there is a history of strong retail participation in the U.S.
equity markets, that participation has been largely limited to the
comparatively few and the comparatively wealthy. In 2019, approxi-
mately 38 percent of total U.S. equities were held directly by house-
holds, but only 15 percent of U.S. households hold individual stocks
(Board of Governors 2020a, 2020b; SIFMA 2021b). Even when
pooled investment funds are included—which is how the vast major-
ity of households indirectly hold stocks as a part of their retirement
assets—ownership is similarly skewed toward the wealthy. In 2019,
although 53 percent of all households had stock market investments,
only 31 percent of families in the bottom half of the income distribu-
tion were invested compared to more than 70 percent in the top half
(Board of Governors 2020a).

Stock ownership is also highly correlated with race, education, and
age (Saad 2019). For example, in 2019, approximately 19 percent of
white households directly held stock, compared to approximately
7 percent of Black households and 4 percent of Hispanic households
(Board of Governors 2020c). Those with a college degree are about
twice as likely to directly hold stock than those who just had some col-
lege education, and more than three times more likely than those
with only a high school diploma (Board of Governors 2020d). And
the older a person is, the more likely he or she is to own stock (Board
of Governors 2020e).
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Thus, despite a strong retail presence in U.S. equity markets, a sub-
stantial portion of Americans—especially those who are less wealthy,
younger, and more racially diverse—have traditionally been left out of
the opportunities to grow wealth afforded by the stock market.

Innovation Has Made Market Access Easier for
Many Retail Investors

Retail investors who have recently opened accounts are different
than those who previously held brokerage accounts, which may por-
tend, as one researcher noted, “a shift towards more equitable invest-
ment participation” (Williams and Young 2021). Whether this is
called “democratization” of investing or something else, making it
easier for all types of retail investors to access the market should be
celebrated.

Multiple studies have confirmed that new retail investors repre-
sent a broader swath of the U.S. population than prior investors
(Charles Schwab 2021; Broadridge 2020; FINRA 2021). For exam-
ple, a study by the FINRA Investor Education Foundation and
NORC at the University of Chicago found that investors who opened
a taxable investment account for the first time in 2020 were younger,
had lower incomes, and were more racially diverse than those who
had previously opened such accounts (FINRA 2021). These new
investors also held lower account balances, with about a third hold-
ing account balances less than $500. The ability to invest with a small
amount of money was a commonly cited reason for opening an
account, second only to investing for retirement. Black and Hispanic
investors identified the ability to invest with a small amount most
often as a reason for opening a new account. Interestingly, few new
investors cited zero-commission trading as a primary reason for
opening an account.

The 2020 Ariel-Schwab Black Investor Survey confirms the
FINRA/NORC Study’s findings with respect to investor diversity,
finding that Black investors under the age of 40 are now participat-
ing in the stock market at a rate equal to their white counterparts
(Charles Schwab 2021). Indeed, three times more young Black
investors than young white investors entered the market for the first
time in 2020.

And a study by Broadridge found that millennials were the fastest-
growing share of the investor market in 2020, making up 14 percent
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of the market in the first half of 2020, up from 12 percent in 2019
(Broadridge 2020).

While individual investor motivations for opening an account can
vary significantly, it appears that new investors were enticed by, or
took advantage of, many recent innovations in the brokerage space
that made trading easier or cheaper for them. In addition to the pop-
ularity of low or no balance accounts, the FINRA/NORC Study
found that the majority of new investors opened accounts that
offered zero-commission trading, nearly half accessed their accounts
primarily through a mobile app, and one-third purchased fractional
shares (FINRA 2021).

Criticism of Retail Investor Behavior May Be Misplaced

Most acknowledge the benefits of broader retail access to equity
markets, but a significant portion of commentators and regulators
attempt to justify further regulation by pointing to what they see as
reckless, uninformed, or otherwise harmful retail trading behavior
(Fitzgerald 2020c; Greifeld and Ballentine 2021). Retail traders,
especially those who entered the market in 2020, have been derided
as uninformed speculators, who bring little value to the markets and
will incur short-term trading losses. This narrative undoubtedly
applies to some new retail investors, just as it applies to some experi-
enced, and institutional, investors. But there is reason to believe that
a lot of these new retail investors are not so easily categorized.

The FINRA/NORC Study calls into question the view that the rise
in retail participation is fueled by those seeking to engaging in spec-
ulative behavior. New investors most often identified saving for
retirement and learning about investing as goals (FINRA 2021).
While about a third of investors who opened accounts in 2020 did
cite speculation as a goal, and those who opened new accounts did
trade more frequently than existing account holders, the self-
reported trading behavior of these investors is not consistent with
day trading or similar speculative strategies. Indeed, approximately
40 percent of new investors reported making no trades per month,
and almost 90 percent made three or fewer trades a month. The
study did not provide insight into investor’s reasons for trading fre-
quency, but it is easy to imagine how an investor seeking to invest
only small amounts may make more frequent transactions when the
cost per transaction is minimal. Such trading behavior can be entirely
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consistent with setting up a diversified portfolio for long-term invest-
ment or with learning how to invest.2

Building on the concept that retail investors are “dumb money,”
new investors are often painted as making poor investment decisions
or being taken advantage of by bigger players. Again, though, it is not
at all clear that these new retail investors are making systematically
poor investment decisions. Rather, retail investors have received
praise for identifying the market bottom in March 2020 and generat-
ing better performance than some hedge funds through the same
volatile period (Fitzgerald 2020a, 2020b). Recent research studying
investor holdings on Robinhood Financial found that, while
Robinhood investors were overrepresented in certain odd stocks,
those unconventional holdings were the exception, not the rule, char-
acterizing the narrative that retail investors were “cannon fodder” for
more sophisticated investors as “incomplete to the point of being
misleading” (Welch 2020).

New retail investors are also characterized as being persuaded by
poor quality information, but research suggests that research avail-
able through social media cannot be painted with such broad strokes.
With respect to the Reddit WallStreetBets forum in particular,
researchers rejected the conventional view that the forum attracts
only uninformed investors and leads to less informative retail trading
(Bradley et al. 2021). Instead, their analysis concluded that those pro-
viding due diligence research on the forum are skilled, forum partic-
ipants can discern the quality of the reports, and retail investors are
likely to benefit from recommendations made on the site.

This all suggests caution when relying on retail investors’ sup-
posed status as babes lost in the woods as a reason to impose higher
barriers to entry for retail participation in the stock market. Indeed,
one of the most criticized retail investor trends from early in the
pandemic—piling in to besieged companies—has shown to have
been less off-base than depicted. Retail traders heavily bought Hertz
Global Holdings last year even though it had declared bankruptcy.

2In any event, young investors starting out in the market with a small amount of
money probably are in the best positions to take speculative risks because there
is less on the line for those who have years to build a portfolio. For investors seek-
ing to learn about the market, this may be desirable behavior, as one Georgetown
Business School professor put it by comparing losing $5,000 in the market to “the
range of a cost of semester-long class in finance at our universities” (Angel 2021).
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Seeing the investor interest, Hertz sought to issue shares, but
stopped the plan after the SEC asked questions about the offering.
Investor protection advocates praised the SEC’s vigilance in ensur-
ing that investors were not permitted to make what many viewed as
a poor investment decision, because shares sold by a company in
bankruptcy are likely to end up worthless. Now, it looks like Hertz
will exit bankruptey with shareholder value, and the retail investors
had it right all along. But instead of gains for retail investors who had
an appetite for more shares of the company, the value will be con-
centrated in the hedge funds that are backing the company’s bank-
ruptey exit (Banerji and Osipovich 2021; Yerak and Scurria 2021).
Hertz may be no more than anecdotal evidence of retail investors
making a good pick, but it is a reminder that investor “protection”
can have negative effects on investors.

GameStop Should Not Lead to
Retail Investor Limitations

Although many have tried to reduce the GameStop phenomenon
to a story with heroes and villains, it is not that simple. While the pop-
ular narrative pits retail traders against hedge funds, the diverse moti-
vations of individual investors who traded in GameStop are unlikely
to coalesce around a single unifying theme. Moreover, retail traders
and institutional investors alike were likely participating on both
sides. The GameStop events are a particularly good example of the
difficulty in assigning roles to market participants: retail investors
were simultaneously called good and bad by media and regulators,
many of whom praised the initiative of the “little guy” but balked at
coordinated actions of the same “little guy” (Newmyer and Denham
2021; Phillips and Lorenz 2021).

Regardless of the way the story is presented, though, some things
seem clear. Importantly, the temporary volatility in GameStop and
others did not disrupt market function (Lee 2021) and seems to have
presented little risk of financial contagion across the U.S. stock mar-
ket (Aharon et al. 2021). This is not surprising. Despite the huge trad-
ing volume and rapid increase in value, the GameStop phenomenon
affected a very small part of the market. GameStop’s market capital-
ization, even at its peak, was around $24 billion in an approximately
$50 trillion market (Siblis Research 2021; YCharts 2021). And short
interests in general represent a small, and recently shrinking, portion
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of equity market value (Wang 2021). Even the wider market effects
potentially attributable to the GameStop phenomenon, like the dip
in the Dow Jones Industrial Average, were mild and short-lived
(Tappe 2021).

The fact that GameStop traded temporarily, and perhaps still
trades, above fair estimates of the company’s value is not, by itself, a
reason for concern or a sign that the market is broken. Stock prices
move in and out of alignment all the time, and markets are no
strangers to bubbles. If a company is valued by the market differently
than a review of its “fundamentals” suggests, it might indicate that
the analysis is missing relevant information about a company’s
prospects or it might indicate that the company’s stock price is due
for a correction. The market’s mechanisms generally work well to
handle both of these circumstances. Indeed, short-selling—which is
often in the political cross-hairs—helps liquidity, price discovery, and
price efficiency in just these circumstances (Alderighi and Gurrola-
Perez 2021). Stepping in to prevent trading when a stock price soars
(or declines) contrary to conventional wisdom could limit legitimate
information important to the market.

So what, if anything, should be done in the aftermath of
GameStop? First, and foremost, regulators should determine
whether there was any misconduct that violated existing law. These
inquiries are already in the works: the SEC, among a host of others,
is reviewing the relevant trading and conducting a study of the events.
The SEC will look at whether any trading violated federal securities
laws prohibiting abusive or manipulative trading. Manipulation, as
the Supreme Court has recognized, is “virtually a term of art when
used in connection with the securities markets,” and a finding of
manipulation generally requires some sort of fraud or deception.
There has been little evidence of such misconduct to this point, but
the SEC will have access to more information to evaluate the legality
of the trading. The SEC also will probe whether any actions by regu-
lated entities, like brokerages or hedge funds, took actions that disad-
vantaged investors or otherwise inhibited their abilities to trade
securities. Brokerages, in particular, operate in a highly regulated
environment, and many rules apply to their capital requirements and
their treatment of customer orders. Robinhood Financial’s decision

3See Ernst & Ernst v. Hochfelder, 425 U.S. 185, 199 (1976).
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to limit customer trading in GameStop will come under scrutiny for
whether any conflicts of interest inappropriately influenced the bro-
kerage’s decisionmaking.

Plenty of reform ideas have been floated, and the SEC is under-
taking several studies and considering several rule revisions, includ-
ing short-selling and stock loan disclosure, equity market structure,
and equity settlement cycle length (Gensler 2021). Many of these are
long-standing questions and simply are enjoying a resurgence in
attention by being adjacent to the GameStop action (Angel 2021).

But several newer proposals have been raised aimed specifically at
addressing so-called problems of retail trading. A few examples of
such proposals include eliminating payment for order flow (PFOF),
stopping the “gamification” of trading, instituting a financial transac-
tions tax, and regulating stock trading information on social media.
What these new proposals have in common is that they seek to
reduce retail participation in the equity markets. Proponents say that
changes are needed to “protect” investors, but reestablishing barriers
to market participation, or erecting new ones, has the potential to
inflict damage on those same investors by raising their costs to par-
ticipate or driving them out of the market entirely. Each of these
proposals—and their pitfalls—deserves in-depth treatment, but a
brief analysis of each follows.

Some have called for the elimination of PFOF, which has long
been controversial and achieved greater notoriety as of late as the
mechanism that makes zero-commission trading possible (Osipovich
2021a). Instead of charging commissions, brokers earn revenue by
receiving compensation from wholesalers (also known as market
makers, high frequency traders, and a host of other names) who exe-
cute the trades. PFOF thus creates a potential conflict between a
broker and the retail investor, where the broker may be incentivized
to route the investor’s order to a wholesaler who pays the broker
more but provides the investor worse execution for trade.
Proponents of PFOF acknowledge the potential conflict but point to
data showing high quality execution for retail orders (Swanson 2020).
The SEC has condoned PFOF, instituting disclosure requirements
for brokers. The SEC also examines brokers to determine whether
they are meeting their statutory duties to provide best execution to
the retail investor. Separate from the question of best execution,
though, some see zero-commission trading, itself enabled by PFOF,
as problematic for drawing in inexperienced retail investors who then
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trade too often without understanding the consequences.4 But low-
ering per-trade costs has made investment more attractive and eco-
nomical for retail investors with small amounts to invest.

The gamification of trading has also come under fire, with some
arguing that app-based platforms have turned trading into a game
that detrimentally influences investor behavior to the advantage of
brokerages (Matthews 2021). These concerns tend to overlook the
obvious point that brokerages are in the business of getting cus-
tomers to trade stocks. But even more to the point, easy-to-use app
interfaces that make trading more enjoyable can attract new investors
to the markets. Gamified elements also can play a role in teaching
investors. The ways in which brokers communicate with their cus-
tomers is already a highly regulated area, where regulation focuses
primarily on preventing deceptive conduct (Schulp 2021b). Any new
regulation in this area must be careful not to import holdover views
about how trading should look or feel to the investor—particularly
now that younger generations are beginning to make their own
investment decisions.

Others have called for a financial transaction tax as a means of lim-
iting speculation in the markets (Osipovich 2021b). Often character-
ized as a way to punish Wall Street, any trading tax is just as likely to
hurt retail investors. While such a tax may limit individual trading
without regard to whether it is speculative, a financial transaction tax
will have significant effects on retail investors’ retirement funds,
hardly a hot spot of speculative trading (Chambliss 2021).

Finally, some have called for regulation of social media, ostensibly
to prevent mob-like retail trader behavior or to prevent the spread
of misinformation (Khan 2021). There have been few specific pro-
posals, but it is important to note that restrictions on sharing of
information—through social media or otherwise—are more likely to
harm, than help, markets. Moreover, such limitations walk a fine line
with the First Amendment, especially where, as here, there may have
been some expression of political speech in connection with the trad-
ing (Anderson 2021). Separate from First Amendment concerns,

“There is some debate as to whether zero-commission trading can persist with-
out PFOF, as brokers can rely on other sources of revenue. Indeed, one app-
based trading platform, Public.com, has announced—complete with a parody
about PFOF sung by Michael Bolton—that it will offer zero-commission trading
without accepting PFOF (Liffreing 2021).
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however, the specific regulation of internet financial speech unfairly
singles out retail investors who are engaging in remarkably similar
behavior to their professional counterparts. Internet chat forums, for
example, serve as a place where individual investors can share infor-
mation and investment ideas. Professional investors, on the other
hand, access research reports and investment conferences. Making it
more acceptable for hedge funds to share investment views than
WallStreet Bets members rightly would add to the view that the mar-
kets are unfair for retail investors (Macey 2021).

Conclusion

The GameStop phenomenon has focused a lot of attention on
equity markets, particularly in how retail investors participate.
Innovation in the retail investing space has made it easy to say that
there has never been a better time to be a retail investor. Low-cost
investment products like index funds and ETFs have been joined by
low-cost access to the market itself in the form of zero-commission
trading, fractional share trading, and low account minimums. The
psychic cost of participation has fallen too, as investors now have
access to trading in the palm of their hands with easy-to-use pro-
grams. Not surprisingly, more investors are trying their hand at
investing. Reintroducing undue barriers to participation that have
been removed, or introducing new restrictions, has the potential to
undo the benefits of wider retail participation in our equity markets.
Opportunities for individuals to grow their own wealth should be
welcomed and expanded, not restricted.
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