What's an Automated Market Maker (AMM)?

Digital marketplace where trades happen without the traditional order book maintained by
buyers and sellers.[=]

Key Components of AMMs

“, Liquidity Pools: AMMs operate based on liquidity pools containing pairs of tokens. These
pools facilitate trades instead of relying on traditional buyers/sellers.

=] Constant Function Market Maker (CFMM): The core principle behind AMMs is CFMM, a
fancy term for the algorithm that keeps the pricing and liquidity constant within the pool.

~/ Token Swaps: Users can easily swap one token for another directly from the pool, with the
swap prices dynamically adjusted by the AMM algorithm.

How Do AMMs Work?

¥ Pool Contributions: Users can add their tokens to these pools, becoming liquidity
providers. They earn fees in return for enabling trades.

=] Price Impact & Slippage: As more trades occur, the token prices change due to the
algorithm adjusting for supply and demand. This can cause price slippage for larger trades.

¢’ Fees & Rewards: Liquidity providers earn a share of the trading fees proportional to their
contribution to the pool. Some platforms also offer additional rewards or governance tokens.

AMMs in Action
%’ DeFi Revolution: AMMs are the backbone of decentralized exchanges (DEXs) like
Uniswap, SushiSwap, and PancakeSwap, empowering users to trade tokens directly from their

wallets.

C), Constant Evolution: The AMM space constantly evolves, introducing new models like
curve-based AMMs, hybrid AMMs, and impermanent loss mitigation strategies.

Challenges & Future Prospects

4/ Security Concerns: As with any DeFi protocol, security remains a significant concern, with
instances of smart contract vulnerabilities or exploits.

Scaling Solutions: Efforts are underway to enhance AMMSs' scalability and reduce
transaction costs through layer 2 solutions and other scaling mechanisms.



Mainstream Adoption: The potential for AMMs to revolutionize traditional finance by
offering decentralized, permissionless, and cost-effective trading is enormous!



