Revenge trading—sometimes called loss chasing trading in behavioral finance—is a familiar trap for many retail
investors, especially those who dabble in weekly options through app-based brokerages. It feels like doing "just
one more trade" will thinkaora erase the loss and get you back on track. Spoiler alert: It rarely works that way. The

sign in front of the number matters.

Let's walk through the real reasons revenge trading happens, why it's a classic "negative expected value” game,
and practical risk management habits to stop it for good. We'll also cover key concepts like expected value, option

mechanics, and the difference between broad equity ownership (positive EV) and casino-like trading (negative EV).

Understanding Revenge Trading and Behavioral Finance Triggers

Revenge trading is primarily driven by emotional reactions to losses. You experience a loss, and the urge to “get it
back” kicks in. This impulse is one of the biggest behavioral finance traps because it overrides rational decision-

making.

Common behavioral triggers behind revenge trading include:

* Loss aversion: Losing feels worse than winning feels good. The pain makes you overcorrect.

Recency bias: Your mind focuses more on recent losses, disregarding longer-term performance.

Overconfidence: After a loss, you believe “I know what went wrong, so my next trade *must* fix it.”

* Gambler’s fallacy: The false belief that a losing streak makes a win “due”.

The sign in front of the number again: these feeling-based impulses fail to consider expected value or the true

"price" behind each trade.

Expected Value: The Real Dividing Line Between Winning and Losing

Expected value (EV) is the mathematical backbone of all sound investing and gambling decisions. It's the statistical
average outcome weighted by probability, and it determines whether, on average, a given strategy makes or loses

money.


https://thinkaora.com/luck-is-not-a-plan-where-investing-and-games-of-chance-actually-differ/

Positive EV vs Negative EV
Consider:

* Broad Equity Ownership: Historically, broad market index investing (like owning an S&P 500 ETF) has a
positive EV. Over many years, the average annual return has been positive despite short-term ups and downs.

This works because of diversification, economic growth, and the law of large numbers smoothing volatility.

® Casino Games: Most casino games have a negative EV for players. The RTP (return to player) is published,
and it's always below 100% to guarantee a house edge. Smaller bets over many plays will ensure long-term

losses.

¢ Certain Trading Products (like weekly options): These can often be negative EV due to embedded costs,

time decay (theta), commissions, and risks like assignment.

Every trade you make should be analyzed through the sign in front of the expected value number. Without

positive EV, you're not investing; you're gambling.

Options Mechanics and Why Weekly Options Are a Revenge Trading
Hotspot

Your brokerage lets you buy weekly options—contracts that expire in 7 days or less. This short time frame

increases the temptation to revenge trade because:

* Theta decay: Options lose value daily as they near expiration. For buyers, this is a speeded-up form of

"negative theta" or time decay. The clock is always ticking against you.

* Assignment risk: Short options positions can be assigned unexpectedly, leading to game-ending losses if you

don’t manage them carefully.

* Spreads and commissions: Bid-ask spreads and brokerage commissions eat into any profits, reducing net

expected value.

This combination creates a near-casino environment where the odds are almost inevitably against you, especially if

chasing losses with impulsive trades.

Transparency Matters: Published RTP vs Hidden Trading Costs

One glaring problem is that most trading products hide their “true price.” Unlike casino games that publish RTP

(return to player), brokerage apps don't make expected value or trading cost transparency obvious:



¢ Hidden commissions and spreads: These reduce your gains and amplify losses.
e Slippage: The difference between expected and actual trade prices due to market movement and liquidity.

* Theta decay: Time-based loss invisible at purchase but always eroding option value.

This lack of transparency allows app developers and brokerages to gamify trading with confetti and flashy charts,

masking the true cost and encouraging more (negative EV) trades, including loss chasing.

Time Horizon and the Law of Large Numbers: Why Holding Matters

Revenge trading flips the math upside down by compressing your time horizon. Instead of holding positions long

enough to let expected value play out, impulse traders chase small wins quickly to recoup losses.

Law of Large Numbers: When you make many independent trades with a known positive EV, your average
results converge to that expected outcome over time. Short, impulsive, revenge trades often ignore this speed

limit and gamble on luck.

In contrast, broad equity ownership embraces time and patience, riding out volatility to generate positive returns.

Ignoring this principle essentially makes you a short-term speculator in a negative EV environment.

Practical Steps to Stop Revenge Trading and Build Better Risk
Management Habits

So how do you stop the loss chasing spiral? The answer lives in both mindset and strategy:

1. Recognize the sign in front of your trades: Stop thinking in terms of “risk” as feelings and start using

expected value as your guide. Ask yourself: Is this trade positive or negative EV?

2. Set hard limits and stick to them: Define daily or weekly loss limits beyond which you don’t trade. No “but |

can stop early” arguments—hard stops prevent emotional decision-making.

3. Avoid trading products with built-in negative EV for short-term bets: Weekly options are tempting but

often a money sink due to theta decay and commission costs.

4. Keep records and analyze results: Use tools or spreadsheets to track your trades, categorizing wins, losses,

and costs to understand your true performance over time.



5. Focus on broad, diversified positions: Consider ETFs or stocks with positive EV and a longer time horizon

to align with the law of large numbers.

6. Remove temptation: If your app is gamifying trades with animations, disable notifications or switch to a

simpler interface.

7. Develop alternative coping mechanisms: Practice mindfulness or journaling after losses instead of jumping

into new trades.

Summary: Changing Your Approach to Losses

Revenge trading is a classic emotional response that ignores the sign in front of the expected value. Weekly
options amplify negative EV through theta decay, assignment risk, spreads, and commissions, making loss chasing

especially dangerous.

Instead of trading to “get even,” embrace risk management habits grounded in transparency, expected value
assessment, and patience. Focus on long-term equity ownership, respect the law of large numbers, and cut

through behavioral triggers with discipline.

Remember: The true cost is often hidden in the mechanics. Know your math. Respect your limits. Stop chasing

losses.

Concept What to Watch For Impact on Revenge Trading Expected Value (EV) Positive or negative sign in front of
average return Trade only positive EV to avoid guaranteed losses Theta Decay Options lose value daily (negative
time value) Pushes weekly options towards negative EV Assignment Risk Risk of early option exercise and forced
position Can cause large, unexpected losses feeding revenge trading impulse Commissions and Spreads Hidden
costs reduce net profits Buries small gains, making small loss chasing trades costly Behavioral Triggers Loss
aversion, gambler’s fallacy, overconfidence Drive irrational loss chasing; awareness is key Law of Large Numbers

Long-term averaging out of results Requires patience; short-term revenge trading ignores this



