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INVESTMENT CRISIS MANAGEMENT  

 

The purpose of risk management is to ensure that your investment losses never 

exceed acceptable boundaries by following disciplined practices including position 

sizing, diversification, valuation, loss prevention, due diligence, and exit strategies. 

 

The reason risk management is essential - not optional - is because the amount you 

lose during the tough times determines how much you must make during the good 

times to meet your financial goals. You must preserve your capital during difficult 

periods so that your offensive investment strategy has a larger base of capital to grow 

from when profitable times return. 

 

Financial risk management controls the investment game. It keeps the line of 

scrimmage near break even so the offense doesn't have to make up for losses when 

executing the next play. It preserves capital when the opponent is pounding away at 

you so that the next touchdown is new profit rather than recovered losses. 

 

Investing without risk management is like being a quarterback without a front line to 

protect you - eventually you will get slaughtered. In other words, investment risk 

management is the secret to safe, consistent profits in any market condition. 

 

Few investors understand that without a proper risk management plan you are literally 

one bad investment from the poor house. By managing risks you can reduce the odds 

of financial destruction to as close to zero as mathematically possible. 

The Ways to Manage Investment Portfolio Risk 

1. Follow the Trend 

One way to manage investment risk is to commit to only buying stocks or exchange 

traded funds that are in an uptrend and to sell them once they violate their trend line 

support. If the price breaks that support level by a predetermined amount, you sell. 

 

2. Rebalancing 

Longer term investors may try to manage risk by periodically selling stock investments 

or asset classes that have come to take up too much of their portfolios. They will sell 

off those assets and buy more of the stocks or exchange traded funds that have 

underperformed. This can be a forced means of buying low and selling high. 
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3. Position Sizing 

Another way to play defense is to simply limit your exposure. If a given investment is 

riskier than others, you can choose not to invest in it or to invest only a small amount 

of your capital. Many investors use this type of approach to gain exposure to riskier 

sectors like biotechnology or small cap stocks.  

 

4. Stop Loss Orders 

You can place a stop loss order with your broker that will automatically sell out all or 

part of your position in a given stock or exchange traded funds if it falls below a preset 

price point. Placing a stop loss order is one way to limit the damage to your portfolio 

and force yourself to follow a strict defensive discipline.  

 

5. Diversification 

The idea behind investment diversification is to buy asset classes or sectors that are 

not correlated. That means that if one goes up, the other is probably going down. 

Diversification has been a lot more difficult to achieve over the past few years as many 

asset classes have become highly correlated. Diversification is a good strategy to limit 

your risk, but it only works if the assets you buy are truly uncorrelated.  

An effective risk management process that assimilates risk tolerance, risk propensity 

and risk practices into a managerial mindset offers a sound solution for mitigating risk. 

By envisioning risk as a “conceptual model of thinking” and interpreting it as a 

“predictable business process”, and by offering specific “decision enablers” that 

complement the corporate mindset, it creates a safety net against unsafe risk 

practices. As a result, it allows for an appreciation that current financial performance is 

a direct measure of management’s risk decision capabilities. 
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