
Trade Ideas finds patterns in stocks with $500K/minute trading volume and alerts you with the same enthusiasm as
stocks with $5M/minute volume. On the surface, this seems fine—a pattern is a pattern regardless of liquidity. In
practice, it's a hidden killer of profitability. A micro-cap stock with a perfect setup is tradeable in the exact same way a
Tesla alert is tradeable, which is to say: not at all in the same way.

Here's the mechanical reality: a micro-cap stock with 600K shares trading per minute has a typical bid-ask spread of
0.08-0.15%. A mega-cap like Tesla has 0.01-0.02%. When you enter a micro-cap setup, you lose 0.08% immediately to
the spread. When you exit, you lose another 0.08%. If your average win on a setup is 0.40%, you're giving up 40% of
your profit to liquidity costs before accounting for the market actually moving against you.

Professional traders solved this problem long ago: they simply don't trade stocks below a certain liquidity threshold. If a
stock isn't trading at least $1M per minute (which typically requires $8-10+ stock price with decent volume), they skip it.
This immediately eliminates a huge portion of Trade Ideas alerts, but it also eliminates most of the losers. The setup
might be valid, but the execution cost makes it not worth trading.

The subtle part that trips up traders: micro-cap setups sometimes have higher win rates than mega-cap setups because the
patterns are clearer. There are fewer participants moving the price around, so technical levels hold more reliably. A trader
might notice: "My micro-cap trades win 58% of the time but my mega-cap trades win 52% of the time. I should focus on
micro-caps." The math seems obvious. Then they get destroyed because the 6% win-rate advantage gets wiped out by
0.16% in liquidity costs.

Why Micro-Caps Look Better Than They Are

Low liquidity creates something that looks like edge but isn't: quick reversals. A micro-cap stock makes a big move—say
1.2%—and then reverses. It looks like a perfect mean-reversion setup. You see the move, you set up a reversal trade, you
hit the short button. The stock reverses immediately and you're up 0.50%. Fantastic. But here's what actually happened:
the stock moved on low volume (maybe 2 trades made it move 1.2%), so it's extremely sensitive to any counter-flow.
When you entered, you provided that counter-flow, which stopped the move.

You didn't predict anything. You just participated in a low-liquidity stock's natural reversion to fair value. A trader who
trades 20 of these per day might see 12-13 winners, which feels like a fantastic edge. But she's not seeing all the trades
she didn't take—the micro-caps that gapped up 2% and stayed up, the ones that continued 3% more against her position.
She's pattern-matching on the wins.

The math reveals itself over larger samples. After 200 micro-cap trades, a trader finds she's actually broken even or down
0.5%, when her win rate was 56%. That's 112 wins at 0.38% average and 88 losses at -0.48% average. The wins looked
good but were too small. The losses looked like noise but were too large.

The solution: set a hard liquidity filter. Many professional traders use a rule: only trade stocks trading $1M+ per minute
or above $10 stock price with 1M+ daily volume. This eliminates a lot of Trade Ideas alerts but those alerts weren't likely
to be profitable anyway due to execution cost.

If you insist on trading micro-caps, at least account for liquidity costs explicitly. If a stock is trading $600K per minute,
add 0.15% to the entry price and subtract 0.15% from the exit price when calculating your expected return. A setup that
looks like +0.45% profit suddenly looks like +0.15% profit. Over time, the math becomes: does 0.15% profit with 55%
win rate beat the risk of slippage, wide stops, and hidden friction? Usually not. The hidden friction in micro-caps isn't
just the spread; it's the psychological challenge of sticking to mechanical discipline when the stock is moving erratically.
Wider spreads make you second-guess entries. Stops get hit more frequently due to noise. It's harder to maintain trading
discipline on stocks where basic execution is difficult. This psychological friction is just as expensive as the
mathematical friction. Consider creating a "micro-cap surcharge" in your planning: add 0.25% to the cost basis of any
trade in stocks trading less than $1M per minute. That surcharge accounts for all the hidden costs: actual spread cost,
psychological wear, execution difficulty, potential gap risk. Only trade micro-caps if the setup has enough projected edge
to overcome that surcharge.

When Micro-Caps Are Actually Tradeable

There's one scenario where micro-cap Trade Ideas alerts can work: swing trading. If you're going to hold for 30 minutes
or more instead of 90 seconds, the intraday liquidity doesn't matter as much. You can scale out over time, averaging your
exit price instead of forcing a single market order. A micro-cap alert that would fail as a 90-second daytrade might work
fine as a 30-minute hold.



But this requires changing your entire execution model. Instead of "alert fires, I enter immediately, I hold for 2 minutes,"
you do "alert fires, I enter 30% position, I hold and add if the move confirms, I exit over 10 minutes." It's a different
approach. Most day traders aren't equipped to do this psychologically or logistically.

The traders who've mastered day trading have a simple policy: Trade Ideas alerts on stocks under $10 or below $1M per
minute volume get a 0.15% reduction applied to expected returns in their calculation. Trade Ideas alerts on stocks
between $10-15 or $1M-2M per minute get a 0.10% reduction. Trade Ideas alerts on stocks above $15 and $2M+ per
minute get no reduction. This creates three tiers of tradeable setups, and most profitable trading happens in the top tier
where execution friction is minimal.

The micro-cap setups aren't bad per se. They're just expensive to execute. Once you account for that cost, they're usually
not worth trading relative to the higher-liquidity alternatives. Trade Ideas generates plenty of both types of alerts. The
skill is knowing which ones have execution costs you can tolerate and which ones don't.

The traders who've solved the micro-cap problem have simple rule: if dollar volume per minute is below $1M, the trade
becomes twice as hard to execute profitably. They either skip entirely or they structure it differently. Instead of a 1-
minute hold trying to catch 0.40%, they take a 10-minute hold trying to catch 1.50%. The longer timeframe makes the
execution friction irrelevant. By holding 10 minutes, you've given the micro-cap time to develop properly and settle into
a real move instead of bouncing around on low-volume volatility. This is actually a legitimate strategy, but it's
fundamentally different from Trade Ideas momentum day trading. You're shifting from quick-scalp approaches to
position-trade approaches. Your stop loss is now 1%+ instead of 0.50%. https://tradeideasreview.com/ Your target is
multiple percentage points instead of 0.40%. The whole risk/reward framework changes when you accommodate
liquidity constraints instead of fighting them.


