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The Topic of This Month

Retail investors are gaining power in the US

While all the three major US indices hit record highs with the expansion of the coronavirus
vaccination program and on expectations of additional economic packages, retail investors are
growing their presence by tapping online brokerages such as “Robinhood.” The online
brokerage exerted such a clout as to force some hedge funds to withdraw from their short-
selling units this year by attracting retail investors with its fee-free platform and increasing the
number of its customers at a stretch.

Stay-at-home policy boosted the nhumber of users of “Robinhood”

The base of individual investors is expanding in the US due to the spread of financial services
that allow them to trade stocks easily and quickly. “Robinhood”, the smartphone US stock
trading app, grabbed customers at an exponential pace by using its fee-free platform and app
usability as weapons. An increasing number of people opened new accounts for the app on the
back of stay-at-home policy following the spread of the new coronavirus. The number of
accounts for the app exceeded 13 million in 2020 with a sharp increase in short-term
transactions by retail investors.

Retail investors are gaining power in stock markets

Speculative trading by retail investors through stock trading apps such as Robinhood is having
a big impact on US stock markets these days. Retail investors exchanged information on the
social media platform the other day, before challenging hedge funds all together that were
betting on declines of certain shares.

Short-sellers of stocks including those of the video game retailer, GameStop, were forced to
buy them back at a loss in late January when their stock prices soared. This incident dragged
down not only broader US markets but global stocks in turn on speculation that hedge funds,
which suffered losses, would shrink their holdings by selling key stocks to compensate their
losses and secure cash.

Stronger power in retail investors might lead to tighter regulation

Retail investors’ bets on GameStop shares led to an announcement by the hedge fund, Citron
Research, which has a long history of survey on targets of short-selling, that it would stop that
unit. The fact that concerted buying by retail investors inflicted the financial establishment
suggests a shift in power from the latter to the former.

When we look at the transition of household financial assets in the US, cash handouts from the
federal government to each household in the wake of the pandemic are still left in bank
deposits, meaning these excess funds might further inflate stock investments by retail investors.
On the other hand, we can expect tougher restrictions on speculative trading by the
government given uncontrolled transactions could trigger a broader market turmoil.

% Company names described above are just to show example and SMDAM is not recommending or advising these stocks.
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