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What Is Market Liquidity in Crypto?

The quiet property that decides whether you can actually sell at the price on your
screen — how to see it before you trade, and why it vanishes exactly when you need
it.
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Market liquidity is how easily an asset can be bought or sold without moving its price. It is
the least glamorous property in all of investing and one of the most consequential, because it
governs the gap between the price you see quoted and the price you actually get. A liquid
market lets you trade a meaningful size at roughly the displayed price; an illiquid one makes
that same trade move the market against you, sometimes severely. In crypto the difference
between the two is wider, changes faster, and matters more than almost anywhere else —
and it is invisible until the moment you try to trade, which is the worst possible moment to

discover it.

AT A GLANCE

WHAT IT IS SEEN IN COST OF LACKING IT

Trading without moving  Spread, depth, and Slippage — a worse fill

price volume

VOLUME = WORST TRAIT CRYPTO TWIST

Depth — a common trap It vanishes under stress Fragmented across
venues
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A definition you can act on

Strip liquidity to its working meaning: it is the ability to convert between an asset and cash
quickly, in size, without materially affecting the price. Three words in that sentence carry the

weight. Quickly — you can find a counterparty now, not eventually. In size — the amount
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you actually hold, not a token trade. And without affecting the price — your own order does

not push the market away from you.

The reason it matters is that every price you see is a price for some quantity, and liquidity
tells you how far that price holds as the quantity grows. A quoted price is a headline;
liquidity is the fine print that says how much of it is real. An asset can show an attractive
price and be nearly impossible to exit at that price in any meaningful amount — and until

you understand liquidity, that distinction is invisible to you.
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The three things you can actually measure

Liquidity is abstract, but it leaves three visible fingerprints, and learning to read them is
most of the skill.

The first is the bid-ask spread — the gap between the highest price a buyer will pay and the
lowest a seller will accept. A narrow spread means buyers and sellers nearly agree, the sign
of a liquid market; a wide one means they do not, and you pay that gap simply to get in and
out. The second is depth — how many orders are stacked at each price level near the current
one. Deep books can absorb a large order with little price movement; thin ones cannot. The
third is volume — how much of the asset has actually traded over a period, a measure of
ongoing activity and interest. The first two describe the market right now; the third
describes it over time. Read together they tell you not just whether a market is liquid, but

whether it is reliably so.
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Slippage: what illiquidity actually costs

The price of poor liquidity has a name: slippage, the difference between the price you
expected and the price you received. It is not a fee anyone charges you — it is the market

itself moving as your order consumes the available liquidity.

The mechanism is worth seeing concretely. A market order fills against the best available
prices in sequence: it takes the cheapest offers first, then the next, then the next, walking up
(or down) the book until the whole order is filled. In a deep market that walk is short and
the average price barely moves. In a thin one the order exhausts the nearby orders quickly
and reaches out to far worse prices, so a single large order can move the market several

percent against itself and fill at an average that bears little resemblance to the quote that



prompted it. This is why the same order can be nearly free in one market and punishingly
expensive in another, and why size and liquidity must always be considered together, never

separately.
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The volume trap

The most common and most costly mistake is treating high volume as proof of liquidity.

They are related but not the same, and conflating them has trapped countless traders.

Volume is a record of what already traded; depth is what is available to trade right now. An
asset can post enormous daily volume through frantic activity and still have a thin order
book at any given instant, so a large order arriving at the wrong moment moves the price
sharply despite the impressive daily figure. The reverse also holds: a market can be quiet yet
deep, ready to absorb size even though little has changed hands lately. Volume tells you a
market has been active; only depth tells you it can take your order now. Worse, reported
volume can be actively misleading — some venues have historically inflated it, so a headline

number is a claim to be checked against the order book, not a guarantee of a clean exit.

Liquidity is like air: invisible and ignored while it is there, and the only thing that
matters the instant it is gone. Every trader eventually learns this in the same expensive

way — by trying to sell when no one is buying.
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Who provides it, and why they can leave

Liquidity does not exist by default. It is supplied — by market makers who continuously post
both bids and offers, earning the spread in exchange for standing ready to trade, and on
decentralised venues by liquidity providers who deposit assets into pools that others trade

against, a mechanism explained in our note on automated market makers.

The crucial point is that this provision is voluntary and conditional. Market makers quote
because it is profitable under normal conditions; when volatility spikes and the risk of being
caught on the wrong side of a fast move rises, they widen their spreads or withdraw entirely
to protect themselves. Liquidity providers can pull their capital from a pool at will. So the

supply of liquidity is thinnest exactly when demand for it is highest — during a crash, when
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everyone wants to sell at once, the people who were making it easy to trade have stepped
back precisely because everyone wants to sell at once. This is not a malfunction. It is the
rational behaviour of the people who supply liquidity, and it is why liquidity is best

understood as a fair-weather feature of a market rather than a fixed property of it.

06
Why crypto liquidity is different

Several features of this market make its liquidity thinner and more fragile than in traditional
finance. The first is fragmentation: the same asset trades on dozens of centralised and
decentralised venues at once, so its total liquidity is scattered rather than pooled. A single
exchange may look thin even when aggregate liquidity across all venues is reasonable, and
moving between those venues carries its own frictions, as our note on crypto settlement

describes.

The second is the enormous range across assets. The largest coins are deeply liquid and
behave like serious markets; the long tail of smaller tokens can be extraordinarily thin,
where a modest order moves the price double digits and a large holder simply cannot exit
without collapsing it. The third is that liquidity here is often quoted in stablecoins rather
than fiat, so the depth of a market is entangled with the health of whatever stablecoin
denominates it — a dependency covered in our note on stablecoin infrastructure. And the
fourth is the round-the-clock, retail-heavy character of the market, which makes its liquidity
more prone to sudden evaporation than venues buffered by institutional market makers and

scheduled hours.
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Why it should shape your decisions

Liquidity is not a spectator statistic; it feeds directly into how you should trade. It is a real,
recurring cost: the spread you cross and the slippage you incur are paid on every entry and
every exit, and on thin assets they can quietly dwarf any exchange fee. It is a hard constraint
on size — a position you can enter cleanly may be one you cannot exit cleanly, so the
liquidity of an asset caps how large a stake you can prudently take in it, a point we develop

in how to build an exit strategy.

It is also a genuine and underrated risk in its own right. An asset can be sound in every

respect and still trap you if its market is too thin to exit when you decide to, which is why
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liquidity belongs in any assessment of a token, not merely its technology or team. The
practical habit that follows is simple: before you buy, look at how you would sell — the
spread, the depth, and whether that depth would survive the day you most want to use it. A
position you can enter but not leave is not an investment. It is a trap with an attractive

quoted price.
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Reading liquidity before you trade

A short routine turns all of this into practice. Look at the bid-ask spread first: a wide one is
an immediate warning. Look at the order book depth around the current price, and mentally
walk your intended size up or down it to estimate the fill you would actually get. Check
volume for consistency over time, not just a single day, and treat any single venue's reported
figure with suspicion. And ask the question that separates the informed from the trapped —

not “can I buy this,” which is nearly always yes, but “can I sell this, in my size, on a bad day.”

Hold one idea above the rest: liquidity is not constant. The comfortable market you bought
into can become the thin one you cannot escape, in the space of a single volatile session,
because the people supplying the liquidity have every incentive to withdraw at once. Plan for
the market you might face on your way out, not the one you see on your way in. Where to

find and cross-check these figures is covered in our note on crypto research tools.

“Go to the ant, thou sluggard; consider her ways, and be wise: which... provideth her

meat in the summer, and gathereth her food in the harvest.”

PROVERBS 6:6-8

Methodology & Sources

This report explains a market concept and how to observe it; it contains no spread, depth,
volume, or slippage figures, and no named assets or venues, all of which vary continuously
and by market — observe them directly on the venue you intend to trade. The definitions
used are standard: liquidity as the ease of trading without material price impact; the bid-ask
spread, order-book depth, and traded volume as its principal observable measures; and
slippage as the difference between expected and executed price arising when an order

consumes available depth. The characterisation of market makers and liquidity providers
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widening spreads or withdrawing during volatility describes ordinary risk-management
behaviour, not a claim about any specific event. The observation that reported volume can
be inflated on some venues reflects a well-documented general concern and names no

venue. The description of crypto liquidity as fragmented, wide-ranging across assets,

frequently stablecoin-denominated, and prone to sudden evaporation is a qualitative

characterisation of typical market structure. Nothing here is a recommendation regarding

any asset, venue, or trade.
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