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The rise and fall of GameStop dominated headlines in late January – an apparent David-and-Goliath story of small retail
investors taking on hedge fund titans. As regulators and traders survey the fallout from the GameStop spike, however, a
different story is emerging, with several villains and few clear winners. Among those unwillingly cast as the bad guys are the
low-cost trading platforms that powered the retail trading that drove GameStock to heady heights, especially Robinhood.
What lessons can today’s fee-free trading apps learn from the GameStop story?

For several weeks in late January and early February, a humble, old-school, brick-and-mortar game retailer called GameStop
(GME) captured the Internet’s imagination as its share price headed “to the moon” – before crashing painfully back to earth. 

The GameStop story holds many lessons for financial market players, including small investors, regulators, and institutional
investors. But perhaps the most important lessons are for the low-cost trading platforms that helped to power GME’s rise and
fall.

GameStop’s Moonshot

It’s hard to pinpoint the start of the GameStop saga – the Reddit 
board r/WallStreetBets had been bubbling with pro-GME posts for 
six or so months before its late January run. Some observers identify 
an hour-long YouTube analysis of the stock by Redditor 
DeepF---ingValue – also known as Roaring Kitty on YouTube and Keith 
Gill, former financial marketing professional and CFA-holder, in the real 
world – as ground zero for the surge.

At any rate, thanks to public disclosures, Redditors on the 
r/WallStreetBets forum were aware that many hedge funds held short 
positions in GME and were swayed by arguments from Gill and others 
that the stock was unfairly undervalued. They began a concerted GME
buying campaign, sending the price skyrocketing.

GME is an illiquid stock, meaning that it can be hard to find buyers and 
sellers, and because many hedge funds held short positions in the 
market, there was a pool of “forced buyers” facing unlimited losses 
if the price kept rising. This meant that the retail buyers’ actions
had an exceptional impact on the share price, which rose over 1,900% 
between January 4 and January 27.

The squeeze hit short sellers hard. Melvin Capital, a New York-based 
hedge fund, reportedly saw over half of its $13-billion fund wiped out 
by the spike in GME and a handful of other “meme” stocks – GME
wasn’t the only target for a day trading frenzy this year, just the most 
prominent. Regulators and stock market commentators expressed a range of concerns as the blood hit the water.
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What is short-selling?

Short-selling or shorting is a strategy that
allows traders to bet against a stock – instead
of profiting from a stock’s rise, they position
themselves to profit from its fall.

Essentially, shorting is the inverse of normal
trading. Traditionally, investors buy a share
at a certain price on the assumption that, in the
future, they can sell it for a higher price.
Shorting reverses this process. 

A short begins with a trader borrowing shares
of a stock that they believe will fall in value by a
certain date. The trader immediately sells the
borrowed shares to someone who pays the
current market price.

The trader is betting that, before the borrowed
shares must be returned, the price will fall. The
trader can then purchase shares at the lower
price and return them to the lender – pocketing
the difference between the price obtained from
initially selling the shares and the price later
paid for them.
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As the price rose, clearinghouses increased their capital requirements for brokerage firms, and some retail platforms –
notably Robinhood – restricted trading in GME, causing the price to slump and angering small investors and lawmakers. Once
trading resumed, GME rebounded before gravity reasserted itself and the stock plunged back down to its mid-January levels –
albeit still up around 200% since its early-January low.  

In the aftermath of these events, some observers have pointed out that much of the trading in GME appears to have been
driven by institutional, rather than retail, investors – likely other hedge funds chasing a short squeeze when they saw the price
start to tick up. Many small investors, therefore, lost huge sums on leveraged GME bets with institutions on the other side of
the trade, adding further fuel to regulatory concerns. The longer-term consequences of the GameStop spike – or, to quote
Tesla CEO Elon Musk’s influential tweet on the matter, "GameStonk!!" – are as yet unknown. However, given the huge losses
incurred, we can expect lawmakers, investors, and brokerages to draw some important lessons.

Low-cost trading platforms get burned

Few players in the GameStop story have come in for more criticism than the low-cost trading platforms that powered
retail trade in the stock – particularly US trading app Robinhood.

The role of Robinhood in the story is complex. 

The app is very closely associated with r/WallStreetBets – users frequently post screenshots of their bright-green Robinhood
accounts, discuss the platform’s advantages and benefits, and lionize its founders. Although we do not know which platforms
accounted for most of the GME trades during the spike, Robinhood seems to have been at the heart of the action.
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Robinhood’s popularity is largely due to its “no fee” model – users can trade without paying any trading fees at the point of
purchase. Robinhood’s zero-fee approach has proven so popular that it has forced other retail brokers to follow suit and fee-
free trading is now widely available. However, as a first-mover with a loyal fanbase, Robinhood has held on to a large chunk of
the retail market, especially among young investors. In addition to free stock trading, the app also gives premium users
access to leverage and allows all users to engage in fee-free options trading.

As it doesn’t charge fees, Robinhood generates revenues by other means. It is a private company, so the full details of its
financials are unknown. However, it is clear that the app derives a significant portion of its revenues from payments for order
flow (PFOF). Essentially, PFOF means that Robinhood receives payments from another firm for routing its clients’ trades
through that firm. Specifically, Robinhood sends its users’ orders to companies like Citadel Securities, an equity market-maker
that pays Robinhood for each order it receives. Robinhood gets a small fee and, in return, Citadel Securities gets valuable
information about supply and demand for different shares, which it can use in its own quantitative high frequency trading
(HFT) strategies.

The fact that Robinhood relies on PFOF from Citadel Securities – although it also works with other market-makers, Robinhood
routes more than half its trades through that firm – is one reason the company has come under fire. Some users allege that
Robinhood’s cozy relationship with big financial players like Citadel Securities – which is owned by Chicago billionaire Ken
Griffin, who also owns a hedge fund called Citadel – lies behind its decision to suspend trading in GME. 

On January 28, the day after the initial GME price spike, Robinhood froze its users’ ability to purchase – but not to sell –
GameStop shares. This appeared to put downward pressure on prices (see stock price chart above) and, presumably, gave
squeezed hedge fund shorts some breathing room to tidy up their positions.

Robinhood allowed trading to resume, with restrictions, on January 29, telling users that it had been forced to suspend stock
purchases due to new capital requirements imposed by its clearinghouse. However, some users – and some lawmakers – are
unconvinced. Dozens of customers have filed lawsuits against Robinhood, Citadel, and others for alleged losses incurred due
to the trading freeze. Lawmakers have also started to raise questions about where Robinhood’s loyalties lie, summoning CEO
Vladimir Tenev to appear before Congress to explain what happened.

Robinhood is also facing other legal troubles related to its provision of leverage. Although its leverage policies have since
changed, in 2019 the app got into trouble for providing retail investors with significant leverage which, in some cases, led them
into severe financial difficulties and even suicide.
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Equity Trading – An Introduction        
Equity Trading – Technical vs. Fundamental Trading        
Equity Trading Strategies        
Equity Hedging        
Dark Trading        
Quantitative Trading – An Introduction       
Quantitative Trading – Sell-Side        
Quantitative Trading – Buy-Side        
Quantitative Trading – Algorithmic Trading        
Quantitative Trading – Arbitrage & HFT        
Hedge Funds – An Introduction        
Hedge Funds – Investing         
Hedge Funds – Strategies        
Securities Lending – An Introduction        
Securities Lending – Collateral & Risk Management

All of this poses various risks for the platform. First, and perhaps most worryingly, it may shed users. It’s easy to sign up to
Robinhood, and equally easy to walk away. Today’s retail traders can effortlessly switch to any number of fee-free competitors
– and after Robinhood’s perceived failings, they may well do so. If r/WallStreetBets turns against it, Robinhood could pay a
heavy price. 

Second, the PFOF model that Robinhood relies on may come under greater scrutiny. Financial experts are divided on the
practice, which makes trading cheaper and more accessible but runs the risk of exposing retail users to predatory trading
strategies by companies that use their trading data against them. Already, high-ranking Congressional Democrats are
expressing serious concerns about PFOF and hearings are undoubtedly on the way.

The GameStop story has laid bare a new trading ecology featuring rambunctious chat groups, huge bets by leveraged
teenagers, #lossporn, and frothy social media commentary – all underpinned and, perhaps, exploited by large, professional
financial players. As lawmakers unpick the events, regulations and practices may change, users may migrate, and platforms
may evolve. But one thing is certain: After GameStonk, nothing will ever be quite the same.

Intuition Know-How has a number of tutorials that are relevant to stock trading, short-selling, and other aspects of the
GameStop saga:
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On March 10, 2021, the EU Sustainable Finance Disclosure Regulation (SFDR) will come into force. The SFDR – which forms
part of the broader EU action plan for sustainable finance – is aimed at promoting disclosures related to sustainability
issues. The overall goal is to enable investors to compare the sustainability characteristics of different financial products.
Under the SFDR, financial market participants will have to ensure that they integrate sustainability risks into their investment
processes and inform customers of the sustainability-related details of their products. What do the new rules mean
for financial professionals day-to-day?

From mid-March, financial professionals and companies must comply with several of the key provisions of the SFDR, including
mandatory disclosures around a host of sustainability-related issues. Some businesses, however, are struggling to
understand the new rules. 

Towards sustainable finance

The SFDR is a core element of the EU action plan for sustainable finance, an ambitious set of current and forthcoming
regulatory measures aimed at encouraging the financial services sector to support the transition to a sustainable model of
economic growth (see graphic below).
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To provide rules for financial market participants and financial advisors on transparency around the integration of
sustainability risks and the consideration of adverse sustainability impacts in their processes        
To provide rules on the provision of sustainability‐related information about financial products

Financial products must provide disclosures in pre-contractual documents on how they integrate sustainability risks and
how those risks may affect returns        
FMPs and FAs must publish information on their websites about their policies for integrating sustainability risks into their
investment decisions (FMPs) or investment/insurance advice (FAs)   
FMPs and FAs must provide information on their websites about how their remuneration policies are consistent with
integrating sustainability risks at a firm and product level        
Sustainable and “green” financial products must disclose, among other things, what makes them “sustainable” and how
they have achieved any relevant sustainability goals such as carbon emissions reduction – these disclosures should be
made in pre-contractual information and periodic reports 
FMPs and FAs must provide information about their policies related to Principal Adverse Impacts (PAIs) – key ESG issues
that all firms must consider in their investment processes and decisions

At its heart, the SFDR is about helping investors pursue socially responsible investment strategies that consider not only
financial but also environmental, social, and governance (ESG) factors. The SFDR is intended to make it easier for investors to
understand the ESG qualities of the products available to them so that they can make informed investment choices.

The SFDR: Who does it apply to and what does it do? 

The SFDR has two related objectives:
   

The SFDR applies to financial market participants (FMPs) – professional players in financial markets such as pension funds,
asset managers, banks, venture capital funds, and insurance companies – and financial advisors (FAs), defined as almost
anyone who provides investment advice or insurance advice related to insurance‐based investment products (IBIPs).

Broadly speaking, the SFDR requires FMPs and FAs to integrate sustainability risks in their products and processes and to
disclose information related to those risks and practices to investors. Per the regulation, a sustainability risk is “an
environmental, social, or governance event or condition that, if it occurs, could cause an actual or a potential material negative
impact on the value of an investment.”

There are many specific disclosure requirements under the new rules, including the requirement that:
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ESG & SRI – Primer        
ESG & SRI – An Introduction        
ESG & SRI – Investing        
ESG Factors        
SRI Strategies        
ESG & SRI Reporting        
Green Assets        
ESG & SRI Scenario – Retail        
ESG & SRI Scenario – Institutional        
Sustainable Finance Disclosure Regulation (SFDR) (Coming Soon)        
Corporate Social Responsibility (CSR)

Complexity & confusion

Although the rules come into force in March, there is still some confusion among firms over what is required, particularly
around PAIs. 

One key issue is that the Regulatory Technical Standards (RTS) that will underpin the regulation have not yet been fully
finalized. A final draft of the relevant RTS was published in early February, but European authorities have proposed
that their full implementation be delayed until January 1, 2022, to give firms the opportunity to prepare. However, this leaves
companies facing some gaps as they try to implement the SFDR in March.

Another key issue has to do with the availability of ESG data. The SFDR requires FMPs and FAs to provide a great deal of ESG-
related information that is currently not made publicly available by the companies that they invest in. This puts financial firms
in a challenging position.

Although some firms and financial professionals have concerns around the implementation of the SFDR, advocates of
sustainable investing have generally been positive about the new regulation. They hope that, by focusing attention on
sustainability risks, the regulation will encourage both investors and financial professionals to take such risks seriously and
integrate them into their decision-making.

Intuition Know-How has a number of tutorials that are relevant to sustainability, ESG, and responsible investing:
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