
Flash Crash Bot (FCB) Whitepaper

1. Introduction

The cryptocurrency market has seen exponential growth in recent years, attracting a broad 
spectrum of investors. Despite the potential for high returns, this market is notoriously volatile, 
with frequent price fluctuations that can lead to sudden and significant losses. This volatility 
presents both a challenge and an opportunity for traders.

This whitepaper presents the Flash Crash Bot (FCB), a sophisticated trading algorithm 
designed to capitalize on these extreme market conditions. FCB employs a strategic approach 
by setting optimized limit orders based on pre-defined thresholds and indicators. With proper 
asset management and risk distribution, it aims to systematically exploit small flash crashes and 
generate consistent profits, rather than reacting to market movements in real-time. The bot has 
been in operation since July 2023, demonstrating substantial profitability.

2. Market Context

2.1 Cryptocurrency Market Volatility

The inherent volatility of the cryptocurrency market is driven by a mix of factors, including 
market sentiment, liquidity imbalances, and external influences. Flash crashes—brief but sharp 
price declines—are a frequent occurrence in this market, offering opportunities for disciplined 
traders with the right tools and strategies to capture profit during these rapid price swings.

Flash crashes may cause panic among inexperienced investors, but for those equipped with the 
right algorithmic strategies, they present an ideal environment for capitalizing on short-term 
price distortions.

2.2 Flash Crashes: An Overview

Flash crashes occur when the price of an asset experiences a sudden drop, usually driven by a 
lack of liquidity or a large market participant’s trading error. Such events are typically followed by 
a swift recovery. A well-known example occurred in the cryptocurrency market on October 21, 
2021, when Bitcoin's price plummeted by 87% on Binance due to an institutional trader’s 
mistake, only to return to normal levels within minutes. Similarly, the May 6, 2010, U.S. equity 
flash crash saw a 5% decline in major indices, with the market recovering shortly after.

For sophisticated bots, such crashes represent opportunities to enter positions at a significantly 
lower price and exit them as the market stabilizes.

3. Flash Crash Bot (FCB): Strategic Overview



Unlike bots that react to market movements in real-time, FCB uses a preemptive, 
strategy-based approach. It places limit orders based on a defined set of optimized 
parameters, relying on technical indicators and thresholds calculated in advance. FCB is 
designed to take advantage of small flash crashes, where the probability of a price rebound is 
much higher than the probability of price going further down.

3.1 Core Algorithm Strategy

The Flash Crash Bot (FCB) operates by strategically placing buy limit orders at predefined 
price levels during normal market conditions. These limit orders are not placed reactively but are 
based on a systematic evaluation of historical data and a set of technical indicators. The goal is 
to have limit orders already in place when the market experiences a sudden downturn. The 
main reason for this strategy is that after a market crash, there is often a low probability of 
achieving minimal slippage and securing a favorable execution price when executing a market 
order.

Key components of FCB’s strategy include:

● Threshold-Based Execution: The bot utilizes a series of technical indicators as well as 
historical information regarding each asset such as its volatility to establish price 
thresholds. Once these thresholds are defined, FCB distributes its limit orders across 
varying price points beneath the current market price, ensuring it can capitalize on 
different degrees of flash crashes. 

● Asset Management: FCB employs a distribution strategy that spreads out capital across 
up to 200 different orders and trading pairs, ensuring that risk is managed effectively and 
avoiding overexposure to any single price level or asset. This asset allocation is 
fine-tuned to maximize returns while minimizing downside risk.

● Order Placement and Recovery Strategy: Buy orders are placed at multiple price 
levels to capture the falling asset during a flash crash. Similarly, there are multiple 
thresholds for exiting positions, with sell orders split among these levels to minimize 
market impact and slippage. Once the limit buy orders are filled and the price begins to 
recover, the bot gradually closes positions based on predefined exit conditions, often 
informed by the recovery pattern and volatility metrics. This tiered exit strategy also aids 
in effective risk management.

4. Risk Management

4.1 Multi-Layered Approach to Risk

FCB incorporates a multi-layered risk management framework, balancing profit potential with 
safety. Given the unpredictability of flash crashes, the bot is designed to protect investors 
through several mechanisms:



● Limit Orders with Layered Distribution: By layering buy orders across various price 
levels, the bot reduces exposure to any one order, allowing it to average down the 
purchase price if the asset continues to decline beyond initial expectations.

● Dynamic Rebalancing: As the market evolves, FCB recalibrates its parameters and 
thresholds, allowing it to adapt to changing volatility and liquidity conditions.

● Low Leverage Strategy: The bot operates with low leverage, which has been 
historically tested to remain far from the risk of liquidation, ensuring that positions can 
weather extreme price movements without forcing premature exits.

4.2 Backtesting and Stress Testing

To validate the robustness of its strategy, FCB has been extensively backtested on historical 
market data. This backtesting included both minor and major flash crashes across multiple 
cryptocurrencies. Stress tests were performed to simulate different market conditions, ensuring 
the bot’s ability to remain profitable in both bullish and bearish environments.

The results of these tests show:

● High Profitability: FCB consistently outperformed simple “buy and hold” strategies, 
especially in volatile markets.

● Low Drawdowns: Through careful asset distribution and risk management, FCB 
minimized potential losses during prolonged market downturns.

● Stable returns: The returns from FCB were observed to be lognormally distributed 
across various market conditions. Extensive backtesting, incorporating different time 
periods, revealed that the strategy consistently demonstrated stability over time. This 
indicates that the solution remains robust and effective even in fluctuating market 
environments.

5. Performance Metrics

FCB has been live on the market for over a year, delivering impressive retu\rns to its users. 
Below is an overview of key performance metrics based on real-world performance and 
backtesting. This data is current as of 2024-11-23 and contains only live tested data.

● Number of traded pairs: 18
● Average number of concurrent limit orders: 192
● Average Daily return:  +0.47%
● Total Return: +847.12%
● Maximum Drawdown (daily): -38.01% (2024-04-12)
● Maximum return (daily): +7.31% (2023-12-29)



Below is the trajectory of the FCB performance since the start of the project (2023-06-06) to 
2024-11-23. 

6. User Platform and Experience

FCB is integrated into the FCB Trading Platform, allowing users to easily invest their capital 
into the bot and manage their risk preferences. The platform is designed to be intuitive and 
accessible, even for novice traders, with full transparency over how the bot is operating.

6.1 Key Features of the Platform

● Simple Setup: Users can allocate funds to the bot without the need for any complex 
configurations—just deposit your funds and start earning.

● Performance Tracking: The platform provides real-time data on the bot’s performance, 
including profit margins, trade history, and detailed analytics.

● Easy management: Users can easily manage their funds with no lock period, giving 
them full flexibility to withdraw or adjust their investments at any time.

7. Future Development and Expansion

7.1 Additional Algorithmic Strategies

As the FCB platform matures, additional algorithmic trading bots will be introduced. Each bot will 
target different market inefficiencies, providing users with more diverse investment 
opportunities. The platform already features a robust in-house system for creating and 
thoroughly testing bots across various environments, ensuring each strategy is optimized for 
performance and reliability before being deployed.

7.2 AI-Driven Enhancements

The next iteration of FCB will incorporate AI-based optimizations, enabling the bot to adapt its 
strategy more dynamically in response to real-time market conditions. This enhancement will 
further improve its ability to detect flash crashes and optimize limit order placements.



8. Conclusion

The Flash Crash Bot (FCB) offers a well-researched and highly profitable approach to 
navigating the volatile cryptocurrency market. By leveraging a preemptive, threshold-based 
strategy, FCB is designed to exploit flash crashes while employing rigorous risk management 
techniques to safeguard capital. With a proven track record of success, FCB presents a 
compelling investment opportunity for traders seeking to capitalize on market inefficiencies.
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