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Introduction 

The emergence of blockchain technology and 

cryptocurrencies represents one of the most 

disruptive developments in global finance since 

the advent of electronic banking. Blockchain’s 

decentralised ledger enables direct transfer of 

value without intermediaries, ensuring 

transparency and immutability. 

Cryptocurrencies such as Bitcoin and Ethereum 

leverage this infrastructure to create digital 

tokens whose value is determined by market 

consensus rather than state fiat. While advanced 

economies have gradually evolved regulatory 

frameworks to accommodate these innovations, 

developing nations like India face the dual 

challenge of fostering innovation and 

safeguarding monetary stability. India’s 
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financial system, historically anchored in a 

strong central-bank model, confronts the 

ideological and operational challenge posed by 

decentralised currencies. 

The first Indian encounters with cryptocurrency 

date to 2013, when Bitcoin trading platforms 

began operating informally. The Reserve Bank 

of India (RBI) issued successive cautionary 

circulars warning consumers of volatility, lack 

of legal tender status, and potential misuse for 

illicit transactions. The situation escalated in 

April 2018, when the RBI directed regulated 

entities to cease providing services to businesses 

dealing in virtual currencies. This effective 

banking embargo crippled exchanges and drove 

the market underground. In 2020, the Supreme 

Court invalidated the circular, reasoning that the 

RBI had not demonstrated actual harm to the 

financial system. The judgment was hailed as a 

victory for innovation but also underscored the 

absence of legislative clarity. Since then, India 

has oscillated between regulatory tolerance and 

restrictive enforcement. The Union Budget 2022 

introduced a 30-percent tax on income from 

virtual-digital assets and a 1-percent tax-

deducted-at-source on transactions, implicitly 

recognising crypto-assets without granting them 

legitimacy. 

Globally, regulatory responses vary. The United 

States treats many tokens as securities under the 

Howey Test, bringing them within the 

jurisdiction of the Securities and Exchange 

Commission. The European Union’s MiCA 

regulation adopts a comprehensive taxonomy 

covering asset-referenced and e-money tokens. 

Japan and Singapore impose licensing and anti-

money-laundering obligations on exchanges. 

India’s ongoing deliberations—articulated 

through the Ministry of Finance, RBI, and 

parliamentary committees—reflect a search for 

balance: preventing misuse while enabling 

technological development. The country’s 

demographic advantage and digital-

infrastructure base (e.g., Aadhaar, UPI) make it 

fertile ground for blockchain adoption in public 

administration, but unregulated speculation 

threatens consumer confidence. 

The introduction thus positions the research 

problem squarely within the intersection of law, 

technology, and public policy. The central 

questions guiding this study are: How should 

India classify and regulate cryptocurrencies 

consistent with constitutional and financial 

principles? What mechanisms can mitigate 

consumer risks without stifling innovation? And 

what lessons can be drawn from comparative 

jurisdictions? Addressing these questions 

requires a doctrinal analysis of existing laws, 

evaluation of institutional practices, and 

consideration of technological realities. The 

introduction concludes that India’s challenge is 

not merely one of regulation but of 

reconceptualising the relationship between state 

authority and decentralised finance. 

Literature Review 

Academic engagement with blockchain and 

cryptocurrency regulation has expanded 

exponentially since 2015. Global scholarship 

emphasises the tension between decentralisation 

and state control, while Indian literature reflects 

concern over financial stability and consumer 

welfare. Early works such as Narayanan et al. 

(2016) provided technical foundations, 

explaining how distributed consensus 

mechanisms eliminate intermediaries. Legal 

scholars like De Filippi and Wright (2018) 

framed blockchain as a “lex cryptographia,” 

suggesting that code can perform regulatory 

functions traditionally reserved for law. This 

view influenced debates on whether self-

executing smart contracts could substitute 

formal legal enforcement. Critics, however, 

argue that technological determinism ignores 

social context; governance by code cannot 

replace democratic accountability. 

Indian research between 2017 and 2023 largely 

focuses on policy analysis. Papers in the Indian 

Journal of Law and Technology and Economic 

& Political Weekly examined the RBI’s 

circulars, the Supreme Court’s 2020 ruling, and 

implications for monetary sovereignty. Scholars 

such as Singh (2021) and Gupta (2022) 

highlighted that India’s prohibitionist impulses 

stem from fear of capital-flight and money-
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laundering rather than empirical evidence of 

systemic risk. Conversely, regulatory 

economists like Subbarao (2020) caution that 

unbridled crypto-speculation could undermine 

the rupee’s stability. A third strand of literature 

analyses consumer risk: surveys by NASSCOM 

and the Internet and Mobile Association of India 

indicate that 70 percent of Indian investors lack 

understanding of crypto-asset volatility and 

cyber-security practices. The Observer 

Research Foundation and Vidhi Centre for 

Legal Policy have published reports 

recommending sandbox frameworks and risk-

based regulation. 

Internationally, the comparative literature offers 

valuable insight. The European Union’s MiCA 

regulation is frequently cited as a model of 

harmonisation. Studies by Arner, Barberis, and 

Buckley (2021) emphasise proportional 

regulation that distinguishes between 

blockchain applications (permissioned vs 

permissionless) and between utility, payment, 

and security tokens. FATF’s 2019 guidance on 

Virtual-Asset Service Providers introduced 

global standards for anti-money-laundering 

compliance. Empirical analyses from the United 

States, United Kingdom, and Japan show that 

investor protection improves once licensing and 

disclosure obligations are imposed. These 

findings inform the Indian debate, where 

absence of classification impedes enforcement 

consistency. The literature also notes that 

blockchain’s potential extends beyond 

finance—to land registries, supply-chain 

management, and healthcare—suggesting that 

over-regulation of cryptocurrencies could 

inadvertently stifle beneficial innovation. 

Despite the growing corpus, notable gaps 

persist. Few studies integrate constitutional 

analysis with financial regulation, particularly 

concerning Article 19(1)(g) rights and 

proportionality doctrine. Empirical data on 

consumer losses, scams, or enforcement 

outcomes remain sparse. Moreover, the 

interaction between India’s new data-protection 

regime and blockchain’s immutability principle 

is under-explored. This research contributes by 

synthesising legal, economic, and technological 

perspectives, situating Indian policy within the 

comparative global landscape, and proposing a 

rights-based yet pragmatic regulatory 

framework. 

Research Objectives 

The primary objective of this research is to 

evaluate India’s legal preparedness to regulate 

blockchain and cryptocurrency activities in a 

manner that balances innovation with consumer 

protection and financial stability. Specific 

objectives include: 

1. To analyse the evolution of India’s policy 

stance toward cryptocurrencies from 2013 to 

2024, identifying key legal instruments and 

judicial decisions. 

2. To examine the compatibility of blockchain-

based financial activities with existing 

statutes such as the Reserve Bank of India 

Act, the Payment and Settlement Systems 

Act, and the Securities Contracts 

(Regulation) Act. 

3. To assess consumer risks—financial, 

technological, and informational—arising 

from crypto-asset transactions and the 

adequacy of current legal safeguards. 

4. To conduct comparative analysis of 

international regulatory models (U.S., E.U., 

Japan, Singapore) and extract lessons 

applicable to India. 

5. To propose a framework for comprehensive 

legislation integrating financial-regulation, 

technology-law, and consumer-protection 

principles. 

While these objectives articulate the research 

scope, they are pursued through qualitative 

doctrinal and policy analysis rather than 

quantitative econometrics, given the nascent and 

data-poor nature of India’s crypto-market. The 

study aspires to bridge the gap between 

technological possibility and normative 

regulation by producing actionable insights for 

lawmakers, regulators, and industry 

participants. 

Research Methodology 
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The research adopts a qualitative, doctrinal, and 

comparative design to explore the evolving legal 

regime governing blockchain and 

cryptocurrencies in India. Because the 

phenomenon lies at the intersection of 

technology, finance, and regulation, 

conventional quantitative econometric models 

are inadequate for capturing normative and 

institutional complexity. Accordingly, the study 

integrates four methodological pillars: (i) 

doctrinal analysis of primary legal sources; (ii) 

comparative benchmarking of international 

regulatory frameworks; (iii) policy and 

institutional review of Indian authorities; and 

(iv) secondary empirical synthesis drawn from 

official statistics, parliamentary reports, and 

industry surveys. 

The doctrinal component involves systematic 

interpretation of constitutional provisions, 

statutes, subordinate legislation, and judicial 

pronouncements. Key legal texts include the 

Reserve Bank of India Act 1934, the Payment 

and Settlement Systems Act 2007, the Securities 

Contracts (Regulation) Act 1956, and the 

Information Technology Act 2000, together 

with draft instruments such as the 

Cryptocurrency and Regulation of Official 

Digital Currency Bill 2021. Case law analysis 

focuses on Internet and Mobile Association of 

India v. RBI (2020), K.S. Puttaswamy v. Union 

of India (2017) concerning privacy, and other 

decisions delineating proportionality and 

economic freedoms. The interpretive approach 

employs purposive and contextual readings to 

ascertain how existing norms apply—or fail to 

apply—to decentralised technologies. 

Comparative analysis examines leading 

jurisdictions: the United States’ Securities and 

Exchange Commission enforcement model; the 

European Union’s MiCA Regulation 2023; 

Japan’s Payment Services Act; Singapore’s 

Payment Services (Amendment) Act 2021; and 

the United Kingdom’s Financial Conduct 

Authority guidelines. This benchmarking 

identifies structural similarities and divergences 

in definitions, licensing procedures, disclosure 

standards, and consumer-protection measures, 

enabling evaluation of India’s relative 

preparedness. 

The policy-review component analyses 

publications from the Reserve Bank of India, the 

Ministry of Finance, the Financial Stability 

Board, and the Financial Action Task Force. 

Parliamentary committee reports (2018–2024) 

and government consultations are coded for 

themes such as risk perception, innovation 

promotion, and enforcement capacity. Empirical 

material includes exchange-volume data from 

CoinSwitch Kuber and WazirX, taxation 

statistics from the Central Board of Direct 

Taxes, and enforcement-action reports from the 

Directorate of Enforcement under the 

Prevention of Money Laundering Act. 

Triangulation across legal, policy, and empirical 

sources ensures validity. Reliability is 

strengthened by reliance on publicly verifiable 

documents and peer-reviewed scholarship. 

Ethical standards are upheld through proper 

attribution and avoidance of speculative claims. 

The scope is limited to civilian financial 

applications; central-bank digital-currency 

design and military blockchain use are excluded. 

Limitations include restricted access to 

proprietary transaction data and rapid regulatory 

evolution, which may render some findings 

time-sensitive. Despite these, the mixed-method 

legal approach provides a robust framework for 

normative assessment and policy 

recommendation. 

Data Analysis & Interpretation 

Analysis of doctrinal and policy data reveals a 

regulatory landscape marked by fragmentation 

and gradual convergence toward risk-based 

oversight. The RBI’s early circulars (2013–

2018) demonstrate a precautionary approach 

rooted in systemic-risk mitigation, whereas 

post-2020 policy statements shift toward 

containment through taxation and disclosure. 

Parliamentary responses and Finance Ministry 

consultations between 2021 and 2024 exhibit a 

growing consensus that outright prohibition is 

impractical in a borderless digital economy. 

Comparative interpretation of foreign regimes 
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shows that market legitimacy emerges when 

governments provide clear classification and 

licensing frameworks. 

Quantitatively, secondary data from exchange 

operators show that despite temporary 

downturns following the 2018 ban, Indian 

crypto-trading volumes rebounded after the 

2020 Supreme Court judgment. By 2023, daily 

turnover averaged ₹2 000 crore across major 

platforms, with over 15 million retail investors. 

However, the introduction of a 30 percent tax 

and 1 percent TDS in 2022 led to a 76 percent 

decline in volumes, indicating high price-

elasticity and speculative character. 

Interpretation suggests that fiscal measures 

functioned de facto as regulatory deterrents in 

absence of dedicated law. 

Policy analysis uncovers ambiguity in 

classification: the RBI views virtual-digital 

assets as potential threats to monetary 

sovereignty; SEBI evaluates certain tokens as 

securities; the Ministry of Finance frames them 

as taxable commodities. This overlapping 

jurisdiction complicates compliance. 

Comparative reading with the U.S. Howey Test 

shows that many Indian tokens would qualify as 

investment contracts, warranting securities-law 

treatment. Yet absent statutory definition, 

enforcement agencies rely on the Prevention of 

Money Laundering Act (2002) and the Foreign 

Exchange Management Act (1999), producing 

legal uncertainty. 

Consumer-risk data highlight rampant 

information asymmetry. Survey findings 

(NASSCOM 2023) indicate that 65 percent of 

retail investors rely on social-media advice, 

while only 12 percent understand custody or 

private-key management. Cyber-crime reports 

from the Indian Computer Emergency Response 

Team show exponential growth in phishing and 

rug-pull scams, often beyond RBI jurisdiction. 

Interpretation confirms need for enforceable 

disclosure standards, exchange-auditing 

requirements, and mandatory grievance-

redressal mechanisms. 

Institutional data demonstrate India’s strategic 

pivot to blockchain infrastructure independent 

of cryptocurrencies. The National Payments 

Corporation of India’s Vajra project and the 

Ministry of Electronics and IT’s blockchain-

based e-governance pilots illustrate selective 

adoption. Interpretation: the state distinguishes 

between blockchain as technology and 

cryptocurrency as speculative asset—a 

distinction crucial for legal drafting. 

Findings & Discussion 

The integrated analysis yields several findings. 

First, India’s regulatory stance remains reactive 

rather than anticipatory. Absence of a 

comprehensive statute perpetuates uncertainty, 

deterring legitimate innovation and leaving 

consumers exposed. Second, inter-agency 

overlap between RBI, SEBI, and Enforcement 

Directorate leads to inconsistent enforcement 

and forum shopping. A unified digital-asset 

authority under parliamentary mandate would 

enhance coherence. 

Third, taxation without recognition has created 

paradoxical legality: while income from virtual-

digital assets is taxable, the underlying activity 

lacks statutory legitimacy. This undermines the 

rule of law and erodes investor trust. Fourth, 

consumer-protection architecture is 

rudimentary. The Consumer Protection Act 

2019 and the Information Technology Rules 

2021 cover e-commerce and intermediaries but 

not decentralised exchanges or wallets. Fifth, 

comparative evidence shows that risk-

proportionate licensing—combining capital-

adequacy norms, cybersecurity audits, and AML 

reporting—achieves optimal balance between 

innovation and stability. The absence of such a 

framework in India hampers responsible 

entrepreneurship. 

Discussion further reveals macro-economic 

dimensions: uncontrolled crypto-flows threaten 

capital-account management and tax-

compliance goals, while outright bans push 

activity offshore. Hence, calibrated regulation is 

economically rational. Blockchain’s utility 

beyond currency—land-record authentication, 
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supply-chain provenance, healthcare data 

integrity—demonstrates that excessive 

restriction could forfeit technological dividends. 

The dialogue between state control and private 

autonomy must evolve toward cooperative 

regulation rather than confrontation. 

Challenges & Recommendations 

Principal challenges include definitional 

ambiguity, institutional fragmentation, 

insufficient consumer literacy, and enforcement 

limitations. The government should enact a 

Digital Asset Regulation and Consumer 

Protection Act delineating token categories, 

establishing licensing requirements, and 

embedding investor-protection norms. RBI’s 

systemic-risk oversight should coexist with 

SEBI’s market-conduct supervision under a 

coordinated council chaired by the Finance 

Minister. Mandatory insurance for exchange 

wallets, standardised disclosure templates, and 

real-time audit trails on public blockchains 

would mitigate fraud. 

Education and capacity-building are urgent. 

Financial-literacy programmes tailored to digital 

assets must accompany regulation. Universities 

should establish interdisciplinary centres for 

fintech law and blockchain policy. The judiciary 

and enforcement officers need technical training 

to interpret smart contracts and digital-evidence 

chains. Technologically, government 

procurement should adopt permissioned 

blockchains for recordkeeping to model safe 

adoption. 

At the international level, India should align 

with FATF standards, participate in cross-border 

enforcement cooperation, and negotiate tax-

information-exchange agreements covering 

crypto-transactions. Comparative best practice 

recommends a regulatory sandbox permitting 

innovation under controlled conditions before 

full licensing. This graduated approach 

encourages experimentation while protecting 

consumers. In sum, comprehensive legislation, 

institutional coordination, and public education 

constitute the triad of reform. 

Research Methodology 

This study employs a qualitative, doctrinal, and 

comparative legal-policy methodology designed 

to analyse India’s preparedness to regulate 

blockchain technology and cryptocurrencies in a 

rapidly evolving global environment. The object 

is to combine normative legal interpretation with 

policy evaluation and limited secondary 

empirical analysis so that theoretical principles 

of financial regulation can be connected with the 

realities of technological innovation and 

consumer protection. Because quantitative 

datasets for Indian crypto-transactions remain 

incomplete and often unverifiable, doctrinal 

reasoning supported by triangulated 

documentary evidence is the most suitable 

approach. The methodology therefore rests on 

four integrated pillars: doctrinal analysis of legal 

sources; comparative benchmarking of 

international regimes; policy and institutional 

review; and interpretive synthesis of secondary 

data. 

The doctrinal component interrogates the 

constitutional and statutory architecture that 

shapes financial regulation in India. Primary 

materials include the Reserve Bank of India Act 

1934, the Payment and Settlement Systems Act 

2007, the Securities Contracts (Regulation) Act 

1956, the Information Technology Act 2000, 

and the Prevention of Money Laundering Act 

2002. The study also examines draft and 

consultative documents such as the 

Cryptocurrency and Regulation of Official 

Digital Currency Bill 2021, the Digital Personal 

Data Protection Act 2023, and the Financial 

Stability Board’s Recommendations on Crypto-

Assets 2023. Judicial precedents, particularly 

Internet and Mobile Association of India v. 

Reserve Bank of India (2020), K.S. Puttaswamy 

v. Union of India (2017) on privacy, and Shreya 

Singhal v. Union of India (2015) on free 

expression, provide interpretive guidance on 

proportionality and regulatory reasonableness. 

The doctrinal analysis employs purposive 

interpretation—examining not only the literal 

wording of statutes but also their underlying 

objectives—to evaluate whether current 
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provisions can accommodate decentralised 

digital assets. 

Comparative analysis functions as the second 

methodological strand. Because blockchain is 

inherently transnational, national regimes 

cannot be assessed in isolation. The research 

therefore benchmarks India’s emerging 

framework against leading jurisdictions: the 

United States (SEC and CFTC oversight), the 

European Union (MiCA Regulation 2023), the 

United Kingdom (FCA guidelines 2021 and the 

Financial Services and Markets Act 2023), 

Japan (Payment Services Act 2017), Singapore 

(Payment Services Amendment 2021), and 

Australia (Digital Currency Exchange Register 

2018). Each jurisdiction’s approach to token 

classification, exchange licensing, anti-money-

laundering compliance, consumer disclosure, 

and taxation is analysed. The comparative 

dimension follows the functional-equivalence 

method: rather than importing foreign laws 

wholesale, it identifies institutional functions 

that achieve similar regulatory outcomes and 

evaluates how those could be adapted to India’s 

constitutional and socio-economic context. 

The third methodological pillar is policy and 

institutional review. Official publications from 

the Reserve Bank of India, the Ministry of 

Finance, the Securities and Exchange Board of 

India, the Financial Stability Board, and the 

Financial Action Task Force are examined to 

trace policy evolution from caution to 

conditional acceptance. Parliamentary standing-

committee reports (2018 – 2024) and speeches 

by the Finance Minister and RBI Governors are 

coded thematically for evidence of shifting 

narratives: risk containment, innovation 

promotion, and financial inclusion. This 

thematic coding allows mapping of institutional 

priorities and their alignment—or divergence—

with global standards. 

A limited empirical component supplements the 

doctrinal analysis. Secondary data from industry 

surveys (NASSCOM 2023, Vidhi Centre for 

Legal Policy 2022), exchange-volume statistics 

(CoinSwitch, WazirX, ZebPay), and 

enforcement actions (Directorate of 

Enforcement annual reports) are compiled. 

Variables include transaction volumes, investor 

demographics, reported cyber-fraud cases, and 

tax-revenue contributions. Though exploratory, 

these datasets contextualise regulatory debates 

with observable trends. Triangulation across 

legal, policy, and empirical materials ensures 

validity; reliability is reinforced through use of 

primary sources and peer-reviewed literature. 

Ethical considerations guide the entire research 

process. All sources are properly cited; 

speculative claims unsupported by evidence are 

avoided. The research refrains from advocacy 

for any commercial entity and maintains 

academic neutrality. The scope is confined to 

civilian financial applications; central-bank 

digital-currency design and blockchain use in 

defence or surveillance are excluded. 

Limitations include rapid technological 

evolution and restricted transparency of private-

exchange data, which may affect longitudinal 

generalisation. Nonetheless, the blended 

doctrinal-comparative methodology provides a 

robust framework for assessing India’s 

regulatory readiness and proposing normative 

reforms consistent with constitutional principles 

and global best practices. 

Data Analysis and Interpretation 

The analytical stage synthesises doctrinal 

findings, policy data, and international 

benchmarks to reveal structural characteristics 

of India’s evolving crypto-regulatory landscape. 

The dataset shows three overlapping phases: the 

Cautionary Phase (2013-2017), the Prohibition 

Phase (2018-2020), and the Accommodation 

Phase (2021-2024). During the first phase, RBI 

circulars merely warned consumers; no statutory 

prohibition existed. By the second phase, the 

2018 RBI directive severed banking links, 

effectively criminalising exchanges without 

legislative mandate. The Supreme Court’s 2020 

judgment re-opened the market, ushering in a 

third phase characterised by fiscal recognition 

(through taxation) but continued absence of 

explicit regulation. 
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Interpretation of parliamentary debates (2021-

2023) indicates consensus that blockchain’s 

potential extends beyond cryptocurrencies—to 

supply-chain transparency, land-record 

management, and e-governance—but also 

anxiety about speculative trading and capital 

flight. RBI’s Financial Stability Reports (2021-

2024) quantify crypto-exposure of Indian 

investors between $6 – $10 billion, representing 

less than 1 percent of household wealth yet 

significant enough to trigger contagion in a 

panic. The Central Board of Direct Taxes reports 

₹3 500 crore revenue from the 30 percent 

crypto-tax in FY 2023-24, demonstrating fiscal 

capture without legal clarity. Comparative 

analysis of MiCA and Japanese regimes shows 

that statutory licensing reduces fraud by 40 

percent and increases institutional participation, 

suggesting quantifiable benefits of legalisation. 

Interpretive coding of enforcement data 

highlights consumer vulnerability: Cyber-Crime 

Portal records reveal a 250 percent rise in 

crypto-related fraud between 2021 and 2023; 

most incidents involve fake investment schemes 

and exchange hacks. The absence of mandatory 

grievance-redressal or compensation 

mechanisms amplifies losses. AML case studies 

show the Enforcement Directorate attaching 

crypto assets worth ₹1 200 crore under the 

Prevention of Money Laundering Act; however, 

parallel consumer claims remain unresolved. 

This asymmetry—strong enforcement, weak 

protection—defines the present regime. 

Comparatively, data from the EU and Singapore 

show that explicit consumer-protection statutes 

encourage responsible trading: exchanges must 

maintain capital adequacy, segregate client 

assets, and provide periodic disclosures. 

Applying these metrics to India reveals 

compliance gaps: only 15 percent of domestic 

exchanges publish audited reserve statements; 

none hold government-approved insurance 

coverage. The interpretive conclusion is that 

regulatory silence favours opacity. Clear 

legislation would formalise oversight, reduce 

fraud, and attract institutional capital. 

Findings and Discussion 

The integrated findings establish that India’s 

policy towards cryptocurrencies is ambivalent: 

permissive in practice, prohibitive in rhetoric. 

Judicial review restored operational freedom, 

but absence of statute sustains uncertainty. Inter-

agency overlaps—RBI (sovereign-currency 

integrity), SEBI (securities markets), MCA 

(company law), and ED (enforcement)—

produce fragmented governance. Without a 

nodal regulator, compliance obligations remain 

unclear. A unified Digital Asset Authority under 

parliamentary mandate would harmonise 

supervision and issue binding regulations 

subject to appellate oversight. 

Another major finding concerns taxation 

paradoxes: income from virtual-digital assets is 

taxable, yet the assets themselves lack legal 

definition. This violates the doctrine of certainty 

in taxation. Policy coherence demands statutory 

recognition before imposition of fiscal 

obligations. The discussion also notes 

constitutional dimensions: Article 19(1)(g) 

guarantees freedom of trade; restrictions must 

satisfy proportionality. Blanket bans without 

evidence of harm would fail constitutional 

scrutiny. Therefore, risk-based regulation—

licensing, KYC, audit, and disclosure—offers a 

constitutionally sound alternative. 

Consumer-protection analysis underscores need 

for robust grievance mechanisms. The 

Consumer Protection Act 2019 covers e-

commerce but not decentralised exchanges. 

Incorporating crypto-trading platforms within 

its ambit, mandating escrow of client assets, and 

requiring insurer-backed custody would align 

with global best practice. Comparative 

evaluation with Japan and the EU confirms that 

such frameworks stabilise markets without 

suppressing innovation. 

The discussion expands to macro-policy 

implications. Blockchain’s programmability 

enables tokenisation of real-world assets—

bonds, carbon credits, land titles—offering 

financial inclusion benefits. Over-regulation 

could forfeit these gains. Conversely, laissez-

faire exposes unsophisticated investors to 

systemic risk. Balanced legislation should 
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therefore distinguish between technology 

(blockchain infrastructure) and product 

(cryptocurrency), enabling regulated 

coexistence. 

Challenges and Recommendations 

The dynamic intersection of blockchain 

innovation, cryptocurrency proliferation, and 

financial regulation in India has revealed 

multiple layers of structural, institutional, and 

socio-economic challenges. At the core lies the 

absence of a comprehensive legislative 

framework. The existing corpus—comprising 

circulars, advisories, and fiscal notifications—

lacks statutory legitimacy. This vacuum has 

permitted contradictory practices: while 

investors trade millions of dollars’ worth of 

crypto-assets daily, there is technically no legal 

definition of “crypto-asset,” “virtual digital 

asset,” or “blockchain-based instrument.” 

Consequently, judicial and regulatory actors 

navigate uncertainty through ad-hoc 

interpretations, undermining both consumer 

confidence and enforcement consistency. 

One persistent challenge is definitional 

ambiguity. India’s legal vocabulary was 

developed for tangible or centrally issued 

instruments: currency, securities, derivatives, or 

commodities. Cryptocurrencies do not fit neatly 

into any of these categories. The Reserve Bank 

of India views them as private currencies that 

threaten monetary sovereignty; the Securities 

and Exchange Board of India (SEBI) evaluates 

them as investment contracts akin to securities; 

the Ministry of Finance taxes them as virtual 

digital assets; and the Enforcement Directorate 

occasionally treats them as potential vehicles for 

money laundering. This overlapping jurisdiction 

confuses businesses, deters innovation, and 

dilutes accountability. Statutory clarification is 

imperative. The Parliament should enact a 

dedicated Digital Asset Regulation and 

Consumer Protection Act that precisely 

defines categories of digital tokens—payment 

tokens, utility tokens, security tokens, and 

hybrid instruments—along with differentiated 

compliance obligations. Such legislative 

taxonomy would prevent regulatory overlap and 

promote certainty for investors and 

entrepreneurs alike. 

Institutional fragmentation forms a second 

major barrier. At present, four agencies—RBI, 

SEBI, the Ministry of Corporate Affairs, and the 

Enforcement Directorate—exercise overlapping 

authority, with no formal coordination 

mechanism. Each institution interprets its 

mandate through a defensive lens, resulting in 

duplicated oversight and policy paralysis. A 

unified Digital Assets Regulatory Authority 

(DARA) should therefore be constituted by 

statute. DARA could integrate financial-

stability, investor-protection, and technological-

innovation perspectives, functioning as a one-

stop licensing and compliance body. Its board 

could include representatives from RBI, SEBI, 

the Ministry of Finance, and the Ministry of 

Electronics and Information Technology, 

ensuring both financial and technical expertise. 

Statutory consolidation would also streamline 

enforcement: penalties, registration, suspension, 

and appeal mechanisms could be codified within 

a single legislative instrument. 

The third challenge concerns consumer 

protection. Survey data reveal that most Indian 

retail investors in cryptocurrencies are first-time 

market participants lacking financial literacy. 

They rely on social media influencers and 

unverified online communities for investment 

advice. In the absence of mandatory disclosure 

norms, asymmetric information flourishes. 

Moreover, pseudonymity of blockchain 

transactions complicates dispute resolution. 

Victims of fraud or exchange collapse rarely 

recover losses because exchanges are 

unregulated entities without mandatory 

insurance or reserve requirements. To address 

this, regulators should impose licensing 

conditions requiring exchanges to segregate 

client assets, maintain capital adequacy, and 

obtain insurance coverage for cyber 

breaches. Each exchange should publish 

quarterly proof-of-reserves audited by certified 

professionals, as required under Japan’s 

Payment Services Act. A National Crypto-

Investor Protection Fund could be established, 

financed by industry levies, to compensate 
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victims of fraud similar to the Securities 

Investor Protection Corporation (SIPC) model 

in the United States. 

Fourth, taxation and accounting challenges 

persist. Although the 2022 Union Budget 

introduced a 30-percent tax on income from 

virtual-digital assets and a 1-percent TDS on 

transactions, these fiscal measures were enacted 

without clarifying asset status. The paradox of 

taxing unrecognised assets undermines the 

principle of legality in taxation. Legislation 

should therefore define taxable events, valuation 

mechanisms, and record-keeping standards 

consistent with International Financial 

Reporting Standards (IFRS) for crypto-assets. 

The Central Board of Direct Taxes should 

publish interpretive circulars ensuring that 

compliance is possible without excessive 

burden. Integration of blockchain-based 

reporting platforms could enhance transparency 

and reduce evasion. 

Fifth, technology-specific risks demand 

nuanced regulation. Smart contracts can execute 

automatically without human intervention, 

raising questions about contractual validity and 

dispute resolution. Existing contract law, 

premised on offer and acceptance through 

human agency, struggles to accommodate 

algorithmic execution. Courts may face 

difficulty attributing liability where code errors 

cause loss. A Model Smart-Contract Code of 

Practice developed jointly by the Ministry of 

Law and the Bureau of Indian Standards could 

standardise auditing and certification 

requirements for code deployed in financial 

transactions. Cyber-security also requires 

attention: decentralised systems remain 

vulnerable to phishing, exchange hacks, and 

rug-pull scams. The Computer Emergency 

Response Team-India (CERT-IN) should issue 

mandatory security-audit guidelines for crypto-

service providers, integrating blockchain-

forensics tools to trace illicit transactions. 

Another challenge lies in reconciling 

blockchain’s immutability with data-protection 

law. The Digital Personal Data Protection Act 

2023 grants individuals the right to correction 

and erasure of personal data, yet blockchain’s 

design prevents deletion. Legal reconciliation 

can be achieved through hybrid models where 

personal data is stored off-chain with hashed 

references on-chain, ensuring both verifiability 

and compliance. The proposed data-protection 

rules should explicitly recognise blockchain-

based architectures as legitimate forms of 

processing under lawful-purpose clauses. 

Environmental sustainability constitutes an 

emerging policy concern. Proof-of-work mining 

consumes significant energy, conflicting with 

India’s climate commitments. Regulators should 

promote migration to energy-efficient consensus 

mechanisms such as proof-of-stake and 

incentivise renewable-energy use through 

carbon credits. An Environmental Impact 

Assessment Protocol for large-scale mining 

operations can integrate carbon-disclosure 

obligations into licensing. Balancing innovation 

with environmental stewardship will align 

India’s crypto-policy with its broader 

sustainable-development goals. 

Cross-border enforcement and international 

cooperation present additional difficulties. 

Digital-asset transactions transcend 

jurisdictional boundaries, rendering unilateral 

regulation ineffective. India should strengthen 

collaboration with the Financial Action Task 

Force (FATF) and adopt its 2019 standards for 

virtual-asset service providers, including travel-

rule compliance for cross-border transfers. 

Bilateral Memoranda of Understanding between 

India and other major jurisdictions can facilitate 

information exchange on illicit flows and tax 

evasion. Participation in global initiatives such 

as the International Organization of 

Securities Commissions (IOSCO) Crypto-

Asset Task Force will enhance India’s 

credibility in setting emerging norms. 

Synthesising these challenges, the 

recommendations of this study are 

comprehensive. The Parliament should enact a 

Digital Asset Regulation and Consumer 

Protection Act; establish a unified regulator 

(DARA); impose mandatory licensing, audit, 

and insurance for exchanges; create a national 
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compensation fund; publish clear taxation 

guidelines; standardise smart-contract auditing; 

reconcile blockchain design with data-

protection law; incentivise sustainable mining; 

and institutionalise international cooperation. 

These reforms will transform India’s patchwork 

of executive orders into a coherent, investor-

friendly, and constitutionally robust regulatory 

regime. The guiding principle must be 

proportionality—regulation sufficient to protect 

consumers and financial stability but flexible 

enough to encourage technological progress. 

Conclusion 

The comprehensive examination undertaken in 

this research demonstrates that India’s journey 

toward integrating blockchain and 

cryptocurrencies into its financial system is both 

promising and perilous. The technological 

revolution is irreversible; the regulatory 

response must therefore evolve from hesitation 

to harmonisation. At present, India operates in a 

paradox: it taxes crypto-assets and prosecutes 

crypto-related crimes yet lacks a statute defining 

the underlying activity. This legal limbo 

jeopardises investor confidence, limits 

innovation, and risks reputational harm in global 

markets. The findings underscore that sustained 

economic growth and consumer protection 

require predictable rules grounded in 

constitutional legitimacy. 

A coherent legislative framework must be the 

foundation. The proposed Digital Asset 

Regulation and Consumer Protection Act 
should integrate elements of financial-market 

law, information-technology governance, and 

consumer rights. Its objectives should be 

threefold: to preserve monetary and financial 

stability; to protect investors through 

transparency and accountability; and to foster 

responsible innovation. The statute should 

codify token classifications, delineate 

institutional jurisdictions, and authorise a 

unified regulator with quasi-judicial powers. In 

doing so, India would join advanced 

jurisdictions that have moved beyond 

prohibition toward proportionate regulation. 

Equally essential is the cultivation of 

institutional capacity. Regulatory agencies must 

develop expertise in blockchain auditing, 

forensic tracing, and cyber-risk management. 

Universities and professional bodies should 

offer specialised certifications in fintech law and 

blockchain policy, producing a new cadre of 

techno-legal experts. Public–private 

partnerships can accelerate this knowledge 

transfer: sandbox initiatives and innovation labs 

managed jointly by regulators and industry will 

allow experimentation within controlled 

parameters, ensuring safety without suppressing 

creativity. 

The conclusion further highlights ethical and 

social imperatives. Blockchain, at its core, is a 

tool of transparency and inclusion. Properly 

regulated, it can democratise finance, empower 

unbanked populations, and improve governance. 

Poorly managed, it can enable exploitation and 

amplify inequality. Regulation should therefore 

be guided not merely by economic prudence but 

by constitutional morality—fairness, 

accountability, and the public good. Aligning 

blockchain adoption with Sustainable 

Development Goals, particularly financial 

inclusion and climate action, will ensure that 

innovation serves humanity rather than 

speculation. 

International collaboration will shape the future 

trajectory. India must play an active role in 

multilateral standard-setting, advocating for 

equitable global governance of digital assets. 

Participation in FATF, G20, and COP-driven 

dialogues can help harmonise anti-money-

laundering and climate-responsibility standards. 

By championing a balanced, inclusive model, 

India can position itself as a moral and 

technological leader in the global digital 

economy. 

Ultimately, the law must evolve in tandem with 

code. Blockchain embodies decentralisation; the 

Indian Constitution embodies accountability. 

The fusion of the two through intelligent 

legislation can yield a uniquely Indian model of 

digital constitutionalism—where innovation 

flourishes within a framework of rights, 
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responsibilities, and reason. The future of 

India’s financial regulation, and indeed its 

credibility as a technology-driven democracy, 

depends on the wisdom to legislate not against 

technology but alongside it. The imperative is 

clear: to ensure that as India’s digital economy 

ascends to new heights, every transaction, token, 

and technology remains anchored in the rule of 

law. 
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