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What Is Liquid Staking? A Complete Guide (2024)

TL:DR

e Traditional staking locks assets for a set period, liquid staking instead provides
flexibility by issuing Liquid Staking Tokens (LSTs), allowing assets to be freely
traded.

e Liquid staking enhances liquidity, offers new yield-generation opportunities, and
allows for more dynamic market participation.

e Impermanent loss and smart contract vulnerabilities are two of the major risks of
Liquid Staking.

In the decentralized finance (DeFi) landscape, innovations continually reshape the way
we interact with digital assets. One such innovation gaining momentum is liquid staking, a
concept that revolutionizes traditional staking mechanisms.

In this comprehensive guide, we'll delve into the intricate workings of liquid staking, its
advantages, risks, and its potential to shape the future of DeFi, with a particular focus on
its implementation on the Rubic platform.


https://rubic.exchange/staking
https://docs.google.com/document/d/1NSNy4_1Y8JePr2Wxirzbr5x3-JGk_KoEDTIx8GfyLCo/edit?usp=sharing
https://docs.google.com/document/d/1wsjJeQ_lEgCUn32JE6ERL0bYDj-kxVMCQgtc8rl9AC4/edit?usp=sharing
https://rubic.exchange/blog/what-is-a-cross-chain-swap-and-how-does-it-work/
https://rubic.exchange/blog/what-is-cross-chain-defi-a-comprehensive-guide-2024/
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What Is Staking and How Does It Work?

Before diving into the nuances of liquid staking, it's crucial to understand the
fundamentals of staking. Staking involves participants locking up a certain amount of
cryptocurrency as collateral to support the operations of a blockchain network through
the Proof of Stake (PoS) consensus mechanism. In return for their contribution, stakers
are rewarded with additional tokens, typically in the form of the network's native
cryptocurrency.

Staking serves a dual purpose: it secures the network by incentivizing participants to act
honestly, and it enables token holders to earn passive income on their holdings. However,
traditional staking mechanisms have limitations, particularly regarding liquidity and
flexibility and that's when Liquid Staking comes into the picture.

What Is Liquid Staking?

Liquid staking solves the key problem in the traditional Staking models. Instead of locking
up tokens for a predetermined period, participants in liquid staking protocols receive
liquid staking tokens (LSTs) in exchange for their staked assets. These LSTs represent a
claim on the underlying staked assets and can be freely traded or transferred, providing
stakers with liquidity while still enabling them to earn staking rewards.

Traditional Staking vs Liquid Staking

The primary distinction between traditional staking and liquid staking lies in liquidity.
Traditional staking requires participants to lock up their assets for a specified duration,
restricting their ability to access those funds. Liquid staking, on the other hand, offers
stakers the flexibility to trade or transfer their staked assets at any time, thanks to the
issuance of LSTs.

Feature

Traditional Staking

Liquid Staking

Minimum Stake

Can be high, limiting participation

Often lower minimum stake

Access to Assets

Assets are locked for a set period

Freely tradable LSTs

User Control

Users manage their own validator
node

Protocol manages validator nodes

Technical
Expertise

Requires technical knowledge

Easier to participate, user-friendly
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Rewards Potentially higher rewards May have slightly lower rewards

The Advantages of Liquid Staking in DeFi

Liquid staking unlocks several advantages for participants in the DeFi ecosystem.

Firstly, it enhances liquidity, allowing stakers to access their assets whenever needed
without waiting for lock-up periods to expire. This flexibility is particularly valuable in
dynamic market conditions where quick access to funds can make a significant
difference.

Moreover, liquid staking opens up new opportunities for yield generation. By holding
LSTs, participants can potentially earn additional rewards through liquidity provision or by
participating in decentralized finance protocols, effectively multiplying their staking
rewards.

Exploring the Risks: Considerations in Liquid Staking

While liquid staking offers compelling benefits, it's essential to recognize and mitigate
associated risks. One primary concern is the potential forimpermanent loss when
providing liquidity with LSTs. Impermanent loss occurs when the value of staked assets
changes relative to the value of the assets in the liquidity pool, resulting in reduced
returns compared to simply holding the assets.

Additionally, the security of liquid staking protocols is paramount. Participants must
assess the protocol's architecture, governance mechanisms, and smart contract security
to mitigate the risk of exploits or vulnerabilities.

Challenges of Liquid Staking

Despite its promise, liquid staking faces several challenges that warrant attention.
Interoperability and cross-chain compatibility are crucial hurdles, as seamless integration
with multiple blockchain networks is necessary to realize its full potential. Moreover,
regulatory uncertainty surrounding DeFi and staking activities adds another layer of
complexity that must be addressed for widespread adoption.


https://docs.google.com/document/d/1NSNy4_1Y8JePr2Wxirzbr5x3-JGk_KoEDTIx8GfyLCo/edit?usp=sharing
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Liquid Staking Protocols and Tokens

A variety of liquid staking protocols and tokens have emerged to cater to the growing
demand for flexible staking solutions. Projects like Lido Finance, Stafi Protocol, and
Rocket Pool offer platforms where users can stake their assets and receive LSTs in return,
unlocking liquidity while still earning rewards.

These protocols typically utilize a combination of smart contracts, oracles, and
governance mechanisms to facilitate the issuance and management of LSTs in a secure
and transparent manner.

Centralized vs Decentralized Liquid Staking

Another consideration in liquid staking is the degree of decentralization. While some liquid
staking platforms operate in a fully decentralized manner, governed by community-driven
protocols, others may rely on centralized entities to manage staked assets and issue
LSTs. Decentralized liquid staking solutions prioritize censorship resistance and
autonomy, whereas centralized platforms may offer enhanced user experience and
convenience.

Liquid Staking and the Future of Cross-Chain DeFi

Liquid Staking can be an essential part of determining the future of Cross-Chain DeFi.
While Staking is important for the PoS-based mainnet to operate, Liquid Staking offers a
solution to the Liquidity problem by issuing an equivalent amount of tokens on another
blockchain protocol. These tokens can be used to transact, exchange, or swap in the
market creating a more liquid environment across different networks.

Liquid staking has the potential to facilitate seamless asset transfer and liquidity provision
across multiple blockchain networks, breaking down silos and creating a collaborative
ecosystem.

Projects like Rubic are at the forefront of this movement, offering a decentralized platform
that enables users to swap across various chains, including Ethereum, Binance Smart
Chain, and Polkadot.

Staking on Rubic

Rubic offers its users the option to Stake RBC Tokens. Here's a 3-step process to Stake
RBC and start earning an expected APR of 30%.


https://lido.fi/
https://www.stafi.io/
https://rocketpool.net/
https://rubic.exchange/blog/what-is-cross-chain-defi-a-comprehensive-guide-2024/
https://rubic.exchange/blog/what-is-a-cross-chain-swap-and-how-does-it-work/
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1. Bridge RBC Tokens From Ethereum To Arbitrum

If you don't have RBC, you can easily buy them on popular exchanges like Gate.io, Kraken
or in a decentralised way on Rubic. RBC tokens earned in the SwapToEarn program can
also be staked.

2. Stake Your Tokens

The Staking contract will be deployed on the ARBITRUM Chain. Users can deposit any
amount of RBC (minimum of 1 RBC) at any time and withdraw deposited RBCs once the
chosen period is over.

3. Get Your Personal NFT

After depositing RBC, users will receive an NFT which contains information about the
period and the amount of tokens deposited. Users can transfer this NFT to any
user/contract.

Final Thoughts

Liquid staking represents a significant advancement in the DeFi space, offering
participants a flexible and efficient way to stake their assets while maintaining liquidity. By
addressing the limitations of traditional staking models and embracing cross-chain
interoperability, liquid staking has the potential to unlock new opportunities for yield
generation, liquidity provision, and decentralized finance innovation.

As the DeFi landscape continues to evolve, liquid staking is poised to play a central role in
shaping the future of decentralized finance.

Let's explore Rubic Exchange and Stake RBC today!

FAQ

Is liquid staking worth it?

The value of liquid staking depends on individual preferences, risk tolerance, and
investment goals. While it offers enhanced liquidity and potential for additional yield
generation, participants must carefully consider associated risks and conduct thorough
due diligence before engaging in liquid staking activities.


https://app.rubic.exchange/?fromChain=ETH&toChain=ARBITRUM&from=RBC&to=RBC
https://www.gate.io/trade/RBC_USDT
https://www.kraken.com/prices/rubic?quote=eur
https://app.rubic.exchange/?fromChain=ETH&toChain=ARBITRUM&from=RBC&to=RBC
https://app.rubic.exchange/staking
https://app.rubic.exchange/staking
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Is liquid staking risky?

Like any investment or financial activity, liquid staking carries inherent risks. These
include impermanent loss, smart contract vulnerabilities, regulatory uncertainty, and
market volatility. Though it offers a great opportunity to earn passive income on holdings,
participants should assess these risks carefully and implement risk management
strategies to mitigate potential losses.

Rubic finds the best rates across 220+ DEXes & bridges. We also provide white-label
tools to equip any platform with on-chain & cross-chain swaps.
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