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How to avoid pattern day trader rule robinhood

You've set up a brokerage account to trade stocks. Now you wonder how anyone is going to know whether you're a bona fide "day trader." Your broker will know, based on your trading activity. The Financial Industry Regulatory Authority (FINRA) in the U.S. set the "pattern day trader" rule, which states that you're a day trader if you make four or more day trades in a five-day
period, and those trades are more than 6% of your total trading activity during that time. (Day trading is opening and closing a position within the same day.) If you're a day trader, you must maintain an account balance of at least $25,000. Back in 1974, before electronic trading, the minimum equity requirement was only $2,000. New technology changed that. The faster speeds
allowed traders to get in and out of trades within the same day. Since day traders might hold no positions at the end of each day, they have no collateral in their margin account to cover risk and satisfy a margin call during a given trading day. Brokerage firms wanted an effective cushion against margin calls. This led to the increased equity requirement.  Perhaps you don't usually
day trade but happen to do four or more such trades in one week, with no day trades the next or the following week. In that case, your brokerage firm would still likely classify you as a day trader. It would hold you to the $25,000 equity requirement going forward.  You can meet the requirement with a combination of cash and securities. However, they must reside in your day
trading account at your brokerage firm rather than in an outside bank or at another firm. If you do not have $25,000 in your brokerage account prior to any day trading, you will not be permitted to day trade. The money must be in your account before you execute any day trades. On the plus side, pattern day traders who meet the equity requirement receive some benefits, such as
the ability to trade with additional leverage—using borrowed money to make larger bets. A stock day trader can trade with 4:1 leverage, while typical stock investors (including swing traders and those who tend to buy and hold) can trade with a maximum of 2:1 leverage. If you don't happen to have $25,000 to day trade, there are ways to get around that requirement. They consist
of loopholes and alternative trading strategies, most of which are less than ideal. Make only three day trades in a five-day period. That's fewer than one day trade per day, which is fewer than the pattern day trader rule set by FINRA requires. However, this means you'll need to pick and choose among valid trade signals. You won't receive the full benefit of a proven strategy. Day
trade in a stock market outside the U.S. You'll have to do this with a broker that's also outside the U.S. Not all foreign stock markets have the same account minimums or day trading rules as the U.S. Research other markets and see whether they offer day trading that fits your needs. Consult both tax and legal professionals before taking this approach. Join up with a day trader
firm. The structure of each firm varies, but typically you deposit much less than $25,000. It provides you with additional capital to trade, with your deposit safeguarding it from losses you may take. Otherwise, the firm simply leverages your capital. Do swing trading and enter trades that you hold for longer than one day. Swing traders capture trends that play out over days or weeks
rather than attempt to time a one-day trend that might last for 20 minutes. This is less a loophole and more of a change in strategy, but it works for traders who want to stay involved but don't yet meet the $25,000 requirement for day trading. Open day trading accounts with different brokers. This is a less-attractive choice. However, if you open two accounts, you can make six day
trades in a five-day period—three trades for each broker. That isn't the best solution. If you already have limited capital, each account is likely to be quite small. Day trading with such small accounts isn't likely to produce much income. With small amounts in each account, you are limited in the stocks you can trade. Some brokers may not even accept the small deposit. Brokers are
out to protect themselves. They can impose minimum capital restrictions if they believe someone is day trading regularly (even if below the four-trade/five-day threshold) or trading in a risky manner. On option that is better than taking advantage of a loophole or adopting a different trading strategy is to change markets. The forex or currencies market trades 24 hours per day during
the week. Currencies trade as pairs, such as the U.S. dollar/Japanese yen (USD/JPY). With forex trading, consider starting with at least $500, but preferably more. The forex market offers leverage of perhaps 50:1 (though this varies by broker). So, a $500 deposit means you can trade and earn—or lose—off of $25,000 of capital. Profits and losses can mount quickly. The futures
market is where you can trade stock index futures (the E-mini S&P 500, for example) and commodities (such as gold, oil, and copper). Futures are an inherently leveraged product. A small amount of capital, such as $400 or $500 in the case of the E-mini contract, gives you a position in a product that typically moves 10 or more points a day, where each point is worth $50. Profits
and losses can pile up fast. It's recommended that futures traders start with at least $2,500 (if trading a contract like the E-mini), but that will vary based on risk tolerance and the contract(s) traded. Almost all day traders are better off using their capital in the forex or futures market. These markets require far less capital to get started, and even a few thousand dollars can start
producing a decent income. Day trading the options market is another alternative. An option is a derivative of an underlying asset, such as a stock, so you don't need to pay the upfront cost of the asset. Instead, you pay (or receive) a premium for participating in the price movements of the underlying asset. The value of the option contract you hold changes over time as the price of
the underlying asset fluctuates. What type of options you trade will determine the capital you need, but several thousand dollars can get you started. While day trading requires a large amount of equity, there are loopholes and other investment options that may require you to put less of your money on the line. Before investing any money, always consider your risk tolerance, and
research all of your options. The Balance does not provide tax, investment, or financial services or advice. The information is being presented without consideration of the investment objectives, risk tolerance, or financial circumstances of any specific investor and might not be suitable for all investors. Past performance is not indicative of future results. Investing involves risk,
including the possible loss of principal. It wasn’t too long ago that Robinhood upended the investment world with its commission-free trading app. The move caused a whole bunch of other brokerage firms to follow suit. But there are still lots of regulations when it comes to day trading on Robinhood. New to Robinhood? Not sure which stocks to buy? Click here to sign up for Trade
of the Day+. It’s the best chance to win on every single trade you make.  This budget-friendly brokerage firm has quickly amassed a base of more than 10 million users. And they are an active bunch. An estimated 50% of users who have made a trade use the app daily. And 90% of users open Robinhood at least weekly. But there’s a big difference between checking in on your
money and actively trading with that kind of regularity. Once upon a time, day trading was limited to folks with deep pockets and a whole lot of time on their hands. After all, getting in and out of several positions a day could mean accruing some serious commission fees. But with commission fees no longer a part of the equation, investors young and old are becoming more active
traders. Now, before you start experimenting with daily pivots or movement trading, there are some important things to know about day trading on Robinhood. We’ll start with the different types of accounts this bargain brokerage offers and how they can affect your preferred style of trading. The Three Types of Robinhood Accounts Robinhood Instant Robinhood Gold Robinhood
Cash The first, Robinhood Instant, is the default. Anyone who signs up for a Robinhood account starts here. This is a margin account, which means that investors will have instant access to deposits they make. This allows folks to start investing right away. Next is Robinhood Gold. This type of account comes with a fee of $5 every 30 days. With that fee comes increased buying
power (higher levels of instant margin are available) and research from Morningstar. But Robinhood users are required to have at least $2,000 in their account to trade using margin. And lastly, there’s Robinhood Cash. Like an Instant account, Cash allows users to place commission-free trades during extended hours and when the markets are open. But it doesn’t grant access to
instant deposits. Folks who prefer not to trade using margin can downgrade to this type of account at any time. The Pattern Day Trading Rule This is where things get a little complicated. Robinhood employs certain rules to protect investors. And one of them is the pattern day trading (PDT) rule. This rule dictates that a Robinhood user cannot place three day trades within a five-
day period. That is, unless they have at least $25,000 in their account. And to be crystal clear, this doesn’t apply to overnight trades. You just can’t buy and sell a stock or options contract in a single day more than three times over the course of five business days. This isn’t just a Robinhood rule either. This applies to traders using any brokerage firm. But with day traders on
Robinhood, there are exceptions… If those trades equal less than 6% of the total trades within your margin account, there’s no problem. But that’s pretty unlikely. The other way to get around the $25,000 rule is to downgrade to a Robinhood Cash account. Because these users aren’t investing using margin, they are free to do as they wish. If your account is close to $25,000 and
you’re ready to put it over the edge in order to day trade, keep this in mind… the account balance doesn’t count as being “officially” over $25,000 until the deposit has cleared. The margin that’s offered by Robinhood in Instant accounts does not count toward the total. Let’s say you’re sitting pretty with $24,000 in your Robinhood account. So you decide to deposit $1,001 in there to
push it over the edge. You won’t suddenly be off the hook to day trade as you please just because it says you have $25,001 to invest. You’ll have to wait until the money clears and you’re not topped off with the margin offered by Robinhood. And this can take up to five days. So You’ve Been Labeled a PDT Robinhood doesn’t take kindly to folks trying to get around its rules.
Anyone with a Robinhood Instant or Gold account with less than the required $25,000 that engages in PDT will face a substantial penalty. Any investor who places four day trades within a window of five consecutive business days will have their account flagged as a pattern day trader. This designation lasts for 90 days. And this results in not being able to make any day trades for
that period of time. If, however, someone tries to buck the system and continues to day trade during that 90-day probation, they will face greater penalties. Anyone day trading on Robinhood with less than $25,000 in their account that has been marked with the scarlet PDT letters will have their account restricted even further. Robinhood reserves the right to lock the account of
PDT users for up to 90 days. This results in the user not being able to buy or sell any stocks or options for the full 90-day probation period. Day Trading on Robinhood: The Bottom Line Day trading is more popular now than ever. Twitter, Reddit and Discord are filled with folks swapping tips, plugging their stocks of choice and talking a whole lot of trash on their way to financial
freedom. But day trading comes with a lot of risks. So before you get started, it makes sense to test your strategies before opening up your Robinhood app. But if you’re sure that you’re ready and want to get started, just remember that day trading on Robinhood is taken very seriously. And in the world of investing, missing out on 90 days can feel like an eternity. Read Next: Day
Trading Stocks is a Full-Time Job
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