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Decentralized exchanges (DEXs) like Raydium, Uniswap, and Orca offer automated market 
maker (AMM) liquidity pools where users can provide liquidity and earn trading fees. 
Concentrated Liquidity pools allow liquidity providers (LPs) to specify price ranges where 
their capital is active, making capital more efficient compared to traditional AMMs. 

By providing liquidity to a pool (e.g., USDC/SOL), LPs earn a share of trading fees based on 
their proportion of the liquidity pool. However, risks such as impermanent loss and market 
volatility must be considered. 

 

 

 

 

 

 



Pros and Cons of Concentrated Liquidity 

Pros: 

●​ Higher Capital Efficiency – LPs can target specific price ranges, earning more fees 
per dollar invested. 

●​ Increased Fee Earnings – With optimized liquidity placement, returns can be higher 
compared to traditional AMMs. 

●​ Flexible Strategies – LPs can adjust their ranges dynamically to maximize earnings. 

Cons & Risks: 

●​ Impermanent Loss – If one asset moves significantly, LPs may end up with a less 
desirable asset distribution. 

●​ Active Management Required – Need to rebalance and adjust price ranges 
frequently. 

●​ Low Liquidity in Some Ranges – If price moves outside a chosen range, funds sit 
idle until adjusted. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Example Calculation of Liquidity Provider Earnings 

Let’s assume an LP provides $1,000,000 to a USDC/SOL pool on Raydium. The pool has a 
daily trading volume of $12,000,000, and the DEX charges a 0.25% fee. The LP owns 
10% of the liquidity pool. 

Daily Earnings: 

Total fees collected = $12,000,000 * 0.25% = $30,000 LP’s share (10%) = $3,000 per day 

Weekly Earnings: 

$3,000 * 7 = $21,000 

Monthly Earnings: 

$3,000 * 30 = $90,000 

Yearly Earnings (No Reinvestment): 

$3,000 * 365 = $1,095,000 

Cumulative Reinvestment of Yield 

If the LP reinvests earnings daily into the same liquidity pool, compounding the returns, we 
use the formula: 

where: 

●​ P = $1,000,000 (Initial Investment) 
●​ r = 1.095 (109.5% APY) 
●​ n = 365 (Daily compounding) 
●​ t = 1 year 

Using this formula, after one year, the LP’s capital would grow to $2,999,563, nearly tripling 
the initial investment. 

Final Thoughts 

Investing in concentrated liquidity pools can be highly lucrative, but it requires active 
management and an understanding of market movements. While fees can generate 
significant income, risks like impermanent loss and price divergence must be carefully 
considered. 

For retail investors looking to optimize their earnings, regularly adjusting liquidity positions 
and reinvesting fees can maximize returns. However, always weigh the risks and ensure you 
have a solid risk management strategy before deploying capital. 
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