
[ PDF Database Document ] - BTCC Cryptocurrency
Exchange

Original:
https://www.btcc.com/en-US/academy/research-analysis/staking-yield-farming-or-liquidity-mining-wh
ich-is-best-for-you-in-2024-bjx

Staking, Yield Farming, or Liquidity Mining: Which Is Your Best Choice In 2024?

The world of decentralized finance (DeFi) has opened up multiple avenues for earning passive
income on your unused tokens, such as staking, liquidity mining, and yield farming. Given the array
of options, crypto enthusiasts may find it challenging to determine the most suitable approach for
their needs. This article aims to clarify the confusion by breaking down each term and highlighting
the key functionalities and distinctions between yield farming, liquidity mining, and staking.

Staking: How It Works, Pros and Cons, and Real-Life Example
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Staking: How It Works, Pros and Cons, and Real-Life
Example
Staking occurs when validators on a proof-of-stake (PoS) blockchain deposit cryptocurrencies,
qualifying them to process transactions and expand the blockchain with new blocks. These deposits
serve as collateral, guaranteeing the validator’s integrity. In recognition of their dedication,
validators receive newly minted cryptocurrencies as rewards. However, managing a validator node
demands technical expertise and constant operation, which can be challenging. Therefore, many
crypto holders prefer to delegate their tokens to a validator, allowing them to earn a portion of the
staking rewards without the hassle and expense of maintaining a node. It’s important to remember
that validators often charge a fee, and the collective staking reward is distributed among all
delegators based on their proportional share.
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Pros & Cons of Staking
Pros of  Staking Cons of  Staking

• Token holders can actively contribute to the
crypto-economic security of the blockchain by
staking.
• The convenience of staking allows anyone with a
laptop to run a validator node, eliminating the
need for specialized hardware.
• Validators and delegators are rewarded with
newly minted cryptocurrencies, providing an
incentive for participation.
• A higher amount of staked cryptocurrencies
strengthens the network, enhancing its overall
security and stability.
• Staking is environmentally friendly, as it does
not require the energy-intensive processes
associated with proof-of-work (PoW) mining.

• Running a validator node demands technical knowledge, which may be a barrier for some token holders.
• Validators must maintain 24/7 availability, which can be challenging and may require additional resources.
• Delegators rely heavily on their chosen validators for the safe storage and management of their delegated tokens.
• Staking exposes token holders to risks such as slashing.
• The limitation of only being able to stake native tokens restricts the options for those holding multiple types of cryptocurrencies.
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Example of Staking
Here we will not talk about staking by running your own validator node, instead, we’ll present a
straightforward example of crypto staking. Consider the most effortless approach to stake Proof of
Stake (PoS) cryptocurrencies, such as Ether (ETH) and Solana (SOL): liquid staking. Suppose you’re
interested in staking ETH. You can accomplish this through liquid staking platforms like Rocket Pool
or Lido. These platforms earn their name by providing stakers with an equivalent amount of liquid
staking tokens (LST) for each deposited token. These LSTs reflect the underlying staked token’s
market value and offer flexibility for trading, staking, and beyond. Keep in mind, however, that liquid
staking platforms do levy fees for their services.
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Liquidity Mining: How It Works, Pros and Cons, and Real-
Life Example
Liquidity mining involves supplying cryptocurrencies to liquidity pools for rewarding yields. Its
origins trace back to the emergence of decentralized exchanges (DEX), which contrast traditional
equity, forex, and commodity markets dependent on centralized market makers. Instead of relying
on brokerages or trading firms, DEXes operate through liquidity pools and smart contracts, enabling
decentralized trading. To engage in DeFi liquidity mining, crypto holders usually deposit tokens in
pairs. For instance, if you want to contribute to the ETH-USDC pool on a DEX, you’ll need to provide
an equal dollar value of ETH and USDC tokens to the pool. As a result, liquidity providers gain a
share of the trading fees accumulated by the pool. This innovative approach offers unique
advantages but also carries certain risks. Explore the ins and outs of liquidity mining, weighing its
pros and cons, and understand its practical applications through real-life examples.

Liquidity providers may receive extra rewards like governance tokens, depending on the DEX.
Generally, exotic cryptocurrency pairs offer a significantly higher return on investment compared to
stable and widespread crypto pairs, such as stablecoins, ETH, and BTC. By supplying less common
pairs, investors can capitalize on higher yields. This strategy opens up opportunities for greater
profits, especially when compared to the returns on more established and popular cryptocurrencies.
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Pros & Cons of Liquidity Mining

Pros of Liquidity Mining Cons of Liquidity Mining

• Facilitates permissionless DeFi trading,
enabling seamless and efficient transactions.
• Liquidity providers earn a portion of trading
fees from their respective pools, offering a
passive income stream.
• Providers may also receive governance
tokens and additional rewards, further
incentivizing participation.

• Liquidity providers are susceptible to
impermanent loss, which can occur when the value
of assets in a pool changes relative to each other.
• There is a risk of rug pulls and scams, where
malicious actors may suddenly withdraw funds or
set up fraudulent schemes.
• Providers are also exposed to smart contract
risks, including bugs or exploits that could lead to
financial losses.
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Example of Liquidity Mining
Let’s explore Polygon-based DEX QuickSwap in our liquidity mining example. Upon connecting your
crypto wallet to QuickSwap DEX, you’ll discover the option to contribute liquidity to a pool. To
participate in the MATIC-SFL token pair, you must deposit an equivalent dollar value of both tokens.
The DEX interface displays your pool contribution percentage, dictating your earned trading fee
share. In return, you’ll receive LP tokens, serving as receipts for your liquidity provision. Advanced
users have the additional flexibility to select a specific price range for their liquidity supply. This
strategic approach allows you to target the price range with the highest expected volume,
maximizing your fee earnings. Furthermore, most DEXes offer the convenience of single token
liquidity supply. Dive into QuickSwap and unlock the potential of liquidity mining, where strategic
contributions can lead to rewarding returns in the dynamic crypto landscape.

 

Yield Farming: How It Works, Pros and Cons, and Real-Life
Example
Yield farming, a strategy that leverages DeFi mechanisms, enables investors to maximize returns
from their cryptocurrency holdings. This comprehensive approach encompasses staking, liquidity
mining, and lending, often executed as a multi-faceted process to optimize profits from crypto
tokens. The advent of liquid staking, restaking, and crypto lending has added layers of complexity to
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yield farming, making it an intricate yet rewarding activity. The concept gained significant traction
during the DeFi Summer of 2020, thanks to platforms like Compound and Uniswap introducing
game-changing features like liquidity pools and incentive programs. As a result, yield farming has
emerged as a pivotal aspect of the decentralized finance landscape, offering both lucrative
opportunities and unique challenges to crypto enthusiasts.
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Pros & Cons of Yield Farming
Pros of  Yield Farming Cons of  Yield Farming
• Crypto holders can earn yield on their idle
tokens, providing an additional source of
income.
• Yield farming often offers higher returns than
traditional finance methods, making it an
attractive investment option.
• Yield farming is permissionless, meaning
anyone can participate without needing approval
or qualifications.

• Yield farming strategies can be complex and involve significant risks, requiring careful consideration and understanding.
• Multi-step yield farming strategies expose investors to market risks, including potential losses due to price fluctuations.
• Executing multi-step yield farming strategies may incur high gas fees, reducing overall profits.

 

Example of DeFi Yield Farming Strategies
Crypto investors are increasingly turning to decentralized finance (DeFi) yield farming strategies to
grow their digital asset holdings. By depositing USDT stablecoins on the AAVE lending platform,
savvy investors can earn a tidy 5% yield. But that’s just the beginning. With the borrowed funds from
Aave, they can take advantage of low borrow rates of 2.7% APY to secure ETH tokens. These tokens,
in turn, can be put to work on the Lido liquid staking platform, generating an additional 3%-4%
interest. What’s more, staking ETH on Lido returns an LST, called stETH, which opens up further
investment opportunities. Investors can deposit this stETH back on Aave, continuing to earn staking
rewards while borrowing Ethena’s USDe stablecoin at an attractive 8.4% APY. The final step in this
strategic yield farming involves staking the USDe on Ethena’s website, offering a lucrative 13.6%
APY. However, it’s crucial to approach these DeFi yield farming strategies with caution, carefully
considering broader market risks, protocol-specific lockup periods, and staking conditions. By
navigating these complexities, investors can maximize their crypto yields through careful planning
and execution.
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Staking vs. Yield Farming vs. Liquidity Mining: Head-to-
Head Comparision
We’ve compiled the major differences between staking, yield farming, and liquidity mining. Discover
which strategy suits your investment goals best in this head-to-head comparison. Unlock the secrets
of crypto earnings today!

Aspect Staking Liquidity Mining Yield Farming
Required
Experience Beginner Experienced Advanced

Risks Slashing, validator
risks

Impairment losses, smart
contract risks, rug pulls

Market risks, staking risks, smart
contract risks, liquidation risks

Tokens Needed Native token Depends on the liquidity
pool

Any cryptocurrency can form a
part of a yield farming strategy

NFT Usage NFTs cannot be
used for staking

NFTs cannot be used for
liquidity mining

NFTs can be used for yield
farming via NFT lending
platforms

Yield
Staking yield
depends on the
blockchain

Liquidity providers earn
trading fees and incentive
program rewards

Effective yield farming strategies
can result in high yield

 

How to Choose Which Is Right for You?
If you’re new to crypto, it’s crucial to start by learning how to use self-custodial wallets and grasping
the fundamentals of blockchain technology, including gas fees and native tokens. Mastering these
basics sets you up for success in the exciting world of staking, where you can grow your crypto
holdings while supporting the security of the network. With the advent of user-friendly liquid staking
platforms like Lido and Rocket Pool, staking has become more accessible and straightforward than
ever before. However, staking is typically limited to native tokens. If you’re looking to earn yield on
non-native tokens, liquidity mining could be your next step. But beware, this strategy is not without
its risks, including the potential for impermanent loss, making it more suitable for seasoned DeFi
users. For those seeking even higher yields, yield farming strategies offer the potential for
significant returns. However, these strategies can be highly complex and require careful planning,
making them best suited for advanced DeFi users who are comfortable navigating the risks and
rewards of this dynamic landscape.
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Note: This optimized description maintains the CORE message of the original while incorporating
SEO best practices, such as using keyword-rich language and a logical flow of information to
enhance readability and search engine ranking potential.

 

Download App for Android Download App for iOS

The Bottom Line
Staking, liquidity mining, and yield farming have made it easier than ever to earn yield on your
assets. The decentralized finance (DeFi) revolution has democratized access to interest-yielding
opportunities, thanks to its permissionless nature. Now, anyone with crypto tokens and an internet
connection can explore these innovative methods to generate returns. Whether you’re staking,
farming yields, or mining liquidity, the world of DeFi offers a chance to grow your wealth. However,
it’s crucial to remember that these strategies carry investment risks. Before diving into any of these
activities, always conduct thorough research to make informed decisions.
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