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Abstract- A sound risk management system is integral to an efficient clearing and settlement system. NSE introduced for the 

first time in India, risk containment measures that were common internationally but were absent from the Indian securities 

markets. Risk containment measures include capital adequacy requirements of members, monitoring of member performance 

and track record, stringent margin requirements, position limits based on capital, online monitoring of member positions and 

automatic disablement from trading when limits are breached, etc. Risk Management for Derivative products is managed with 

Standard Portfolio Analysis of Risk (SPAN)® is a highly sophisticated, value-at-risk methodology that calculates performance 

bond/margin requirements by analyzing the "what-if's" of virtually any market scenario. SPAN ® is a registered trademark of 

the Chicago Mercantile Exchange, used herein under License. The Chicago Mercantile Exchange assumes no liability in 

connection with the use of SPAN by any person or entity. 
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I. INTRODUCTION 
 

In todays trading market number of stocks bought and sold 

per minute, per hour, per day are in the numbers hard to 

keep track of. With the amount of orders being processed 

daily, brokers would have a hard time keeping up with 

them. Checking every orders validity is impossible. There 

has to be a system to help reduce the load on brokers. All 

in all a system that not only checks validity, but helps 

fastrack process. Times have changed recently. 

Technology is the new hot thing in the world. Everything 
around from payment, documents storing etc. have gone 

digital. There‟s no harm for trading to get digital too.  

 

Conventional method of trading included calling brokers 

to buy/withdraw a stock and also required a lot of 

paperwork to be processed and settlement was also a bit 

slow. Digitization of this process has omitted a lot of 

tedious work, time and unnecessary paperwork. This has 

led to ease in trading and lot of people have started 

trading. Risk management helps cut down losses. It can 

also help protect traders' accounts from losing all of its 
money. The risk occurs when traders suffer losses. If the 

risk can be managed, traders can open themselves up to 

making money in the market. It is an essential but often 

overlooked prerequisite to successful active trading. After 

all, a trader who has generated substantial profits can lose 

it all in just one or two bad trades without a proper risk 

management strategy. 

 

II. EASE OF USE 

 
Risk management helps cut down losses. It can also help 

protect trader‟s accounts from losing all of its money 

 

III. TYPES OF RISKS 
  

There  are  specific  risks  which  investors  should  be 

aware of when investing in shares.   

1. The Risk of Capital Loss :   
When a company is performing badly or when the market 

perception of the  company is  adverse, the share  price  

may  fall  below  the  price  which  you originally paid for 

the share or even to zero. If a company  goes  out  of  

business,  its  shares  will become untradeable and it is 
likely to be delisted. [7] 

 

2. Volatility Risk:   
Share  prices  can  be  very  volatile  and  investors should 

be aware that the prices of the shares which they  hold  

may  fluctuate  significantly  in  price  in short  periods.  

This  can  apply  to  individual shares, business  sectors  or  

to  the  general  market itself.   

 

3. Market Risk:   

This  is  the  risk  that  the entire  stock  market will 
decline,  thus  affecting  the  prices  and  values  of 

securities.  Market  risk,  in  turn,  is  influenced  by 

external  factors  such  as  interest  rate  changes, political 

developments, etc. [7] 

 

4. Sector Specific Risk:  

This  is  the  risk  that  a  particular  business  sector 

experiences,  e.g.  the  tourism  and  transport industries on 

news of terrorist attacks. Such periods of  downturns  can  

however  provide  buying opportunities,  but  existing  

investors  must  decide whether they are prepared to 

weather the storm or whether they should sell their shares 
in anticipation of further declines. [7]   
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5. Exchange Rate Risk:  
This  is  the  risk  that  investments  in  a  foreign currency  

lose  value  when  converted  to  local currency, due to 

movements in the exchange rates between the two 

currencies.  The risks explained above are just some of the 

risks that are associated with an investment in the stock 

market.  Individual  shares  will  have  their  own 

individual  risks.  It  is  important  that  investors 

understand the impact that these risks can have on their 

investments. [7]   

 

IV. EXISTING RISK MANAGEMENT 

STRATEGIES 
 

1. Stop loss:  
This is the lowest price that the investor is willing to sell 

and prevent further loss. Setting a stop-loss point is useful 

when the market does not move as per the investor 

expectations. It is beneficial in preventing the „price will 

come back‟ mentality and limiting the loss on the 

investment.  

 

2. Profit Point:  
This is the price at which the investor is willing to sell his 

investment and book profits. This point is beneficial to 

reduce the risks when the possibility of further price 
increase is huge. Booking profits on stocks that are 

nearing their resistance levels after large gains ensures that 

investors sell these before consolidation occurs and prices 

begin to decrease 

 

3. Adding non-cyclicals to the portfolio:  
These are stocks of companies that sell essential goods 

and, as such, are relatively insulated from economic 

cycles. Examples include pharmaceutical and Fast-Moving 

Consumer Goods (FMCG) stocks. Why you wonder? This 

is because people cannot stop spending on healthcare and 

groceries, irrespective of the state of the economy. At best, 
they may reduce their spending on some essential goods 

and services. As such, non-cyclical stocks have relatively 

stable revenues, which translate into stable stock prices. 

You may find many experts call them „Defensives‟. [8] 

 

4. Hedging:  
Hedging refers to the use of derivative instruments, such 

as Futures and Options contracts, for risk management in 

equity. A futures contract helps you to fix the price for a 

future buy/sell transaction in the future. This way, you can 

cut down the risk of price fluctuations. For example, even 
if the price of your stock falls, you can sell it at the higher 

price that you fixed. Similarly, you can buy at lower rates 

even if the price rises thanks to derivatives contracts. 

There are different types of such derivatives contracts that 

you can use. We‟ll read about these in depth in the 

Derivatives section. 

 

5. Investing in dividend-paying stocks:  

Companies that have a history of consistent dividend 

payments are usually strong, established companies. 
Adding them to your portfolio can shield you from equity 

risk. Companies are generally reluctant to cut their 

dividends because the market perceives a dividend cut as a 

sign of poor financial health. As such, dividend-paying 

stocks also ensure that you receive a constant stream of 

returns, even if their prices fall. They reduce risk by 

bringing more predictability and stability to your portfolio. 

[8] 

 

6. Opting for blue-chips:  
Not all stocks have the same risk. Stocks of smaller or 

medium-sized companies can be riskier and more volatile 
in the stock market. This is because such companies are 

more prone to various business risks. Established 

companies, meanwhile, can be more stable. This extends 

to their stock prices too. So, you can reduce risk by opting 

for such stocks. [8] 

 

7. Pairs trading:  
This is a good way to mitigate equity risk when you are 

anticipating a big price move, but are not sure of its 

direction. An example is when a big regulatory decision is 

expected to be made, but you don‟t know what the 
decision will be. In such cases, you simultaneously buy the 

stock of one company and short sell (i.e. sell first and 

cover by buying later) the stocks of another company from 

the same sector. Ensure that both stocks are not related and 

are likely to benefit in different ways. This ensures that 

irrespective of which stock rises or falls, you profit. We‟ll 

look into this in detail in the Technical Analysis section. 

[8] 

 

8. The bottom line:  
It is true that stocks are risky investments because their 

price movements can be volatile and unexpected. 
However, there are several risk management tools in 

equity markets that you can use to mitigate your losses. 

These tools help you enjoy the high returns that equities 

offer, without having to necessarily endure the high equity 

risk. [8] 

 

9. Consider the One-Percent Rule:  
A lot of day traders follow what's called the one-percent 

rule. Basically, this rule of thumb suggests that you should 

never put more than 1% of your capital or your trading 

account into a single trade. So if you have $10,000 in your 
trading account, your position in any given instrument 

shouldn't be more than $100. 

 

This strategy is common for traders who have accounts of 

less than $100,000—some even go as high as 2% if they 

can afford it. Many traders whose accounts have higher 

balances may choose to go with a lower percentage. That's 

because as the size of your account increases, so too does 

the position. The best way to keep your losses in check is 

to keep the rule below 2%—any more and you'll be risking 
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a substantial amount of your trading account. The stock 

market is risky and smart investors take advantage of risk 
management strategies to mitigate it. Careful and timely 

use of various risk mitigation tools ensures investors can 

maximize profits through stock investing 

  

V. LITRETURE REVIEW 
 

Comptroller’s Handbook (1997) defined derivative as an 
instrument that primarily derive its value from the 

performance of underlying interest or foreign exchange 

rates, equity, or commodity prices. In this article, financial 

risk has been divided into 9 categories and various 

measurement and management techniques have been 

discussed to eliminate the effect of all these types of risks. 

Value-at-risk (VAR) is one of the most common methods 

used by dealer banks to measure aggregate price risk[1]. 

 

Ghose.T.P. (1998) conducted a study on VAR (Value at 

Risk). There are two steps in measuring market risk; the 
first step is computation of the Daily Earning at Risk; the 

second step is the computation of the VAR. He stated that 

price sensitivity could be measured by modified duration 

(MD) or by cash flow approach. He reviewed the various 

types of risks in relation to the different institutions. [7] 

 

Hanif and Bhatti (2010) analysed the stability of CAPM 

in KSE by using the data of 60 firms listed in KSE from 

the year 2003 to 2008. They found that CAPM is 

applicable to calculate the accurate return only for a 

limited period. Results show only 28 out of 332 

observations support CAPM. They conclude that CAPM is 
not reliable in predicting the risk and return relationship. 

Hui and Christopher (2008) investigated the validity of 

CAPM in Japan and US stock markets. Their research 

covered 11 years‟ data of 95 companies listed in Japan and 

US stock markets. Their result does not support the 

validity of CAPM in Japan and US stock markets. They 

concluded that CAPM does not predict accurate returns in 

Japan and US stock markets.  

 

Eatzaz and Attiya (2008) had done a comparative study 

of CAPM with the multi-risk factor model by using 12 
years‟ data of 49 listed securities in KSE from 1993 to 

2004. They found results in favour of the multi-risk factor 

model and concluded that the multi-risk factor model 

predicts results more accurately than CAPM. Grigoris and 

Stavros (2006) tested the CAPM stability in the Greek 

stock market. They employed the annual data of 100 

companies listed in Athens Stock Exchange covering the 

period of five years from 1998 to 2002. Results revealed 

that CAPM was more reliable for shorter periods. They 

concluded that overall CAPM does not provide accurate 

and consistent results.  

 
Michailidis et al. (2006) tested the validity of CAPM in 

Athens stock market by using the stock data covering the 

period of 14 years from January 1998 to December 2002. 

Their results neglect the basic statement about direct 

relation between risk and return. They conclude that 
CAPM is not effective in capturing the important 

determinant. Fraser and Hamelink (2004) comparatively 

analysed the validity of CAPM with the GARCH model. 

Their research covered London stock data from 1975 to 

1976. They found results in favour of the GARCH model. 

[5] 

 

Gomez and Zapatro (2003) analysed the comparative 

stability of CAPM with a two-beta model. They 

considered systematic risk factor and active management 

risk factor to analyse the 220 US securities. They found 

that the CAPM results are inconsistent as compared to the 
results of the two-beta model. They concluded that the 

two-beta model produced better results than CAPM. 

Huang (2000) analysed the stability of CAPM on high-risk 

and low-risk sets of securities. His study covered stock 

data of 93 companies for the period from 1986 to 1993.  

 

They consider high-risk and low-risk securities in two 

different sets. He found that CAPM predicts accurate 

returns on low-risk securities having low beta and found 

inconsistent results on high beta securities. He concluded 

that CAPM is valid for predicting accurate returns on low 
beta securities, and recommend that investors should rely 

on low-risk securities for investment.[5]  

 

VI. EARLIER WORK 
 

Stock market is basically nonlinear in nature. Data mining 

can be effectively used to uncover  the nonlinearity of the  
stock  market. For that reason, extensive attention has been  

dedicated to  the field of data mining techniques. [7]   

 

They made an empirical study on building a stock  buying/ 

selling alert system using back propagation neural 

networks (BPNN). The system was trained and tested with 

past price data from Hong Kong and Shanghai Banking 

Corporation Holdings over the period from January 2004  

to December 2005. The empirical results of this study  

showed that the implemented system  was  able  to  predict  

short-term price movement directions with accuracy about 
74%.[7]    

 

Then they designed  a  new  decision  system, namely the 

twolayer bias decision tree, for stock price prediction, by 

applying the concept of serial topology. The  methodology  

devised  by  the  authors  under  this study differs from 

other studies in two respects; first, the decision model was 

modified into a bias  decision model,  in  order  to  reduce  

the  classification error. Second, a  two-layer bias decision 

tree is used  to improve  the  accuracy  of  purchasing. The 

empirical results of this study indicated that the  presented 

decision model produced good purchasing  accuracy, and 
it significantly outperformed compared to the random 

purchase.  
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They presented an approach that used data mining  

methods and neural networks for forecasting stock market  
returns. This study attempted to investigate the  predictive  

power of financial and economic variables by adopting the 

variable relevance analysis technique in machine learning 

for data mining.   

 

Hajizadeh et al. provided an overview of application of 

various data mining techniques such as decision tree, 

neural network, association rules, factor analysis, etc. in 

stock  markets. Prediction of stock prices or other financial  

instruments has been one of the biggest challenges to the 

AI community. The authors have used various technical, 

fundamental, and statistical indicators with varying results.  
Soni surveyed some recent literature in the domain of  

machine learning techniques and artificial intelligence  

used to predict stock market movements. Artificial Neural 

Networks (ANNs) are identified to be the dominant  

machine learning technique in stock market prediction 

area. [7] 

 

VII. LIMITATIOIN OF EXISTING 

SYSTEM 
 

1. Lack of Professionalism: 

The majority of stock brokers lack professionalism. They 

lack proper education, business skills, infra-structural 
facilities etc. which inhibits them to provide proper service 

to clients. They are not able to guide and counsel their 

clients in the manner expected of them. [6] 

 

2. Domination of Financial Institutions:  

Indian stock markets are dominated by a few financial 

institutions. The U.T.I., LIC, GIC are the main players in 

Indian stock markets. The buying and selling by these 

institutions sets the tone in the market. The market goes 

bullish if financial institutions start buying shares; on the 

other hand, it becomes bearish on their selling spree. [6] 

 

3. Poor Liquidity:  

The Indian stock exchanges suffer from poor liquidity. A 

small number of scrips are regularly traded on stock 

exchanges. Out of over 3,000 scrips less than 500 scrips 

are generally traded and even out of these 90 percent 

volume of trade confines to between 200-250 scrips. This 

means that other scrips have very low liquidity. [6] 

 

4. Planning Your Trades: 

As Chinese military general Sun Tzu's famously said: 

"Every battle is won before it is fought." This phrase 
implies that planning and strategy—not the battles—win 

wars. Similarly, successful traders commonly quote the 

phrase: "Plan the trade and trade the plan." Just like in 

war, planning ahead can often mean the difference 

between success and failure. [8] First, make sure broker is 

right for frequent trading. Some brokers cater to customers 

who trade infrequently. They charge high commissions 

and don't offer the right analytical tools for active traders. 

[8] Stop-loss (S/L) and take-profit (T/P) points represent 

two key ways in which traders can plan ahead when 
trading. Successful traders know what price they are 

willing to pay and at what price they are willing to sell. 

They can then measure the resulting returns against the 

probability of the stock hitting their goals. If the adjusted 

return is high enough, they execute the trade. [8] 

 

Conversely, unsuccessful traders often enter a trade 

without having any idea of the points at which they will 

sell at a profit or a loss. Like gamblers on a lucky—or 

unlucky streak—emotions begin to take over and dictate 

their trades. Losses often provoke people to hold on and 

hope to make their money back, while profits can entice 
traders to imprudently hold on for even more gains. [8] 

 

VIII. SOFTWARE DEVLOPMENT LIFE 

CYCLE 
 

The software model used in the project is Prototyping 

Model 

1. Concept: Project are imagined and prioritized. 

2. Inception: Team members are created, funding is put 

in place, and basic environments and requirements are 

discussed. 

3. Iteration/Constriction: The software development 

team works to deliver working software. It is based on 
requirement and feedback. 

4. Release: Perform quality assurance (QA) testing, 

provides internal and external training, documentation 

development, and final version of iteration into the 

product. 

5. Production: It is ongoing support of the software. 

 

 
Fig 1. Software Development cycle. 

 

IX. PROPOSED SYSTEM 
 

1. Add Stocks to Your Watchlists:  
We‟ve also made keeping track of all your favourite stocks 

and indices easier. With the help of this app ,you can add 

stock to the watchlist header. 

 

2. View Recent Payments History:  
We know it can sometimes get tough to keep a track of all 

the fund transfers between your bank and trading accounts. 

To help you keep a track of these, you can see your 

Stocks. 
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X. METHODOLOGY 
 

1. User Module:  
On the home page we have current sensex data on graph. 

2. Search Bar Module:  
Search bar on the top can help to find stock of interest. A 

certain stock can be added and removed from watchlist. 

3. Buying Module:  
While buying a stock , profit point, stoploss can be set. 
Also stocks can be bought as limit orders. If the order is 

limit order then, it will be pending till the stock price his 

the buy price. If balance is not sufficient while trading 

then the order will be rejected. 

4. Graph Module:  
Graph can show data for 5days and 100days 

 

XI. DESIGN DETAILES 
 

 
Fig 2. Architecture Model. 

 

Entire Architecture of a system is broke down into 3 parts: 

  

1. Application: 

 In Application it take input from the user including the 

trading decisions and send it to the order processing unit. 

2. Server:  

 In server it consist of 4 unit. 

 First is market data from where all the market data can 
be fetch. 

 Second is order processing where all the order coming 

from the application part will be process 

 Third is order manager where all the order is send to the 

Stock Exchange. 

 Fourth  is storage unit where all the information related 

to the user or stock will be store. 

3. Stock Exchange:  

In the Stock exchange if the order is valid then we can buy 

stock. 

 
 

Fig 3. UseCase Model. 

 

There can be multiple user . There will be different login 
Id for different users. If user does not have account he can 

create a new account. If login is successful then user will 

be redirected to the home page. After login user can be 

able to buy or sell stock with the help of this app.  

 

 
Fig 4. Class Model. 

 

There is 5 object in the class diagram. User, order_info, 

customer, stock, order. In the user there will be 3 attribute 

id, mail ,name. and three operation add, edit, remove user. 

With the help of this we can add, edit, remove the user 

from the system. In the order_info there will be 2 attribute 

order_info _id, order_info. and three operation add, edit, 

remove order_info. With the help of this we can add, edit, 

remove the order_info from the storage. In the customer 

there will be 5 attribute id, mail ,name, username, 

password. and three operation add, edit, remove customer. 
With the help of this we can add, edit, remove the 

customer from the system. In the order there will be 5 

attribute id, type ,name, price, description and three 

operation add, edit, remove order. With the help of this we 

can add, edit, remove the order from the system. In the 

stock there will be 5 attribute id, type ,name, price, 

description. and three operation add, edit, remove order.  

 

XII. RESULT 
 

 
Fig 5. Login Page. 

 

From this page User can Login from here 
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Fig 6. Home Page. 

 

After login user is redirected to the home page. On the 

home page we have current sensex data on graph. A 

certain stock can be added and removed from watchlist. 

Graph can show data for 5days and 100days 
 

 
Fig 7. Search Module. 

 

Search bar on the top can help to find stock of 

interest.With the help of search bar user is able to add his 

favourite stock into the watchlist. 
 

 
Fig 8. Buying module. 

 
While buying a stock , profit point, stoploss can be set.     

Also stocks can be bought as limit orders. If the order is 

limit order then, it will be pending till the stock price his 

the buy price. If balance is not sufficient while trading 

then the order will be rejected 

 

XIII. CONCLUSION 
 

This application will therefore minimize the load on 

brokers and the system of trading will be more efficient, 

fast & reliable. With the trading practice, it is extremely 

important to make sure that user‟s trades are secure with 
right risk management at place. Having a good knowledge 

of the risk management practices and strategies is a boon 

for any trader since it helps you minimize losses and 

maximize gains. With the right identification and 

evaluation of user‟s risks, user can successfully manage 

the same 
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