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Stop-loss rules---predetermined policies that close out long or short positions after reaching a certain threshold of losses---are commonly used by retail and institutional investors to manage the risks of their portfolios.  In this paper, we develop a general framework for measuring the efficacy of stop-loss rules and other stopping-based market-timing strategies which is applicable to general price processes and independent of sampling frequency.  By characterizing the impact of a stop-loss rule on the expected return and volatility of a given portfolio strategy, we can derive conditions under which stop-loss rules exhibit positive or negative incremental value to a portfolio.  To illustrate the practical relevance of our approach, we provide an empirical analysis of a basic stop-loss policy for household investors choosing between equities and long-term bonds. We find that stop-loss rules add value by exploiting substantial cross-sectional momentum effects in equities and long term bonds following periods of sustained losses in equities. By computing performance measures for several price processes, including a new regime-switching model that implies periodic ``flights-to-quality'', we demonstrate why our empirical results are so significant, and connect them to the behavioral finance literature.
