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Cross Margin

Margin shared across all positions in a trader's account to

cover losses.

Cross margin on a Perp DEX allows a trader to use all available
funds in their account as collateral to support multiple open
positions, reducing the likelihood of individual position
liquidations. For example, on dYdX, if a trader has $5,000 in their
account and opens several perpetual swap positions, the entire
balance can be used to cover losses across all trades, unlike

isolated margin.

This approach increases flexibility but also risk, as a significant
loss in one position could deplete the entire account, leading to
multiple liquidations. Cross margin is managed by smart
contracts, which automatically allocate funds to maintain
positions based on market conditions. Traders must monitor their

overall margin health to avoid total account liquidation.



Funding Rate

A periodic fee exchanged between long and short traders to

balance market positions.

The funding rate is a small, recurring fee (typically calculated
every 1-8 hours) paid between traders holding long or short
positions in perpetual swaps on Perp DEXs. It ensures market
equilibrium by discouraging overcrowding on one side of the
trade. If more traders are long (betting on price increases), they
pay the funding rate to short traders, and vice versa, based on the

difference between the mark price and index price.

For example, on Hyperliquid, a positive funding rate (e.g., 0.01%
per hour) means longs pay shorts, incentivizing more shorts to
enter and stabilize the market. Funding rates are transparently
calculated via smart contracts and rely on oracle price feeds for
accuracy. High funding rates can signal market imbalances,

prompting traders to adjust strategies to avoid excessive costs.



Index Price

The reference price of a digital asset derived from external

spot markets.

The index price on a Perp DEX is the benchmark price of a digital
asset, typically aggregated from multiple centralized or
decentralized spot exchanges (e.g., Binance, Coinbase, or
Uniswap) to reflect its current market value. For example, GMX
might use a weighted average of Bitcoin's spot prices from top
exchanges to calculate its BTC index price, ensuring it aligns with

the broader market.

This price is used as a reference for calculating funding rates and
determining whether a position is profitable or at risk of
liquidation. Unlike the mark price, which is adjusted for fairness in
Perp DEX trading, the index price is more directly tied to external
market data. Oracles like Chainlink or Pyth provide real-time index

price feeds to ensure accuracy and prevent manipulation.



Initial Margin

The upfront collateral required to open a leveraged position.

Initial margin on a Perp DEX is the amount of collateral a trader
must deposit to open a leveraged position in a perpetual swap.
For example, if Hyperliquid requires a 10% initial margin for a 10x
leveraged $10,000 BTC position, the trader must deposit $1,000

in stablecoins or other assets to initiate the trade.

The initial margin is higher than the maintenance margin and acts
as a buffer against market volatility. It is locked in a smart contract
and monitored in real-time. If losses reduce the margin below the
maintenance threshold, liquidation occurs unless the trader adds
more funds. Initial margin requirements vary by platform and

leverage level.



Insurance Fund

A reserve fund used to cover losses from liquidations or

system imbalances.

An insurance fund on a Perp DEX is a pool of digital assets, often
funded by trading fees or protocol profits, used to cover losses
when a trader's liquidated position cannot be closed profitably or
when the liquidity pool faces a shortfall. For instance, Hyperliquid
maintains an insurance fund to protect liquidity providers from

losses due to extreme market volatility or failed liquidations.

The fund acts as a safety net, ensuring the protocol remains
solvent and traders are not unfairly impacted by system failures.
Smart contracts manage the fund transparently, and its balance is
often publicly viewable. In some cases, like on dYdX, the
insurance fund may also cover rare events like oracle failures,

maintaining trust in the platform.



Isolated Margin

Margin allocated to a single position, limiting risk to that

position alone.

Isolated margin on a Perp DEX refers to a risk management
approach where the margin (collateral) for a specific trading
position is separate from other positions or funds in a trader's
account. For example, if a trader opens a 10x leveraged BTC
perpetual swap on GMX with $1,000 in isolated margin, only that
$1,000 is at risk of liquidation, protecting other positions or wallet

funds.

This contrasts with cross margin, where all funds in an account
are shared across positions. Isolated margin allows traders to
control risk per trade, making it ideal for high-risk strategies or
volatile markets. Perp DEXs implement this via smart contracts,
ensuring transparency and precise margin tracking for each

position.



Leverage (Perp Dex)

Borrowed capital used to amplify trading positions and

potential returns.

Leverage in Perp DEXSs allows traders to control larger positions in
digital assets with a smaller amount of their own capital,
borrowing the rest from the platform's liquidity pool or protocol.
For instance, with 10x leverage, a trader with $1,000 can control a
$10,000 position. Platforms like GMX offer leverage up to 50x,
though higher leverage increases liquidation risk if the market

moves unfavorably.

Leverage is facilitated through smart contracts, with the borrowed
funds often sourced from liquidity providers' pooled assets.
Traders must maintain sufficient margin to cover potential losses,
and Perp DEXs enforce strict liquidation thresholds to protect the
protocol. Leverage amplifies both profits and losses, making risk

management critical.



Liquidation (Perp Dex)

The forced closure of a leveraged position when margin falls

below the required level.

Liquidation occurs when a trader's margin balance on a Perp DEX
falls below the maintenance margin requirement due to adverse
price movements, prompting the protocol to automatically close
the position to prevent further losses. For example, on GMX, if a
trader's 20x leveraged position loses enough value that their
margin cannot cover the loss, the smart contract liquidates the
position at the mark price, with remaining funds returned to the

trader.

Liquidation protects the platform's liquidity pool and other traders
from absorbing losses. Some Perp DEXs, like Hyperliquid, use an
insurance fund to cover any shortfall if liquidation cannot be
executed profitably. Traders can avoid liquidation by monitoring

positions, adding margin, or using lower leverage to reduce risk.
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Liquidity Pool (Perp Dex)

A pool of digital assets provided by users to facilitate trading
on a Perp DEX.

A liquidity pool in a Perp DEX is a collection of digital assets,
typically stablecoins or major tokens like ETH, deposited by
liquidity providers to enable trading and leverage for perpetual
swaps. For example, GMX's GLP pool combines assets like BTC,
ETH, and USDC, which traders borrow against for leveraged

positions, with profits and losses settled against the pool.

Liquidity providers earn fees from trading activity and funding
rates but face risks like impermanent loss or losses from
liquidations if the pool cannot cover defaults. Unlike traditional
AMMs, Perp DEX liquidity pools are designed for derivatives
trading, often using smart contracts to manage funds
transparently. Providers can stake or unstake assets, with returns

varying based on market activity and pool performance.
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Long Position

A trade betting on the price increase of a digital asset.

A long position in a Perp DEX is a trade where a trader buys a
perpetual swap contract expecting the price of the underlying
digital asset (e.g., ETH) to rise. For example, on Hyperliquid, a
trader might open a 5x leveraged long position on BTC at
$60,000, profiting if the price rises to $65,000, with gains

amplified by leverage.

Long positions are settled in real-time based on the mark price,
and traders pay or receive funding rates depending on market
balance. If the market moves against the position, the trader risks
liquidation unless they add more margin. Long positions are
popular in bullish markets but require careful risk management

due to volatility.
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Maintenance Margin

The minimum collateral required to keep a leveraged position

open.

Maintenance margin on a Perp DEX is the minimum amount of
collateral a trader must hold in their position to avoid liquidation. It
is typically a percentage of the position's value, lower than the
initial margin. For example, dYdX might require a 5%
maintenance margin for a $10,000 position, meaning the trader

needs at least $500 in collateral to keep the position open.

If the position's value falls due to market movements and the
margin drops below this threshold, the smart contract triggers
liquidation. Traders can add more funds to meet the maintenance
margin and avoid closure. This mechanism ensures the protocol's

stability by preventing undercollateralized positions.
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Margin (Perp Dex)

Collateral deposited to open and maintain leveraged trading

positions.

Margin is the amount of capital (usually in stablecoins or digital
assets) a trader deposits to open a leveraged position on a Perp
DEX. It acts as collateral to cover potential losses and is divided
into initial margin (required to open a position) and maintenance
margin (needed to keep it open). For example, dYdX may require
a 10% initial margin for a 10x leveraged trade, meaning $1,000

controls a $10,000 position.

Margin is held in a smart contract and monitored in real-time. If
the market moves against the trader's position and the margin
falls below the maintenance threshold, the position risks
liquidation. Perp DEXs allow users to add more margin to avoid
liquidation, but unlike centralized platforms, all processes are

transparent and non-custodial.
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Mark Price

The fair market price used for margin calculations and

liquidations to prevent manipulation.

The mark price on a Perp DEX is a calculated price used to
determine position values, margin requirements, and liquidations,
designed to reflect the true market value of a digital asset. Unlike
the spot price, which can be manipulated by large trades, the
mark price often incorporates data from multiple sources, such as
oracles or a time-weighted average of index prices, to ensure
fairness. For instance, dYdX uses a mark price derived from

Chainlink oracles to avoid flash crashes or spikes.

The mark price is critical for real-time position monitoring and
preventing unfair liquidations in volatile markets. It differs from the
index price, which tracks the underlying asset's spot market
value, by smoothing out short-term fluctuations. Traders rely on
the mark price to gauge their position's health and funding rate

calculations.
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Open Interest

The total value of outstanding perpetual swap contracts on a
Perp DEX.

Open interest on a Perp DEX represents the total value or number
of active perpetual swap contracts (both long and short) that have
not been closed or settled. For example, if Hyperliquid has $100
million in open BTC perpetuals, this reflects the market's
exposure to Bitcoin price movements, indicating trading activity

and liquidity.

Open interest is tracked via smart contracts and publicly
viewable, providing insight into market sentiment and potential
volatility. High open interest can signal strong trader confidence or
speculative activity, while a sharp drop might indicate mass
liquidations or reduced interest. It's a key metric for assessing a
Perp DEX's market depth.
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Perp DEX

A perp DEX is a decentralized exchange specializing in
perpetual futures contracts for digital assets, enabling
leveraged, non-expiring trades directly on-chain without

intermediaries.

A perp DEX, or perpetual decentralized exchange, allows users to
trade perpetual futures—derivative contracts without expiration
dates—on blockchain networks, providing leveraged exposure to
digital asset prices while maintaining self-custody of funds. These
platforms use smart contracts to automate order matching,
funding rate settlements, and liquidations, typically via models like
virtual automated market makers (VAMMS) or on-chain order
books. Traders connect wallets like MetaMask or Phantom to
execute trades, avoiding KYC requirements and central custody
risks. Leading examples include Hyperliquid on its own L1 chain,
dYdX on Cosmos-based dYdX Chain, GMX on Arbitrum and
Avalanche, Drift on Solana, and Aster on Hyperliquid, each

offering up to 100x leverage on assets like BTC and ETH.

In 2025, perp DEXs have captured 26% of global perpetual
futures volume, up from 4-6% in mid-2024, driven by enhanced
liquidity and lower fees compared to centralized exchanges
(CEXs). For instance, Hyperliquid dominates with over $15 billion
in daily volume and $10 billion in open interest as of September,
holding 75-80% market share among DEXs, while Aster recently
hit $700 million in 24-hour volume and $390 million TVL. Q1 2025
volumes topped $158 million daily for Hyperliquid alone, with the
sector's monthly volumes reaching $320 billion by July. Funding
rates, paid every 8 hours between long and short positions, keep
contract prices aligned with spot markets, and liquidity providers

earn fees from trades, though risks like oracle failures or smart
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contract exploits persist—dYdX's 2023 front-end hack

underscores the need for audits.

These platforms excel in permissionless access and transparency
but face challenges like network congestion on chains like Solana
and higher slippage during volatility. Adoption surged post-2024
Bitcoin halving, with institutional interest growing; projections
estimate the DEX derivatives market at $3.48 trillion annually by
year-end. Tools like one-click trading and cross-chain swaps, as
in Perp's Nekodex, are improving UX, positioning perp DEXs as

viable CEX alternatives for global traders.
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Perpetual Futures

Also called Perpetual Swap, a derivative contract on a Perp
DEX allowing traders to speculate on digital asset prices

without an expiration date.

Perpetual futures, commonly known as "perps" in the digital asset
space, are futures contracts traded on decentralized exchanges
(Perp DEXSs) like GMX, dYdX, or Hyperliquid, enabling traders to
speculate on the price movements of digital assets such as
Bitcoin or Ethereum without a fixed expiry date. Unlike traditional
futures contracts, which settle at a predetermined date, perpetual
futures allow traders to hold positions indefinitely, provided they
maintain sufficient margin to cover potential losses. These
contracts are settled in real-time, with profits or losses calculated
based on the difference between the entry price and the current
mark price, typically using stablecoins like USDC or USDT for

payouts.

Perpetual futures operate through smart contracts on blockchain
networks, ensuring non-custodial and transparent trading. They
support leverage, often ranging from 5x to 50x, allowing traders to
control larger positions with less capital—for example, a $1,000
margin with 10x leverage controls a $10,000 position on dYdX. To
maintain market balance, perps use funding rates, periodic fees
(e.g., every 1-8 hours) exchanged between long and short traders
to discourage overcrowding on one side. For instance, if more
traders are long on GMX, they pay a funding rate to shorts,
incentivizing market equilibrium. Oracles like Chainlink provide
real-time price feeds to ensure accurate pricing and prevent

manipulation.

The lack of an expiration date makes perpetual futures ideal for

long-term speculation, hedging, or arbitrage, but they carry risks
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like liquidation if the market moves against a position and margin
requirements are not met. As of September 2025, platforms like
Hyperliquid report high trading volumes, with billions in daily perp
trades, highlighting their dominance in decentralized finance
(DeFi) markets. Traders must monitor funding rates, leverage

levels, and market volatility to manage risks effectively.
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Perpetual Swap

Also called Perpetual Futures, a derivative contract allowing
traders to speculate on digital asset prices without an

expiration date.

A perpetual swap is a type of futures contract traded on Perp
DEXs that enables users to bet on the price movement of digital
assets like Bitcoin or Ethereum without a fixed expiry date, unlike
traditional futures. These contracts mimic spot trading but allow
for leverage, meaning traders can control larger positions with
less capital. Settlement occurs in real-time based on the
difference between the entry price and the current market price,

often using stablecoins like USDC for payments.

Perp DEXs like dYdX and GMX facilitate perpetual swaps via
smart contracts, ensuring trustless and non-custodial trading. The
absence of an expiration date makes perpetuals appealing for
long-term speculation or hedging, but they require mechanisms
like funding rates to balance long and short positions and prevent
market skew. Traders must manage risks like liquidation due to

price volatility and margin requirements.
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Short Position

A trade betting on the price decrease of a digital asset.

A short position on a Perp DEX involves selling a perpetual swap
contract with the expectation that the price of the underlying
digital asset (e.g., ETH) will fall. For instance, on GMX, a trader
might open a 10x leveraged short position on BTC at $60,000,
profiting if the price drops to $55,000, with leverage amplifying

returns.

Short positions are subject to funding rates, where shorts pay
longs if the market is skewed toward bearish sentiment. Like long
positions, they face liquidation risks if the market moves upward,
requiring sufficient margin to maintain the position. Shorting is a
common hedging strategy but demands close monitoring in

volatile markets.
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Trading Fee

A fee charged by a Perp DEX for executing trades.

Trading fees on a Perp DEX are charges applied to each trade,
typically a small percentage of the trade's notional value, paid to
the platform or liquidity providers. For instance, GMX might
charge a 0.1% fee on a $10,000 perpetual swap trade, equating
to $10, which is distributed to liquidity providers or the protocol's

treasury.

These fees are transparently set by smart contracts and vary by
platform (e.g., dYdX may charge 0.05% for makers and 0.1% for
takers). Trading fees incentivize liquidity provision and cover
operational costs, but high fees can deter frequent traders. Unlike
centralized exchanges, Perp DEX fees are often lower and more

predictable due to their decentralized nature.
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TWAP (Time-Weighted Average

Price)

An average price calculated over a specific time period to

reduce volatility impact.

TWAP, or Time-Weighted Average Price, is a pricing mechanism
used by Perp DEXs to calculate the average price of a digital
asset over a set time period, smoothing out short-term volatility.
For example, GMX might use a 30-minute TWAP of an oracle-fed
index price to determine the mark price for liquidations or funding
rate calculations, reducing the risk of manipulation from sudden

price spikes.

TWAP is computed by taking periodic price snapshots (e.g., every
minute) and weighting them by time, ensuring a fairer
representation of market conditions. This is particularly useful in
volatile markets, where spot prices can fluctuate rapidly. Perp
DEXs rely on TWAP for critical functions like position valuation

and settlement.
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Virtual AMM (vVAMM)

A mechanism mimicking automated market makers for

perpetual swaps without holding actual assets.

A virtual automated market maker (VAMM) is a pricing mechanism
used by some Perp DEXs, like Perpetual Protocol, to facilitate
perpetual swap trading without requiring a traditional liquidity pool
of paired assets. Instead of holding actual tokens, a vVAMM uses a
mathematical formula (e.g., constant product formula like x*y=Kk)
to determine prices based on virtual token balances, with real

collateral stored in a separate vault, often in stablecoins.

The vVAMM calculates trade prices and funding rates based on the
balance of long and short positions, using oracle price feeds to
anchor prices to the real market. This reduces impermanent loss
for liquidity providers and allows efficient trading. However,
vAMMSs can be complex, and traders must understand slippage

and funding rate impacts when using high leverage.
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