


CJ special report - Bear Market Survival Guide 
 
 
 
Ladies and gentlemen, the bears are upon us. 
 
After years of hitting record high after record high, the bull market is finally taking a breather. 
 
The pandemic, kinks in the global supply chain, and inflation concerns have sent investors 
running for the hills to start 2022, and I see us sliding into our first true bear market in more than 
a decade soon. 
 
But if you have the right guidance and know which stocks to trade, you can not only survive the 
bear market – you can PROFIT from it. 
 
That’s why today, I’m going to give you my Bear Market Survival Guide. 
 
We’ll discuss three very important questions: 
 

1) What will determine a stock’s near-term trajectory? 
2) Where will stocks go from here? 
3) What can we do to PROFIT from the eventual bear market? 

 
I’ll also dive into four bold predictions for Wall Street in 2022, what NOT to fall for in the 
coming weeks, and when, exactly, I expect a major inflection point on the calendar. 
 
More importantly, I’ll show you four time-tested strategies that I will be putting into action with 
my Penny Nation and Night Trader members over the next few months, and I hope you’re 
along for the ride! 
 
Let’s get right to it, shall we? 
 
 



 
 
 
Where We Are… 
 
What could determine a stock’s near-term trajectory?  
 
In short: the Fed. 
 
The Federal Open Market Committee (FOMC) – otherwise known as the Fed – is, in the 
simplest terms, the policy-setting group that sets the federal funds rate. 
 
The Fed’s policy changes can move markets, obviously, but so too can just the comments from 
the Fed or its members. In fact, analysts and economists are forever dissecting Fed speak and 
the FOMC meeting minutes in order to gauge where the Fed’s collective head is at. 
 
That said, the Fed has spent seemingly endless years driving liquidity into the market.   
 
These are the same actions that we saw come to the market’s rescue in 2008 and 2009, during 
the financial crisis. However, the Fed has also played the card of historically low interest rates, 
along with massive capital infusions – in the form of bond purchases to their balance sheet – to 
generate liquidity for the economy. 
 
This multiyear policy of free money has benefited everyone – from the banks and corporations 
right down to the individual retail investor. And since the March 2009 bottom, we’ve all reaped 
the rewards of a booming economy and stock market in one way or another. 
 
In early March 2020, the FOMC lowered the Fed funds rate a total of 1.50% to a range of 0%–
0,25%. This was the first response to the pandemic by lowering shorter-term rates to target a 
lowering of longer-term rates in order to stimulate consumer activity. 
 



The Fed followed this move on rates with the resumption of quantitative easing (QE). On March 
15, the central bank announced it would begin the buying of at least $500 billion in Treasury 
securities and $200 billion in government-guaranteed mortgage-backed securities in a move to 
provide liquidity to credit markets.  
 
The effectiveness of the Fed’s actions was on full display in 2020 at the onset of the coronavirus 
pandemic, when the S&P 500 Index (SPX) dropped nearly 30% in a matter of weeks. 
 

 
SPX daily chart: November 2019–July 2020 with 50-day and 200-day moving averages. 

 
Central bank soothsaying and monetary injections acted as virtual shots of adrenaline for a 
market that would’ve otherwise been six feet under. 
 
And since then, that adrenaline has been mainlined into the economy… until now. 
 
In mid-2021, the Fed started setting the stage for the first interest rate hike in a while, followed 
by the start of the unwinding of its balance sheet by selling the bonds they had been plowing 
money into for years. 
 
This puts the market in a position where it has to fly on its own fundamental merit. 
 
The problem? Inflation and supply-chain woes are now causing a historic headwind that is likely 
to slow corporate growth. 
 
The initial response from Wall Street – which essentially votes on policy with its money – has 
been to slam on the proverbial brakes, with the major stock indices’ path to all-time highs 
grinding to a screeching halt recently.  
 
We’re now on the cusp of a technical bear market, and the U-turn from record highs was the 
fastest I can remember in my 30+ years of following and researching the market. 



 

 
SPX daily chart: July 2021–January 2022 with 50-day and 200-day moving averages. 

 
 
The bottom line: At this rate, we are looking at sliding into a bear market by the end of the first 
quarter of 2022. 
 
 
Where We’re Going… 
 
It’s all about the little guy. 
 
That’s right, the retail investor will take control of the first and last stages of this bear market. 
 
Retail investors have spent the last five years getting hopped up on pandemic stocks, so-called 
“meme stocks,” large-cap tech stocks, cryptocurrencies, and now, Metaverse stocks.  
 
The feeding frenzy of buying activity that we saw in those asset classes during 2021 (remember 
GameStop, anyone?) demonstrates one of the most important signs of a market top: Investors 
had gotten TOO BULLISH. 
 
 



 
GME daily chart since 2019 with 50-day and 200-day moving averages. 

 
 
 
Euphoria is an emotional state that is rarely used as a descriptor for stock market investors, yet 
that’s exactly the collective sentiment we saw in early 2021. 
 
New retail traders were lured to the market amid mass feelings of FOMO (fear of missing out), 
as well as the sentiment that “stocks will never go down” and “you must buy the dips.”  
 
Just look at the number of Robinhood user positions in SPX stocks (in millions) in the first few 
months of 2021 alone… 
 
 



 
Source: Goldman Sachs via Statista  

 
These are small but powerful telling signs that we had found our way to a euphoric market – 
which often coincides with market tops.  
 
What does that mean for us now? I have some predictions… 
 
Prediction 1: Stocks will sell off from their record highs in a first wave that focuses on the riskier 
small-cap stocks (which are currently trading at 52-week LOWS). This will then trickle up to the 
large-cap tech stocks, which is something we’ve already started to see happen. 

 
Prediction 2: The more resolute Buy the Dippers will enter the market in the short term, 
prompting CNBC and other pundits to shout, “The correction is over!” Don’t fall for it. This is 
more than a correction. 
 
After all, corrections don’t: 
 

● Face consumer-crippling inflation. 
● Deal with historically tight workforces that will likely start to ebb as wage inflation forces 

employers to adjust staffing. 
● Face massive shifts in Fed policy that will affect the very assets that stock investors are 

trained to buy. 
 



For example, Robinhood, TD Ameritrade, and other brokers have trained investors that they 
should be trading faster and more often. That means value investing – which WILL be the 
eventual name of the game – won’t favor this new “style” investors have grown accustomed to. 
 
This shift could mean… 
 
Prediction 3: The same Buy the Dippers who’ve been incredibly valuable in maintaining one of 
the longest bull markets in history will ultimately hit the exits. 
 
The “Wall of Worry” that stocks tend to climb will turn into the “Slope of Hope” that stocks slide 
down. Investors will still try to time buys to coincide with dips but will ultimately figure out “the 
dip” is now just part of the pattern of lower highs and lower lows. 
 
Prediction 4: Week nine (around the first week of March) will be the next inflection point for this 
market. 
 
Traders will look for reasons to buy stocks over the next few weeks as we slog through what will 
be a messy earnings season. But that buying will exhaust itself into another market top (lower) 
in late February, which could lead to another 10% to 20% decline in the market. 
 
I expect this next wave of selling will also be fueled by the reality that the Fed’s March rate cut is 
now all but imminent. 
 
Yes, it is true there are some – especially in the retail world – who think the Fed will simply 
delay their actions. Once again, do not fall for this. The first Band-Aid is coming off in 
March. 
 
 
How Can We Capitalize on a Bear Market? 
 
There are four strategies that I’m using to not only survive but to profit from the impending 
market meltdown.  
 
These are time-tested approaches that I will be putting into action with my Penny Nation and 
Night Trader members over the next few months, and I hope you’re along for the ride! 



 
 

1) Protecting with Trailing Stops 
 
My first level of defense: adding trailing stops to positions I don’t want to hold through the 
market doldrums. 
 
In other words, if it’s not a “ride or die” stock, it needs to have a trailing stop loss. 
 
No emotions, no decisions – just a 5% trailing stop. 
 

2) Hedging My Bets 
 
A “hedge” is a form of “trader’s insurance” to protect against major losses. It can come in the 
form of a related options trade (like using a bull call spread instead of a lone bought call) or 
something else. 
 
When executed correctly, a good hedge will: 
 

- Protect your overall net worth by gaining in value when your other holdings fall, and… 
- Generate additional cash that you can turn around and invest when stocks are way 

down. 
 
I prefer to utilize inverse exchange-traded funds (ETFs) as my hedge. 
 
Investors who’ve been around as long as I have remember doing most of their investing either 
directly through stocks or through conventional mutual funds. 
 
But the introduction of ETFs represented a big step forward; you can buy and sell them just like 
stocks, a fact that simplified the process. 
 



Introduced to the market in 2006, inverse ETFs do just what the name implies – move opposite 
the investment the fund represents.  
 
For instance, if the inverse ETF is based on the SPX – like the ProShares Short S&P 500 
(SH), say – it will go lower when the SPX goes higher and vice versa when the SPX goes lower.  
 
Using inverse ETFs makes hedging a portion of your portfolio a very straightforward endeavor.   
 
Here’s an example scenario… 
 
Had an investor split a $20,000 portfolio between the SPY and SH shares at the beginning of 
2020, their portfolio in early April 2020 – when stocks were just starting to recover from the 
pandemic plunge – would’ve been worth $19,652.   
 
A $20,000 portfolio that was unhedged and only invested in the SPY would’ve been worth just 
$15,422 at that same point.   
 
The simple hedge protected losses of $4,230. 
 

 
Hedged portfolio around the coronavirus breakout in early 2020. 

 
 
By hedging, you don’t have to sit around drinking antacid and chewing your nails like all  
your friends – because you’ve got a hedge working for you. 
 

3) Putting Put Options to Work 
 
So-called “protective put options” can also be used as a hedge for long stock positions over the 
intermediate and long terms. 
 



These options can be bought against individual stocks you own, or you can employ a broader 
equity hedging strategy by buying out-of-the-money (OTM) puts on index ETFs. 
 
For instance, I have been adding puts on ETFs like the SPDR S&P 500 ETF Trust (SPY), 
Invesco QQQ Trust (QQQ), and iShares Russell 2000 ETF (IWM). 
 
I’m not actively trading these types of puts, necessarily; rather, I’m adding them to my portfolio 
to allow the long-term bearish trend to appreciate their value. This strategy helps to offset any 
losses on the long side. 
 
However, put options can also be used to speculate on lower prices in an underlying stock or 
ETF. 
 
For whatever reason, the trading gods have equipped me to trade puts incredibly effectively in 
these transitional market environments. My Night Traders have benefited from that edge in 
2022 with an average position return of 38%. 
 
I’m typically speculating on short-term reversals from bottoms and tops by employing near-term 
calls (bullish) or puts (bearish), usually using contracts that are at the money (ATM) with four to 
six weeks to expiration. 
 
I’ll typically take profits at the 50% gain marker and cut my losses around the 30% benchmark. 
 

4) Know WHICH Stocks to Trade 
 
Although bear markets are generally bad for stocks by design, there is one group of stocks 
that’s offered somewhat of a “cushion” historically – stocks under $10. 
 
While many other stocks are headed in one direction – LOWER – during these downturns, the 
stocks I’m trading tend to fly under the radar of most investors… which means they aren’t 
overcrowded like the large-cap tech stocks. 
 
The stocks I hunt suffer downturns on occasion, of course, but they also tend to see more 
upside volatility than their peers during bear markets… 
 
Which makes for a ripe hunting ground for my Penny Nation and Night Trader members.  
 
Remember one of my 10 Commandments of Trading, “Volatility is a trader’s best friend.” 
 
I’ll reiterate the message and tone of this report – the market is heading into some rough waters, 
the kind that we haven’t seen for more than a decade if my analysis and forecasts are right.  
While the volatility and declines that will be part of the trading landscape may be scary, they 
also create endless opportunities for traders. Even those longer-term investors that choose to 



raise cash and hold a smaller core of stocks and ETFs instead of trading the short-term 
momentum moves can benefit from the simple hedge strategy I’m going to give you right now. 
 
Without further ado, here is your first Bear Market Survival play…  
 

 
 

Keep an eye on your inbox for updates.  
 
I’ll be back with additional updates, news, and alerts very soon. 
 



Talk soon,  
 

 
Chris Johnson  
Quantitative Specialist, Penny Hawk 
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