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What Is Hyperliquid?

The perpetuals exchange that put a real order book on its own blockchain — how
the architecture works, where the HYPE token fits, and the governance question its

critics keep returning to.
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Hyperliquid is a decentralised exchange for perpetual futures that runs on its own purpose-
built blockchain. What distinguishes it from most decentralised venues is the trading
mechanism: instead of pricing trades against a liquidity pool, it operates a genuine central
limit order book — bids and asks, matched by an engine, fully on-chain. That single design
decision is why it grew from a niche product into the dominant on-chain perpetuals venue,
and it is the right place to start understanding both what the protocol achieves and what it

has traded away to get there.
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The problem it set out to solve

Decentralised exchanges have historically faced a hard constraint: order books are expensive
to run on-chain. Every order placed, amended, or cancelled is a state change, and on a
general-purpose blockchain that means a transaction, a fee, and a wait. Because active

traders and market makers place and cancel constantly, the economics simply did not work
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— which is why most decentralised venues adopted the automated market maker instead,

pricing trades from a pooled formula that needs no order management at all.

That workaround solved the cost problem and introduced others. Pool-based pricing suits
simple swaps but fits derivatives poorly, and it cannot reproduce what serious traders
expect: resting limit orders, visible depth, and precise execution. Hyperliquid's answer was
to stop trying to fit an exchange onto a general-purpose chain and instead build a chain
whose only real job is running an exchange. The order book is not a contract deployed on

someone else's network; it is the native function of the network itself.
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Two layers, two jobs

The protocol splits into two components with distinct roles. HyperCore is the trading engine
— the order book, the matching, the margin and liquidation logic, built directly into the
chain's state rather than deployed as an application on top of it. This is what allows order

placement and cancellation to be fast and cheap enough for genuine market making.

Alongside it sits HyperEVM, a general-purpose smart-contract environment compatible
with Ethereum tooling, which lets developers build applications that interact with the
trading engine. The intent is that lending markets, structured products, and other protocols
can compose directly against a real order book rather than around it. Whether that
ecosystem matures into something substantial is still an open question — the trading venue
is proven, the surrounding application layer is younger — but the architectural claim is
coherent: specialise the base layer for the thing that must be fast, and provide a general

environment beside it for everything else.
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Why the order book matters

For anyone trading derivatives, the difference is practical rather than ideological. An order
book lets you rest a limit order at a chosen price and wait, which is how you control
execution and avoid paying for immediacy on every trade — the mechanics set out in how
order books work. It shows visible depth, so you can estimate what a given size will actually
cost before committing. And it supports the professional market makers whose continuous

quoting produces tight spreads.
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The result is that a trader accustomed to a centralised exchange finds a familiar
environment, with the custody model inverted: positions are held against assets you control
rather than deposited with a company. That combination — centralised-exchange
ergonomics, self-custodial settlement — is the protocol's core proposition, and it explains
the migration of serious derivatives volume on-chain that had not happened under the pool-

based model.
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HYPE, and a launch without investors

The network's token, HYPE, serves the usual functions: it pays for gas on the chain, it is
staked to secure the network, and holding it confers trading fee benefits. More interesting
than what it does is how it was distributed. Hyperliquid took no venture capital funding, and
a substantial share of the supply was distributed directly to users who had traded on the

platform, in what became one of the more consequential airdrops in the sector's history.

This matters beyond novelty. A protocol with no venture backers has no locked investor
allocations waiting to be sold into retail demand — the structural overhang that has
damaged countless token launches — and the team can point to users rather than funds as
its earliest beneficiaries. The counterweight is that a large portion of total supply remains
outside circulation, so future unlocks and emissions are a real consideration rather than a
settled matter. Protocol revenue is directed substantially toward buying HYPE on the open
market, which ties the token's demand to how much the exchange actually earns — a cleaner
link between usage and token value than most projects can claim, and one worth verifying
against current disclosures rather than taking on trust, in the manner our note on evaluating

a cryptocurrency recommends.

The trade Hyperliquid makes is explicit: it accepts a smaller, more concentrated
validator set than a general-purpose chain in exchange for performance a general-
purpose chain cannot deliver. Whether that is a reasonable bargain depends entirely on

what you were relying on decentralisation to protect.
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HLP: the vault behind the exchange
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One of the protocol's more distinctive components is HLP, a community vault that performs
functions a centralised exchange would keep in-house. Ordinary users deposit assets into it,
and the vault provides market-making liquidity and acts as the backstop that absorbs

positions when traders are liquidated. Depositors share in the resulting profits.

The design democratises a revenue stream normally reserved for professional firms, and it
has generally been profitable. But the risk deserves stating plainly, because it is easy to miss
behind the yield. A liquidation backstop is, by construction, the party that inherits positions
nobody else wants at precisely the moment they are hardest to hold — and that makes it a
predictable target. There have been repeated episodes in which traders engineered positions
in thinly traded markets specifically to force losses onto the vault, including incidents in
2025 and 2026 that prompted real scrutiny of whether passive depositors are adequately
compensated for the tail risk they carry. Anyone treating an HLP deposit as a savings
product has misunderstood it; it is an active market-making exposure with a genuine loss

tail, and the losses arrive in bursts rather than gradually.
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The decentralisation question

Here is the honest critique, and it is the one that recurs. Hyperliquid's chain is secured by a
validator set that is small by the standards of major networks — measured in dozens rather
than the thousands that secure Ethereum or Solana — and a substantial portion of staked
supply has been associated with the foundation and entities close to it. Fewer validators is
part of how the system achieves its speed, so this is a deliberate engineering trade rather

than an oversight, but it has consequences.

A concentrated validator set means the practical capacity to coordinate, censor, or intervene
sits with a small group. For a venue whose entire proposition is that you need not trust a
company, that concentration is the central tension: users hold their own assets, which is a
real improvement over depositing with an exchange, but the network settling those positions
is operated by a set of participants small enough to act in concert. The custody improvement
is genuine and the trust assumption has not disappeared — it has moved, from a company's
balance sheet to a validator set's conduct, a distinction our note on crypto custody is worth

reading alongside.
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When the code was not law
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That tension stopped being theoretical in March 2025. A trader engineered a position in a
thinly traded market designed to inflict heavy losses on the HLP vault as the price was
pushed against it. Facing a substantial hit, validators voted to intervene — delisting the
market and settling positions at a price favourable to the protocol rather than the one the

market was printing. The vote was reportedly unanimous and concluded within minutes.

Reasonable people read this two ways, and both readings are worth holding. The
sympathetic view is that the protocol faced a manipulative attack and acted decisively to
protect thousands of depositors, much as any exchange would. The critical view is that a
venue marketed on the premise that rules execute without human discretion demonstrated,
under pressure, that discretion exists — and that a small group could override live market
pricing in minutes when the outcome went against the house. Further incidents involving
the vault followed in subsequent months. The lesson for a user is not that the protocol is
illegitimate, but that its guarantees are narrower than the marketing implies: your custody is
genuinely yours, and the settlement rules are subject to intervention by people you did not

choose.
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How to weigh it

Hyperliquid is best understood as a genuine engineering achievement with an unresolved
governance question attached. It demonstrated that a fully on-chain order book at

professional speed is buildable, which many considered impractical, and it did so without
selling equity to funds first. Traders get an experience close to a centralised venue without

surrendering custody of their assets, and that is a real advance.

The considerations to hold against it are specific rather than vague: a validator set small
enough that intervention is possible and has occurred; a token whose circulating portion is a
fraction of eventual supply; a backstop vault whose depositors carry a loss tail that
materialises suddenly; and intensifying competition, as the model's success has attracted
well-funded imitators. None of that is disqualifying, and none of it is hypothetical. If you
trade there, size positions on the assumption that leverage and forced liquidation behave as
described in our note on position sizing with leverage on a perps DEX, and treat the
protocol's decentralisation claims as a question to check periodically rather than a settled
fact.

“Prove all things; hold fast that which is good.”
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Methodology & Sources

This report describes a protocol's architecture and design trade-offs as at the date of
publication; it deliberately contains no token price, market capitalisation, fully diluted
valuation, trading volume, market share, fee, or yield figures. That omission is intentional
and worth explaining: published estimates of Hyperliquid's share of perpetuals volume vary
widely between sources depending on whether the denominator is on-chain perpetuals
volume alone or all perpetuals volume including centralised exchanges, and on the
measurement period — figures ranging from the low teens to roughly seventy percent were
in circulation at the time of writing, describing genuinely different quantities. Readers
should consult a primary data source directly and check which denominator it uses.
Structural claims — a purpose-built layer-one running a native on-chain central limit order
book, the separation between the HyperCore trading engine and the HyperEVM smart-
contract environment, HYPE's role in gas, staking and fee benefits, the absence of venture
funding, distribution via airdrop to users, protocol revenue directed toward token buybacks,
and HLP's dual function as market maker and liquidation backstop — reflect the protocol's
own documentation and widely reported accounts. The validator set is characterised as
small relative to major layer-one networks with stake concentrated near the foundation, a
widely reported criticism rather than a precise present-day count. The March 2025
intervention is described as reported: validators voted to delist a manipulated market and
settle positions at a protocol-favourable price; subsequent vault-related incidents are noted
without detail. Protocol parameters, validator composition, and token supply schedules
change; verify against current official documentation before acting. Nothing here is a
recommendation regarding HYPE, the protocol, or any trade, and leveraged trading carries

risk of total loss.
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