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Penny stocks to buy on robinhood 2021

Every once in a while you hear about some lucky person who got rich by trading penny stocks. And we’re happy for those people – we really are. But for the average investor, penny stocks are risky business. Let’s talk about penny stocks, what they can offer you and what they can’t.Check out our retirement planning calculator. Penny
Stock DefinedA penny stock is a cheap stock, generally one that sells for less than five dollars and does not trade on a major exchange. Companies that are just starting out or are struggling often issue penny stocks. These trade on “pink sheets” rather than on a major stock exchange. The market for penny stocks is also called an “over-
the-counter” (OTC) market because it doesn’t come with the same level of oversight that you get on a major market.Penny stocks don’t have to register with the SEC or meet SEC requirements. As a result, the penny stock world is sometimes called the “Wild West” of investing. Penny stocks could come from worthless companies, or from
shell companies that don’t exist at all. You’ll be hard pressed to get the fundamentals on the companies that issue penny stocks. That makes it hard to do your due diligence as an investor. It also increases the risk that comes with buying penny stock.Now, there’s nothing inherently bad about a penny stock. Some legitimate companies
with real growth potential offer them. But the reason penny stocks have a less-than-stellar reputation is that they have a history of high risk, fraud and mis-management. Ever seen Boiler Room? Or The Wolf of Wall Street? Then you’ll know that penny stocks can make fortunes for traders and wipe out investors. If you’re considering
getting into the penny stock game, it’s important to be aware of the risks involved. And you better understand stocks before investing at all. The RisksOne risk with penny stocks is that they can be magnets for “pump and dump” schemes. In a pump and dump, traders buy stocks at ultra-low prices. They then inflate (“pump”) the price of
that stock by misleading potential investors, only to turn around and sell (“dump”) the overvalued shares at a high profit. Think traders making cold calls to unsophisticated investors and touting get-rich-quick schemes through penny stocks and you’ve got a good idea of how pump and dump works.As always with investing, it’s a good idea
to be suspicious of anything that sounds too good to be true, and check the credentials of brokers and brokerage firms. These days, a scam probably won’t come in the form of the cold call on your home phone that’s depicted in the movies. Instead, it will likely be an email or website that tempts you into parting with your hard-earned
dollars and leaves you with little or nothing to show for it. It could be a “hot tip” in an investing forum that’s set up to lure unsuspecting investors. SEC AdviceThe SEC warns that investors in penny stocks should be prepared to lose their entire investment – or more than that if they buy penny stocks on margin. The SEC also offers some
solid tips on avoiding scams. They boil down to: Do Your Research Be Skeptical Take High-Pressure Pitches as a Bad Sign Understand That OTC Stocks Are Higher-Risk The idea behind buying penny stocks is to beat or outsmart the market by buying “undervalued” stocks for low prices and then selling them when the value increases.
Some would argue, though, that there’s no such thing as an undervalued stock. Let us explain.According to the Efficient Market Hypothesis, the market sets the price of stocks or equity based on all available, reliable information. Folks who believe that markets are efficient would say that if a stock has a low price it has low value, too. That
means that there’s no such thing as getting a hot tip on an undervalued stock because there are no undervalued stocks.How to Buy Penny StocksIf risk doesn’t bother you, you can afford to lose some money and you’re drawn to penny stocks, you’ll need to employ the services of a stockbroker to get in on the action. Your best bet is
probably to start small to see if investing in penny stocks is for you.The TakeawayIf you’re someone who enjoys investing as a hobby and a recreational activity, you may be happy riding the roller coaster of penny stocks. Just remember that high-risk trading should be something you do with your “fun money,” not your emergency fund or
your retirement savings. For money that you’re really going to need, you’re probably better off building a diversified portfolio of low-cost investments.Of course, penny stocks aren’t the only options for first-time investors. You may be interested in the contrast to penny stocks. So-called blue-chip stocks come from established companies
with immense revenue streams. Some stocks such as preferred stocks even share bond-like features. So there you have it. Do your homework first. Then, you’re ready to start investing on a shoestring.Photo credit: ©iStock.com/arekmalang, ©iStock.com/Renphoto, ©iStock.com/mstahlphoto One of the best ways to shield your
investments from unnecessary volatility during all market conditions is to keep your basket of eggs diversified with a mixture of stocks from a variety of sectors that present differing degrees of risk. Your own personal investment preferences and your portfolio’s tolerance for risk should also factor into the picture.A long-term mindset is key
to wealth-building. The high-growth stocks on this list probably won’t get you into the seven-figure club overnight, but each company could significantly boost your portfolio over the next decade or more. In the words of Warren Buffett, “If you aren’t willing to own a stock for ten years, don’t even think about owning it for ten minutes. Put
together a portfolio of companies whose aggregate earnings march upward over the years, and so also will the portfolio’s market value.”John Mackey, CEO of Whole Foods Market, an Amazon subsidiary, is a member of The Motley Fool’s board of directors. Suzanne Frey, an executive at Alphabet, is a member of The Motley Fool’s board
of directors. Teresa Kersten, an employee of LinkedIn, a Microsoft subsidiary, is a member of The Motley Fool’s board of directors. Rachel Warren has no position in any of the stocks mentioned. The Motley Fool owns shares of and recommends Alibaba Group Holding Ltd., Alphabet (A shares), Alphabet (C shares), Amazon, Apple,
Microsoft, Netflix, Nike, Teladoc Health, and Zoom Video Communications. The Motley Fool recommends DexCom and recommends the following options: long January 2022 $1920 calls on Amazon, short January 2021 $115 calls on Microsoft, long January 2021 $85 calls on Microsoft, and short January 2022 $1940 calls on Amazon.
The Motley Fool has a disclosure policy. It’s a funny thing about penny stocks — people will invest in them even though they suspect the share price is being manipulated, according to a recent study by the National Bureau of Economic Research. What’s the attraction? By definition, penny stocks, also called micro-caps, don’t cost a lot
(under $5 per share), and investors are attracted to the notion of turning $1 into $2 and getting 100 percent (or more) return on the dollar. After all, it’s easier to double your money on a $1 stock than a $10 stock, right? But that’s really not the case in most penny stock trading experiences. The odds are actually higher you’ll lose more
money than gain from a penny stock investment. First, a few facts on penny stocks, and then a quick dive into whether investors can actually find good “profit potential” penny stocks: More penny stocks are traded on an over-the-counter basis (approximately 12,000) than are traded on major exchanges such as the NYSE, NASDAQ, and
the American Stock Exchange. Penny stocks can trade on other securities exchanges, most notably in foreign stock markets. Penny stocks usually represent struggling companies with low cash reserves and no clear path to future success. Penny stocks can also be defined as the securities owned by private firms, blocked off from public
trading. Penny stocks don’t usually trade frequently, making them less liquid for owners. Penny stocks are highly speculative and are often hard to price accurately. The U.S. Securities and Exchange Commission has strict rules on penny stock trading, including written documentation from broker-dealers on the higher relative risk of
investing in penny stocks. Give the high-risk and potential low liquidity of penny stocks, can investors actually uncover some winners in the sector? The answer is a shaky “yes”, and only if you follow the following guidelines: Target penny stocks that have robust earnings growth and that trade close to its 52-week high. Often, penny stock
investors find out about a penny stock from a promotional penny stock advertisement fashioned to look like an advisory newsletter. Often, these publications are strictly promotional in nature and are not reputable advisory newsletters that follow an ethical practice of sound analysis and accurate information delivery. Such promotional
materials may be unreliable and can be promoted by people or organizations who actually own shares in the same penny stocks they’re touting. If you are reviewing a penny stock newsletter or similar publication, make sure you read the disclosure notice it should include. (This is a mandatory inclusion by the SEC). The disclosure notice
should provide any conflicts of interest by the publisher of the information. If no information is mentioned about whether the publisher or author of the notice holds shares themselves, it is wise to ignore that e-mail or publication. The more a penny stock trades, the more reliable it is. That’s why it’s important to focus on penny stocks that
offer a high trading volume (aim for penny stocks that trade over 100,000 shares per trading session.) Another good rule of thumb — only trade in penny stocks with a price over 50 cents per share. Stocks that trade for less than that price are usually highly speculative and include companies with no discernable track record of success.
This may seem obvious, but with penny stocks, leave no stone unturned in your research. Consequently, check the company’s financials before buying a penny stock. If there’s documented proof that the company makes a profit, the odds are lower of losing money on a penny stock purchase. The penny stock market is littered with the
broken dreams, and drained bank accounts, of investors who purchased the stock based on an “expert’s” opinion that the stock price will eventually skyrocket. Penny stocks are notorious for having existing shareholders, who often present themselves as objective investing experts to "tout” or “talk up” the stock to artificially inflate its price.
Don’t fall for that scam. Stick to the company’s financial statements and its record making money and paying its bills. Those are the key indicators that a penny stock may offer financial opportunity for investors. Once you identify a penny stock that offers potential gains, don’t buy it right away. Instead, track the stock for a week or so and
monitor how it trades, especially targeting frequency of trades (trade volume), volatile share price swings, and knowing the best “entry price” before pulling the trigger on a purchase. With penny stocks, the odds of losing 25 percent or more of your investment are stronger than earning that rate of return. Consequently, if your penny stock
investment ticks significantly upward, count your blessings and sell on the upside — it’s likely your best chance of making a profit on penny stocks. Overall, know that the odds of finding a good, solid penny stock that rewards you with profitable gains are against you. That said, finding a diamond in the rough isn’t impossible if you stick to
the tips and tenets listed above — and on a regular basis. Otherwise, don’t bother with penny stocks, unless you have money to burn.
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