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This paper analyzes competitive and non-competitive profits of liquidity providers (LPs) in a
concentrated-liquidity automated market. The competitive profit of an LP is influenced by
the strategy of other LPs, resulting in competition among them, while the non-competitive
profit depends solely on an individual LP’s strategy. Our theoretical framework posits that
toxic (resp. non-toxic) order flow brings about the non-competitive (resp. competitive) profit,
generating the tradeoff between the competitiveness of LP profits and order-flow toxicity. By
incorporating this tradeoff, we propose the optimal liquidity-provision strategy and
empirically test our findings using Uniswap data.
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