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Decentralized exchanges (DEXs) are platforms that enable peer-to-peer

cryptocurrency trading without the need for a centralized intermediary. Unlike

traditional centralized exchanges (CEXs), DEXs operate on blockchain networks,

offering users greater control over their assets and enhanced privacy. The fundamental

principle behind DEXs is the use of smart contracts, which automatically execute trades

based on predefined rules without requiring human intervention.

At the core of most DEXs is an Automated Market Maker (AMM) system, which

replaces traditional order books with liquidity pools. These pools are collections of

tokens locked in smart contracts by liquidity providers who earn fees from trades

proportional to their share in the pool. Traders interact with these liquidity pools by

swapping one token for another at prices determined by algorithms that balance the

pool's token reserves.

Users connect their cryptocurrency wallets directly to the DEX, enabling secure

and permissionless transactions. Since users maintain custody of their private keys, the

risk of hacks or theft often associated with centralized exchanges is significantly

reduced. Additionally, DEXs support a wide variety of tokens, including those not listed

on major centralized platforms.

However, DEXs also face certain challenges. For instance, because liquidity

depends on participation from users, some pools may experience slippage or limited

trading options. Transaction speeds and costs are linked to the underlying blockchain's

performance, which can impact user experience during network congestion.

Overall, decentralized exchanges are reshaping the cryptocurrency trading

landscape by prioritizing security, transparency, and user autonomy. They empower

individuals to trade directly with one another, reducing reliance on centralized entities

and promoting a more open financial ecosystem.

Read more articles: bip39-phrase.com/blog/
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