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Abstract 

The development of cryptocurrencies and blockchain technologies leads to the 

emergence of new challenges for the regulation of traditional financial organizations 

and securities laws. A great number of various types of cryptoassets emerge year after 

year, each having peculiar characteristics, applications, and functions. Some of these 

tokens serve as means of payment while others work as securities or represent an 

investment note in some particular enterprise. This paper discusses the problem of 

classifying cryptos into securities, commodities, or any other category. 

The paper begins with the explanation of the basic concepts of cryptocurrency, 

blockchain technology, and tokens in the context of their increasing importance for 

modern financial markets. The central legal question discussed in the current study is 

whether the contemporary securities laws are applicable in dealing with these new 

financial products or if more specific solutions are needed. To support the discussion, 

various sources will be used, namely, research and policy papers, and academic and law 

journal articles. These sources include publications made by financial regulatory 

bodies. They demonstrate the existence of many different approaches to crypto tokens' 

nature and classification.  

While the Blockchain and Crypto Market is expanding at a fast pace on a global basis, 

no international standardization of regulation and legal framework exists at present. 

While some states opt for hard regulation in order to avoid any manipulation in the 

crypto world such as crypto-fraud, money laundering, and so forth, others allow scope 

for creativity within business. 

The paper will also touch upon some of the important challenges facing the budding 

crypto market, including investor protection, preventing market fluctuations, and 

financial instability. Considering the Indian scenario, the paper will shed light on how 

the Indian regulatory authorities have approached this crypto market cautiously and step 

by step despite its fast growth. Since India lacks any comprehensive legislation 

concerning this market, the Indian crypto market is growing despite the absence of 

appropriate regulation. 
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This research explores the tensions and conflicting goals between cryptocurrency and 

securities regulation, identifying the underlying causes that drive this conflict. With the 

common aim of containing risk and protecting investors, it is necessary for regulation 

not to stifle the innovative force behind cryptocurrencies, but instead to manage it in a 

balanced way. The paper contributes to an ongoing area of research, highlighting a need 

for regulation that is clear, consistent and forward-looking in tackling the issues 

currently facing the rapidly growing digital finance industry. 

Keywords: Cryptocurrency; Blockchain Technology; Digital Tokens; Securities 

Regulation; Investor Protection; Financial Stability; India Crypto Regulation 
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Chapter 1: Introduction and Conceptual Framework 

 

1.1 Background of Cryptocurrency and Blockchain 

Cryptocurrency has exploded to change the global financial map, within a very short 

timeframe, going from a decentralized experiment in digital money to a more complex 

system encompassing cryptocurrencies, blockchain platforms, Decentralized 

Applications (DApps) and a multitude of other creative instruments1. As the field 

develops and grows, it is putting pressure on established legal frameworks as they 

pertain to the financial marketplace and traditional financial systems2. 

All of this is happening because of blockchain technology, a distributed ledger that 

provides trust in a trustless environment by recording information on a public, digital 

ledger in a secure, transparent and tamper-proof manner without the need of centralised 

middlemen such as banks and financial institutions.3 Using nodes distributed across 

computers worldwide, blockchain transactions are validated through a series of 

complex algorithms and consensual processes before being recorded onto the ledger.4 

As more and more people utilise the technology, it has fundamentally altered the way 

we conceptualise value, storing and transferring it, and is increasingly facilitating peer- 

to-peer, cross-border transactions within a faster, more secure and cheaper framework.5 

Cryptocurrencies that are powered by Blockchain technology are based on 

cryptographic protocols that ensure security to transactions and limit the circulation of 

cryptocurrencies to predefined amounts6. Unlike traditional currencies that are issued 

by Central Banks and managed by governments and their regulatory bodies, these 

cryptocurrencies are independent and not governed by any sovereign government.7 

Over the years, the applications of Blockchain have evolved beyond cryptocurrencies 

and are increasingly used for building and managing smart contracts, Decentralized 

Finance, (DeFi) and other digital assets like collectibles, NFTs etc. that are secured via 

 

 

1 Satoshi Nakamoto, Bitcoin: A Peer-to-Peer Electronic Cash System (2008). 
2 Chris Brummer, Cryptoassets: The Innovative Investor’s Guide to Bitcoin and Beyond (Yale 

University Press 2019). 
3 Primavera De Filippi & Aaron Wright, Blockchain and the Law (Harvard University Press 
2018). 
4 Andreas M. Antonopoulos, Mastering Bitcoin (O’Reilly Media 2017). 
5 World Bank, Distributed Ledger Technology and Financial Inclusion (2017). 
6 Arvind Narayanan et al., Bitcoin and Cryptocurrency Technologies (Princeton University 
Press 2016). 
7 Reserve Bank of India, Report on Currency and Finance (various editions). 
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tokenization.8 The advent of Blockchain has reshaped the way financial markets 

function by incorporating novel options to engage, invest and generate value.9 

1.2 Meaning of Digital Tokens, Securities, and Virtual Currency 

Although cryptocurrency and blockchain assets have become increasingly popular, 

there is still a lot of confusion as to the basic concepts and how they should be used.10 

This is in large part due to the multiple uses of certain words. Some of the most common 

confusing terms are “tokens,” “securities,” and “currencies,” each of which has a 

different meaning within the cryptocurrency and blockchain context. 

Digital tokens are an incredibly broad and diverse class of objects created on a 

blockchain. They can serve different purposes, depending on how a particular token is 

designed to function.11 Some tokens are designed to serve as means of exchange, similar 

to currency, and can be used to make transactions for a variety of goods and services. 

A number of tokens are designed to function as utility tokens, giving holders of the 

token some form of access to a service, a platform, or an application.12 Other tokens are 

more investment-like, giving holders a right to receive profits, holders a right to vote 

on certain matters, or holders a right to future payments. These tokens often closely 

resemble securities under securities law.13 

By its nature, cryptocurrency can be defined as a type of virtual currency. This means 

that it’s a digital currency secured through cryptography. It also exists across a 

decentralized computer network.14 Popular coins like Bitcoin are global and 

decentralized cryptocurrencies used across financial markets but don’t require any 

central intermediaries. However, due to the lack of an agreed-upon definition for 

cryptocurrencies/tokens, many governments regulate them differently. Legal 

definitions for cryptocurrencies may differ based on whether authorities view them as 

securities. 

 

 

 

 

8 European Central Bank, Virtual Currency Schemes (2012). 
9 OECD, Blockchain Policy Centre Report (2020). 
10 Financial Stability Board, Crypto-assets: Work Underway (2018). 
11 SEC, Framework for “Investment Contract” Analysis of Digital Assets (2019). 
12 IOSCO, Issues, Risks and Regulatory Considerations Relating to Crypto-Asset Trading 
Platforms (2020). 
13 SEC v. W.J. Howey Co., 328 U.S. 293 (1946). 
14 FATF, Virtual Assets Guidance (2021). 
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Securities are financial assets that represent some type of ownership or creditor 

relationship, as well as rights to future earnings. As such, they’re heavily regulated.15 

While some tokens may possess qualities that fall under this definition, many others 

don’t, falling into a grey area because of their hybrid nature. 

1.3 Research Problem and Objectives 

The central research problem addressed in this study arises from the Crypto assets are 

becoming more mainstream as coins and tokens take on functionalities similar to 

traditional assets. With this continued overlap between crypto assets and traditional 

assets, a lack of clear regulation exists for these evolving tokens. There is a clash 

between innovation and traditional securities law that needs to be addressed. 

Problem to be Addressed There is currently regulatory ambiguity surrounding the legal 

nature of crypto assets. Specifically, current securities regulations do not apply in a 

clear manner to crypto assets. Because blockchain transactions occur on decentralized 

networks with no central issuing authority, current securities regulations have trouble 

applying to these currencies. Questions on how to apply needed regulations such as 

disclosure, liability, and enforcement still need to be answered. 

The purpose of this paper therefore is twofold. Firstly, to conceptually explain 

cryptocurrencies, blockchain technology and digital tokens with special consideration 

of their economic and functional features. Second this study looks at the problems that 

come with deciding if digital tokens are securities, commodities or something entirely 

different. Third it checks out how different countries are handling this issue and it is 

clear that everyone has their way of doing things and there is no one set of rules that 

everyone follows. 

When it comes to India the study pays attention to the people in charge of making sure 

everything runs smoothly like the Securities and Exchange Board of India and the 

Reserve Bank of India. The thing is India does not have a set of rules for digital tokens, 

which is causing a lot of confusion. This is making people wonder if India is really 

ready to bring assets into its financial system. So this study also wants to figure out if 

the way things are being handled now is good enough to protect investors stop the 

market from being too unpredictable and keep the financial system stable. The study is 

 

15 SEBI Act, 1992; also see Securities Contracts (Regulation) Act, 1956 (India). 
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looking at tokens and how they are handled in India and it wants to know if the current rules, 

for digital tokens are working. 

1.4 Scope and Significance of the Study 

In its analysis, this research tries to establish a relationship between the use of cryptocurrency 

and securities legislation. In order to achieve this objective, data sources such as journals and 

regulatory documents will be utilized to ensure that a comprehensive understanding of the 

subject matter is achieved. In this study, global trends as well as those specific to a particular 

nation will be assessed. This paper will have a specific focus on India. 

What makes this study relevant is the fact that it addresses a current concern within finance. 

Balancing innovation and investor protection while upholding legal integrity has become a 

challenge with the rise of cryptocurrencies and digital assets. Cryptocurrencies and digital 

tokens offer numerous benefits such as improved accessibility increased efficiency and 

fostering innovation in business development. At the same time, however, the potential for 

fraud market manipulation and systemic risks cannot be ignored. The lack of clarity 

concerning the classification of digital assets as well as their regulation poses difficulties for 

those participating in the market. Moreover, it prevents the formation of a stable and 

transparent financial system. Through analyzing different countries' actions and their issues 

concerning this topic, the current research contributes to this discussion. 

India is a rapidly developing nation implementing increasingly many innovations associated 

with financial technologies. The policies of Indian regulators regarding the crypto market will 

influence its future development. The further development of cryptocurrency markets in the 

country requires the creation of a regulation policy allowing innovations but ensuring the 

safety of the consumers. 

Through analyzing existing regulations and their ability to control the use of digital assets, 

this research aims to assess whether we need any changes to the existing system. Through 

achieving this goal, the researcher seeks to develop a coherent, efficient and forward-looking 

approach to crypto regulation, which would take into account global transformations in the 

financial field. This research focuses on cryptocurrencies and digital tokens. 
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Chapter 2: Evolution of Cryptocurrency and Blockchain Technology 

 

2.1 Origin and Development of Cryptocurrency 

The roots of cryptocurrency lie in the long history of computer science and 

cryptography attempting to establish a decentralized digital currency.16 Although the 

idea achieved mainstream notoriety with the creation of Bitcoin in 2008, its origins can 

be traced back many years. Initial forays into digital currencies, like David Chaum's 

"eCash" in the 1980s, and subsequent cryptographic proposals, such as Wei Dai's "b-

money" and Nick Szabo's "bit gold" set the conceptual groundwork for a decentralized 

currency.17 These efforts aimed at overcoming pivotal problems in electronic 

transactions, including the challenge of trust without central authorities. 

The idea found its realization in 2008 with the publication of the white paper "Bitcoin: 

A Peer-to-Peer Electronic Cash System" by an unknown person or group, Satoshi 

Nakamoto.18 This paper proposed a new model for a decentralized currency without the 

need for banks. Bitcoin was then introduced in 2009 as the first implementation of this 

concept. It allowed for secure peer-to-peer payment systems without the need for a 

central authority,19 such as a bank. (MDPI) 

Bitcoin solved one of the fundamental problems of digital currencies (double spending) 

with a distributed ledger system called the blockchain. Peer-to-peer transactions were 

confirmed by network nodes (miners) through a process known as proof-of-work, 

which ensured the uniqueness of each unit of the currency. This development not only 

created trust in a peer-to-peer network but also demonstrated the possibility of a 

stateless currency. 

Bitcoin started out as a curiosity among cryptographers, libertarians, and tech geeks. 

But gradually it became a financial phenomenon. The emergence of cryptocurrency 

exchanges, growing acceptance by merchants, and growing speculation played a role 

in its popularity. By the mid-2010s, Bitcoin had evolved from a niche idea to an asset 

class, and attracted more attention from investors, regulators, and academics. 

 

 

 

16 Arvind Narayanan et al., Bitcoin and Cryptocurrency Technologies (Princeton 2016). 
17 David Chaum, “Blind Signatures for Untraceable Payments” (1983). 
18 Satoshi Nakamoto, Bitcoin: A Peer-to-Peer Electronic Cash System (2008). 
19 Andreas M. Antonopoulos, Mastering Bitcoin (O’Reilly 2017). 
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Bitcoin's success inspired the creation of a variety of other cryptocurrencies, known as 

"altcoins". These alternative cryptocurrencies include Litecoin, Ripple, and Monero, 

and are aimed at overcoming some of the perceived shortcomings of Bitcoin, or to 

provide additional features such as increased privacy, speedier transactions, or 

alternative consensus algorithms.20 This signalled the start of a cryptocurrency 

ecosystem, where experimentation and innovation flourished. 

Furthermore, cryptocurrency development has coincided with socio-economic events, 

such as the 2008 global financial crisis, which led to a loss of confidence in the banking 

system.21 Cryptocurrencies provided a new system that emphasised transparency, 

decentralisation and trust in technology. They also offered a means for low-cost, 

borderless transactions, which added to their utility, especially in areas lacking access 

to conventional banking. 

However, the rise of cryptocurrencies has also brought about considerable challenges. 

Volatility, regulatory ambiguity, and its perceived links to criminal activities have also 

impacted public and policy attitudes. Yet, the ongoing development and adoption of 

cryptocurrencies highlight their adaptability and capacity to transform the financial 

sector.22 

2.2 Growth of Blockchain Technology 

Bitcoin may have brought blockchain technology into the light, but the idea has evolved 

beyond its original use case as a system for digital payments. A blockchain is a 

distributed, decentralized ledger that securely and transparently logs transactions 

between multiple computers. Transactions are organised into a "block" and each block 

is cryptographically linked to the preceding block, creating a chain. This creates a 

transparent, secure and tamper-proof system.23 

The first stage in the development of blockchain, commonly known as "Blockchain 

1.0", primarily centred around cryptocurrencies, particularly Bitcoin. At this point, 

blockchain was mainly seen as a financial innovation for digital currency transactions. 

 

 

 

 

20 Melanie Swan, Blockchain: Blueprint for a New Economy (2015). 
21 International Monetary Fund, Global Financial Stability Report (2009). 
22 World Bank, Distributed Ledger Technology and Financial Inclusion (2017). 
23 Primavera De Filippi & Aaron Wright, Blockchain and the Law (2018). 
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But as the technology was further explored, it became clear that blockchain has 

potential applications across various sectors. 

The advent of Ethereum in 2015 marked a pivotal moment in the development of 

blockchain.24 While Bitcoin was created as a cryptocurrency, Ethereum pioneered the 

idea of smart contracts - automated contracts with specific rules built into the 

blockchain. This development broadened the applications of blockchain technology, 

allowing for the development of decentralized applications (dApps) and other 

automated processes that do not require central authorities. 

Smart contracts represented the move towards what is known as "Blockchain 2.0", with 

enhanced programmability and flexibility. The potential of blockchain was increasingly 

seen not just as a currency but as a transformative technology with applications in areas 

such as supply chain management, health, real estate and governance.25 Transparency 

and verifiability further enhanced its utility in applications that demand trust and 

accountability. 

Since then, blockchain technology has evolved into what is known as "Blockchain 3.0" 

with emphasis on scalability, interoperability and mainstream adoption. Technologies 

like proof-of-stake consensus algorithms, layer-two technologies and interoperability 

protocols seek to overcome the inefficiencies of previous blockchain systems, such as 

energy-intensive mining and low transaction speeds. Such improvements have 

improved the scalability and sustainability of blockchain systems, enabling widespread 

adoption. 

Another factor that has contributed to the expansion of blockchain technology is the 

growing interest from governments and businesses. Companies are increasingly 

experimenting with blockchain technology to streamline processes, cut expenses and 

secure information. Moreover, central banks are exploring Central Bank Digital 

Currencies (CBDCs), demonstrating the growing awareness of blockchain's potential 

to revolutionise banking.26 

However, blockchain technology is not without its challenges, which limit its adoption. 

These range from technical challenges like scalability and interoperability, to regulatory 

 

24 Vitalik Buterin, “Ethereum White Paper” (2015). 
25 OECD, Blockchain Policy Centre Report (2020). 
26 Bank for International Settlements, CBDC Reports (2021). 
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challenges around data privacy and governance. In addition, the decentralized nature of 

blockchain technology may pose challenges related to control and accountability, 

especially in the absence of a central authority. 

However, the ongoing research and development in blockchain technology suggests 

that its future is promising. As it evolves, it is set to become a critical component of the 

future of digital infrastructure and financial services. 

2.3 Expansion from Currency to Token-Based Ecosystems 

The development of cryptocurrency and blockchain technologies has brought about a 

profound shift in the nature of digital assets, from digital currencies to sophisticated 

token economies. Cryptocurrencies in the early days, such as Bitcoin, were mainly 

intended for use as a medium of exchange or store of value. But with the advent of 

programmable blockchains, such as Ethereum, a plethora of digital tokens with 

different utility functions were introduced. 

There are various types of digital tokens, such as payment tokens, utility tokens and 

security tokens.27 Payment tokens, like Bitcoin, are designed for use in transactions and 

payments. Utility tokens are used to access services or platforms in a blockchain 

system, and may be used as a membership or access token. In contrast, security tokens 

represent investment shares and can provide rights to profits, dividends, or voting rights. 

The development of token-based systems has been tied to the advent of Initial Coin 

Offerings (ICOs), which have become a popular way to fund blockchain projects. ICOs 

allowed project creators to issue tokens to investors, sometimes bypassing regulatory 

hurdles typically required in securities offerings.28 This development enabled rapid 

development and innovation, but it also introduced risks, such as scams and investor 

protection. 

In addition to ICOs, the emergence of decentralized finance (DeFi) has also increased 

the use of tokens in finance. DeFi platforms utilize blockchain technology to offer 

decentralized  financial  services  like  lending,  borrowing,  trading  and  asset 

 

 

 

27 IOSCO, Crypto-Asset Trading Platforms Report (2020). 
28 SEC, ICO Enforcement Reports (2017–2020). 
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management.29 Tokens are integral to these platforms, used as collateral, governance 

mechanisms and rewards. 

Another key innovation is the emergence of non-fungible tokens (NFTs), which are 

used to represent unique digital assets and are increasingly being used in art, gaming, 

and intellectual property.30 NFTs are not fungible, meaning they can be used to 

represent ownership of specific digital assets. 

The growth of token economies has added to the intricacy of the crypto ecosystem, and 

has created regulatory challenges. The multifaceted role and attributes of tokens pose 

challenges when trying to fit them into existing regulatory frameworks, especially in 

the realm of securities regulation. This highlights the importance of a flexible regulatory 

strategy. 

2.4 Role of Innovation in Digital Finance 

The advancement of cryptocurrency and blockchain technologies is a testament to the 

power of innovation, which has revolutionized the world of digital finance. Through 

the use of decentralized networks, cryptographic protocols, and programmable 

mechanisms, blockchain has ushered in a new era of financial transactions, asset 

management, and value creation. 

Innovation has made it possible for cryptocurrency and blockchain technologies to 

make strides in the digital finance ecosystem. Decentralized networks, cryptography 

techniques, and programmable mechanisms have transformed the field by allowing 

innovative transactions, asset management and wealth generation. 

Decentralization is arguably the biggest innovation that comes with blockchain 

technology, allowing for transactions to take place in a transparent manner. In doing so, 

blockchain has brought about peer-to-peer financial systems that cut out middle men 

like banks from the process. As such, individuals will no longer be dependent on central 

entities to engage in any form of financial transaction. 

Blockchain technology has disrupted the traditional financial system in many ways and 

DeFi is an illustration. By using blockchain technologies, people can conduct 

transactions such as lending, borrowing and trading through automated systems. The 

 

29 BIS, DeFi Report (2021). 
30 WIPO, Blockchain and IP Report (2020). 
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advantage is that it brings about innovation in the industry, although it creates risk 

management and regulatory challenges. 

Innovations through digital finance have also been facilitated by integration of 

blockchain with other technologies such as artificial intelligence, the Internet of Things 

(IoT), and big data. These emerging technologies could be used to enhance efficiency, 

security, and scalability of the financial systems while expanding the capabilities of the 

blockchain technology. 

While innovations may be viewed positively, there were also uncertainties and 

challenges brought about by them. The development of technology outpaced its 

regulation, posing high chances of misuse as well as other challenges, such as 

cybersecurity threats and flaws in the smart contracts and market manipulation. 

Within the Indian context, innovations through digital finance are closely associated 

with many initiatives towards digitalisation and financial inclusion. An increased 

adoption of cryptocurrency and blockchain reflects an interest in leveraging technology 

to advance the provision of financial services. The challenge lies in the absence of 

regulatory measures. 

To conclude, the role of innovation within the digital economy is one that entails the 

delicate balance between risk and reward. The use of blockchain technology holds the 

promise of revolutionizing the financial world, although its implementation requires 

cautious consideration. 

2.5 Technological Advancements in Consensus Mechanisms 

One of the factors that have played a critical role in the development of cryptocurrencies 

and blockchain technology is the improvement in consensus algorithms. The consensus 

algorithm refers to the protocol that assists nodes on a distributed network in agreeing 

on whether a transaction is valid or not. 

The best-known consensus mechanism, which is also the most original one, is Proof of 

Work, implemented by the first and most popular cryptocurrency - Bitcoin. In PoW, 

nodes called miners compete to find the solution to a complex mathematical puzzle in 

order to mine the block. While PoW can provide great security and decentralization, it 

has often been blamed for excessive energy consumption and lack of scalability. This, 
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along with rising adoption of cryptocurrencies, necessitated a change of consensus 

mechanisms. 

Another such mechanism is Proof of Stake, where nodes designated to mine blocks are 

selected based on how many tokens they own and are ready to stake as collateral. The 

change made by Ethereum from PoW to PoS is regarded as an innovative step forward 

in blockchain technology, demonstrating that more scalable and eco-friendly consensus 

mechanisms are possible. 

Other innovations in consensus mechanisms, like Delegated Proof of Stake (DPoS), 

Proof of Authority (PoA), and hybrid models, have provided additional design 

alternatives in blockchain technology. Such approaches attempt to solve the conflicting 

factors in decentralization, security, and scalability issues, which are referred to as the 

"blockchain trilemma." Each mechanism above is a different approach to solving these 

problems, suggesting an experimental attitude in the realm of blockchain. 

The improvements made on the consensus mechanisms are more than mere 

technological innovation; these also carry significant consequences for the governance, 

regulation, and economics of blockchain networks. One possible downside of proof-of-

stake networks is the potential for centralization and inequality due to the accumulation 

of power in the hands of token holders. However, the use of less energy-consuming 

mechanisms promotes the adoption of blockchain technologies. 

2.6 Emergence of Smart Contracts and Decentralized Applications 

Smart contracts have represented a significant milestone in the development of 

blockchain technology. Smart contracts are computer programs that automatically 

execute the terms of a contract when certain conditions are fulfilled.31 They streamline 

transactions, eliminate the need for third parties, and improve transparency and 

efficiency. 

Ethereum has been instrumental in the success of smart contracts by offering a 

programmable blockchain. This enabled developers to create decentralized applications 

(dApps) that run on a blockchain without a central authority. These apps can be used in 

various industries such as finance, gaming, supply chain and governance. 

 

 

31 Nick Szabo, “Smart Contracts” (1994). 
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Decentralized applications shift focus from client-server architecture to the use of 

distributed architecture, whereby control is distributed across nodes on the network. 

This makes decentralized systems more resilient against failures and removes single 

points of failure. However, the transition creates problems in terms of scalability, user 

interface, and legal concerns. 

Smart contract use poses legal concerns as well, as smart contracts are automatically 

performed by code. There are concerns about enforcement of such smart contracts, and 

their interpretation and liability in case of code issues. Hackers exploiting smart contract 

platforms has led to security concerns about smart contracts that are based only on code. 

Nevertheless, the development of smart contract platforms shows how smart contracts 

play an important role in changing contractual relations. Smart contracts were used to 

broaden the application of blockchain technology into programmable platforms through 

trustless mechanisms. 

2.7 Rise of Decentralized Finance (DeFi) 

Decentralized Finance (DeFi) represents a sophisticated method of using blockchain 

technologies in finance. The key idea behind DeFi projects is to create and improve 

upon existing financial services such as lending, borrowing, asset trading, and fund 

management by means of decentralization and use of smart contracts. 

In contrast to the existing system that relies on intermediation of financial services 

provided by banks and brokers, DeFi makes use of peer-to-peer networks and smart 

contracts, thus removing central authorities from the process and reducing entry barriers 

to the system. 

As such, the emergence and development of DeFi are driven by the desire to create a 

more efficient financial system that offers better opportunities than the current one. One 

way for participants to benefit is yield farming, liquidity provision, and staking, all of 

which comes with certain incentives – in the form of tokens. 

However, the expansion of DeFi faces several obstacles. The lack of regulatory 

measures and complex nature of smart contracts increase the likelihood of fraud, 

cybercrime, and loss of funds. Besides, DeFi itself carries a high degree of speculation. 
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There is another issue with regards to regulating DeFi due to its decentralized nature. 

Regulations are normally created for centralized institutions, and applying the 

regulations to decentralized institutions is not an easy task. As such, there has been 

much discussion about ways of regulating DeFi without destroying its decentralized 

nature. 

2.8 Tokenization of Assets and Real-World Applications 

One of the major advancements in the development of blockchain technology is 

tokenization, which refers to the creation of tokens of real assets on a blockchain 

platform. The process of tokenization ensures that assets such as real estate, stocks, 

commodities, and intellectual property rights can be subdivided into smaller units that 

can be traded easily. 

The use of blockchain technology allows for the creation of digital forms of traditional 

financial instruments such as stocks, bonds, real estate, and other tangible assets in the 

form of tokens. These tokens can be traded freely without any intermediary through 

digital exchange platforms. This process could make it possible for individuals with 

lower financial means to invest in financial markets. 

Apart from financial assets, tokenization can also be applied in various other sectors, 

like supply chain, health care, and digital identification services. For example, 

blockchain technology can be used to monitor the provenance and transit of assets in 

order to ensure transparency and avoid fraud. Blockchain technology is also used in 

digital identity verification and creation of secure identifications. 

There are a number of advantages associated with tokenization; however, there are also 

certain obstacles that must be overcome. Lack of regulatory framework for tokenized 

assets makes it challenging to use tokenized assets in financial markets. Privacy and 

security-related challenges also need to be resolved before any blockchain solution is 

widely accepted. 

2.9 Institutional Adoption and Market Maturation 
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The rise of cryptocurrency and blockchain technology has seen growing institutional 

interest, which has transitioned from innovation to acceptance. Banks, businesses and 

governments have started experimenting with and adopting blockchain technologies.32 

Institutional players have adopted blockchain to increase efficiency, lower costs and 

enhance security. For example, blockchain technology is being applied for international 

payments, trade financing and settlement. These use cases show how blockchain can 

optimise financial processes and minimise the need for intermediaries. 

Institutional acceptance has also helped to create more mature cryptocurrency markets. 

The availability of regulated financial instruments, such as cryptocurrency exchanges, 

futures and exchange-traded funds (ETFs), has enhanced market credibility and 

investors' confidence. This has resulted in enhanced market structure and stability.33 

However, institutional participation has also brought concerns about centralisation and 

manipulation. The dominance of large investors could conflict with the decentralised 

nature of cryptocurrencies and present regulatory challenges. 

2.10 Challenges in Scalability, Security, and Regulation 

Despite the numerous developments, blockchain technology is faced with various 

challenges that may impact its implementation. Scalability is one of the major 

challenges associated with the implementation of the technology. Most blockchain 

implementations cannot scale effectively because of limited capacity when handling 

high transaction volumes. This has been associated with high costs and delays during 

peak times. 

Another major challenge facing the technology includes cybersecurity. The technology 

itself might not be at risk of being hacked since it uses cryptographic algorithms. 

Nevertheless, the application of blockchain through smart contracts may present risks 

of hacking and attacks that would lead to fraudulent activity and financial losses. 

Regulation is also an important consideration when developing cryptocurrency. The 

lack of a clear understanding of the regulatory framework presents challenges for 

 

 

 

 

32 PwC, Global Blockchain Survey (2020). 
33 SEC & CFTC Reports on Crypto Markets (2021). 
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stakeholders. However, strict regulations may discourage innovation and drive 

regulatory arbitrage. 

These problems need to be solved by engaging multiple stakeholders such as 

governments, industries, and academic institutions. The development of protocols, 

security measures, and regulations will be essential for the sustained success of 

blockchain systems. 

2.11 Future Trajectories of Cryptocurrency and Blockchain 

There is little doubt that future trends in cryptocurrency and blockchain technology 

would entail constant innovation, evolving regulation, and further incorporation of 

blockchain into the current financial system. Interoperability of blockchain networks 

and the development of artificial intelligence will be among the key trends of the 

coming period. 

For instance, one of the major trends is certainly going to be CBDCs (Central Bank 

Digital Currencies). They combine the effectiveness of cryptocurrencies with the 

trustworthiness of the government's bank, making them highly promising in terms of 

their potential uses in the future. 

Interoperability refers to the efforts to integrate different blockchain networks through 

special solutions, thus addressing one of the biggest problems associated with 

blockchain networks and making the transactions between networks possible. 

In general, the further development of the technology is going to affect digital finance 

greatly, and it is necessary to make full use of its possibilities while taking into 

consideration the potential risks and threats. 
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Chapter 3: Nature and Classification of Digital Tokens 

 

3.1 Types of Tokens: Payment, Utility, and Security Tokens 

The advancements in blockchain technology have resulted in the creation of various 

types of digital tokens, which play different roles in the cryptocurrency ecosystem.34 

While the first-generation cryptocurrencies, like Bitcoin, were created primarily as a 

means of exchange, today's tokens serve multiple economic, functional, and governance 

purposes. This has led to the categorisation of tokens into various types based on their 

features and purposes. The main categories that have emerged include payment tokens, 

utility tokens and security tokens, though these categories are not always distinct. 

Payment tokens, also known as cryptocurrency (in the narrow sense), are tokens that 

are meant to be used as a means of payment or a store of value.35 These tokens function 

just like other currencies, allowing users to buy and sell goods and services directly. 

The most well-known payment token is Bitcoin, which was created as a peer-to-peer 

currency.36 Other payment tokens include Litecoin and Bitcoin Cash, which aim to 

enhance transaction processing. Payment tokens are backed by market forces, rather 

than by physical assets or government fiat. They are primarily used for payments, but 

are also increasingly being traded as an investment vehicle. 

In contrast, utility tokens are tokens that are used to access particular services or 

products within a blockchain system.37 Such tokens are typically issued by the creators 

of decentralized networks and can be used to access specific services, applications, or 

services within the network. For example, tokens associated with decentralized storage 

networks, gaming systems, or cloud computing platforms. Utility tokens are not 

designed to be investment assets; they are meant to enable a digital economy. Yet, in 

reality, many utility tokens are listed on exchanges, and may be bought and sold in 

anticipation of future appreciation, thus straddling utility and investment. 

Security tokens are the most important category from a legal standpoint, as they 

resemble conventional financial instruments.38 Such tokens represent a share, a debt, or 

 

34 Chris Brummer, Cryptoassets (Yale University Press 2019). 
35 Financial Stability Board, Crypto-Assets Report (2018). 
36 Satoshi Nakamoto, Bitcoin Whitepaper (2008). 
37 IOSCO, Crypto-Asset Trading Platforms Report (2020). 
38 SEC, Framework for Investment Contract Analysis of Digital Assets (2019). 
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a right to future profits, akin to shares, bonds, or derivatives in traditional markets. 

Security tokens are often issued via Security Token Offerings (STOs), which are 

regulated. A key characteristic of security tokens is the expectation of profit from the 

work of others, a notion fundamental to the securities laws in many countries.39 This 

means these tokens may be subject to rigorous disclosure, registration and compliance 

requirements. 

Although there are these broad categories, there are overlaps between different sorts of 

tokens. Tokens often have a combination of payment, utility, and investment attributes. 

A token might be issued as a utility token to raise funds for a project, but subsequently 

be used as an investment token. This blurring of boundaries makes it difficult to classify 

tokens and poses challenges for regulators trying to apply traditional regulatory 

frameworks. 

Beyond the main types of tokens, new types have emerged, such as governance tokens, 

stablecoins and non-fungible tokens (NFTs). Governance tokens give the holder the 

right to vote or have a say in the governance of the decentralized network, indicating 

the evolution of decentralized governance models. Stablecoins aim to provide value 

stability by pegging their value to fiat currencies or other assets, thus minimising price 

fluctuations. NFTs are non-fungible tokens that are unique and can be used in art, 

gaming and intellectual property. 

The variety of token categories reflects the evolving landscape of the crypto market and 

calls for more sophisticated categorisation methods. Instead of rigid classification, it 

might be better to use a functional approach that takes into account the attributes and 

applications of tokens. This is in line with the dynamic nature of blockchain technology 

and offers a more adaptable view of digital assets. 

3.2 Functional Characteristics of Digital Tokens 

Understanding the characteristics of digital tokens is crucial to gaining a deeper 

understanding of their nature. Digital tokens are not defined by their legal structure, as 

conventional financial instruments often are, but rather by their function. This approach 

offers a deeper insight into the nature of tokens and their role in digital systems. 

 

 

 

39 SEC v. W.J. Howey Co., 328 U.S. 293 (1946). 
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A key feature of digital tokens is programmability. Tokens are issued and managed by 

smart contracts, which are programs that automatically execute the rules for creating, 

transferring and using tokens.40 This allows tokens to be programmed to carry out 

sophisticated operations, such as automatic transactions, contractual obligations, and 

governance. Therefore, tokens are not just assets but also programmable systems. 

The second feature is decentralization. Contrary to conventional financial assets that 

are usually issued and managed by central authorities, digital tokens are often issued on 

decentralized networks. This eliminates the need for intermediaries and increases 

transparency by having transactions recorded on a public ledger. But decentralization 

levels vary among tokens and platforms, with some networks being more centralized 

owing to governance, or control over development. 

Another functional attribute is liquidity. Tokens are often exchanged on cryptocurrency 

exchanges, which offer a high level of liquidity relative to other assets. This allows for 

easy buying and selling of tokens, promoting market efficiency. But it can lead to 

greater volatility, with prices reflecting market sentiment, speculation and other factors 

like regulatory changes. 

Interoperability is a nascent feature that describes tokens' ability to communicate with 

other blockchain networks. With the growth in the diversity of blockchain networks, 

interoperability plays an increasingly important role. Cross-chain solutions and 

protocols are designed to facilitate communication between various chains, thereby 

increasing the value and usefulness of tokens. 

The second key characteristic of digital tokens is divisibility. The majority of tokens 

are divisible, enabling fractional ownership and micro-transactions. This feature 

improves accessibility, allowing for market participation with low entry barriers. It also 

enables new applications, like micropayments and decentralised finance (DeFi) 

platforms. 

Scarcity plays a key role in the value of tokens. Cryptocurrencies like Bitcoin have a 

capped supply, which is a source of scarcity and adds to their value proposition as 

assets. However, other tokens could have variable supply, depending on their design 

and purpose. Token value is influenced by the dynamics of supply and demand. 

 

40 Nick Szabo, “Smart Contracts” (1994). 
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In addition to this, tokens are usually used as a means of providing incentives within 

blockchain ecosystems. Tokens are used to motivate people on networks to participate 

in particular actions, such as transaction processing, liquidity provision, and app 

development. This incentivization helps keep the decentralized ecosystem stable. 

However, even though there are some advantages that digital tokens can offer, they are 

accompanied by some disadvantages as well. As they are digital, tokens are vulnerable 

to security threats, technical issues, and even breakdowns. Moreover, tokens can be 

complicated for understanding because of their technical nature. 

To conclude, the operational characteristics of digital tokens indicate their adaptability 

and innovative ability to transform the world of financial transactions. 

Programmability, decentralization, and efficiency of tokens are a new stage compared 

to other financial instruments. Nevertheless, these unique characteristics complicate the 

process of categorizing and regulating them. 

3.3 Legal Classification: Securities vs Commodities vs Digital Assets 

Classification of digital assets or tokens is another complex matter when it comes to 

crypto-regulation. The fact is that a digital token may be classified either as a security 

or commodity, or be considered as a totally different form of property. It may depend 

on several factors which will affect regulations, investment protection, and other 

aspects. 

Traditionally, securities were those financial tools or instruments which represented an 

ownership, debt, or right to participate in profits. They underwent strict securities 

regulations which were designed to protect investors from manipulation, fraud, and 

other unethical and illegal actions and ensure transparency in the market. The securities 

status was often determined by three factors such as the presence of investment of 

money, a common expectation of profit, and dependence on the labor efforts of others. 

There are both pros and cons of regulation of tokens as securities. The advantage of 

such a regulatory model is that there is a possibility to apply the existing legislation 

regarding investments to such types of tokens which work similarly to investments. 

However, globalized character of cryptocurrencies makes it complicated. 

Another potential classification for tokens is commodities. Commodities are generally 

considered goods or raw materials that are tradeable, such as gold, oil, or agricultural 
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products. Certain regulators consider cryptocurrencies, especially those that serve as 

stores of value, to be commodities rather than securities. Such a view highlights their 

tradability rather than their nature as investment contracts. 

Treating tokens as commodities affects regulatory frameworks, as different rules 

typically apply to commodities and securities.41 In certain countries, cryptocurrency 

trading is regulated by commodity regulators, with a focus on areas such as 

manipulation and fraud. But this approach may not account for the complexities of 

digital tokens, especially hybrid tokens. 

A third perspective is to treat digital tokens as a new class of assets that demand new 

regulatory treatment.42 This approach recognises that tokens have distinct features that 

set them apart from conventional financial assets. New regulatory classifications allow 

policymakers to craft regulations that take account of the unique risks and opportunities 

of digital assets. 

The absence of a consistent classification is indicative of the complexity of the 

ecosystem. Various countries have taken different approaches, resulting in regulatory 

inconsistencies. This poses problems for international transactions and opens the door 

to regulatory arbitrage. 

In short, the classification of digital tokens is a work in progress. Regulators need to 

keep pace with technological advancements to ensure regulatory frameworks are 

effective. 

3.4 Conceptual and Legal Challenges in Classification 

There are a number of conceptual and regulatory challenges in the classification of 

digital tokens, arising from their inherent nature and the inadequacy of current 

regulatory frameworks. A major challenge is the nature of tokens, which can be a 

mixture of currency, utility and investment. This blurs the boundaries of existing legal 

classifications. 

The decentralized natue of blockchain technology is another factor. There is often no 

central issuer or authority governing the token, making it difficult to comply with 

regulatory requirements like disclosure and accountability. Decentralization also has 

 

41 U.S. Commodity Futures Trading Commission, Virtual Currency Guidance (2015). 
42 European Commission, MiCA Proposal (2020). 
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implications for jurisdictional issues, with transactions spanning multiple national 

borders. 

The rapid innovation also makes classification challenging. Tokens and applications are 

constantly evolving, leaving regulators struggling to keep up. This results in a rapidly 

shifting landscape where laws need to adapt to the technological landscape. 

Information asymmetry is yet another problem that regulators should address. Investors' 

lack of awareness about the dangers and risks inherent in digital tokens will only 

provide grounds for manipulations and fraudulent actions. Thus, there is a need to 

improve transparency in regulation and protect investors from potential risks. 

Moreover, unclear definitions and terminology contribute to the problem of 

inconsistency. The classification of tokens can differ depending on different 

jurisdictions, which leads to inconsistent regulation. Such inconsistency will only 

confuse market participants. 

That being said, some steps towards the improvement of the classification process can 

already be traced. While some classifications are based on economic aspects of tokens, 

others emphasise their technological features. Perhaps, combining these two 

approaches is what is needed to succeed. 

Therefore, classification of digital tokens involves numerous aspects of legislation and 

technology, and overcoming these difficulties is important in order to establish an 

efficient regulatory framework. 

3.5 Judicial and Regulatory Approaches to Token Classification 

While digital tokens have raised questions about their classification among academics 

and regulators, judicial consideration and enforcement were also inevitable. Different 

jurisdictions have had to interpret how to classify newly-created digital assets using 

existing legal tools, resulting in a wide range of sometimes opposing viewpoints. 

One of the most influential legal concepts that determine whether or not a digital asset 

should be classified as a security relies on the idea that form does not matter as much 

as the substance of an asset. The judges and regulators pay more attention to the essence 

rather than form of a digital token, resulting in the creation of different classification 
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frameworks that take into account such aspects as purpose, expectations of investors, 

and control over the tokens by the developers. 

One common characteristic of court rulings includes investors' protection. In particular, 

when digital tokens are sold as investments and are expected to bring returns, courts 

tend to treat them as securities. Such treatment fits the general scope of the securities 

laws aimed at ensuring transparency and preventing investors from deception. 

Furthermore, regulators have influenced classification through enforcement actions. 

For instance, regulators have issued fines for non-compliance with securities 

regulations when raising funds using tokens. These enforcement activities help market 

participants understand that they will not escape compliance merely because the token 

issuer claims that it is a "utility token" or a decentralized network. 

However, inconsistency has characterized judicial and regulatory responses. Some 

people adopt an orthodox view of securities regulation, while others take a lenient 

attitude towards token classification. This difference is driven by considerations related 

to the law, policy, and technology. 

The last aspect of judicial interpretation is decentralized networks. The decentralized 

nature of the network in which tokens participate makes it difficult for the judiciary to 

identify one party to hold liable. As such, it becomes challenging to apply the existing 

regimes since they were meant for centralized entities. Therefore, some countries have 

started contemplating other ways to deal with tokens. 

To summarize, attitudes towards token classification continue to evolve amid changes 

in the crypto space. Much attention has been paid to developing interpretative methods 

but there are no consistent views internationally. 

3.6 Comparative International Perspectives on Token Classification 

Different jurisdictions classify digital tokens in different ways, reflecting varying 

regulatory philosophies, economic considerations, and legal frameworks.43 An 

overview of approaches taken worldwide offers insights into how nations are 

responding to the challenges of digital assets. 

 

 

 

43 BIS, Global Crypto Regulation Report (2021). 
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Some regulators have used a principles-based approach, which puts emphasis on the 

economic function of the tokens. Under such an approach, tokens are evaluated based 

on their characteristics and functions rather than the technologies underpinning them. 

It gives more leeway and allows for adaptation, as regulatory frameworks can evolve 

along with the technology. 

Some regulators have followed a rule-based approach, where the criteria for 

categorising the tokens into certain groups have been set forth. Although it is a reliable 

method, it may lack adaptability to innovative token structures. It would require 

constant updating, which could prove to be impractical. 

The majority of jurisdictions have implemented custom regulations for digital assets, 

treating them as a separate category from securities and commodities. They may contain 

provisions for licensing service providers, disclosure obligations for issuers, and 

measures to counteract market manipulation. Regulators strive to strike a balance 

between innovation and risk through bespoke regulations. 

On the contrary, some jurisdictions have pursued a stricter policy, imposing restrictions 

or even banning certain activities. Their reasons range from financial stability, capital 

flight, and consumer protection. Despite the reduced risks associated with such policies, 

they may hinder innovation and cause offshore activities. 

The existence of a wide range of different regulations worldwide created challenges for 

firms involved in international activities. The complexity of regulation is faced by those 

companies operating across different jurisdictions. This is problematic as it leads to 

increased transaction costs; however, there is a risk of regulatory arbitrage as well. 

Efforts towards international cooperation and harmonization were implemented. 

International organizations and regulators presented their guidance and principles 

related to regulations concerning digital currencies. However, it is difficult to reach an 

agreement due to differing interests of various countries. 

The analysis provided in the case studies shows that flexible regulation is required to 

address the dynamic nature of digital coins. Despite the absence of a one-size-fits-all 

solution, it is possible to learn from different countries and develop an approach to 

addressing the issue. 

3.7 Economic Implications of Token Classification 
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Classification of digital tokens will have great importance to the economy because it 

may influence the markets and the investing practices, having a number of 

consequences for the emerging market, from how the tokens and the issuers of tokens 

will be regulated by the laws of economics and the investors who drive this economy 

forward. 

The economic consequences of classifying the tokens include issues related to capital 

formation, because the issuance of the tokens as securities will involve certain 

requirements and limitations regarding the registration and compliance, which while 

playing an important role in protecting the interests of the investors, may increase the 

expenses of issuing the tokens and reduce innovation opportunities for the startups and 

other issuers. 

On the contrary, utility tokens and digital assets are less likely to violate the laws and 

require registration and other formalities; therefore, the issuers will be able to conduct 

fundraising more freely. Although this is one of the reasons why the new types of 

fundraising have become popular, at the same time it raises concerns in relation to 

security risks for the investors. 

It is also noteworthy that the classification of securities will affect the way in which 

various tokens are traded in the markets. Securities tokens will not only experience 

some constraints regarding trading but will also face other obstacles to liquidity. 

However, it should also be noted that commodity or digital asset-based tokens will have 

higher liquidity levels and increased volatility compared to securities tokens in their 

respective markets. 

Investors' behavior, which is significant to economic implications in general, could also 

depend on the perception of the token type. Securities, being classified as regulated, 

will appear more credible to investors while tokens being unregulated are more likely 

to attract speculative investors expecting high gains from their investments. 

The classification of blockchain technology will also play an important role in 

innovation and its further implementation since well-defined regulatory rules may 

contribute to investments in new potential applications of the technology. 

Also, the economic ramifications on stability and growth must be taken into account. 

The immense growth seen in the market value of cryptos, despite being rather risky and 
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unstable, may pose some risks, particularly because of their interconnection. It will 

therefore be crucial in addressing these risks that classification and regulation of these 

tokens be carefully taken care of. 

3.8 Role of Disclosure, Transparency, and Investor Protection 

Classification of digital tokens from a legal perspective becomes especially important 

as it provides a chance to make sure that these tools will offer sufficient levels of 

disclosure, transparency, and protection for the investors. These three points are 

essential in any regulatory framework related to the finance industry, and cannot be 

ignored in case of its digitization. 

Requirments to disclosure of information for investments are aimed at providing 

investors with true and fair image of the investment and all its risk and opportunities. 

As far as digital tokens are concerned, the main aspects to be disclosed include projects' 

details, innovations, token rights, and planned usage of raised capital. The more 

information is disclosed, the less chances exist that a sophisticated investor might 

become a target of fraudulent actions. 

Transparency is usually considered as disclosure. In other words, it involves publishing 

of all relevant information on transactions, ownerships, and other aspects of the trading 

process. Indeed, the blockchain technology allows for a rather high level of 

transparency concerning recording, since everyone in a certain platform can access the 

whole chain. However, in order to learn something on the motivations of the issuer or 

a project, additional efforts may be required. 

One critical consideration in the determination whether tokens should be considered 

securities involves the question of investor protection. If these tokens are deemed to be 

securities, regulatory bodies will be able to ensure that the securities laws for fair 

dealing, manipulation of markets, and dispute resolution will be applied to such tokens. 

This is something that will provide investors with the assurance they need to join the 

market. 

It is important, nonetheless, for regulators to achieve balance in terms of transparency 

and privacy. Transparency is essential because it promotes accountability and the 

integrity of advice given. However, it poses concerns about data privacy and 
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confidentiality, leaving regulators under pressure to protect the interest of investors 

without compromising their privacy. 

3.9 Emerging Trends in Token Classification 

With the rapid evolution of the crypto ecosystem, new trends are emerging in relation 

to how tokens are classified and regulated. 

A key development in the present discourse is that the regulatory approach towards 

tokens is less focused on their designation than on the type of actions the token permits. 

There is an increasing focus on action-based regulation in which the token is regulated 

depending on its function. For instance, tokens designed for trading, lending, or raising 

funds can be subject to the regulatory requirements that apply to the respective action 

facilitated by the token. 

A third trend that has become more prevalent in recent times compared to previous 

years is that tokens have hybrid features, and the increasingly sophisticated deliberation 

by regulators whether a hybrid token falls under a certain category of token, or whether 

a flexible approach is needed. 

Token classification does not stop at virtual currencies and securities. The emergence 

of decentralized autonomous organizations (DAOs) that operate solely through 

governance tokens has also inspired commentaries regarding the legal nature of such 

tokens from a liability, governance and regulatory perspective. 

Further, there is an ongoing trend of technological innovation within digital assets, for 

example interoperability or cross-chain solutions. This could require a rethinking of 

how tokens are classified and regulated, particularly in light of their growing potential 

to operate across platforms and borders. 

3.10 Toward a Unified Framework for Token Classification 

Classification of digital tokens has become increasingly complicated and tricky in 

recent times. This guide provides a unifying and logical framework for the classification 

of tokens. Within the guide, we outline the problems and challenges currently faced 

when attempting to classify tokens. The framework suggested is flexible, technology-

agnostic and will work well into the future. 
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A unified system of regulation could incorporate a principles-based approach alongside 

rule-based requirements. In developing the required regulatory framework, 

consideration should be given to more than simply the formal definition of tokens. Their 

economic function, technological and use of purpose all need to be taken into account. 

International co-operation will be important in achieving an effective unified system of 

regulation given the global nature of cryptocurrencies.44 Governments, regulatory 

bodies, and those who operate in the industry all have a role to play in achieving 

common standards across borders. 

Though the categorization of various cryptocurrencies poses its own problems, the final 

objective of a comprehensive regulatory structure is to foster innovation, safeguard 

investors and market integrity, and ensure financial stability. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

44 IMF, Global Financial Stability Report (2022). 
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Chapter 4: Global Regulatory Approaches to Cryptocurrency 

 

4.1 Comparative Analysis of Different Countries 

Unlike other financial products, whose regulations are mostly uniform across several 

jurisdictions, cryptos are decentralised and borderless, rendering their regulation very 

challenging. As a result, different nations have employed a wide array of regulatory 

mechanisms driven by divergent economic goals, regulatory regimes, technological 

capabilities, and risk management approaches. 

To illustrate, certain regulators have been proactive in developing unique systems for 

regulating virtual currencies. Such attempts aim at providing guidelines on how virtual 

coins should be regulated, specifying licensing requirements for relevant service 

providers, and harmonising jurisdictional practices in line with regulatory principles 

governing securities. Regulators who adopt this approach expect to foster innovations, 

encourage investments, and facilitate the growth of businesses involved in blockchain 

technology. 

On the other hand, certain nations have pursued a risk-averse or reactive strategy, 

focusing more on managing potential risks associated with cryptocurrency transactions. 

In this case, regulatory measures tend to be sporadic with each regulator concentrating 

on a particular aspect of crypto operations such as taxes, money laundering, and 

protecting consumers' interests. 

The third jurisdiction is made up of countries which have employed strict regulations 

or bans on certain forms of cryptocurrency activities within their borders. Strict 

regulations or bans have been put into place out of fear of financial instability, loss of 

capital, or fear of involvement in money laundering activities among others. These 

regulations will provide temporary solutions to the mentioned problems but can also be 

detrimental to technology and the development of the cryptocurrency ecosystem. 

Regulatory frameworks also show how some jurisdictions focus on innovations while 

others choose to mitigate risks. Innovation-oriented jurisdictions might go for dynamic 

regulatory frameworks. On the other hand, mitigating risks involves the implementation 

of stricter regulations. Both choices will affect the global cryptocurrency scenario in a 

major way. The comparison analysis of different jurisdictions shows the extent to which 

each has innovated to protect investors. 
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There are differences in how digital tokens are classified as well. Some jurisdictions 

classify digital tokens as commodities, some classify them as securities while others 

classify them as a third category of digital assets. This difference creates complications 

because, at times, the same digital token can fall into two categories, i.e., a security in 

one jurisdiction and a utility. 

Moreover, the sophistication level of regulations also varies. Countries that are well-

developed in terms of their financial infrastructure and systems would certainly have 

developed regulatory structures compared to countries that are emerging and may be in 

the process of formulating their regulatory policies. 

To conclude, the comparative review has indicated that there is no standardization 

regarding the regulation of cryptocurrencies. While there are similarities among 

countries, such as in the case of anti-money laundering regulations, it is also evident 

that there are significant differences in the way they categorize and regulate 

cryptocurrencies. 

4.2 Strict vs Flexible Regulatory Frameworks 

The cryptocurrency regulatory policies that exist globally could be grouped into strict 

and flexible approaches, both of which employ their own strategy for balancing 

innovation and risks. The two viewpoints are essential when analysing how countries 

cope with the problems posed by cryptocurrencies. 

Strict regulatory frameworks usually involve comprehensive regulation, compliance 

and enforcement. They could comprise specific definition of digital assets, requirement 

of license for service providers and rigorous enforcement and oversight. In some cases, 

restrictions such as banning particular activities like coin issuance or trading might be 

applied in order to minimise risks associated with fraudulent practices. 

There are some benefits of adopting strict regulatory frameworks. Investor safety is one 

of them. With the help of stringent regulatory mechanisms, potential frauds could be 

avoided thus ensuring market integrity. It is important to remember that 

cryptocurrencies, being largely unregulated until now, were associated with investor 

risks. 

Rigorous regulatory standards, however, have several disadvantages. High regulatory 

burden can impede innovation and prevent newcomers from entering the market. 
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Smaller companies and new startups may find compliance harder, which could cause 

market concentration. Strict regulations can lead to a situation when crypto activities 

move to different jurisdictions with friendlier regulations. 

Regulatory flexibility, on the other hand, implies an innovative approach that prioritizes 

development and agility. Flexible regulatory systems can follow certain principles 

rather than being strictly prescriptive. The regulator can set general principles of 

behavior and allow some regulatory flexibility. Regulatory sandboxes could be 

employed for experimentation purposes in a controlled environment. 

The advantage of flexible regulatory systems is in promoting innovation and adapting 

to the dynamic world of blockchains. Entry barriers reduction promotes development 

of new crypto products and services. Flexibility allows regulatory authorities to learn 

from real-life examples and adjust to changes in the industry. 

There are, however, several disadvantages of flexible regulatory policies. Lack of rigid 

rules can create ambiguity among market participants, thus hurting potential investors. 

Absence of regulations may become a source of fraud and abuse in the worst-case 

scenarios. 

It is clear that the choice between these two regulatory models should not be seen only 

as black and white because many countries opt for hybrid regulation. That means that 

the regulatory body can have stricter regulations regarding such issues as token sale and 

more relaxed policies when it comes to some other aspects of the development of 

blockchain technologies. 

All things considered, one needs to understand that the right regulatory framework 

should be adaptive enough to respond to new circumstances that emerge within the 

context of digital assets. Each of the models has its pros and cons. 

4.3 Regulatory Arbitrage and Jurisdictional Challenges 

The decentralised approach to cryptocurrency regulation has resulted in regulatory 

arbitrage, in which market players take advantage of regulatory discrepancies between 

jurisdictions.45 This happens when firms prefer to operate in jurisdictions with more 

 

 

 

45 Bank for International Settlements, Annual Economic Report (2022). 
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permissive regulatory environments, typically to reduce regulatory burden or escape 

tough regulatory scrutiny. 

The decentralisation aspect of the blockchain technology plays into regulatory 

arbitrage. Transactions on the crypto market do not require geographical boundaries, 

meaning that people can conduct their activities freely throughout the globe. As a 

consequence, regulatory agencies find it hard to manage and apply domestic laws and 

regulations. 

One of the problems associated with regulatory arbitrage is the imbalance between risks 

and benefits. Jurisdictions that provide fewer regulations may attract investments and 

innovations; however, those may become a place for conducting financial crimes. 

Alternatively, jurisdictions with stronger regulations might see investments lost and 

become disadvantaged while offering better conditions for investors. 

One of the jurisdiction-related issues lies within varying interpretations and approaches 

of the legal framework. As was already stated, digital tokens are defined differently in 

different jurisdictions. Therefore, the same issue can be faced with several distinct 

regulations. 

There are enforcement difficulties due to the cross-border nature of some breaches. 

Cases in which the violation takes place in one jurisdiction but includes companies from 

another jurisdiction could be difficult to investigate and address because of legal 

differences, enforcement goals, and capabilities. 

In order to overcome these challenges, some countries have attempted to strengthen the 

process of regulating international transactions through such practices as establishing 

international standards that should be adhered to by the exchange houses, and sharing 

information between regulatory bodies. However, sometimes such attempts prove 

ineffective in eradicating regulatory arbitrage. 

The ongoing presence of regulatory arbitrage indicates the importance of increasing 

harmonization. Without proper harmonization, regulatory arbitrage will persist and 

undermine national regulatory structures. 

4.4 Role of International Coordination 
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Due to the international character of crypto markets, coordination at an international 

level must be sought to implement regulation. Regulating the usage of digital currencies 

cannot be done independently since transactions and activities span across multiple 

nations and parties. 

Various regulatory authorities and international institutions have attempted to promote 

coordination and converge regulatory efforts. They attempt to harmonise regulations, 

coordinate and resolve jurisdictional problems. The core concerns revolve around anti-

money laundering policies, investor protection and market integrity. 

One of the major benefits of coordinated action is harmonisation of regulatory 

standards. It allows creating a uniform playing field for market participants, 

streamlining cross-border transactions and eliminating regulatory arbitrage possibilities 

through reducing discrepancies between national regulatory frameworks. 

Coordination also requires exchanging information. By doing so, authorities can 

cooperate in their information gathering, conducting investigations and sharing 

knowledge. It allows fighting illegal activities and ensuring compliance with 

regulations. 

However, there exist several challenges to successful coordination. Legal differences, 

varying economic interests and different political agendas might hinder this process. 

Some countries might place more emphasis on promoting innovation whereas others 

will prioritise mitigating risks. 

But collaboration is key. With the expansion of the crypto sector, there is a need for 

coordinated regulation to ensure harmonization. This will help nations create a safer 

platform for the digital asset economy. 

4.5 Country-Wise Regulatory Models: Developed and Emerging Economies 

For one to get a proper understanding of regulations for cryptocurrencies on an 

international scale, it would be best to look at regulatory measures put in place by 

various countries in the world. Regulative measures applied by developed countries and 

emerging economies show some major differences based on legal culture, market 

characteristics, and regulatory aims. 
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Developed countries are known to apply a structured manner of regulating 

cryptocurrency operations. They use classifications, regulation and supervision of 

institutions and risk-oriented compliance. The priorities in such countries include 

consumer protection, taxation, money laundering, and licencing of exchanges and 

intermediaries. The ability to regulate cryptos within established financial frameworks 

is enabled through their advanced financial systems. 

In contrast, emerging economies adopt a cautious approach towards the regulation of 

crypto. This is because of the fear of capital flight, sovereignty issues, consumer 

vulnerability and institutional capacity issues. Cryptocurrencies being not linked to 

national currencies, regulators in emerging economies usually view them from a 

financial or monetary stability point of view. 

There are other countries where cryptocurrencies can be traded, but only by individuals 

and not institutions. Other countries that have set regulations for cryptocurrency 

exchange have failed to address the issue of tokens. In some countries, there are laws 

governing tax before the regulation of cryptocurrencies is addressed. 

The split between developed and developing economies also speaks volumes about the 

technical capacity. Jurisdictions with a sophisticated fintech infrastructure and capacity 

are more likely to be innovation-friendly, while those developing digital financial 

services might take a more cautious approach. 

A comparative analysis also shows that some countries differentiate between private 

cryptocurrency and digital currency central bank. This is pertinent given that many 

central banks are considering digital currencies. 

The diverse approaches also show that policy is "activity-based" rather than "asset-

based". Rather than regulate "cryptocurrency" per se, countries are looking at activities, 

such as trading, custody, issuance, payments, and investment services. 

4.6 Prohibition-Based vs Recognition-Based Regulatory Systems 

The world can be divided into two types of regulatory approaches: prohibition-based 

and recognition-based. 

Prohibition-based systems are those in which regulators either prohibit cryptocurrency 

activities altogether or place so many restrictions on the practice that it is impossible. 



 

TLL Volume II Issue II (April-June 2026)  ISSN (O) 3108-2416 

339 | P a g e   

These systems are typically motivated by concerns about capital controls, money 

laundering and terrorism financing, investor fraud and risk to central bank sovereignty. 

Often these systems ban one or more of the following: 

 

trading platforms, 

 

exchange services, 

 

token offerings, 

 

banking for cryptocurrency companies, 

 

creation of cryptocurrency as a legal tender. 

 

The motives for prohibition are often to maintain national monetary sovereignty and 

avoid systemic risk. This approach may be driven by a belief that cryptocurrencies are 

alternate financial systems that can undermine state sovereignty over currency and 

payment systems. 

However, a ban does not imply an absolute ban on cryptocurrency activities. Instead, 

such measures tend to push activities into secrecy and make them more difficult to 

regulate. As a result, shadow markets may emerge, which could prove hard to track. 

The difference between the two is that recognition-based measures recognise the 

existence of cryptocurrency and integrate them into law. While these countries do not 

necessarily support cryptocurrency, they acknowledge the necessity of regulating it. 

Examples of recognition-based measures are: 

             registration requirements, 

 

licensing norms, 

 

disclosure obligations, 

 

consumer protection standards, 

 

taxation rules. 

 

The benefit of recognition-based regulatory systems is that they can create certainty 

while fostering innovation. Acknowledgment of the crypto market also allows 

regulation of the risk factors while facilitating economic activity. 
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Countries are gradually moving from the restrictive approach toward an 

acknowledgment approach, particularly since crypto markets are becoming more 

intertwined with conventional financial markets. 

4.7 Impact of Global Regulation on Innovation and Investment Flows 

The global innovation and investment dynamics within the crypto industry will be 

influenced by the regulations in place. A regulatory regime that exhibits certainty and 

predictability could become a hub for innovation of blockchain technology, attracting 

both entrepreneurs and investors. 

Digital finance innovation is highly susceptible to regulatory risks. Developers and 

investors require a certain level of regulatory clarity to develop innovative products and 

services, incur compliance costs, and assess regulatory risks. Conversely, regulatory 

uncertainty could lead to risk aversion among market players, thus hindering 

innovation. 

Licensing jurisdictions may witness a surge in: 

 

a) blockchain startups, 

 

b) token issuance platforms, 

 

c) decentralized finance infrastructure, 

 

d) institutional crypto services. 

 

Alternatively, over-regulation can have a chilling effect on innovation through undue 

regulatory burden. For example, startups may face challenges in dealing with legal 

compliance costs related to licensing, disclosure and reporting. 

The jurisdictional mobility of the cryptocurrency industry show the economic effects 

of regulatory differences. Businesses may opt for a jurisdiction that offers certainty and 

flexibility.46 

This is not just true for firms, but also investors. Institutions - such as venture funds and 

asset managers - prefer markets where risks associated with regulation are lower. 

 

 

 

 

46 World Economic Forum, Global Blockchain Survey (2020). 
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As such, regulation is a crucial factor in global investment location in the crypto 

industry. 

4.8 Cross-Border Enforcement and Transnational Legal Challenges 

Such issues emphasize the immediate need for an international legal framework. 

 

Global implementation is one of the main challenges in regulating cryptocurrencies. As 

transactions through blockchain technology have a global dimension, national laws 

struggle with the issue of jurisdiction. 

The transaction can include: 

 

a) an issuer from one country, 

 

b) an exchange in another, 

 

c) several investors in different countries, 

 

d) servers located elsewhere. 

 

This raises issues as to which law, jurisdiction and forum will apply to enforcement and 

dispute resolution. 

The problem that comes with this is the territoriality of the law against the non-

territoriality of the blockchain networks. 

There will be collaboration on the part of regulators when there is trans-border fraud in 

token offerings. However, different interpretations and standards of enforcement may 

hinder a successful intervention. 

Another problem will arise from jurisdiction. In some jurisdictions, the tokens will 

qualify as a security, while in others, they will be regarded as a commodity or any other 

type of digital asset. This can be a problem for the international investor. 

Cross-jurisdictional decentralized platforms will be problematic because there will be 

no centralized body to hold accountable. 

4.9 Role of Soft Law, Guidelines, and International Standards 

Apart from formal legislative measures, soft law methods have become more prominent 

as a means for regulating cryptocurrencies. 
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Soft law approaches have increasingly been employed to regulate cryptocurrencies, 

apart from formal laws. 

Soft law includes: 

 

a) policy papers, 

 

b) advisory circulars, 

 

c) regulatory guidelines, 

 

d) best-practice standards, 

 

e) supervisory notices. 

 

This sort of regulation brings flexibility, enabling regulators to be one step ahead of 

technological advancements. 

Considering that technological advancement in cryptocurrencies is very fast-paced, soft 

law will come before hard law. 

The standard setters in the global sphere can also contribute significantly towards 

international regulation. 

These guidelines could form the basis for national guidelines, particularly concerning 

money laundering and consumer protection. 

It is important to point out that soft law is essential when regulating cryptocurrencies 

because it is flexible yet still provides regulatory oversight. 

The fact that soft laws are nonbinding can create uncertainty regarding legal 

obligations. 

4.10 Movement Toward Global Harmonization 

Harmonization is one of the prevailing trends in cryptocurrency regulation today. 

 

The global process of harmonization means the development of identical legal norms 

and standards of regulation. 

It is required because of: 

 

a) cross-border transactions, 

 

b) regulatory arbitrage, 
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c) inconsistent classification, 

 

d) enforcement difficulties. 

 

Harmonization doesn't necessarily mean that laws are the same. It occurs when there is 

convergence around key regulatory principles. 

These principles may include: 

 

investor protection, 

 

market integrity, 

 

transparency, 

 

AML compliance, 

 

prudential safeguards. 

 

There has also been a trend towards regional regulatory co-operation. Countries are 

working together to achieve harmonization. 

This increases legal certainty and ease of compliance for international players. 

 

But, full harmonization is challenging given legal, political and economic differences. 

 

4.11 Future of Global Crypto Regulation 

Five characteristics can be observed in future global regulation of cryptocurrencies: 

 

(i) Function-based regulation 

 

Functions will take priority over the classification of tokens. 

 

(iii) Combinatory Regulation 

 

Combination of securities regulation, consumer protection, and fintech regulation. 

 

(iii) Increased International Cooperation 

 

Increased cooperation for enforcement and standard-setting purposes. 

 

(iv) Traditional Finance 

 

Increasing institutional participation will cause cryptocurrency regulation to align with 

finance regulation. 
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(v) Specific Law-making 

 

Laws specifically dealing with cryptocurrencies, and not merely an application of 

existing securities laws. This means that cryptocurrency regulation may be shifting 

from a "test and learn" approach to a more structured form. 
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Chapter 5: Analysis, Findings, and Conclusion 

 

5.1 Evaluation of Existing Regulatory Frameworks 

The above chapters have explored the history of cryptocurrency, the categorization of 

digital tokens, and the regulatory frameworks adopted by different jurisdictions, which 

include India. This part aims to critically review these current frameworks to determine 

how effective they are in responding to the issues presented by digital assets. 

To begin with, it is obvious that most of the regulatory frameworks both internationally 

and in India have not been created but modified using the existing financial 

regulations.47 In particular, securities regulation has been expanded to encompass some 

types of digital token types depending on the nature of the investment to which the 

digital token pertains. This is an example of a highly pragmatic approach aimed at 

introducing established legal rules into innovative technologies. Nevertheless, this 

initiative is hampered by the basic distinction between conventional securities and 

digital currencies. 

One of the strengths of existing approaches lies in their emphasis on protecting the 

investor. Regulators hope to promote transparency, accountability and fair practices, 

through the application of securities laws to tokens whose characteristics resemble 

those of investments.48 It provides for greater safety in the trading environment. This is 

even more important in case of cryptocurrencies, where there is a high risk of fraud and 

deception. 

It is good to see how the increasing awareness about the need to regulate is becoming 

apparent. The move towards structured regulation as opposed to initial scepticism or 

prohibition has been a cross-jurisdiction trend.49 The point here is the realization of the 

significance of digital assets for the financial aspect and how they can be integrated 

within the existing financial framework. The emergence of licensing, taxation, and 

other measures shows that the process of formalization of the crypto ecosystem is 

currently going on. 

 

47 Financial Action Task Force, Virtual Assets and Virtual Asset Service Providers (FATF 
2019). 
48 International Organization of Securities Commissions, Objectives and Principles of 
Securities Regulation (2017). 
49 G20, Crypto-Asset Policy Developments (2020). 
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However, these systems also have very serious downsides. The one is the lack of 

standardization in terms of classification. Digital tokens are also regulated depending 

on jurisdiction as a security, commodity, or asset – which makes regulation of digital 

tokens very inconsistent. Such an approach creates uncertainty among market players 

and complicates international transactions. Moreover, conventional regulatory 

paradigms are in many cases ill-adapted to the decentralized features of the blockchain 

technology.50 Laws relating to securities are meant to facilitate the functioning of 

centralized systems, whereby there can be an identification of both issuers and 

intermediaries. On the contrary, most blockchain applications operate using 

decentralized systems, whereby responsibility is divided among the parties involved. 

This creates challenges in adhering to traditional regulatory requirements, including 

disclosure and reporting. 

The second limitation is the nature of regulation as being reactive. Regulatory actions 

have often been taken in response to the market developments or crises but not due to 

proactive planning.51 This gap could result in inadequate supervision of the risks that 

make them come to fruition before any measures are taken against them. 

The analysis done with the Indian scenario reveals the same results. While the measures 

have been taken care of in terms of taxation and policies, the inadequacy of the legal 

framework leaves room for ambiguities. The combination of the regulatory precautions 

and market growth emphasizes the necessity of a proper course of action. 

In conclusion, the analysis done shows that while the current approaches provide a basis 

for regulating cryptocurrencies, they are not ready to handle the intricacies of the crypto 

world. 

5.2  Identification of Gaps and Challenges 

From the discussion on the present regulatory models, this part will present the major 

weaknesses that hinder efficient crypto asset regulation. This is due to the constraints 

existing within the legal model as well as the nature of crypto assets themselves. Among 

the biggest gaps, there is the absence of the clear division into legal categories.52 A 

standard definition of digital tokens is not currently established; hence, there is no 

 

50 World Economic Forum, Cryptocurrency and Blockchain Governance (2021). 
51 Bank for International Settlements, Annual Economic Report (2022). 
52 OECD, Crypto-Asset Reporting Framework (2022). 
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consensus on how they should be regulated under the law. It is not only applicable in 

the context of regulatory oversight, but it also applies to the process of taxation, 

enforcement, and protection of investors. In the absence of clear guidelines, there will 

be uncertainty among the market players regarding their legal obligations. 

Another significant issue is the fragmentation of regulations. It is important to 

emphasize that the regulation of cryptocurrencies in different regions has been handled 

diversely, and it is not unique to the regulation of cryptocurrencies. This lack of 

coordination leads to inconsistencies and loopholes that might be exploited by the 

market players. 

Decentralization is another major issue that presents challenges to the traditional 

methods of regulation. Decentralized systems do not have a centralized institution for 

the issuance and control of tokens. Hence, it becomes difficult to assign culpability and 

ensure compliance. The existing laws that rely on identifiable organizations cannot 

adequately regulate this distributed system. 

Another obstacle is technological complexity. Blockchain technology, smart contracts, 

and decentralized finance networks are sophisticated tools that may be difficult for 

regulators to understand. This may become a hindrance to effective policymaking and 

enforcement of rules. 

Investor protection remains another unresolved issue. Despite efforts made by 

regulatory bodies, many cryptocurrency markets are operating without adequate levels 

of transparency and disclosure. Investors are susceptible to fraud, scams, and market 

manipulations. This is exacerbated by the lack of uniform protection measures to 

safeguard the population. 

Market volatility also poses significant challenges. The unpredictable nature of the 

cryptocurrency market is a threat to stability and may expose investors to greater 

financial risks. This poses obstacles to the integration of digital assets into mainstream 

finance. 

Issues surrounding enforcement also highlight the limitations of existing regulations. 

The cross-border nature of cryptocurrencies makes it hard to enforce regulations and 

coordinate efforts. The absence of intermediaries and anonymity makes enforcement a 

complex process. 
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In the case of India, the challenges get magnified with regulatory uncertainty and 

fragmentation of institutions. In other words, there is no uniform policy approach or 

direction that could act as additional hurdles to regulation. 

In conclusion, the recognition of challenges highlights the necessity for creative and 

dynamic regulatory approaches. The requirement to tackle the above-mentioned 

problems is crucial for the sustainability of the crypto system. 

5.3 Need for Reforms or New Regulatory Models 

The limitations of the existing models, as highlighted above, as well as the issues that 

have been raised, indicate that changes or even an entirely different model is required. 

The following section will discuss the need for such changes and the values to which 

the reforms should subscribe. 

The incompatibility between the features of digital assets and the traditional legal 

frameworks can be regarded as one of the most significant reasons that necessitate 

reform.53 Existing laws are aimed at a centralized model of the world economy and, 

therefore, may turn out not to be effective enough when dealing with decentralized and 

evolving nature of cryptocurrencies. Thus, there is a need to create such models that 

would be relevant to technologies. 

Flexibility is considered to be an important principle of reform. Regulation models 

should be able to adapt to changes in the technological environment and other factors. 

Otherwise, outdated measures will prove to be ineffective and unable to address 

emerging challenges. 

Another useful principle in the field of regulation is technology neutrality. It is critical 

to have an economic focus when regulating activities but not particular technologies in 

order for comparable actions to be regulated by identical measures despite the type of 

technologies they use. 

Finally, an increasingly popular trend in regulation is associated with activity-based 

measures. For instance, rather than distinguishing between hard and soft tokens, 

regulators will take into account the actions that can be associated with these assets, 

such as trading, lending, etc. 

 

 

53 IMF, Crypto Regulation Needs (2023). 
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It would also be wise to pay attention to international coordination in relation to 

reforms. Due to the international nature of cryptocurrencies, national systems are not 

going to suffice. To reduce fragmentation, harmonization of standards and fostering 

cooperation between the jurisdictions should be encouraged to increase regulatory 

effectiveness. 

This is especially true of India. It is crucial to develop a complex structure that covers 

classification, taxation, and protection of investors in order to provide clarity and 

contribute to growth.54 Such a system will require collaboration between different 

regulatory bodies and communication with the stakeholder group. 

Lastly, the reform seeks to put in place a regulatory regime that will foster innovation 

and risk management. By adopting a proactive and dynamic approach, regulatory 

bodies are better positioned to handle the challenges that come with digital currencies 

and exploit their advantages. 

5.4 Recommendations - Structural and Legal Reforms 

Conclusion based on findings in this study reveals a number of suggestions which can 

help improve the current state of cryptocurrency regulation. This sub-section will focus 

on the recommendations regarding structural legal reforms only. 

As earlier noted, there is need for some clarity in terms of the classification of digital 

tokens since this will help improve on the regulatory mechanisms. With the introduction 

of legislation which clearly defines digital tokens based on their economic functions, it 

will be easier to limit ambiguities. Regulatory bodies can design systemic laws which 

tackle cryptocurrencies in general while making distinctions between various aspects 

of those tokens. 

Regulatory bodies can introduce laws covering other aspects of cryptocurrency 

regulation such as taxations, investor protection, and general market conduct. 

These frameworks should provide clear rules to the market players and follow a 

standard pattern in case of violations. 

Thirdly, improved coordination within institutional frameworks is necessary. In the case 

of India, this requires cooperation between financial regulators, governmental agencies, 

 

54 NITI Aayog, Blockchain Strategy (2021). 
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and enforcement agencies. The effectiveness of the regulatory framework will be 

increased by ensuring coordination for making joint decisions and sharing relevant 

information. 

Fourthly, improving regulatory capability is essential. This means that resources should 

be allocated to acquire necessary skills and capabilities that will be helpful in regulating 

the blockchains. Collaboration with academia and experts from different fields will also 

contribute towards achieving this objective. 

Finally, stronger enforcement measures are required to combat market manipulation. 

This will involve adoption of the newest technologies, such as blockchain analytics, 

among other things. 

These recommendations provide a foundation for improving the regulatory 

environment. 

5.5 Recommendations - Regulatory, Policy, and Market Reforms 

In addition to the structural and legal changes outlined in part 1, this section outlines 

more specific recommendations, including regulation and the promotion of innovation 

within the market. These recommendations will help foster an environment which 

promotes innovation while still ensuring investor protection and financial stability. 

One of the recommendations is the option of an activity-based regulatory model.55 The 

regulator has to look at the functionalities of these digital assets rather than concentrate 

on their categorization under different tokens. The actions such as raising money, 

trading, lending, and asset management need to be regulated based on their economic 

importance and risk factors. This approach would ensure that the regulator is better 

equipped to handle the ever-changing nature of digital tokens. 

The introduction of a tiered regulatory system is another significant reform.56 Not 

everything related to crypto involves the same degree of risk, and thus, the regulatory 

requirements should be relatively the same. As an example, small projects or small-

scale innovations might receive lighter regulation, whereas large-scale platforms with 

 

 

 

 

55 FSB, Activity-Based Framework (2022). 
56 IMF, Tiered Regulation Discussion Paper (2022). 
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large volumes of transactions should be subject to closer regulation. This kind of system 

would minimize entry barriers but would preserve barriers to high-risk activities. 

It is also suggested to create regulatory sandboxes. These contained settings enable 

innovators to experiment with new products and services that are placed under 

regulatory oversight. Sandboxes also help regulators see how new technologies work 

in practice, what the risks might be, and how they can help them develop informed 

policies. Expanding the use of sandboxes in the Indian context could be a means to 

experiment and to ensure compliance. 

Improving the disclosure standards is another essential sphere that needs to be 

reformed. Regulators must come up with standardized forms of disclosure in token 

offering and ensure that all information is transparent, accurate and available to 

investors.57 This document contains data on the projects, risks, governance structure, 

and utilization of the funds. More transparent practices will reduce information 

asymmetry and boost the investors' confidence. 

It is also critical to improve the consumer protection framework. For example, the 

implementation of grievances redressal frameworks, conflict resolution frameworks, 

and investor education frameworks. As cryptocurrency technology is quite 

complicated, there must be an initiative to enhance financial literacy to enable them to 

make the right decisions. 

International cooperation among regulators also must be one of the priorities. Since 

cryptocurrencies operate at international levels, working with other international bodies 

might assist in improving regulation effectiveness. This process requires information 

sharing, cooperation enforcement measures, and standards harmonization. 

Finally, the policymakers should look for methods of integrating environmental and 

sustainability factors within their regulations. The energy consumption of certain 

blockchain frameworks is currently becoming an issue, which means that future 

regulations must address such problems with sustainable technological incentives. 

5.6 A Proposed Regulatory Model for India 

 

 

 

 

57 IOSCO, Disclosure Standards (2021). 
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In light of the analysis and recommendations of this study, this section aims at 

proposing a conceptual regulatory model, which would be suitable in the Indian context. 

This model is supposed to find the balance between the innovation, protection of 

investors and financial stability as well as to address the peculiarities of the Indian 

market. 

The proposed model is based on a hybrid approach whereby the aspects of the current 

financial regulation are included in the model together with technology-related 

measures.58 The framework in its essence recognises that digital tokens are a different 

category of asset, whilst allowing such assets to be categorised by economic 

functionality where appropriate. 

The first element of the model is a clear legal recognition. Cryptocurrencies must be 

officially considered as a digital asset, and its users and service providers have rights 

and responsibilities. This would provide a certainty in the law, and would allow the 

establishment of regulatory frameworks. 

The second one is the functional classification. They ought to be categorized relating to 

the primary use of the token, e.g. payment tokens, utility tokens or investment tokens. 

This type of classification would determine the regulation requirements that ought to 

be applied on a similar activity, so as to ensure that similar activities are not handled 

differently. 

The third factor is the institutional coordination. It must be developed in such a way 

that it will coordinate the activities of the various regulatory bodies. This would do 

away with fragmentation and the approach to regulation would be coherent. 

Compliance and enforcement is the fourth component. There should be strong 

mechanisms to oversee the activities in the market, to identify the violations and to 

bring these violations into line. This is connected with the integration of the latest 

technologies and collaboration with the foreign institutions. 

Innovation support is the fifth component. Policies should be established that facilitate 

the development of solutions using blockchain with incentives, research programs and 

 

 

 

 

58 NITI Aayog, Blockchain Framework India (2021). 
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through collaborations between the public and the private. Regulatory sandboxes are 

one of the ways in which this can be done. 

The sixth one is the protection of the investors. To safeguard the investors, standards 

such as standard disclosure, a licensing requirement of exchanges and consumer 

awareness programs should be implemented. 

The proposed model is a middle ground approach which will take into account both the 

risks and opportunities that are related to the use of cryptocurrencies. With such a 

structure, not only can India be capable of being a leader in digital finance whilst 

ensuring that stability of the financial system is maintained. 

5.7 Broader Implications for Financial Regulation 

There are also more profound implications for regulation of cryptocurrencies regarding 

the future of financial regulation. Digital assets represent not a new financial tool but 

an innovative approach to the creation and control of value. 

One of the key implications is that there must be flexibility in regulation. Traditional 

regulatory systems that were adapted for rather predictable and static environment 

would have to adapt in order to deal with constant technological change. That means 

that the shift from traditional rule-making to more flexible regulation becomes 

necessary. 

Another important implication is that the importance of technology for financial 

regulation is going to grow. Effective regulation of digital markets requires the use of 

various technologies such as data analytics and blockchain monitoring to enable digital 

markets. In the future, the integration of technology into regulation is going to be one 

of the distinctive traits of financial regulation. 

Decentralized systems also challenge the traditional roles of intermediaries. With the 

rise of peer-to-peer financial relationships, traditional entity-based regulation may 

become irrelevant. This can lead to activity-based regulation. 

The next aspect is the process of globalization. In terms of digital currencies being 

borderless, this reflects the inability of the existing national regulatory mechanisms to 

operate in such a manner, and it shows the need for international cooperation. The future 
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regulation of financial operations will be increasingly harmonized across jurisdictions 

and will establish international norms. 

Finally, the issue of cryptocurrency regulation brings about a discussion on the role of 

states in financial systems. In connection with the continued emergence of private 

digital currencies, the government will have to manage their conflicting urges towards 

retaining control and stimulating innovation. 

5.8 Final Conclusion 

The advent of cryptocurrency is one of the most important changes in the contemporary 

financeṅ59, which challenges the traditional understanding of money, investment, and 

regulation. The discussion in this paper has elaborated on the relationship between 

digital tokens and securities regulation, the technology that supports cryptocurrencies, 

how they can be classified, and the regulatory measures that have been applied. 

In conclusion, one of the most prominent issues from this research is the clash between 

cryptocurrencies and securities regulations. The contradiction is deeply rooted in the 

basic nature of both innovation and law. While the existing legal framework provides 

an adequate basis for the introduction of cryptocurrencies into the economy, it lacks the 

mechanisms required to address the unique characteristics of the innovation. 

Cryptocurrencies are decentralized, borderless, and dynamic, requiring novel solutions 

which cannot be effectively addressed using traditional methods. 

Moreover, the global diversity in the regulation of cryptocurrencies has been 

highlighted by the strictness of regulation and the flexibility of innovation. This 

difference reflects the national priorities of individual countries, as well as creating 

some challenges. These include regulatory fragmentation and regulatory arbitrage. 

Therefore, the need for international collaboration is evident. 

The Indian regulatory environment is characterized by caution, ambiguity, and slow 

evolution. Though a lot has been done on issues such as taxation and policy discussions, 

absence of a holistic framework continues to lead to conjectures. The presence of 

regulatory reluctance in the same period that market expansion takes place calls for the 

need to create policies that are coherent and consistent. 
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Some of the gaps and challenges recognized through this research include the need for 

classification, decentralization, enforcement, and investor protection. These challenges 

can best be addressed through legal, policy, and institutional innovations. 

The recommendations offered in this paper highlight that it is important to develop 

flexible, technology-neutral, and activity-based regulatory regimes. In doing so, it 

would be possible for the regulators to provide a setting that encourages innovation 

while maintaining market integrity and financial stability. 

At the end of the day, however, the issue is not on whether cryptocurrencies should be 

regulated but how they should be regulated. This will involve creating regulatory 

structures that change alongside technology and tolerate both risks and opportunities. 

As digital finance evolves further, the choices made today will affect the future of 

finance. What India, as well as the rest of the world, needs to confront is how to harness 

the power of crypto while maintaining the principles necessary for creating sound and 

just markets. The study is part of that continuing debate that provides a view and a 

suggestion on how to negotiate that tricky intersection of technology and regulation. 
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