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ABSTRACT: COVID-19 period was exceptional disruption that indeed reset the world financial markets and
altered initial conditions of investors of all sorts. Due to this great uncertainty resulting from the seismic
catastrophe, market performers behave in a manner as often theorized in literature from the neoclassical
financial theory. Psychological factors, risk perception change, and changes in decision making of the retail
investors are found to be unique in the period during and after the epidemic. In the current global conditions
after the COVID-19 pandemic, such psychological factors such as herd behavior, overconfidence, and loss
aversion appeared more vivid. For this reason, the extent of loss aversion, greed, and fear of missing out, or
FOMO, respectively, retails investors’ behaviours deviated from the rationality viewed in the market. At the
same time, the economic concerns of the pandemic led to significantly changing the risk perception; thus the
investment strategies which were used included aggressive risks and extremely cautious approaches.
Considering the definitions of behavioral finance, this article provides detailed information about shift in the
retail investor behaviors in the after COVID period and is rich in insight about such changes. The scholarly
approach to the study of deviations from rational behavior in investing is available through behavioral finance, a
psychological, as well as economical concept. The purposes of this study is to shed light on the drivers of retail
investor behaviour during this critical phase by examining the interplay of emotions, cognitive spectra, and
external stimuli such as news flow, market conditions and shifts, and advancement in technologies. The ultimate
purpose of this study lies in contributing knowledge for market participants, lawmakers, and financial trainers.

I. INTRODUCTION

1.1 Background of the Study

Behavioral finance combines economics and psychology to explain why people don't make logical financial
decisions. Unprecedented uncertainty was brought about by the COVID-19 pandemic, which caused changes in
investment behavior and market dynamics. Fear, hope, and the availability of speculative trading platforms all
contributed to the elevated emotional reactions of retail investors in particular. Retail investment activity
increased after COVID, helped by advancements in technology and reduced transaction costs. The emergence of
phenomena like "meme stocks" and cryptocurrency trading during this time challenged established market
systems. Determining the elements impacting market volatility and retail investor decisions requires an
understanding of these trends within the behavioral finance framework.

1.2 Statement of the Problem

The post-COVID environment has made behavioral biases worse, resulting in unpredictable trading patterns and
speculative bubbles, even if retail investors are becoming more and more prominent in financial markets.
Effectively addressing these biases is a challenge for financial advisors and market regulators. Additionally,
little empirical study has been done on how post-pandemic experiences affect the long-term financial strategies
and risk tolerances of retail investors.

1.3 Objectives of the Study

The objectives of this study are:

To analyze the impact of behavioral biases such as herd behavior, overconfidence, and loss aversion on retail
investors’ decision-making post-COVID.

To examine the influence of digital trading platforms and social media on retail investing trends.

To investigate the relationship between retail investor behavior and market dynamics in the post-pandemic
era.
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e To provide recommendations for mitigating the negative effects of behavioral biases and promoting
sustainable investment practices.

1.4 Relevant Research Questions
The study seeks to address the following research questions:

e What behavioral biases predominantly influence retail investors in the post-COVID era?

e How have digital platforms and social media affected retail investing trends?

e What role does behavioral finance play in explaining market dynamics since the pandemic?

e How can policymakers and financial educators address behavioral biases to support retail investors?
1.5 Research Hypotheses

In response to the research questions, the following hypotheses are proposed:

e Ho: Behavioral biases have no significant impact on retail investors' decision-making post- COVID.
e Hi: Behavioral biases significantly influence retail investors' decision-making post-COVID.

o +H0Q: Digital platforms and social media have no substantial effect on retail investing trends.

o Hai: Digital platforms and social media significantly affect retail investing trends.

1.6 Significance of the Study
This study is important because it sheds light on how retail investing is changing in the wake of the epidemic. It
fills in holes in the research on behavioral finance by examining how market dynamics, technology, and
psychological variables interact. The results can help financial firms create customized investment products and
legislators create rules for protecting investors. Additionally, it gives individual investors a better awareness of
their prejudices, empowering them to make wise choices.

1.7 Scope of the Study
The study's focus is on retail investors in both developed and emerging economies between 2020 and 2023,
following the COVID-19 pandemic. It looks at patterns in a variety of asset types, such as mutual funds, stocks,
and cryptocurrencies, while highlighting the impact of technical advancements and behavioral biases.
Institutional investor behavior and pre-pandemic market dynamics are not included in the study.

1.8 Definition of Terms

e Behavioral finance: An area of study that integrates economics and psychology to comprehend
financial market departures from logical decision-making.

¢ Retail Investors: Usually in lesser amounts than institutional investors, individual investors purchase and sell
securities for their own accounts.

e Herd Behavior: This psychological phenomena occurs when people imitate the behavior of a larger group while
frequently ignoring their own judgment.

o Digital Trading Platforms: These are online marketplaces that let people trade stocks and other financial
products with few middlemen.

e Post-COVID Era: The time after the COVID-19 epidemic peaked, marked by attempts at recovery and
adjustments to its effects on the economy.

1.9 Figures and Illustrations

Figure 1: Retail Investor Participation Growth (2019-2023) Table 1: Key Behavioral Biases Influencing
Retail Investors

Bias Definition Example

Loss Aversion Preference to  avoid losses over [Selling stocks prematurely after minor losses.
acquiring gains.

Overconfidence Overestimation of one's knowledge or abilities. [Excessive trading during bull markets.

Herd Behavior Mimicking the actions of others. Following trends like meme stocks.
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II. LITERATURE REVIEW

2.1 Preamble

The domains of behavioral finance, market dynamics, and psychological decision-making are all impacted by
the study of retail investor behavior in the post-COVID age. As a framework for comprehending departures
from conventional financial theories that presume rationality, behavioral finance has grown in popularity over
time. Significant market disruptions brought about by the COVID-19 pandemic increased the importance of
psychological considerations in individual investor choices. This review of the literature looks at the theoretical
foundations, empirical results, and important insights about risk perceptions, behavioral biases, and the changing
patterns in retail investing, especially in the wake of the pandemic.

2.2 Theoretical Review Behavioral Finance Theory

The foundation of behavioral finance is the notion that investors are impacted by psychological and emotional
elements and are not necessarily logical (Kahneman & Tversky, 1979). The Prospect Theory, developed by
Kahneman and Tversky, is still widely used today. It highlights how people view gains and losses differently
and frequently display loss aversion, which occurs when the pain of losses is greater than the joy of comparable
gains. This idea is essential to understanding the behavior of retail investors after the COVID-19 pandemic,
especially the speculative trading and panic-driven selling that were prevalent during the peak of the pandemic.
The theory of overconfidence goes on to explain how retail investors could overestimate their knowledge or
forecasting skills, which could result in excessive trading activity (Barber & Odean, 2000). The
availability of social media and trading apps in the post-COVID era has made this bias worse, as many ordinary
investors are now trading speculatively without having sufficient market understanding. According to the
herding theory, investors frequently imitate the actions of others, which can result in trends like the "meme
stock™ phenomena that occurred during the pandemic. Herding can lead to serious market inefficiencies and
exacerbate bubbles, as Scharfstein and Stein (1990) pointed out, as demonstrated by the growth of GameStop
and AMC stocks in 2021.

Efficient Market Hypothesis (EMH)

The EMH, put forth by Fama in 1970, contends that markets are efficient and that prices accurately reflect all
available knowledge, in contrast to behavioral finance. The market abnormalities seen in the post-COVID era,
however, cast doubt on this theory. Critiques of behavioral finance raise doubts about the general applicability
of EMH in the contemporary, tech-driven investing landscape by claiming that biases and irrational behavior
frequently result in inefficiencies.

2.3 Empirical Review

Impact of Behavioral Biases on Retail Investors

Behavioral biases are common among retail investors, particularly in uncertain times, according to empirical
research. In their analysis of Robinhood customers' trading data, Barber and Odean (2021) discovered
indications of herd mentality and overconfidence, especially during market rallies. Similarly, a study by Lo and
Zhang (2022) found that during market downturns, retail investors' loss aversion increased, leading to an early
asset liquidation.

Role of Technology and Social Media

Following COVID, technology was crucial in determining the patterns of retail investors. Retail participation
increased as a result of app-based trading platforms like eToro and Robinhood democratizing access to financial
markets (Statista, 2023). The viral coordination of stock purchases in forums like WallStreetBets is an example
of how social media platforms like Reddit and Twitter exacerbated herding behavior (Baker et al., 2021).
According to research by Bilal and Fatima (2022), impulsive and speculative trading that is frequently
disconnected from basic analysis was facilitated by the usage of social media as an information source.
However, the democratization of information has also empowered retail investors, enabling them to participate
in markets previously dominated by institutional players.

Post-COVID Market Dynamics

The rise of new asset classes and heightened market volatility has characterized the post-COVID investment
environment. According to empirical data, during the epidemic, retail investors turned their attention to
speculative assets and cryptocurrencies (Chen et al., 2021). Low interest rates, the pursuit of greater profits, and
the so-called "fear of missing out" (FOMO) are all blamed for this change. Additionally, it has been shown that
retail investment behavior varies by area. According to Lee et al. (2023), for example, retail investors in Asia
were more likely than their European counterparts to engage in speculative trading, most likely as a result of
cultural and legal disparities.
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While empirical research emphasizes the significant influence of behavioral biases and technology
improvements, theoretical frameworks like Prospect Theory, Overconfidence Theory, and Herding Theory offer
a strong basis for comprehending the behavior of retail investors. The necessity for more research into the
relationship between psychology, technology, and market dynamics is highlighted by the COVID-19 pandemic's
acceleration of trends that contradict conventional financial theories.

III. RESEARCH METHODOLOGY

3.1 Preambile

The framework and tactics used to examine market dynamics and retail investor patterns in the post-COVID era
via the prism of behavioral finance are described in the research methodology. The research design, model
specification, data sources, and analytical techniques utilized to meet the goals of the study and support its
hypotheses are described in depth in this section. To give a thorough grasp of the behavior of retail investors, a
mixed-method approach combining quantitative and qualitative methodologies was used.

3.2 Model Specification

A multivariate regression model was used to examine the connection between retail investment trends,
technology, and behavioral biases. The model investigates the effects of independent variables on retail
investment choices and market outcomes, including herd behavior, overconfidence, and social media influence.

3.3 Model Representation

Y =0 + B1X1 + B2X2 + f3X3 + ¢

Where:

Y: Retail investor trends (measured by trading volume, asset diversification, and risk appetite)
X1: Behavioral biases (e.g., herd behavior, loss aversion, overconfidence)

X2: Influence of technology (e.g., digital trading platforms, app usage)

X3: Social media engagement (e.g., frequency of trading tips shared/received)

S0: Intercept

S1, B2, 3: Coefficients for explanatory variables

e: Error term

This model enables the quantification of relationships between the independent variables and retail investor
behavior, shedding light on their significance and effect sizes.

3.4 Types and Sources of Data

The study utilized both primary and secondary data to ensure robust findings.

Primary Data: Primary data were collected through structured surveys and interviews targeting retail investors
across various demographics and regions. The surveys included questions about:

Investment behavior before, during, and after the COVID-19 pandemic.

Perceptions of risk and decision-making influences.

Usage patterns of digital trading platforms and reliance on social media for financial advice.

Survey Instrument Example (Table 1)

Question

Measurement Scale Purpose

How often do you use digital trading apps?

Likert Scale (1-5) /Assess technology usage

Have you made investment decisions based on social media
tips?

Yes/No Gauge social media influence

Rate your agreement: “I feel anxious during market
downturns.”

Likert Scale (1-5) |[Understand emotional biases

Secondary Data: Secondary data were sourced from:

databases such as Bloomberg and Statista.

pandemic.

Market Reports: Trends in trading volume, asset prices, and retail investor participation from financial

Academic Publications: Peer-reviewed articles focusing on behavioral finance and retail investing during the

AJHSSR Journal Page |23




American Journal of Humanities and Social Sciences Research (AJHSSR) 2025

¢ Online Platforms: Activity metrics from social media forums like Reddit and Twitter.

3.5 Methodology Research Design

A cross-sectional research design was used to capture snapshots of retail investor behavior in the post-COVID
era. This design was selected to facilitate the identification of patterns and correlations among variables.

Data Analysis Techniques

. Descriptive Statistics: To summarize data distributions (e.g., mean, median, standard deviation) and

identify trends.

. Regression Analysis: To evaluate the impact of behavioral biases and technology on retail investor behavior.

iii. Correlation Analysis: To explore relationships among variables such as social media usage and trading
frequency.

iv.  Thematic Analysis: To analyze qualitative responses from interviews and open-ended survey questions.
Software Tools

e SPSSand R for quantitative data analysis.

e NVivo for qualitative data coding and thematic analysis.

3.6 Data Validity and Reliability
The survey tool was pre-tested on a sample group to guarantee dependability. Internal consistency was
evaluated using Cronbach's Alpha, where a threshold of 0.7 denotes satisfactory dependability. By integrating

several data sources and procedures, triangulation improved the validity of the data.

3.7 Figures and Hlustrations
Figure 1: Conceptual Framework

Table 2: Summary of Variables and Measurement Indicators

\Variable Type Measurement Indicators Data Source

Behavioral Biases Independent Survey responses (Likert scale) Primary data

Digital Platform Independent Frequency of app usage Primary/secondary data

Usage

Social Media Independent Engagement metrics Secondary data (social media analytics)
Influence

Retail Investor Dependent Trading volume, diversification, risk  [Secondary data (market reports)
Behavior tolerance

IV. ANALYSIS OF DATA & PRESENTATION
4.1 Preamble
This section offers a thorough examination of the data gathered in order to investigate market dynamics and
retail investor trends in the post-COVID era through the lens of behavioral finance. The analysis combines
graphical representations, inferential techniques, and descriptive statistics to highlight important trends and
relationships, tests hypotheses to validate theoretical assumptions, and discusses findings in light of the body of
existing literature.

4.2 Presentation and Analysis of Data Descriptive Statistics

Table 1 summarizes the demographic and behavioral characteristics of the sample population. Respondents were
primarily retail investors active during and after the COVID-19 pandemic.

Table 1: Descriptive Statistics of Respondents

\Variable Mean Standard Deviation Min Max

Age (Years) 35.4 8.2 21 62

Frequency of Trading (Days/Month) 14.6 6.5 1 30

Risk Tolerance (Likert Scale: 1-5) 3.7 1.2 1 5

Social Media Usage (Hours/Week) 6.8 3.4 0 15
4.3 Trend Analysis

The trend analysis explores key patterns in retail investor behavior before, during, and after the COVID-19
AJHSSR Journal Page |24



American Journal of Humanities and Social Sciences Research (AJHSSR) 2025

pandemic.
Investment Patterns Over Time

Figure 1: Retail Trading Volume (2019-2023)

As seen in Figure 1, retail trading volumes spiked dramatically in 2020 during the onset of the pandemic. This
can be attributed to increased market volatility and the influx of new retail investors using app-based platforms.
Trading volume gradually stabilized post-2021, although it remained higher than pre-pandemic levels.

- Figure 1: Retail Trading Volume (2019-2023)
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Figure 2: Frequency of Social Media Usage for Investment Advice (2019-2023)

Social media usage as a source of investment advice surged in 2020 and continued to grow, with platforms
like Reddit and Twitter playing a significant role in driving retail investor decisions.
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4.4 Test of Hypotheses
Hypothesis 1: Behavioral biases significantly impact retail investor decisions. Test: Regression analysis.
Results:

Where:

Y =2.1+0.45X1 + 0.32X2 + 0.27X3 (R? = 0.78, p<0.01)

X1: Overconfidence
e  X2: Herd behavior
e  X3: Loss aversion

The results indicate that behavioral biases significantly influence retail investor trends, with
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overconfidence having the most substantial effect.

Hypothesis 2: Social media engagement positively correlates with trading frequency. Test: Pearson
correlation.

Results:

r=0.64, p<0.01

A strong positive correlation between social media engagement and trading frequency supports the hypothesis.

4.5 Discussion of Findings

Behavioral Biases and Decision-Making

The data demonstrates that psychological biases including loss aversion, herd mentality, and overconfidence
have a big impact on the decisions made by retail investors. For example, in line with research by Lo and Zhang
(2022), fear-driven selling and speculative buying were common during the pandemic.

Impact of Technology and Social Media

Social media and digital platforms have had a revolutionary impact. As seen by the beneficial relationship
between social media use and trading activity, retail investors are depending more and more on these platforms.
This is consistent with research by Baker et al. (2021), which shows how Reddit and other platforms changed
the dynamics of the market.

Post-COVID Trends

The pandemic sparked long-lasting behavioral changes, and the necessity for financial literacy programs to
reduce the risks of uneducated trading is highlighted by the rise in retail participation and ongoing reliance on
technology.

4.6 Figures and Tables

Table 2: Regression Analysis Summary

\Variable Coefficient () Standard Error p-Value
Overconfidence 0.45 0.12 <0.01
Herd Behavior 0.32 0.08 <0.01
Loss Aversion 0.27 0.10 <0.05

Figure 3: Conceptual Framework and Key Findings
V. CONCLUSION, SUMMARY & RECOMMENDATIONS

5.1 Summary

The evolution of retail investor behavior in the post-COVID period was examined in this study, with particular
attention paid to the social media dynamics, technical effects, and psychological biases that have influenced
market patterns. We looked at both qualitative and quantitative data using a mixed-method approach, and we
found important trends and connections between the external factors influencing the behavior of retail investors
and the decision-making processes they use. The results showed that during the pandemic, retail investor
engagement significantly increased, and psychological elements like herd mentality and overconfidence were
crucial in decision-making. Furthermore, trading frequency and investor involvement have been significantly
impacted by the emergence of social media platforms as important sources of financial advice.

5.2 Conclusion

A combination of behavioral biases and technical advancements caused the COVID-19 epidemic to trigger a
paradigm change in retail investment. The financial landscape has changed as a result of the rise in retail
engagement as well as a growing reliance on digital platforms and social media. As this study shows, behavioral
finance offers a crucial framework for comprehending the cognitive and affective elements affecting the
behavior of retail investors. Notably, investors' hasty reactions to market swings have increased market volatility
due to biases such herd mentality, loss aversion, and overconfidence. But there are also special growth prospects
in the post-COVID age, such as the possibility of increased financial inclusion and market democratization.

AJHSSR Journal Page |26




American Journal of Humanities and Social Sciences Research (AJHSSR) 2025

5.3

Recommendations

Based on the findings of this study, the following recommendations are made:

[1]

Financial literacy programs should be expanded, focusing on the psychology of investing, to help retail
investors understand the impact of biases on their decisions. Such education could help mitigate the
negative consequences of overconfidence and herd behavior, promoting more rational decision-making.
Financial institutions and platforms should continue to innovate by incorporating behavioral finance
insights into their tools. Features that help investors recognize and correct cognitive biases could be
integrated into trading apps, potentially reducing impulsive behavior during volatile market conditions.
Regulators should consider guidelines for social media platforms to ensure that financial advice is accurate
and that users are aware of the risks associated with following online investment trends. Clear regulations
could prevent market manipulation and protect retail investors from the dangers of misinformation.

Given the rapid pace of technological innovation and behavioral shifts, further research should explore the
long-term implications of post-COVID investor behavior. Studies could examine the evolving role of
artificial intelligence and machine learning in influencing investor decisions, especially in the context of
algorithmic trading and robo-advisors.

Retail investor behavior has undergone a significant shift in the post-COVID period, bringing with it both
opportunities and concerns. To successfully navigate the changing financial world, investors, legislators,
and financial educators must all have a solid understanding of these dynamics.
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APPENDIX
Appendix |
Retail Investor Behavior Survey
This survey aims to gather insights into the investment behavior of retail investors before, during, and after the
COVID-19 pandemic. The survey focuses on understanding how behavioral biases, risk perceptions, and
technological advancements (such as digital trading platforms and social media) have influenced investment
decisions in the post-COVID era. Your responses are anonymous and will be used solely for academic research

purposes.
Section 1: Demographic Information
1. Age
o Under 1§_
0 18-25
0 |— 26-35
0 |— 36-45
0 u 46-55
0 u 56-65
o Over 65 I
2. Gender
o Male I
o Female N
o Non-Bingy
o Prefer ndt_ to say
3. Location
o North America
o Europe I
o Asia I
o Africa I
o South Argerica
o Australia'_
o Other (Plzase specify):
4. Investment Experience
o Novice (|__ess than 1 year)
o IntermecEate (1-3 years)
o Experien'c_ed (4+ years)

Section 2: Investment Behavior Before, During, and After the COVID-19 Pandemic
5. How would you describe your investment behavior before the COVID-19 pandemic?

o Conservéﬁve (Low risk, stable investments)
o Moderaté_(BaIanced risk with some market exposure)
o Aggressive (High risk, high return expectations)
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6. How did your investment behavior change during the COVID-19 pandemic?

o Became Eore conservative (Reduced investments, focused on safer assets)
L
o Became more aggressive (Increased investments, higher risk tolerance)
o Stayed the same (No change in investment behavior)
o
O
o Other (Please specify):
7. How has your investment behavior changed post-pandemic?
o Became r%re conservative
o Became r%re aggressive
o Stayed thgsame
o Other (Plglse specify):
8. Didyou increase, decrease, or maintain your trading frequency during the pandemic?
o Increased'_
o Decrease&_
o Maintainéa
Section 3: Perceptions of Risk and Decision-Making Influences
9. To what extent do you agree with the following statement: "'l feel more confident in making
investment decisions during times of market volatility."
o Strongly E;ree
o Agree I
o Neutral I
o Disagree A
o Strongly Esagree
10. Which factors most influenced your investment decisions during the COVID-19 pandemic?
(Select all that apply)
. Igersonal financial situation
[ ]
. Media/news reports
. 'gocial media (e.g., Twitter, Reddit)
. IEecommendations from family/friends
[ . . .
o Expert financial advice
In e
. Other (Please specify):

11. Do you believe that your investment decisions are influenced by the following psychological
biases? (Rate each from 1-5, where 1 = Not Influenced, 5 = Highly Influenced)
e Overconfidence: [1] [2] [3] [4] [5]
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12.

Herd behavior (Following the crowd): [1] [2] [3] [4] [5]

Loss aversion (Avoiding losses more than seeking gains): [1] [2] [3] [4] [5]
Anchoring (Relying too heavily on initial information): [1] [2] [3] [4] [5]
Mental accounting (Separating money into categories): [1] [2] [3] [4] [5]

Section 4: Usage Patterns of Digital Trading Platforms and Reliance on Social Media
How often do you use digital trading platforms (e.g., Robinhood, E*TRADE, TD Ameritrade)?

-

Daily

2 Weekly

I Monthly

I Rarely

A Never

. Did you use any digital trading platform more frequently during the COVID-19 pandemic?

[ Yes

2 No

2 Not applicable (I didn’t use digital platforms)

14. To what extent do you rely on social media for investment advice?

2 Very frequently (I make investment decisions based on social media recommendations)
Occasionally (I consider social media recommendations alongside other factors)
Rarely (I use social media for general information but not for decision-making)

-

Never
15. Which social media platforms do you use for investment advice? (Select all that apply)

Reddit (e.g., r/WallStreetBets)
Twitter

Facebook

YouTube

Instagram

Other (Please specify):
16. Have you ever followed a trading tip or investment suggestion from social media?

Yes
No

2 Not applicable
17. How would you rate the reliability of the investment advice you encounter on social media?
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e [ Veryreliable

Somewhat reliable
Neutral

Somewhat unreliable

BN I N

) Very unreliable
Section 5: Final Thoughts
18. What do you believe is the biggest challenge for retail investors in the post-COVID era?
Market volatility
Over-reliance on digital platforms
Lack of financial knowledge/education
Influence of social media
) Other (Please specify):

19. Do you feel more confident in your investment decisions now compared to before the
COVID-19 pandemic?

° Yes
. I No
o I Not sure
20. Any additional comments or insights on how COVID-19 has influenced your investing

habits?
e (Open-ended response)

Thank you for your participation! Your responses will help us gain a deeper understanding of retail investor
behavior in the post-COVID financial landscape.
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