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Market makers are entities that continuously quote both buy and sell prices for a
digital asset, standing ready to trade at those prices with any counterparty. In traditional
finance, this role is filled by licensed broker-dealers and banks. In crypto, market
makers range from specialized firms like Wintermute and Jump Crypto to algorithmic
trading desks operating across dozens of exchanges simultaneously.

How Market Making Works in Practice
A market maker on a centralized exchange such as Binance or Coinbase places

limit orders on both sides of the order book. If Bitcoin is trading near $65,000, a market
maker might post a bid at $64,990 and an ask at $65,010. The $20 difference, called the
spread, is the gross profit per round-trip trade before accounting for fees and inventory
risk. By constantly refreshing these quotes, the market maker earns small margins at
high volume while providing other traders with the ability to execute quickly at
predictable prices.
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On decentralized exchanges using automated market maker protocols such as
Uniswap, the mechanism differs. Liquidity providers deposit pairs of tokens into smart
contract pools. Prices adjust algorithmically based on the ratio of assets in the pool,
following formulas like the constant product model. These providers earn a share of
trading fees but face impermanent loss when asset prices diverge significantly from
when they deposited funds.

Why Liquidity Matters for Token Projects
For newly listed tokens, thin order books create serious problems. Wide spreads

and shallow depth mean that even a modest buy or sell order can move the price by
several percent. This volatility discourages institutional participation and can trigger
cascading liquidations in leveraged positions. Projects frequently enter formal
market-making agreements with firms to ensure a baseline level of liquidity from the
moment of listing.

These agreements often involve the project lending tokens and stablecoin capital
to the market maker, who deploys both to quote prices. Contracts specify target spread
widths, minimum order book depth at certain price levels, and uptime requirements. The
market maker takes on inventory risk in exchange for fees, loan terms, or options on the
borrowed tokens.

Risks and Controversies
Market making in crypto carries risks that do not exist at the same scale in

regulated markets. Firms must manage exposure across multiple exchanges
simultaneously, hedge delta through perpetual futures, and monitor smart contract risk
on decentralized platforms. The collapse of FTX in 2022 exposed how deeply integrated
some market makers were with exchange operations, as Alameda Research effectively
blurred the line between market making, proprietary trading, and exchange
management.

Regulators in the United States and European Union are increasingly scrutinizing
arrangements where projects pay market makers in native tokens, viewing some
structures as potential wash trading or price manipulation. The lack of consolidated tape
data across fragmented crypto venues makes it difficult to distinguish legitimate
liquidity provision from coordinated volume inflation.
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Despite these concerns, functioning markets depend on entities willing to take the
other side of trades continuously. As regulatory clarity improves, the role of market
makers in crypto is likely to formalize rather than disappear.
Read more articles: bip39-phrase.com/blog/
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1. bottom sell trick fiber benefit assault catch obscure ski private prefer

below

2. retire jungle ivory property involve slender client select educate romance

field wink

3. slight raven cruel chicken shock wet feel tenant distance enough rice enlist
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6. wave next kit appear gold mountain praise uphold shuffle blue opera dirt
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artwork invest
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