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Trading is authorised to provide general financial product advice in respect of certain classes of financial products, which include 
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on physical crypto trading is conducted independently of the authorisation granted by Network Influencer Pty Ltd. Network Influencer 
Pty Ltd is not responsible for Enlightened Stock Trading’s conduct when engaging in these activities.

Hypothetical Performance Disclosure: Hypothetical performance results have many inherent limitations, some of which are described 
below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown; in fact, 
there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by any 
particular trading program. One of the limitations of hypothetical performance results is that they are generally prepared with the 
benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical trading record can 
completely account for the impact of financial risk of actual trading. for example, the ability to withstand losses or to adhere to a 
particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There 
are numerous other factors related to the markets in general or to the implementation of any specific trading program which cannot 
be fully accounted for in the preparation of hypothetical performance results and all which can adversely affect trading results.



“You’re Only One System Away!”“You’re Only One System Away!”

Do you want positive returns no 
matter what the market is doing?
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Do you want to be able to trade with 
confidence without worrying about 

potential market downturns?
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• Bear Market Risk Management
• Positive Returns From Bear Market Behavior
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the stock going to $0 per share 

which gives a 100% return
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Threats to your survival
• Asymmetry
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Theoretically Unlimited Risk 
when trading short because 

there is no cap to the potential 
share price

Best case scenario when short is 
the stock going to $0 per share 

which gives a 100% return
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival
Buyers Sellers

$2.35 22,000
$2.30 16,000
$2.25 12,000
$2.20 8,000
$2.15 10,000
$2.10 5,500
$2.05 1,000
$2.00 3,500
$1.95 2,500
$1.90 2,000
$1.85 1,000
$1.80 2,000
$1.75 1,500
$1.70 8,000
$1.65 5,000
$1.60 15,000
$1.55 10,000
$1.50 20,000

Many Stocks have tight spreads In bull markets
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival
Buyers Sellers

$2.35 10,000
$2.30 6,500
$2.25 5,000
$2.20 3,000
$2.15 1,000
$2.10 900
$2.05 750
$2.00 500
$1.95
$1.90
$1.85 300
$1.80 600
$1.75 500
$1.70 800
$1.65 2,000
$1.60 1,500
$1.55 6,000
$1.50 5,000

But in bear markets these spreads can widen 
and the volume at each price level can drop
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival

8%
7% 6%

4%

Corrections in a Bull 
Market are typically 

fairly small
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival

34%

… But corrections in a 
Bear Market can be huge!
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival

The largest up days in the 
market always occur in a 
bear market. Optimism is 

a powerful force!
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival

The largest up days in the 
market always occur in a 
bear market. Optimism is 

a powerful force!

A huge up day does 
NOT mean the bear 

market is over!
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival

Many stocks become highly correlated 
in a bear market… Diversification can 

lose its effectiveness
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival

A short position 

could be going 

extremely well…
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival
Until a takeover offer is announced 

at a significant premium to market, 

causing a gap against your position!

Takeover Bid Price

G
A

P
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival
If a stock has very high short interest, a 

small rally can cause a cascade of buying…
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• Asymmetry 
• Liquidity
• Rallies
• Large Updays
• Correlation
• Acquisitions
• Short squeeze

Threats to your survival
… This triggers the stops of still more shorts, 

further adding to the buying pressure!
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Session Overview
• Threats To Your Survival
• Bear Market Risk Management
• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• Positive Returns From Bear Market Behavior
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Bear Market Risk Management

• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

Short side risks are frequently 

‘catastrophic stock specific risks’ 

(see previous section). Any position could be 

exposed to these risks
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Bear Market Risk Management

• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

Short side risks are frequently 

‘catastrophic stock specific risks’ 

(see previous section). Any position could be 

exposed to these risks

To manage catastrophic stock specific risk:

• Position size using % of equity model

(So catastrophic risk from all trades are similar)
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

Short side risks are frequently 

‘catastrophic stock specific risks’ 

(see previous section). Any position could be 

exposed to these risks

To manage catastrophic stock specific risk:

• Position size using % of equity model

(So catastrophic risk from all trades are similar)
• Keep % of equity small

(5% of account or less)

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

Short side risks are frequently 

‘catastrophic stock specific risks’ 

(see previous section). Any position could be 

exposed to these risks

To manage catastrophic stock specific risk:

• Position size using % of equity model

(So catastrophic risk from all trades are similar)
• Keep % of equity small

(5% of account or less)
• Diversify broadly (Hold 10-20 stocks or more)

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

Short side risks are frequently 

‘catastrophic stock specific risks’ 

(see previous section). Any position could be 

exposed to these risks

To manage catastrophic stock specific risk:

• Position size using % of equity model

(So catastrophic risk from all trades are similar)
• Keep % of equity small

(5% of account or less)
• Diversify broadly (Hold 10-20 stocks or more)

Bear Market Risk Management

We can’t just rely on our 
stop loss – we need to limit 
total exposure per stock and 

across the portfolio to 
manage catastrophic risk
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• There are only 9 possible market behaviors

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• There are only 9 possible market behaviors

• You must understand how each of these 

behaviors will impact your current portfolio

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• There are only 9 possible market behaviors

• You must understand how each of these 

behaviors will impact your current portfolio

• Plan for any sudden changes that are possible…

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• Having trading systems that have positive returns from 
more than one of the 9 market behaviors is critical…

ü ü
ü

ü

ü

Bear Market Risk Management



“You’re Only One System Away!”“You’re Only One System Away!”

• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• Having trading systems that have positive returns from 
more than one of the 9 market behaviors is critical…

• You don’t need systems for every behavior, but the more 
you have the better!

ü ü
ü
ü

ü
ü

ü
ü
ü

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

û 100%

• Allocating 100% of your capital to long side, bull 

market systems leaves you exposed to a large 

drawdown at the start of a bear market

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

û 100%

• Once in a bear market allocating 100% to a 

short trend following system leaves you 

exposed to a huge drawdown during a rally

û 100%

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

û 100%

• Remaining 100% short for the entire bear market 

risks missing the stocks that recover early…

But don’t bet heavily on an early recovery either!

û 100%

û 100%

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

I typically allocatecapital allocation 
between 10-60% to each market 

behavior type so I am covered if the 
market behavior changes

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• Trade systems for the current market behavior

I typically allocatecapital allocation 
between 10-60% to each market 

behavior type so I am covered if the 
market behavior changes

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

• Trade systems for the current market behavior

• Have exposure to systems for possible market 

behaviors that could come next

I typically allocatecapital allocation 
between 10-60% to each market 

behavior type so I am covered if the 
market behavior changes

Bear Market Risk Management
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• Position Sizing
• Scenario Planning
• System Diversification
• Capital Allocation

Some systems work in a broad range of behaviors 

These are powerful additions!

I typically allocatecapital allocation 
between 10-60% to each market 

behavior type so I am covered if the 
market behavior changes

Bear Market Risk Management
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Session Overview
• Threats To Your Survival
• Bear Market Risk Management
• Positive Returns From Bear Market Behavior
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Characteristics of 
Trading Systems That Work

• Simple: Use a small number of parameters and rules
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Characteristics of 
Trading Systems That Work

• Simple: Use a small number of parameters and rules
• Real: Based on observable market behavior (not datamined)
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Characteristics of 
Trading Systems That Work

• Simple: Use a small number of parameters and rules
• Real: Based on observable market behavior (not datamined)
• Liquid: Trades only high liquidity instruments because it is hard to short 

small caps without a lot of slippage and high borrow costs
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Characteristics of 
Trading Systems That Work

• Simple: Use a small number of parameters and rules
• Real: Based on observable market behavior (not datamined)
• Liquid: Trades only high liquidity instruments because it is hard to short 

small caps without a lot of slippage and high borrow costs
• Robust: Works over a broad range of parameter values
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Characteristics of 
Trading Systems That Work

• Simple: Use a small number of parameters and rules
• Real: Based on observable market behavior (not datamined)
• Liquid: Trades only high liquidity instruments because it is hard to short 

small caps without a lot of slippage and high borrow costs
• Robust: Works over a broad range of parameter values
• Conservative: Small position size and low leverage to keep you alive
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Characteristics of 
Trading Systems That Work

• Simple: Use a small number of parameters and rules
• Real: Based on observable market behavior (not datamined)
• Liquid: Trades only high liquidity instruments because it is hard to short 

small caps without a lot of slippage and high borrow costs
• Robust: Works over a broad range of parameter values
• Conservative: Small position size and low leverage to keep you alive
• Nimble: The best short systems exit quickly because rallies in bear 

markets are brutal on shorts
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Characteristics of 
Trading Systems That Work

• Simple
• Real
• Liquid
• Robust
• Conservative
• Nimble



“You’re Only One System Away!”“You’re Only One System Away!”

No matter what happens in the ‘real world’… 
the market can ONLY do one of 9 things

Bull Sideways Bear

Trend Continues

Shock Against Trend
*Shock in either direction

Change of Trend

The Market System Map
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‘Bear Markets’ are the periods where the 
markets are clearly going down

Bull Sideways Bear

Trend Continues

Shock Against Trend
*Shock in either direction

Change of Trend

The Market System Map
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In these markets, many stocks are highly 
correlated and move down quickly together

• Down swings in a bear market occur extremely quickly
• Traders don’t have time to wait for confirmation because 

the majority of the move can occur in just 1-5 days
• Downswings in a bear market are usually rapid and over 

quickly
• Positive returns can be made extremely quickly in these 

phases, however traders must be nimble with entries and 
exits
• This is just one phase of a bear market
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An example trading system for this is The 
Slippery Dip… a short side momentum from 

The Trader Success System
• This trading system shorts weak stocks when the 

index enters a downtrend or when an index rally in 
a downtrend fails

• Shorts a broad cross section of weak stocks and 
exit trades before the decline is exhausted.

• Exits on weakness in a down trend to avoid getting 
hurt by steep bear market rallies

• Exits quickly if the stock rallies

• Medium term system with average trade duration 
around 1-2 weeks

• Note strong returns in US stocks in March 2020 
and in Hong Kong stocks in 2022 and 2023

The Slippery Dip – US Stocks
Backtest results including slippage 

and commission

The Slippery Dip – Hong Kong Stocks
Backtest results including slippage 

and commission
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Key Message…

When trading bear markets you 
must be nimble and exit during the 

down swing (before the rally)



“You’re Only One System Away!”“You’re Only One System Away!”

The change in trend from Bull to Bear is 
where many traders lose a lot of money

Bull Sideways Bear

Trend Continues

Shock Against Trend
*Shock in either direction

Change of Trend

The Market System Map
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We need short exposure leading into the 
bear market to achieve positive returns in 

the first phase of the down trend

• Most traders are heavily long at the end of a bull market
• The market downturn is often considered to be ‘just a 

pullback’ until it is too late
• Trend following systems have large open winning trades 

and give back a lot when the market finally turns
• Bull markets are long and human memories are short… 

don’t forget the bear is coming!
• Short positions have been punished for many years and 

are typically abandoned by the end of the bull market
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Key Message…

Trading long only is dangerous because unexpected market 
collapses hurt your account

Short exposure with a positive expectancy is important!

Enable this by trading a short system across several markets 
(not just US Stocks) to give you short exposure as soon as 

the weakest market turns
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Bear markets can also end abruptly causing 
drawdowns for traders who are heavily short 

on the way down

Bull Sideways Bear

Trend Continues

Shock Against Trend

Change of Trend

The Market System Map
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We need to position ourselves early in the 
strongest stocks that lead the recovery from 

the bear market

• Bear market recoveries can occur suddenly and may 
initially look just like a bear market rally…that continues 
into the next bull market
• Not all stocks recover at the same time
• The strongest stocks lead the recovery and can generate 

positive returns on the long side even while the broader 
market is still declining
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An example of this is The Freight Train… a long side 
trend following system in The Trader Success 

System
• This trading system enters strongly 

trending stocks on a new breakout 
when the broader index starts moving 
up

• Holds stocks until the trend has clearly 
changed

• Lets winners run >> Very Large winners
• Cuts losses short >> Small losses
• Long hold times

The Freight Train – ASX Stocks
Backtest results including 
slippage and commission

The Freight Train – US Stocks
Backtest results including 
slippage and commission
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Key Message…

Stocks don’t all recover simultaneously. 
As the bear market progresses a system 
that buys the market leaders that start 

trending up can generate positive 
returns
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There is always something that COULD 
happen in the world… but the market can 

only do one of 9 things:

Bull Sideways Bear

Trend Continues

Shock Against Trend
*Shock in either direction

Change of Trend

To achieve positive returns more 
consistently you simply need trading 

systems that cover more of the 9 
behaviors!
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Stock Trading Approaches for 
Bear Markets
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1. Don’t be leveraged long only late in a bull market 
when a downturn could occur
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Stock Trading Approaches for 
Bear Markets

1. Don’t be leveraged long only late in a bull market 
when a downturn could occur

2. Shorting weak stocks when the market collapses
3. Fading rallies in a well-established down trend 

(Not covered today due to time constraints)
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Stock Trading Approaches for 
Bear Markets

1. Don’t be leveraged long only late in a bull market 
when a downturn could occur

2. Shorting weak stocks when the market collapses
3. Fading rallies in a well-established down trend 

(Not covered today due to time constraints)
4. Buying the leaders as they recover and break out 

to new highs as the bear market slows
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Next Steps
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Next Steps

1. Take stock… Are you trading with multiple systems?
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Next Steps

1. Take stock… Are you trading with multiple systems?
2. Diversify… Do you have systems for each market behavior?
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Next Steps

1. Take stock… Are you trading with multiple systems?
2. Diversify… Do you have systems for each market behavior?
3. Grow… 

Get The Trader Acceleration Bundle FREE 
to discover how you can quickly grow towards 

your trading goals!
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Next Steps
Do you want to improve YOUR trading systematically? 

• Get The Trader Acceleration Bundle… FREE!
• The Millionaire Trader Code:

Course that shows you the path consistent trading results
• Trading Systems Confidence eBook:

Discover how to build the confidence to launch and follow your trading system 
• Portfolio CPR Cheat Sheet:

Step by step approach to resurrect your portfolio and position yourself for growth
• Daily Trading Process Cheat Sheet:

Learn my simple daily trading process that takes just 20-30 minutes per day
• Trading Mistakes Cheat Sheet:

Quickly increase your trading results by eliminating the most common trading mistakes

• Go To bit.ly/estacceleration and enter your details now (It’s Free to download)

SCAN ME

https://go.enlightenedstocktrading.com/trader-acceleration-bundle549734
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