Zerodha's Nudge Theory Playbook

Idea In Short

Zerodha became India's largest stock broker without a marketing budget, and the lesson for
executives is that trust, not advertising spend, now decides market leadership in financial
services. The company reduced pricing to a flat fee, built a free investor education platform
called Varsity, and embedded behavioral nudges into its trading application, Kite, to warn
users away from risky penny stocks. Each choice reinforced the others: cheaper trading
brought in first-time investors, education kept them informed, and nudges protected them
from costly mistakes, which in turn built the word-of-mouth reputation that replaced
advertising entirely. Any executive building a platform business should study this sequence
closely, because it shows how behavioral design, not discounting alone, converts price-

sensitive customers into loyal long-term ones.

A Flat Fee Rewrites the Rules of Indian Broking

Nithin Kamath and his brother Nikhil founded Zerodha in Bengaluru in 2010, entering an
Indian broking industry built on commission structures that were opaque and, for smaller
retail traders, expensive relative to the size of their trades. Full-service brokers charged a
percentage of transaction value, which meant costs scaled with trade size regardless of the
actual work involved in executing an order. Zerodha's founders concluded that the
industry's opacity, not just its cost, was driving retail investors away from equity markets
entirely.

The company's response was to introduce flat-fee pricing: a charge of 20 rupees per
executed trade on futures, intraday equity, and options, regardless of order size, alongside
zero brokerage on equity delivery trades. This pricing structure pioneered the discount-
broking category in India, and competitors including Upstox and Groww later adopted similar
flat-fee models. Roughly 70 percent of Zerodha's customer base consists of retail investors
who buy stocks and mutual funds without trading futures or options, meaning the majority of
its users pay no brokerage fee at all, while active traders in derivatives fund the flat-rate

revenue.
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Zerodha, a play on "zero" and "rodha" or barrier in Sanskrit, offered a transparent
alternative with a market-disrupting model of zero brokerage fees for retail investors
and ultralow charges for traders.

The company built its own technology stack rather than licensing broker software from
vendors, which let it move faster on product changes and kept its cost structure lean
enough to sustain the flat-fee model at scale.1 Facilitating several million orders daily today,
the platform now accounts for a double-digit share of daily equity volume traded in India, a
scale it reached without the customer acquisition costs that typically accompany aggressive

growth in financial services.

Varsity Turns Education Into a Customer Acquisition Channel

Rather than compete on advertising spend against better-funded rivals, Zerodha chose to
compete on financial literacy, building a free education platform called Varsity that started
with two modules and expanded into a comprehensive curriculum covering options theory,
risk management, trading psychology, and stock market fundamentals. The platform has
since been downloaded more than 500,000 times, and the founding team designed it
specifically to reach younger, first-time investors rather than the seasoned traders that
traditional brokers courted. That decision to target inexperienced investors, who are
typically the least profitable segment for a broker in the short term, reflected a bet that
education would convert into loyalty over a longer horizon.

Varsity works because it borrows structural techniques common to effective adult education
rather than treating financial content as marketing collateral. It explains complex
instruments, including options trading, futures contracts, and technical and fundamental
analysis, through accessible analogies rather than jargon, which lowers the barrier for
someone opening their first trading account. Content is organized into modules that support
focused study and revision, an approach that mirrors how professional certification courses
are structured rather than how most corporate blogs are written. The platform also awards
points and completion certificates, a small design choice that sustains engagement through
a curriculum that would otherwise require significant self-motivation to complete.
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Zerodha extended this literacy strategy beyond its own products by investing, through its
incubator, in Finshots, a newsletter that simplifies business news and macroeconomic
concepts for a general audience.2 Kamath has described the rationale as ensuring more
people understand capital markets well enough to participate in them responsibly, which is a
longer-term investment in market size rather than an immediate customer acquisition tactic.
The company also diversified into mutual fund distribution through a product called Coin,
which reached roughly 200,000 users and assets under management of about 27 billion
rupees by competing directly with players such as Paytm Money and ET Money, according
to reporting from the Economic Times.

Besides trading, Zerodha has also been pushing alternate investment options. Coin,
the mutual funds offering from Zerodha, has about 200,000 users and assets under
management of Rs 2,700 crore

Thaler's Choice Architecture Explains the Underlying
Mechanism

The theoretical foundation behind Zerodha's product decisions traces back to behavioral
economist Richard Thaler, who won the Nobel Memorial Prize in Economic Sciences in 2017
and popularized the concept of a nudge in his book, written with Cass Sunstein, titled
Nudge: Improving Decisions About Health, Wealth, and Happiness. Thaler defined a nudge
precisely, and the definition matters because it distinguishes behavioral design from

restriction or coercion.

A nudge, as we will use the term, is any aspect of the choice architecture that alters
people's behavior in a predictable way without forbidding any options or
significantly changing their economic incentives

The concept of choice architecture underlying this definition holds that the way choices are
presented, including their default settings, framing, ordering, and visual prominence, shapes
decisions as much as the substance of the choices themselves.3 A classic illustration is
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placing fruit at eye level in a cafeteria rather than banning less healthy food outright, which
nudges behavior without eliminating any option. Thaler's broader research program,
recognized by the Nobel committee and outlined through platforms such as UBS's Nobel
Perspectives series, argued that people routinely make decisions using mental shortcuts
and biases rather than the fully rational calculation assumed by classical economic theory,
which creates room for designers to structure choices that help people act in their own
interest.4

For a brokerage, this theory has an obvious and uncomfortable application: a platform
earning revenue per trade has a direct financial incentive to encourage more trading, even
when more trading is not in a customer's interest. Zerodha's decision to apply nudge theory
against its own short-term transaction revenue, rather than in service of it, is what separates
the company's use of the concept from more common commercial applications, such as
default opt-ins or scarcity messaging designed to increase, not restrain, consumption.

Kite's Risk Warnings Cut Penny Stock Volumes in Half

Zerodha operationalized nudge theory inside Kite, its primary trading platform, through a
feature the company calls Nudge, which surfaces warning messages before a user
executes a trade in a penny stock or an illiquid instrument.5 These warnings flag dubious
stocks, thinly traded securities, and significant pending corporate actions, giving traders a
moment of friction before committing capital to a position that carries elevated risk. The
timing of this feature mattered: it was introduced as retail participation surged during the
pandemic-era lockdowns, when large numbers of first-time investors entered the market,
often acting on unverified stock tips rather than independent research.

According to Zerodha, penny stock trading volumes on Kite dropped by more than 50
percent following the introduction of these nudges, a reduction the company estimates
saved its customers a substantial sum in avoided losses. This outcome illustrates the core
trade-off nudge theory forces on a transaction-fee business: every warning that
discourages a trade also forgoes the brokerage fee that trade would have generated.
Zerodha's willingness to accept that forgone revenue signals that it weighted long-term
customer retention and reputation above short-term transaction volume, a sequencing
choice that is easier to describe in a strategy memo than to execute inside a real business

under quarterly pressure.
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The regulatory backdrop reinforced this choice rather than conflicting with it, since India's
Securities and Exchange Board of India (SEBI) has periodically tightened disclosure and
surveillance requirements around thinly traded and manipulated stocks, meaning Zerodha's
nudges aligned its commercial incentives with the direction regulators were already pushing
the market. A behavioral concept originally documented in academic and public-policy
contexts, and archived in accessible form by projects such as Harvard's NudgeU initiative,
found a direct commercial application inside a for-profit trading platform, which is a less
common trajectory than the reverse path of businesses lobbying against consumer-
protective regulation.6

Trust Compounds Into Word-of-Mouth Growth

Zerodha's founders have been explicit that the company's growth strategy was never built
primarily around revenue extraction from any single product line but around accumulating
trust across a portfolio of decisions that reinforced each other. Kamath framed the
underlying economic argument for retail participation directly in an interview with ET Now,
arguing for the societal function that active capital markets serve beyond individual portfolio
returns.

You cannot just put money in a bank account, savings account, and expect the
country to do well. You need people to take that incremental risk and invest to help
entrepreneurs build businesses and in turn, help the economy grow

That framing extended into the company's broader ecosystem strategy, including its
investment in financial literacy content aimed at audiences as young as seven to nine years
old, and its incubation of adjacent products that expand access to capital markets rather
than simply cross-selling existing customers into higher-fee products. Nithin Kamath and
Nikhil Kamath, whose combined stake made them among India's wealthiest self-made
entrepreneurs by the mid-2020s, have both spoken publicly about growth achieved without
a paid marketing function, according to reporting from Forbes on the brothers' rise.7

Most new Zerodha customers report learning about the platform through word of mouth
rather than advertising, which the company treats as validation of its underlying thesis: that
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testimonials generated by genuine trust outperform any paid acquisition channel a
competitor could fund. This outcome is not automatic or guaranteed for any business that
avoids advertising, since word-of-mouth growth depends on a product experience specific
enough, and consistent enough, to be worth recommending. Zerodha's experience suggests
that flat-fee pricing, free education, and protective product design, applied together and
sustained over roughly a decade, can substitute for a marketing budget in a category where
customer trust had been systematically eroded by prior industry practice.

What Executives Outside Broking Should Take From This

The lessons here extend past financial services into any platform business where a
company's short-term revenue incentive can conflict with a customer's long-term interest.
Zerodha built its growth on flat, transparent pricing rather than the layered fee structures
common across its industry, then reinvested the resulting cost savings into free investor
education through Varsity rather than into paid advertising. It applied Thaler's choice
architecture concept directly against its own transaction revenue by warning customers
away from risky penny stocks inside Kite, a decision that measurably reduced trading
volume in that category while, by the company's own account, protecting customer capital.
It then extended the same trust-first logic into adjacent ventures, including mutual fund
distribution and financial media, rather than treating each new product as an isolated
revenue line. Executives evaluating platform strategy in any regulated, trust-sensitive
market should examine this sequence closely, because the order in which Zerodha built
pricing transparency, education, and protective design, well before it built scale, is difficult
for a competitor to replicate after the fact.

e 1Zerodha Wikipedia Entry

e 2Zerodha 10th Anniversary Reflection

e 3The Decision Lab On Choice Architecture

e 4UBS Nobel Perspectives On Richard Thaler
e 5Zerodha Support Portal On Kite Nudges

e 6Harvard NudgeU: What Is A Nudge

e 7Forbes On The Kamath Brothers

Summary
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https://www.forbes.com/sites/anuraghunathan/2024/11/07/two-billionaire-brothers-zerodha-kamath-built-indias-largest-discount-brokerage-now-face-reality-check-nithin-kamath-nikhil/

Zerodha's rise rests on a sequence that other financial platforms can study directly. It

replaced an opaque, commission-heavy brokerage model with a flat, transparent fee, then
used the savings to fund a free education platform in Varsity rather than an advertising
budget. It embedded behavioral nudges, drawn directly from Richard Thaler's choice
architecture, into its Kite platform to warn investors away from risky penny stocks, a
decision that sacrificed short-term trading revenue for long-term customer trust. It extended
that same trust into adjacent products, from mutual fund distribution through Coin to
financial journalism through its investment in Finshots. The result was a brokerage that grew
through referrals rather than reach, at a moment when investor protection and platform
credibility, not marketing spend, increasingly separate durable financial businesses from

disposable ones.
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