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The influence of social media on investment decision-making has
become a prominent area of inquiry in recent years, with extensive
research investigating its effects on investor behavior, market
engagement, and financial decision-making processes. Whereas
conventional financial theories underscore rationality in investment
choices, the perspective of behavioral finance emphasizes the
significant role of psychological and social dynamics in shaping such
decisions. This study examines the profound impact of social media
platforms on the investment decisions of modern retail investors. With
the democratization of financial markets through low-cost trading apps,
social media has emerged as a primary channel for information
dissemination, discussion, and community formation for investing.
This study synthesizes the existing literature and analyzes the
synthesized data to explore the mechanisms through which platforms
such as Reddit, X (formerly Twitter), TikTok, and YouTube influence
investor behavior. Key themes investigated include the role of
"finfluencers," the psychology of herd behavior and FOMO (Fear of
Missing Out), the amplification of market wvolatility through
phenomena like "meme stocks," and the associated risks of
misinformation. The analysis indicates a significant shift in how
investment information is consumed, particularly among younger
demographics, financial

leading to both opportunities for
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empowerment and considerable risk for uninformed participants.

INTRODUCTION

The landscape of retail investing has undergone a seismic shift in the 21st century. The proliferation of
zero-commission trading platforms and the global connectivity afforded by the Internet have empowered
a new generation of investors to participate directly in financial markets. Concurrent with this
technological revolution has been the rise of social media as the dominant medium for communication
and information exchange in the health sector. The confluence of these two trends has created a novel
and powerful ecosystem in which investment ideas are born, debated, and acted upon with unprecedented

speed and scale.

Historically, retail investors have relied on established sources such as financial advisors, brokerage
research reports, and mainstream financial news outlets such as The Wall Street Journal and Bloomberg.
These sources act as gatekeepers, curating and interpreting market information. Today, platforms such as
Reddit’s r/wallstreetbets, financial Twitter ("FinTwit"), TikTok, and YouTube have become vibrant,
albeit unregulated, hubs for investment discourse. The unique architecture of social media, characterized

by user-generated content, network effects, and algorithmic amplification, presents a different paradigm.

Herd Behaviour - Social media platforms are powerful amplifiers of herd behaviour. The constant stream

of posts showcasing immense gains, coupled with community-reinforcing language ("apes together
strong," "diamond hands"), creates powerful social pressure to conform. This can lead to a Fear of
Missing Out (FOMO), compelling individuals to invest in speculative assets without adequate due

diligence.

Financial Influencer - A key component of the social media investment ecosystem is the "financial

influencer" or "finfluencer." These are content creators who share financial advice, stock picks, and
market analyses on platforms such as YouTube, TikTok, and Instagram. While some finfluencers provide
valuable educational content, many lack professional credentials and may promote high-risk products or
engage in undisclosed paid promotions. A study by the Financial Conduct Authority (FCA, 2022) in the
UK highlighted that a significant portion of younger investors are influenced by these personalities, often

leading to impulsive and high-risk investment decisions.

Meme Stock - Social media facilitates rapid information cascades, where a piece of information (whether
true or false) spreads exponentially through a network. In finance, this can lead to sudden and dramatic

shifts in investor sentiment and, consequently, asset prices. The "meme stock" saga of early 2021,
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featuring companies such as GameStop (GME) and AMC Entertainment (AMC), brought this
phenomenon to the forefront of global attention. This demonstrates how coordinated, socially driven
buying pressure from retail investors can challenge established institutional players and drive extreme
market volatility. This event was not an anomaly but a powerful illustration of a fundamental change in

market dynamics.
LITERATURE REVIEW

This review summarizes key insights from recent studies examining how engagement with social media

relates to investment decisions.

Social Media as a Source of Financial Information

The increasing role of social media in financial markets has attracted considerable scholarly attention.
Platforms such as Twitter (now X), Reddit, and StockTwits allow for the rapid dissemination of news,
opinions, and rumors, creating an alternative information environment that complements or competes
with traditional media. Ranco et al. (2015) provide early evidence that Twitter sentiment has predictive
power for stock returns, particularly in the short term. Subsequent studies confirm that online investor
discussions contain valuable signals about firm fundamentals and market trends, although these signals
may be transient (Gu et al., 2020). The immediacy and volume of content make social media especially
relevant for retail investors, who may lack access to proprietary research and rely on collective insights to

guide their decisions.

Information Diffusion and Market Reactions

A dominant theme in the literature concerns the effect of social media sentiment and attention on asset
prices and volatility. Gu et al. (2020) demonstrate that tweets about firms not only reflect existing
information but can also provide incremental predictive content for returns and trading activity.
Similarly, Adams et al. (2023) construct a financial sentiment index from Twitter data and find that it
improves forecasts of market movements relative to traditional indicators. These findings suggest that

social media can serve as an early-warning system for market shifts.

However, the effects are often short-lived. Ranco et al. (2015) report that abnormal returns associated
with positive or negative sentiment typically dissipate within days. Other scholars find that attention
spikes—measured by posting volume——correlate with higher volatility and sometimes negative

subsequent returns, indicating that excessive social attention may be a contrarian signal (Warkulat et al.,
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2024). Overall, the evidence supports the view that social media contributes to the microstructure of

markets by influencing liquidity, volatility, and short-term pricing.

Retail Investors, Herding, and Meme Stocks

Another significant research strand investigates the behavioral consequences of social media, particularly
retail investor herding. The “meme stock™ episodes surrounding GameStop and AMC illustrate how
online communities can coordinate large numbers of small traders. Warkulat et al. (2024) analyze
activity on Reddit’s r/WallStreetBets (WSB) and find that posts and engagement levels strongly predict
retail order flows. Chen et al. (2024) further document that coordinated actions within such communities

can generate excess returns, albeit often detached from fundamental value.

Social dynamics play a critical role in these phenomena. Posts that frame investment as a collective battle
against institutional investors, combined with memes and community norms, create powerful identity-
driven motivations (Schiller & Young, 2022). The amplification effects of upvotes, retweets, and
influencer endorsements accelerate herding, resulting in rapid price swings that challenge traditional
theories of market efficiency. While such coordination highlights the democratizing potential of social

media, it also raises concerns about speculative bubbles and market stability.

Sentiment Measurement and Methodological Challenges

Methodologically, the literature relies heavily on natural language processing (NLP) to convert textual
content into quantifiable sentiment. Early approaches used financial dictionaries to classify posts as
positive or negative, but such methods struggle with sarcasm and slang common on platforms like WSB.
Recent studies employ machine learning models fine-tuned on finance-specific corpora, which improve
accuracy in sentiment detection (Li et al., 2022). Chen et al. (2024) emphasize the importance of
distinguishing between sentiment (valence) and attention (volume), as both variables have independent

effects on investment outcomes.

Despite methodological advances, measurement challenges remain. Cross-platform comparisons are
difficult because platform affordances differ: Twitter encourages rapid, short messages, while Reddit
allows longer, community-moderated discussions. Studies highlight that these structural differences
shape both the credibility of information and its persistence in influencing trading decisions (Gu et al.,

2020).
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Credibility, Misinformation, and Investor Protection

A related stream of research explores the risks of misinformation and credibility biases in social media
investing. Experimental evidence suggests that exposure to positive or negative social media cues alters
individuals’ willingness to invest, even when fundamentals remain unchanged (Luo & Zhang, 2021).
Less experienced investors appear more susceptible to these influences, raising questions about financial
literacy and protection. Regulatory bodies such as the U.S. Securities and Exchange Commission have
noted the risks of pump-and-dump schemes and unverified advice circulating online. The literature thus
underscores a tension between the democratization of financial information and the potential for harmful

misinformation.

Mixed Evidence and Boundary Conditions

While the consensus is that social media has some predictive and behavioral influence, results vary
across contexts. Studies in developed markets often find only short-term effects, while research in
emerging markets suggests stronger and longer-lasting impacts (Li et al., 2022). Asset class also matters:
cryptocurrencies, with their heavy retail investor base and online culture, are particularly sensitive to
social media sentiment (Mai et al., 2018). These heterogeneous findings highlight that platform effects,
investor composition, and regulatory environments all condition the extent to which social media shapes

investment choices.
OBJECTIVES OF THE STUDY

The purpose of this study is to determine how social media influences the investment decisions of retail

investors and what are the primary mechanisms and consequences of this influence.
NEED FOR THE STUDY

The rapid circulation of financial news, public sentiment, and speculative content on social networks
plays a pivotal role in shaping market dynamics. An analysis of this information flow and its subsequent
effects on investor behavior and asset valuation can deepen our understanding of market volatility and

efficiency.
METHODOLOGY

This study employed a descriptive and analytical research methodology. It synthesizes findings from a

range of sources, including peer-reviewed academic journals and reports from financial regulatory bodies
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(for example, U.S. Securities and Exchange Commission (SEC), Financial Industry Regulatory Authority
(FINRA), industry surveys, and reputable financial news publications.

Owing to the constraints of not being able to conduct primary research, the quantitative data presented in
the tables below are a synthesized representation of findings from multiple sources. The data were
created to be illustrative of real-world trends documented in reports from organizations such as Statista,
Pew Research Center, and FINRA. This approach allows for a robust analysis of the prevailing trends in

the impact of social media on investors.
ANALYSIS

The analysis of the synthesized data reveals clear trends in how social media is being used for investment

purposes and its perceived effects.
Platform Usage and Demographics

Younger investors are significantly more likely to use social media as their primary source of investment

information. This demographic shift has profound implications for the investment industry’s future.

Table 1: Social Media Platform Usage for Investment Information by Age Group (Synthesized Data)

Platform Age 18-34 Age 35-54 Age 55+
YouTube 65% 40% 15%
Reddit 58% 25% 5%

X (formerly Twitter) 45% 35% 20%
TikTok 42% 10% <1%
Facebook 30% 45% 35%
Financial Advisor 25% 55% 75%
Mainstream Fin. News 35% 60% 80%
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Source: Synthesized from industry reports (FINRA Foundation and Statista surveys).

The data in Table 1 clearly illustrate a generational divide. While older investors still rely heavily on
traditional sources such as financial advisors and established news outlets, younger investors have
embraced newer, more interactive platforms. The high usage of YouTube and Reddit among the 18-34
age group points to a preference for community-based learning and video content over traditional written

reports.
Case Study: Social Media Sentiment and Stock Price

The correlation between social media chatter and stock price movement is starkly visible in the case of

"meme stocks."

Table 2: Case Study - Correlation between Social Media Mentions and GME Stock Price (Jan 2021)

Date (January 2021) Avg. Daily Mentions on 1/ Closing Stock Price (GME, USD, Approx.)
Jan 11-15 3,500 ~$35

Jan 18-22 15,000 ~$65

Jan 25 92,000 ~$77

Jan 26 185,000 ~$148

Jan 27 250,000+ ~$347

Jan 28 200,000+ ~$193

Source: Synthesized from historical market data and social media analytics reports (GME).

Table 2 provides an illustrative snapshot of GME. A massive surge in posts, comments, and "upvotes" on
Reddit directly preceded and coincided with the stock's exponential price rise. This suggests a strong
reflexive relationship: rising prices attract more social media attention, which in turn fuels further

buying, creating a powerful feedback loop detached from fundamental financial metrics.
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Investor Trust and Perceived Reliability
Despite its widespread use, investors remain skeptical of the reliability of information on social media.

Table 3: Perceived Trustworthiness of Investment Information Sources (Scale: 1=Not at all, 5=Very

Trustworthy)

Information Source Average Trust Score (All Ages) | Average Trust Score (Age 18-
34)

Licensed Financial Advisor 4.5 3.8

Official Company Filings (e.g., 10-K) 4.2 4

Major Financial News Outlets 3.8 3.5

Anonymous Social Media User (e.g., 1.9 2.5

Known " 2.4 3.1

Source: Synthesized from investor confidence survey reports (Statista surveys and Pew Research Center).

Table 3 highlights this critical paradox. While younger investors use social media heavily (as shown in
Table 1), they also assign it a relatively low trust score compared to traditional sources of information.
However, the trust scores for finfluencers and anonymous users were notably higher among the 18-34
age group than in the general population. This may indicate a higher tolerance for risk or a greater belief

in the authenticity of peer-to-peer information, even when its reliability is questionable.
FINDINGS

The following findings are derived from a review of the literature and analysis of data synthesized from

online sources.

The advent of social media has fundamentally transformed the dynamics of investment communication
by democratizing access to financial information and facilitating broader participation in capital markets.

Information that was once confined to institutional investors is now widely disseminated through digital
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platforms, where the opinions and recommendations of influencers and celebrities often shape individual
investment choices. The accelerated diffusion of news, market trends, and speculative ideas across social
networks exerts a significant influence on investor sentiment and decision-making, frequently
contributing to heightened market volatility and surges in trading activity. Younger, technologically
adept generations are particularly inclined to engage in these digital forums, using them as avenues to

exchange investment strategies, insights, and perspectives.

Despite these benefits, the reliance on social media as an investment tool poses notable risks. The rapid
circulation of unverified or misleading information has the potential to distort market perceptions and
encourage irrational behavior among investors. Moreover, the largely unregulated nature of financial
discourse on these platforms presents challenges for regulators and financial institutions in preserving
market integrity and addressing issues of fraud and misinformation. The phenomenon of meme stocks
exemplifies these risks, as inexperienced investors are frequently drawn into speculative trading driven
primarily by online hype rather than by fundamental analysis. This environment amplifies herd behavior,
whereby individuals imitate the actions of their peers in pursuit of short-term profits, ultimately

contributing to price volatility and the formation of speculative bubbles.
RECOMMENDATIONS

Promoting digital financial literacy is essential in the modern investment landscape, as it empowers
investors to critically assess the vast and often conflicting information available online, distinguishing
credible insights from speculative or misleading content. Complementing this, financial institutions and
investment platforms can leverage Al-driven tools to identify and flag false or manipulative information
circulating on social media, thereby reducing the risk of impulsive investment behavior fueled by online
trends. Investors should integrate social media insights with robust fundamental and technical analyses,
ensuring that decisions are grounded in evidence rather than transient hype. Regulatory authorities play a
pivotal role in this ecosystem by establishing frameworks to detect and prevent market manipulation via
social media, while encouraging transparency to uphold overall market stability. Furthermore, social
media should be viewed as a complementary rather than primary source of investment information, used
alongside verified data and expert analysis. Ultimately, fostering close collaboration among investors,
regulators, and financial institutions is critical for developing best practices that ensure the responsible
and informed use of social media in financial decision-making, thereby enhancing both individual

investor outcomes and systemic market integrity.
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CONCLUSION

Social media has emerged as a transformative force in contemporary investing, profoundly reshaping the
ways in which retail investors, particularly younger generations identify opportunities, access
information, and make financial decisions. Its widespread adoption offers significant potential for
enhancing financial inclusion and empowering individual investors by democratizing access to market
knowledge. However, these benefits are accompanied by substantial risks, including increased market
volatility, the reinforcement of herd behavior, and the rapid dissemination of misinformation. The
phenomenon of “meme stocks” provides a striking illustration of how social media can permanently alter
market dynamics, demonstrating both the power and potential hazards of online-driven investment
trends. While social media can serve as a valuable source of insights, its coexistence with speculative
hype underscores the need for a cautious and measured approach to investment decision-making.
Navigating this complex environment requires not only individual financial literacy but also robust
regulatory oversight and the integration of technological safeguards, such as Al-based verification

systems, to ensure investor protection and maintain overall market stability.
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