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Passify Report Analyzes the Impact of
Engineering Standards on Algorithmic Trading
Performance

Learn why 90% of algorithmic trading strategies fail and how professional engineering, walk-forward
analysis, and risk controls bridge the execution gap.

LONDON, UNITED KINGDOM, February 27, 2026 /EINPresswire.com/ -- The global algorithmic

trading market is projected to reach USD 31.4 billion by
“ 2028, driven by the demand for reliable, emotion-free
execution. Yet, despite the surge in retail participation,
industry data suggests that nearly 90% of amateur
algorithmic attempts fail to turn a profit within their first
year. The discrepancy between a backtest and a live bank
balance is often where retail dreams die.

Modern trading is an
engineering challenge, not a
psychological one. By hard-
coding manual strategies
into secure, autonomous
systems, we remove the risk
of human variance.”

Robert Lewis, Passify

The risk is rarely the strategy itself, but rather the
translation from human discretion to rigid code.

1. The Overfitting Trap: Backtest Billionaires:

The most common killer of algorithmic trading strategies is curve fitting; creating a system that
perfectly predicts the past but fails miserably in the future.

The Problem: A trader optimizes their parameters, such as a 14-period RSI or a specific moving
average crossover, until the backtest looks perfect. They have inadvertently created a strategy
that memorizes historical noise rather than identifying genuine market signals.

The Reality: In a study of over 10,000 algorithmic strategies, it was found that highly optimized
strategies often underperform simple heuristics in live environments by over 40% due to a lack
of statistical robustness.

The Mitigation: Rigorous Out-of-Sample testing. At Passify, we adhere to strict walk-forward
analysis protocols, splitting data into training sets (where rules are built) and validation sets
(unseen data where rules are tested). If the performance drops significantly on the unseen data,
the code is scrapped.
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2. Technical Fragility: The Plumbing Risks

A manual trader can visually confirm if a broker feed is lagging or if a spread has widened
abnormally during news. An algorithm cannot see, unless it is explicitly told how to look.

Execution Latency & Slippage: In volatile markets, execution delays of mere milliseconds can turn
a winning scalp into a losing trade. Retail platforms like MT4 and MT5, while popular, can suffer
from latency issues during high-frequency events, leaving positions vulnerable without proper
bridge technology.

API Failures: If the connection between your logic and the broker snaps, the algorithm is flying
blind. Relying on standard retail connectivity without safeguards exposes capital to orphan
trades that run without stop-losses.

The Mitigation: Industrial-grade exception handling. This involves writing code that accounts for
"what if" scenarios. We build heartbeat monitors and redundant checks into the code to ensure
that if the system fails, it fails safely; closing positions or alerting the human pilot immediately.

3. Market Regime Change: The Alpha Decay

Strategies are often built for specific market conditions, trending, ranging, or high volatility. No
single algorithm works in all weather.

The Shift: A breakout strategy that performed exceptionally during the strong trends of
2020-2021 might bleed capital in the choppy, mean-reverting markets seen in late 2023. This
phenomenon is known as Alpha Decay.

The Risk: Many traders adopt a "set and forget" mentality, assuming market structure is static. It
is not.

The Mitigation: Portfolio diversification and Kill Switches. Rather than relying on one super algo,
successful quantitative firms run multiple uncorrelated strategies simultaneously. Furthermore,
strict drawdown limits must be hard-coded: if a strategy loses a set percentage in a week, it is
automatically paused for review.

4. The Human Element: Psychology in Automation
Ironically, the biggest risk in automated trading remains the human operator.
Interventionism: Traders often panic and manually close trades when the algorithm enters a

statistically normal drawdown, breaking the expectancy of the system and invalidating the
backtest.



The Black Box Fear: If a trader does not understand exactly why their bot took a trade, they will
lack the confidence to let it run during a losing streak.

The Mitigation: Transparency and Documentation. Trust in a system comes from understanding
its logic. This is why we prioritize full documentation and source code delivery; when you
understand the why behind every trade, you gain the discipline to let the law of large numbers
play out.

Conclusion

Algorithmic trading amplifies efficiency, but it also amplifies errors. The risks of overfitting,
technical failure, and regime change are real, but they are manageable with professional
engineering standards. The difference between a gambling bot and a fintech asset is rigorous
testing, clean code, and robust risk management controls.

To learn more about the transition from manual to automated execution, or to review the Passify
engineering process, visit passifyalgo.com.
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About Passify
Passify is a software engineering agency specializing in the automation of trading strategies. The
firm provides IP-protected execution systems designed to remove human variance from the

trading process. Website: https://passifyalgo.com/
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