ALAIN Al LAB — INSTITUTIONAL RESEARCH
POSITION SIZING | Q2 2026

Position Sizing
Entry Tiers, Risk-Adjusted Sizing & Capital Allocation Frameworks — Q2
2026

Most crypto investors spend the majority of their research time on the what — which asset to buy. They
spend almost no time on the how much — how large a position to take, at what price levels to enter, and
how to scale that position as the trade develops. This imbalance is the single most common reason that
investors who are right about the direction of an asset still lose money or significantly underperform.
They buy too much too early, get shaken out by volatility before the thesis plays out, or concentrate so
heavily in a single position that one adverse move destroys months of gains. Position sizing is not a
secondary consideration that follows the investment thesis — it is the investment discipline that
determines whether a correct thesis actually produces returns. This report maps the complete position
sizing framework for crypto portfolios in Q2 2026: entry tier architecture, risk-adjusted sizing
methodology, portfolio allocation by asset class tier, the Kelly Criterion applied to crypto, and the
specific adjustments that bear market conditions require compared to bull market conditions.

01 — WHY POSITION SIZING DETERMINES OUTCOMES MORE THAN ASSET

SELECTION

Consider two investors who both identify Bitcoin as undervalued at $65,000 in Q1 2026. Investor A puts
80% of their portfolio into Bitcoin at that level. Investor B puts 20% of their portfolio into Bitcoin,
structured across three entry tiers. Bitcoin then drops to $58,000 before recovering to $85,000. Investor
A — despite being correct about the long-term direction — may panic-sell during the drawdown, locking
in a loss on a position that would have been highly profitable if held. Investor B — with a smaller initial
position — can hold comfortably through the drawdown, add at lower levels according to their entry tier
plan, and realize the full upside of a correct thesis.

This dynamic repeats across virtually every asset class and every market cycle. The investors who
generate the best long-term returns in crypto are almost never the ones who made the most spectacular
single calls. They are the ones who sized positions conservatively enough to survive volatility,
systematically enough to add at better prices, and disciplined enough to let correct theses play out over
their full duration rather than being forced out by position sizes that created intolerable psychological
pressure.

In the institutional era of crypto — where Bitcoin's volatility has moderated somewhat but 40%

drawdowns from cycle peaks remain normal — position sizing is not just about risk management. It is
about survival. An investor who loses 50% of their portfolio requires a 100% return just to break even.
An investor who limits maximum drawdown to 25% through disciplined position sizing requires only a



33% return to recover. The mathematics of loss recovery make capital preservation the prerequisite for
long-term compounding — and position sizing is the primary tool through which capital preservation is
achieved.

CORE PRINCIPLE: Being right about direction is necessary but not sufficient. Position sizing
determines whether a correct thesis produces returns or produces a loss. The investor who
sizes correctly on a good thesis outperforms the investor who sizes incorrectly on a great
thesis.

02 — THE THREE-TIER ENTRY ARCHITECTURE

The most effective position sizing framework for crypto investing is a tiered entry architecture — dividing
the intended total position into three tranches that are deployed at different price levels, with each
tranche contingent on market confirmation rather than pre-committed at the outset. This architecture
achieves three objectives simultaneously: it reduces average entry cost if the asset continues lower
after the initial purchase, it preserves capital for deployment at better prices rather than committing
everything at the first signal, and it creates a systematic plan that removes emotion from entry
decisions.

Tier 1 — Initial position (30-40% of intended total): The first tranche is deployed when the primary
thesis signals are present — technical confirmation at a support level, on-chain accumulation data, or a
fundamental catalyst. Tier 1 is sized conservatively because the thesis has not yet been confirmed by
price action. If the asset moves immediately in the expected direction, Tier 1 captures the majority of the
initial move. If the asset continues lower, Tier 1 represents a manageable loss and Tier 2 capital is
preserved for a better entry.

Tier 2 — Confirmation position (35-40% of intended total): The second tranche is deployed at a
predefined lower price level — typically 10 to 20% below Tier 1, depending on the asset's volatility
profile — or when the asset produces a technical confirmation signal such as a higher low above a key
support level. Tier 2 lowers the average entry cost, improving the risk/reward ratio of the overall position.
The Tier 2 price level must be defined before Tier 1 is entered — adding at lower prices in response to
emotional discomfort rather than a systematic plan is averaging down without a framework, which is
categorically different from tiered entry.

Tier 3 — Conviction position (20-30% of intended total): The third tranche is the highest-conviction
deployment — reserved for situations where the price has either confirmed the thesis through a
meaningful recovery from the lows or has reached a level that represents extreme value relative to
long-term fundamentals. Tier 3 represents the investor's highest-confidence addition to the position. It
should only be deployed when the evidence base for the thesis is stronger than it was at Tier 1 — not
simply because the price is lower.

The tiered architecture requires patience that most retail investors find genuinely difficult. The most
common mistake is deploying all three tiers immediately because the asset appears attractive —
eliminating the averaging benefit and reintroducing the all-in concentration risk that the architecture is
designed to prevent. Discipline in reserving Tier 2 and Tier 3 capital is the skill that separates systematic
position builders from emotional buyers who dress up their impulsiveness as conviction.



03 — RISK-ADJUSTED SIZING BY ASSET TIER

Not all crypto assets carry the same risk profile, and position sizes must reflect the actual risk
characteristics of each asset rather than applying a uniform sizing rule across the portfolio. The
institutional liquidity tier framework established in the Liquidity and ETF report series translates directly
into a position sizing framework.

Tier 1 assets — BTC, ETH, SOL, XRP (maximum position 15-25% of portfolio per asset): The
highest-liquidity, most institutionally supported assets in the crypto ecosystem can receive the largest
individual allocations. These assets have order book depth sufficient to exit large positions without
severe price impact, active ETF products creating demand floors, and the lowest probability of zero
outcomes in the current institutional era. Bitcoin specifically can receive the maximum allocation within
this tier given its asymmetric institutional demand dynamics.

Tier 2 assets — Mid-cap structural narrative assets (maximum position 5-10% of portfolio per
asset): Assets with verified product-market fit and growing institutional interest — including RWA
infrastructure tokens, DeFi blue chips, and Al agent infrastructure protocols — merit meaningful
allocation but require more conservative sizing than Tier 1. The higher volatility and thinner liquidity of
Tier 2 assets means that a position sized at 10% of portfolio can produce the same portfolio-level impact
as a 25% Bitcoin position during adverse moves. Maximum single Tier 2 position should not exceed
10% of total portfolio value.

Tier 3 assets — High-risk altcoins and narrative tokens (maximum position 1-3% of portfolio per
asset): Speculative positions in emerging narratives, new protocol launches, and high-risk altcoins must
be sized as if the probability of total loss is non-trivial. A 2% position that goes to zero produces a 2%
portfolio loss — painful but survivable. A 15% position that goes to zero is potentially
portfolio-destroying. The rule for Tier 3 sizing is: size each position at a level where total loss is a
defined, acceptable outcome rather than a catastrophe.

SIZING RULE: Maximum BTC position 25% of portfolio. Maximum single Tier 2 asset 10%.
Maximum single Tier 3 asset 3%. Total Tier 3 exposure should not exceed 15% of portfolio
regardless of conviction in individual positions.

04 — THE KELLY CRITERION ADAPTED FOR CRYPTO

The Kelly Criterion — a mathematical formula originally developed for gambling and later applied to
investment sizing — provides the theoretical foundation for optimal position sizing in probabilistic
environments. The full Kelly formula calculates the optimal fraction of capital to bet given the probability
of winning and the win/loss payoff ratio: Kelly % = (Probability of Win x Win/Loss Ratio - Probability of
Loss) / Win/Loss Ratio.

Applied to crypto investing, the Kelly Criterion produces position sizes that are almost always larger
than prudent risk management would suggest — because the formula assumes that probability
estimates are perfectly accurate and that the investor has an infinite number of trials. In practice, crypto
probability estimates are highly uncertain, markets are non-stationary, and most investors do not have



enough capital to benefit from Kelly's long-run averaging assumptions. The standard professional
adjustment is to use Half Kelly or Quarter Kelly — applying 25% to 50% of the full Kelly-calculated
position size.

The practical value of the Kelly framework for crypto investors is not the precise calculation but the
discipline it enforces: explicitly estimating the probability that a trade works out and the expected payoff
if it does, then deriving a position size from those estimates rather than from emotion or arbitrary round
numbers. An investor who has thought through that Bitcoin has a 65% probability of reaching $100,000
from current levels with a 3:1 reward-to-risk ratio will size the position differently — and more rationally
— than one who simply feels bullish and buys as much as they can afford.

In bear market conditions — the current environment in Q2 2026 — Kelly-adjusted sizing consistently
produces smaller positions than investors' emotional conviction suggests. This is a feature, not a bug.
Bear markets are characterized by extended drawdowns that destroy overleveraged and oversized
positions. The Kelly framework's insistence on accurate probability estimation keeps position sizes
conservative during phases where outcome uncertainty is highest.

05 — BEAR MARKET ADJUSTMENTS: SIZING IN THE CURRENT ENVIRONMENT

The position sizing framework that is appropriate in a confirmed bull market — where trend continuation
is the high-probability outcome and adding on dips is systematically rewarded — requires significant
adjustment in the current Q2 2026 bear market environment. Four specific adjustments apply to the
current phase.

Reduce maximum single-position allocation by 30—40%: A position that would be appropriately
sized at 20% of portfolio in a bull market should be capped at 12—-14% in the current environment. The
higher uncertainty around cycle timing, macro catalysts, and ETF flow sustainability means that the
same thesis carries meaningfully higher risk of extended adverse price movement than it would in a
confirmed uptrend.

Extend the spacing between entry tiers: In bull markets, Tier 2 entries spaced 10% below Tier 1 are
often never triggered because the asset moves immediately higher. In bear markets, 10% spacing
between tiers is frequently insufficient — assets in confirmed downtrends can move 20 to 30% lower
before establishing a meaningful base. Extending Tier 2 and Tier 3 spacing to 15 to 25% in the current
environment ensures that tier deployments are spaced across a realistic bear market price range rather
than clustering too close to the initial entry.

Maintain higher cash reserves: In the current environment, holding 20 to 30% of portfolio in cash or
cash equivalents — including yield-bearing stablecoins — is not a failure to invest. It is strategic
optionality. The investors who will generate the best returns in the next bull cycle are those who
maintain the capacity to deploy capital at the cycle bottom, not those who are fully invested at current
prices with no dry powder remaining.

Define invalidation before every entry: In bear market conditions, every position entry must have a
predefined invalidation price — a level at which the thesis is wrong and the position must be closed
regardless of conviction or unrealized loss. The absence of a defined invalidation in bear market



conditions is the most common pathway to catastrophic loss as positions that were intended as
medium-term holds become indefinite bagholding positions that consume capital and attention without a
clear resolution mechanism.

06 — CONCLUSION: SIZING IS THE SKILL THAT COMPOUNDS

The investors who build generational wealth through crypto cycles are not the ones who make the most
spectacular single calls. They are the ones who have internalized position sizing as a discipline — who
deploy capital in tiers rather than all at once, who size each position relative to its actual risk profile
rather than their emotional conviction, who maintain cash reserves for better opportunities, and who
define invalidation criteria before every entry rather than after the loss has already occurred.

In the current Q2 2026 environment — a confirmed bear market phase with genuine uncertainty about
cycle timing and macro catalysts — disciplined position sizing is the most important edge available to
retail investors. Institutional investors have access to hedging tools, derivatives overlays, and risk
management infrastructure that retail participants lack. What retail investors can match is discipline: the
discipline to size conservatively, to add systematically rather than emotionally, to maintain dry powder
for better entries, and to accept smaller positions in exchange for the ability to stay in the game long
enough for correct theses to play out.

The three-tier entry architecture, risk-adjusted sizing by asset tier, Half Kelly position calculation, and
bear market adjustments outlined in this report are not abstract principles. They are operational
disciplines that can be implemented immediately in any portfolio of any size. The investor who applies
them consistently across an entire market cycle will outperform the vast majority of participants who rely
on conviction and intuition — not because the framework guarantees correct calls, but because it
maximizes the returns from correct calls while limiting the damage from incorrect ones.

Size for survival first. Size for returns second. The investor who is still in the game at the
cycle bottom captures everything. The investor who sized too large is already out.
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