FOMO and FUD: The Emotional Engines of Crypto
Markets
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Cryptocurrency markets are uniquely susceptible to two psychological
forces that drive irrational behavior: FOMO (Fear of Missing Out) and FUD (Featr,
Uncertainty, and Doubt). Unlike traditional equity markets with circuit breakers
and institutional stabilizers, crypto trades 24/7 with thin liquidity and a retail-heavy
participant base, making it fertile ground for emotion-driven price swings.

How FOMO Inflates Prices
FOMO triggers buying pressure when prices rise sharply and media

coverage intensifies. During Bitcoin's run from roughly $10,000 to nearly $69,000
between late 2020 and November 2021, retail search volume for "buy Bitcoin"
spiked in direct correlation with price peaks — not troughs. Investors entered at or
near all-time highs, driven by social media narratives and fear of being left behind.
The same pattern repeated with Dogecoin in May 2021, when Elon Musk's tweets
sent the token up over 800% in weeks, pulling in buyers who had never
previously held crypto. FOMO-driven rallies tend to overshoot fundamental value
because each price increase validates the fear and draws in the next wave of
buyers.
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How FUD Triggers Selloffs
FUD operates in reverse: negative news — whether accurate or fabricated

— causes panic selling that can collapse prices faster than any fundamental
deterioration would justify. China's repeated crypto ban announcements between
2017 and 2021 each triggered double-digit percentage drops within hours, even
though enforcement was inconsistent and the bans had limited practical effect on
global trading. The collapse of Terra/LUNA in May 2022 spread FUD across the
entire market, wiping roughly $300 billion in total crypto market cap in under two
weeks, as fear of contagion caused holders of unrelated assets to liquidate.
Coordinated FUD campaigns also appear on social platforms, where short-sellers
or competing projects spread unverified claims to drive prices down before
covering positions.

The Feedback Loop Between the Two
FOMO and FUD rarely operate in isolation. A market pumped by FOMO is

fragile: the same participants who bought on excitement sell on the first credible
negative signal, converting FOMO-driven gains into FUD-driven crashes. This
dynamic produces the sharp boom-bust cycles characteristic of crypto — Bitcoin
alone has experienced multiple drawdowns exceeding 80% from peak to trough.
Algorithmic trading bots amplify both forces by executing momentum strategies
that accelerate moves in either direction.

Understanding these mechanisms does not eliminate their influence, but it
does allow investors to recognize when price action is driven by sentiment rather
than fundamentals. Tracking on-chain data, exchange inflows, and funding rates
on perpetual futures contracts provides more reliable signals than social media
sentiment alone.
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