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What is Osmosis (OSMO)? A Beginner’s Guide to Cosmos’ AMM

Osmosis, constructed using the Cosmos SDK, stands as an automated market maker (AMM) deeply
involved in the InterchainDeFi movement within the Cosmos ecosystem, focusing on Tendermint-
based blockchains. Envision Cosmos as a vast sandbox, and Osmosis emerges as the connecting
force between its diverse dApps, serving as a decentralized exchange tailored for Cosmos with
aspirations to embrace more blockchains. Osmosis fosters a unique cross-chain trading experience,
emphasizing heterogeneity and interoperability.
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Currently, it dominates the scene, representing approximately 40% of all inter-blockchain transfers
within the Cosmos realm. Blockchains compatible with IBC, including Cosmos, Regen, Akash, and
beyond, enjoy seamless swapping on Osmosis, typically with fees under $1.00.
To grasp the essence of Osmosis’s value, it’s beneficial to first delve into the Cosmos ecosystem and
acquaint yourself with the fundamentals of DeFi and DEX. Cosmos, in essence, is an “Internet of
Blockchains” where developers craft interoperable dApps. In the ideal Cosmos ecosystem, Ethereum
apps will seamlessly integrate with Binance Smart Chain apps, fostering a harmonious interoperable
environment. This vision is becoming a reality thanks to the Inter-Blockchain Communication
Protocol (IBC), which enables projects adhering to it to communicate effortlessly and transfer tokens
with minimal transaction fees. IBC serves as a messaging relay between various independent
distributed ledgers, initially designed to connect Tendermint-based blockchains.
Tendermint Core, a Byzantine-Fault Tolerant engine, empowers developers to craft blockchain
applications in any programming language and replicate them globally. Its unique feature of instant
transaction finalization, once included in a block, eliminates the need for confirmations, enhancing
efficiency. Complementing this ecosystem is the Automated Market Maker (AMM), a prevalent DEX
protocol that utilizes algorithms to price crypto assets in liquidity pools, effectively replacing the
role of traditional centralized market makers in order-book platforms. Together, these technologies
pave the way for a more connected and efficient blockchain landscape.
Sovereignty and heterogeneity are core to Cosmos’s and Osmosis’s mission, echoed in most features.
These principles ensure diversity and independence, reflecting in every aspect of the platforms’
design and functionality. SEO optimized for clarity and impact.
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What is Osmosis Labs?
Osmosis, a product of Osmosis Labs founded by Sunny Aggarwal and Josh Lee, operates within a
decentralized framework. Although Osmosis Labs Pte. Ltd. (“Osmosis Labs”) spearheaded the initial
code development for the Osmosis protocol, the project’s governance remains in the hands of a
decentralized validator set. This ensures that every protocol upgrade and modification undergoes a
voting process by the Osmosis community, specifically holders of the OSMO governance token. This
decentralized approach not only empowers the community but also ensures that no single entity
bears legal liability for claims or damages. Furthermore, Osmosis successfully raised $21 million in
an October 2021 token sale, led by Paradigm, highlighting the project’s potential and market
interest.

Osmosis: What Are Its Key Features?
Osmosis is a proof-of-stake blockchain with a decentralized exchange application, tailored for IBC-
compatible chains. Technically, it enables seamless transactions across multiple blockchains,
leveraging the power of the Inter-Blockchain Communication protocol to enhance liquidity and
interoperability within the crypto ecosystem.



Cross-Chain Native

Osmosis is cross-chain native, sharing the Cosmos vision of IBC compatibility. Extending its reach,
Osmosis aims to connect with non-IBC chains tooâ��targeting Ethereum-based ERC20s via the
Althea gravity bridge, Bitcoin-like networks, and other smart contracting platforms through tailored
pegs. This approach ensures Osmosis remains at the forefront of interoperability, bridging the gap
between diverse blockchain ecosystems.

Sovereignty and Unified Incentivization

Sovereignty is a cornerstone for the Cosmos community, and Osmosis takes this concept to new
heights. Its sovereignty flows not just from its robust architecture, but also from the empowered
collective of liquidity providers. Each LP, motivated by a range of incentives, strives to maintain
their autonomy while actively contributing to the liquidity landscape.

What sets Osmosis apart within the Cosmos ecosystem and beyond, is its ability to harmonize the
interests of liquidity providers, DAO participants, and delegators through a diverse incentive
structure. One such example is the sovereign ownership staked liquidity providers enjoy over their
pools. This allows them to dynamically adjust pool parameters in response to market fluctuations
and competitiveness, ensuring their pools remain agile and responsive.
Additionally, Osmosis AMM is differentiated by its flexibility; there are no hard-coded rules, and
liquidity providers can vote to modify key elements such as interchange fees, token rates, reward
incentives and even curve algorithms. This degree of adaptability and sovereignty is unparalleled
and makes Osmosis a leader in decentralized finance.Liquidity pools on Osmosis stand out due to
their autonomous nature and extensive customization capabilities through governance. This unique
feature fosters heterogeneity, aiming to cultivate a vibrant, competitive environment that
encourages rapid iteration and experimentation. The diversity is made possible by a wide range of
customization options. Unlike most DEXes that rely solely on bonding curves, Osmosis offers
dynamic swap fee adjustments, multi-token liquidity pools, and custom-curve AMMs.
These innovations theoretically empower the Cosmos AMM to facilitate decentralized token
fundraisers, establish an options market, and even enable interchain staking, ultimately paving the
way for a more dynamic and versatile decentralized finance ecosystem.

Superfluid Staking

In the traditional DeFi industry, token holders face a dilemma: staking for protocol maintenance or
providing liquidity for AMM stability. Osmosis revolutionized this with Superfluid Staking, allowing
simultaneous staking and liquidity provision using OSMO, the Osmosis governance token. This
breakthrough eliminates the need for internal network compromises, maximizing rewards without
sacrificing security for liquidity.

In Osmosis, liquidity providers and stakers earn dual rewards, a stark contrast to other platforms
forcing token holders to choose. Consider an OSMO-AKT pool participant who receives LP tokens,
which can then be staked to bolster both Osmosis and Akash networks. This innovative approach lets
users earn from both LP and staking rewards, a unique advantage offered by Osmosis.

Osmosis: How to Utilize Effectively?
Osmosis offers multiple ways to engage, and to make the most of it, just follow the money trail.
Transaction fees on Osmosis fall into three categories.



Firstly, anyone conducting transactions on the chain will incur variable fees, determined by factors
like storage and computation costs, along with the minimum gas cost proposed. These fees are then
distributed among OSMO stakers and validator operators.
Secondly, for those swapping assets on the DEX, swap fees apply. These are set by each liquidity
pool’s specific parameters and trade size, and are proportionally distributed to the pool’s liquidity
providers.
 Lastly, liquidity providers withdrawing their funds from a pool are subject to exit fees. Upon
withdrawal, the LP shares are burned, and their value is redistributed to the remaining liquidity
providers.

With the Osmosis DEX, users can effortlessly swap IBC-compatible tokens such as ATOM, ION, AKT,
LUNA, and tokens from other compatible chains like CRO, opening up a world of possibilities in the
crypto sphere.

How to Provide Liquidity on Osmosis?
Liquidity providers can add funds to a pool, earning the pool’s swap fees, typically around 0.3%, and
receiving LP tokens. These tokens can be locked in for durations of 1, 7, or 14 days. Osmosis offers a
unique feature: it enables other projects to introduce incentive mechanisms to their pools.

Imagine, for instance, if the Cosmos Hub Community Pool wished to boost liquidity for an ATOM-
stablecoin pair. They could easily distribute ATOM rewards using Osmosis’s built-in incentive
module. These incentives are designed to foster long-term liquidity commitment, shifting away from
the short-term, yield-chasing farmer model where participants constantly hop between pools in
search of the highest yields.

In practice, projects have the flexibility to offer higher incentives to LPs who commit to longer lock-
in periods for their LP tokens. This strategy not only rewards long-term commitment but also
contributes to reducing liquidity volatility, ensuring a more stable and predictable environment for
all participants.

Osmosis OSMO: How to Optimize Staking?
Staking can be done via Keplr, the main wallet for Cosmos ecosystem & Osmosis. Maximize your
OSMO holdings by staking them securely with Keplr. Easy, secure, and rewarding, Osmosis staking
is a great way to grow your crypto assets.

How Can Osmosis Governance Voting Be Improved?
Osmosis token holders can vote on various governance proposals via Keplr, shaping the
decentralized project’s operations. This democratic process ensures community involvement and
allows token holders a voice in the project’s direction.

What is OSMO, the Governance Token of Osmosis?
OSMO, the native token of Osmosis, serves as the backbone of the entire protocol, powering key
functions like liquidity mining reward allocation and setting the base network swap fee. This
governance token gives holders a voice in shaping the project’s strategic direction, allowing them to
vote on protocol upgrades, allocate rewards for specific liquidity pools, and adjust network fees.
OSMO holders play a pivotal role in determining which pools are eligible for liquidity incentives,



ensuring the alignment of stakeholders and LPs with the protocol’s long-term sustainability.

Uniquely, OSMO offers the dual benefit of staking and providing liquidity simultaneously. The
tokenomics of OSMO are designed for stability and growth, with an initial supply of 100 million
tokens distributed between Fairdrop recipients and a strategic reserve at genesis.
What is $OSMO, the Osmosis Governance Token?
Osmosis hosts daily epochs where new tokens are released. These tokens are allocated as follows:
25% for Staking Rewards, 25% for Developer Vesting, 45% for Liquidity Mining Incentives, and 5%
to the Community Pool. The OSMO token launched with an initial supply of 100 million, and is
designed to inflate up to a maximum of 1 billion tokens. This inflation follows a “thirdening” model,
meaning token issuance reduces by a third annually.

For instance, after its June 2021 release, Year 1 will see 300 million OSMO tokens minted, Year 2
will add 200 million, Year 3 will introduce 133 million, and so on, until the total supply reaches 1
billion OSMO. Currently, the circulating supply stands at 186 million OSMO.

Final Thoughts: Should You Keep an Eye on Osmosis (and
Cosmos)?
As the foremost DEX in the Cosmos ecosystem, Osmosis stands as the initial point of interaction for
numerous newcomers. Extending beyond its role as a cornerstone in Cosmos, Osmosis holds the
promise of connecting disparate token blockchains, including ERC-20s, into a unified network where
value can be transferred swiftly and economically. This vision paints a bright future for the platform.
Central to its early appeal is its emphasis on liquidity provision and staking, making it a compelling
case study in how a DEX can offer a sustainable alternative to yield farming, ultimately paving the
way for a more stable and enhanced trading experience for all participants.


