
Passify Releases New Quantitative Report on
Multi-Algorithm Correlation and Risk
Aggregation

A technical study from Passify examining how unintended strategy correlation increases portfolio risk

and the necessity of rigorous statistical isolation.

LONDON, UNITED KINGDOM, February 27, 2026 /EINPresswire.com/ -- Passify, a leading firm in

True diversification is a

function of statistical

independence. If multiple

algorithms share a common

market dependency, the

trader has not reduced risk;

they have hidden it.”

Charlton Jones, Passify

algorithmic trading infrastructure, has released a technical

study examining the risks of unintended correlation in

multi-strategy portfolios and the engineering standards

required to achieve true diversification.

The natural evolution for a successful retail trader is

scaling. Once a single algorithmic strategy has proven its

edge and stabilized its equity curve, the impulse is to

deploy capital into a second, third, or fourth strategy. The

assumption is that adding more strategies automatically

leads to diversification, smoothing out returns and reducing overall portfolio risk.

In financial engineering, this assumption is dangerous. A collection of algorithms is not

necessarily a portfolio. Without rigorous correlation analysis, adding more strategies often does

not diversify risk; it leverages it. Many retail traders believe they are running five distinct

strategies, when mathematically, they are running five slightly different versions of the same

bet.

True diversification is not about having different assets; it is about having different return

streams that react differently to the same market stimuli.

1. The Illusion of Difference: A trader might deploy a trend-following bot on EURUSD, another on

GBPUSD, and a third on AUDUSD. On the surface, these appear to be three separate markets.

However, during periods of high macroeconomic stress—such as a Federal Reserve interest rate

announcement or a geopolitical crisis—these three pairs often move in near-perfect unison as

the market expresses a singular view on the US Dollar or global risk sentiment.

http://www.einpresswire.com


If the correlation coefficient between these assets approaches +1.0 during volatility, the trader

does not have three independent revenue streams. They have one massive, highly leveraged

position on the USD. When that one bet turns sour, all three algorithms enter drawdown

simultaneously, compounding losses rather than mitigating them.

2. The Danger of Simultaneous Drawdown: The primary goal of portfolio construction is to

ensure that when one strategy is in drawdown, another is hitting a new high water mark. This

smoothing effect is what allows institutional desks to use higher leverage safely.

If a trader runs four strategies, each with a historical maximum drawdown of 15%, they often

assume their total portfolio risk is manageable. However, if those strategies are positively

correlated, perhaps they are all mean-reversion systems that suffer during strong trends, a

specific market regime can trigger all four drawdowns at once. The portfolio does not experience

a 15% dip; it experiences a catastrophic, correlated equity variance that can breach margin

requirements and lead to total liquidation.

3. Engineering Uncorrelated Returns: To build a robust algorithmic portfolio, one must actively

seek negative or near-zero correlation. This requires looking beyond the asset class and looking

at the strategy type.

A robust portfolio should balance opposing forces. If the primary strategy is a long-term Trend

Following system (which profits from sustained volatility but bleeds during chop), the second

strategy should ideally be a Mean Reversion system (which profits from chop but suffers during

strong trends), or perhaps a statistical arbitrage system that is market-neutral. By engineering a

mix of strategies that perform well in different market regimes, the combined equity curve

becomes smoother and more resilient than any single component.

4. The Portfolio-Level Risk Overlay: When running multiple algorithms, individual risk settings are

insufficient. A 1% risk per trade on ten different bots can quickly escalate into 10% open

exposure on a single correlated move.

We advise implementing a Global Risk Overlay. This is a separate layer of code that sits above

individual strategies, monitoring total portfolio exposure, leverage, and daily floating P&L. If the

aggregate risk exceeds a predefined safety threshold, regardless of what individual bots are

signalling, the overlay intervenes to halt new entries or liquidate positions. This ensures that the

combined system never takes on more risk than the account can survive.

Conclusion

Scaling a trading operation is not a simple game of addition. It is a complex game of covariance.

If you do not know the correlation matrix of your strategies during tail-risk events, you do not

have a diversified portfolio; you have a ticking time bomb of correlated risk.



An engineer does not build a bridge by randomly stacking bricks; they calculate how the load is

distributed across the entire structure. Your trading capital deserves the same level of

architectural planning.

While running multiple strategies is often cited as a risk-mitigation tool, this report highlights

that without rigorous statistical isolation, traders may inadvertently double their exposure to

specific market regimes. For more information on Passify’s institutional engineering standards or

to view our latest automated strategy analysis, visit the official website at

https://passifyalgo.com/.

References

Dalio, R. (2018). Principles for Navigating Big Debt Crises. Bridgewater.

Ilmanen, A. (2011). Expected Returns: An Investor's Guide to Harvesting Market Rewards.

Wiley Finance. Lhabitant, F.S. (2004). Hedge Funds: Quantitative Insights. Wiley Finance.

Markowitz, H. (1952). Portfolio Selection. The Journal of Finance.

Passify Internal Data (2025). Cross-asset correlation analysis during high-volatility market

events.

About Passify

Passify is a London-based software engineering agency that builds custom, IP-protected trading

systems for professional traders. The firm focuses on eliminating execution variance and

optimizing portfolio architecture through robust, logic-based automation. Learn more at

https://passifyalgo.com/.
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