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QQQ – The Best of All Worlds

A new financial instrument has been added to the trading repertoire of the savvy investor seeking to take control of his or her own financial destiny. It is called the QQQ and it blends the better of two worlds: it permits the risk diversification associated with market index funds while, at the same time, still allowing for the trading flexibility of a single issue stock. It is a piece of the stocks of all of the firms comprising the Nasdaq 100.

Prior to trading the QQQ, one must first determine goals and define a strategy that will work. My strategy for the QQQ is to take advantage of multi-day movements. In contrast to the S&P 500 futures contract which is the ultimate Day Trading vehicle but whose margin requirements makes it a costly vehicle to hold past the trading day, the QQQ offers overnight benefits and permits the investor the opportunity to trade trends ranging over days or weeks. Unlike an index fund that typically can be entered or exited only at the close of a trading day, the QQQ can be bought and sold at any point permitting greater control over and certainty as to the price at which a transaction is affected. Don’t let this statement mislead you. An education in the markets is never complete and traders should be students of their profession. And as student should know, one of the greatest teachers is repetition.

On March 10th, 1999, The Nasdaq Stock Market introduced this new innovative product based on the Nasdaq-100 Index, enabling investors to make a single investment in the Nasdaq-100 companies as a whole. It acts like an index fund, but trades like a stock on the floor of the American Stock Exchange. One can buy or sell shares in the collective performance of the Nasdaq-100 Index in a single transaction - just as one buys or sells shares of individual stocks. It's a one-investment portfolio that gives ownership in the 100 stocks of the Nasdaq-100 Index. And because Nasdaq-100 Shares trade like stock, one can buy them on margin, sell short or hold shares for the long term. When one purchases Nasdaq-100 Shares, the investment is in the Nasdaq-100 Trust, a unit investment trust that holds shares of the companies in the Nasdaq-100 Index. The Trust is designed to closely track the price and yield performance of the Index - so one can expect your Nasdaq-100 Shares to move up or down in value when the Index moves up or down. Nasdaq-100 Shares have been initially priced to approximate 1/40th the value of the Nasdaq-100 Index, and may be bought and sold at intra-day prices throughout the trading day – something one cannot do with conventional index mutual funds that are generally purchased or redeemed only at an end-of-day closing price related to net asset value.

The fluidity of the QQQ, its liquidity and the ease of entry and exit make it ideal for longer-term money. When you approach this market determine the following:
• Size of Commitment (money invested)
• Rifle or Shotgun for entry or exit
• Time of Risk (Plan holding period)
• Stop Placement (Technique-Arbitrary or Proprietary)
• Reward system (Ratio of Risk vs. Reward)
• Whether to be Long or Short
• Number of trades per month

In conclusion, as one article will not ensure one’s success, I encourage each and every one to educate one’s self to the QQQ. 

Tom Busby is the founder, President and Chief Instructor of the Day Trading Institute in Mobile, Alabama. Tom has traded the S&P 500 every day (but six) since its inception in 1982, and is well known throughout the trading community. In 1996, he founded the Day Trading Institute to teach others his unique method of using the S&P 500 as the market leader for trading futures, options, equities and other securities. The Day Trading Institute teaches its students how to approach the market using technical analysis combined with risk management techniques. More information about Tom Busby and the educational and informational services of the Day Trading Institute may be obtained by calling toll-free 800.745.7444 or by email to info@dtitrader.com. Visit their web site at http://www.dtitrader.com.
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RISK DISCLAIMER There is a very high degree of risk involved in trading. Past results are not indicative of future returns. DTI Partners, Inc. and all individuals affiliated with this site assume no responsibility for your trading and investment results. The indicators, strategies, columns, and all other features are for educational purposes only and should not be construed as investment advice. Information for futures trading observations are obtained from sources believed to be reliable, but we do not warrant its completeness or accuracy, or warrant any results from the use of the information. Your use of the trading observations is entirely at your own risk and it is your sole responsibility to evaluate the accuracy, completeness and usefulness of the information. You must assess the risk of any trade with your broker and make your own independent decisions regarding any securities mentioned herein. Affiliates of DTI Partners, Inc. may have a position or affect transactions in the securities described herein (or options thereon) and/or otherwise employ trading strategies that may be consistent or inconsistent with the provided strategies. In addition, all of our partners or affiliated companies are in no way associated with the proprietary information provided by the DTI Trading Method or software. Copyright 2011 DTI Partners, Inc. All rights reserved.
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