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		Abstract

		We aim to answer whether retail investors have a stabilizing effect on stock prices during times of financial markets turmoil. To achieve this, we examine the liquidity and crash risk of stocks that are likely held by Robinhood traders (i.e., our proxy for retail investors) using the COVID-19 pandemic as an exogenous shock in a difference-in-differences approach. During the COVID-19 pandemic, we find that stocks likely held by retail investors have 17 percent higher liquidity and at least 24 percent lower crash risk (with regard to the corresponding standard deviations). In addition, we document that this effect is more pronounced if stocks are less volatile, less liquid, or less shorted indicating that retail investors are more likely rational investors rather than just irrational contrarian traders. In a robustness test, we rule out that our results are driven by retail investors’ following institutional investors’ trading. 
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