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What is Algorithmic Trading?

Algorithmic trading refers to the use of computer-driven algorithms that execute trades based on pre-
determined sets of rules or instructions. The main advantage of algorithmic trading compared to regular
trading is the removal of emotional factors that may influence a human trader when observing market
conditions. This approach enables consistent execution of trading strategies based on quantitative analysis
rather than emotional reactions to market volatility. Other benefits include:

Speed & Efficiency: Algorithms process vast amounts of data and execute trades in milliseconds,
capitalizing on market opportunities faster than manual trading.
24/7 Market Coverage: Unlike manual traders, algorithms can continuously monitor and trade across
global markets, maximizing opportunities.
Cost Efficiency: Automated execution reduces transaction costs by minimizing manual intervention and
optimizing order execution.

Risks of Algorithmic Trading

While algorithmic trading has many advantages over manual trading, there are several risks one should be
aware of. Some of the most prominent risks are listed below:

Market Volatility: While algorithms can respond to market fluctuations, they may amplify price swings
during extreme conditions. In some cases, automated trading has contributed to flash crashes, where
rapid algorithmic trading leads to sudden and severe price declines.
Technology Dependence: System failures, connectivity issues, or programming errors can disrupt trading
and lead to unexpected losses.
Regulatory & Compliance Risks: Algorithmic trading must adhere to evolving regulations to ensure fair
market practices and prevent unintended consequences. The Markets in Crypto-Assets Regulation
(MiCAR) introduces stricter compliance requirements for algorithmic trading in digital assets, ensuring
transparency, risk management, and consumer protection.
Overfitting, Model Risk & Data Quality Issues: Poorly designed or overly complex strategies may not
perform well in live markets, which can lead to suboptimal outcomes. Additionally, reliance on low-quality
or incomplete market data can generate misleading signals and negatively impact performance.

Risk Monitoring & Management at BOTS Capital

At BOTS Capital, our Risk Scaling Model serves as the core framework for continuously assessing and
managing algorithmic risk. This model assigns each strategy a risk score from 1 to 12 based on key factors
such as asset volatility, diversification, holding periods, and trading behavior. The model is recalibrated
regularly, integrating new data and new potential risk factors and risk metrics to refine its accuracy and ensure
consistency in risk classification.
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Algorithm Register & Documentation: We maintain a detailed record of all algorithms, including
version history, performance metrics, and risk ratings. This in line ensures transparency and
accountability.
Comprehensive Testing: All strategies undergo rigorous backtesting, stress testing, and paper-trading
analysis to verify resilience under various market conditions before deployment.
Real-Time Monitoring & Safeguards: Our systems continuously track algorithm performance, flagging
anomalies and deviations. Stop-loss mechanisms and exposure limits help mitigate potential losses.
Risk-Based Client Suitability: Each algorithm is categorized into a defined risk profile, which ensures
that investors are only matched with strategies within their acceptable risk tolerance.
Market Abuse & Compliance Controls: Advanced monitoring tools detect irregular trading patterns,
preventing market manipulation and ensuring adherence to regulatory standards.
Operational Control & Governance: Algorithms operate under strict supervision, with intervention
protocols in place to pause or adjust strategies when necessary. Regular performance reviews ensure
continued compliance and effectiveness. We work closely with a select number of bot creators who
have proven to be reliable and trustworthy, building bots with excellent performance track records over
time.

By combining advanced technology with comprehensive risk management, BOTS Capital delivers a
seamless and secure algorithmic trading experience, allowing clients to invest with confidence and peace of
mind. Our data-driven approach optimizes performance, so you can focus on your financial goals while we
handle the complexities of the market.

Invest smarter with BOTS Capital!
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