OTC TRADING IN CRYPTOCURRENCY MARKETS: A
COMPREHENSIVE OVERVIEW | SEED PHRASE COLLECTION
#322

Photo by Traxer on Unsplash

Over-the-counter (OTC) trading in the cryptocurrency market has grown rapidly
alongside the increasing adoption of digital assets. OTC trading refers to the direct
exchange of cryptocurrencies between two parties, often facilitated by a broker,
outside the scope of traditional public exchanges. This method of trading is
particularly popular among institutional investors, high-net-worth individuals, and
miners, mainly due to its capacity to handle large-volume transactions discreetly and
efficiently.

One of the primary reasons for choosing OTC trading over public exchangesis
the avoidance of dippage—a situation where large orders move the price of a
cryptocurrency adversely due to insufficient market liquidity. Through OTC desks,
traders can negotiate prices directly, execute sizeable trades without drawing attention,
and avoid abrupt price swings associated with the limited order books on regular
exchanges. Furthermore, OTC trading often offers personalized services, flexible
settlements, and enhanced privacy.
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Despite its appeal, OTC trading is not without challenges. Risks such as
counterparty default or fraud remain considerable, and the lack of transparent pricing
mechanisms can result in less favorable terms for inexperienced traders. Therefore,
reputable OTC desks conduct stringent know-your-customer (KYC) and
anti-money-laundering (AML) procedures to mitigate risks for all parties involved.
Technology is aso playing a pivotal role in advancing OTC platforms, introducing
escrow services, trade settlement automation, and digital communication channels for
enhanced security and efficiency.

As the cryptocurrency ecosystem matures, the distinction between
exchange-based and OTC trading continues to blur, with many mgjor exchanges now
operating their own OTC desks. Regulatory bodies are aso keeping a close watch,
establishing clearer frameworks to oversee large-value crypto transactions. Looking
ahead, OTC trading is expected to remain an essential component of the digital asset
landscape, providing a vital service for institutions and individual s seeking significant
or confidential transactions without impacting the open market.

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