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This research paper explores the transformative impact of blockchain technology and crypto-assets on global
finance, examining their evolution from decentralized experiments to mainstream financial instruments. It
analyzes regulatory challenges across jurisdictions, focusing on frameworks like the Howey Test, MiCA, and
FATF guidelines, while addressing systemic risks, investor protection, and innovation. The study investigates
crypto’s multidimensional nature such as currency, asset, and commodity highlighting tensions between
decentralization and oversight. Through historical, technical, and legal perspectives, it advocates for adaptive,
harmonized regulations that balance market integrity with technological progress, offering insights into the

future of decentralized finance in a globally interconnected economy.

CHAPTER I - INTRODUCTION

The evolution of commercial transactions has been punctuated by technological revolutions that address
systemic gaps in trade and governance. From the invention of the wheel, which revolutionized transportation
and enabled early commerce, to the digital ledgers of the 21st century, innovation has persistently sought to
resolve inefficiencies and foster trust in economic systems. Today, blockchain technology? and cryptography
represent the latest frontier in this trajectory, offering a paradigm shift in how trust is conceptualized and
operationalized in commercial exchanges.? Unlike traditional systems reliant on centralized intermediaries-
such as banks, regulators, or legal frameworks blockchain introduces a decentralized, immutable ledger that
redefines trust as a function of cryptographic proof rather than institutional authority. This transformation has
profound implications for global finance, particularly through the emergence of Cryptoassets, which challenge

conventional notions of monetary systems, regulatory oversight, and market stability.

Crypto-assets, underpinned by blockchain,® epitomize both the disruptive potential and the regulatory
complexities of decentralized technologies. Since Bitcoin’s inception in 2008, these digital assets have evolved
from niche experiments into a $3.71 trillion market,* attracting institutional investors, retail traders, and even

sovereign states exploring central bank digital currencies (CBDCs). However, their decentralized architecture

1 A blockchain is "a distributed ledger that cryptographically enables digital assets to be created, stored, transferred, and transacted
in a real-time, immutable manner across a decentralized peer-to-peer network. Anything of value can be tracked and traded on a
blockchain network virtually by reducing risk and cutting costs for all involved."

2 Werbach, K. (2018). Trust, but Verify: Why the Blockchain Needs the Law. Berkeley Technology Law Journal, 33(2), 487-550.
https://www.jstor.org/stable/26533144
® Defining Blockchain & Digital Assets, DELOITTE, https://www2.deloitte.com/us/en/pages/about-deloitte/solutions/blockchain-
digital-assets-definition.html [https://perma.cc/7TRG9-TVGF] (last visited Dec. 20, 2025).
4 CoinMarketCap Charts, https://coinmarketcap.com/charts/ https://perma.cc/QIKM-3D2G (last visited Mar. 5, 2025).
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designed to eliminate reliance on trusted third parties-has created a paradox. While blockchain’s transparency

and security mitigate risks like fraud and double-spending, its pseudonymity and borderless nature amplify
concerns over illicit finance, market volatility, and systemic instability. Globally, Regulatory responses remain
fragmented where the U.S. struggles with agencies clashing over regulatory oversight, and states like Wyoming
pioneer crypto-friendly frameworks. The EU pursues balance through MiCA’s harmonized rules, prioritizing
market stability and consumer protection. India, after an initial crypto ban, now tentatively regulates via
taxation, reflecting broader tensions between nurturing technological progress and curbing risks like fraud and
financial instability across evolving digital asset landscapes. And China’s crypto ban contrasting Switzerland’s

blockchain-friendly policies, underscoring the clash between innovation and public safeguards.

CHAPTER Il - CRYPTO-ASSETS IN CAPITAL MARKETS

2.1 Historical Evolution: From Bitcoin to Institutional Adoption
The historical evolution of Crypto-assets, particularly Bitcoin, reflects a transformative journey from a

conceptual rebuttal to centralized financial systems to a globally recognized asset class. In 2008 the
pseudonymous Satoshi Nakamoto,® released a white paper from that Bitcoin emerged as a direct response to
the financial crisis, which exposed vulnerabilities in traditional banking and fiat currencies. Nakamoto’s
whitepaper® proposed a decentralized digital currency operating on blockchain technology, a public ledger
enabling trustless, peer-to-peer transactions without intermediaries. Launched in 2009, Bitcoin’s early adoption
was driven by tech enthusiasts, cypherpunks, and libertarians who championed its anti-establishment ethos.
The first real-world transaction in 2010, 10,000 BTC for two pizzas’ symbolized its nascent utility, though
scalability and energy consumption debates soon followed.

By 2011, Bitcoin’s potential as a tool for financial resistance gained prominence when WikilLeaks began
accepting Bitcoin donations amid a U.S. financial blockade.® Traditional payment processors like Visa and
PayPal had severed ties with the organization, but Bitcoin allowed WikiLeaks to circumvent these restrictions,
highlighting its censorship-resistant nature. This marked a critical milestone, demonstrating Bitcoin’s viability
beyond speculative trading and positioning it as a lifeline for entities facing geopolitical or institutional
exclusion. The move also sparked debates about Bitcoin’s role in promoting transparency and dissent, aligning

with its decentralized ideals.

The ecosystem expanded rapidly with the creation of altcoins like Litecoin® (2011) and Ripple!® (2012), which

sought to address Bitcoin’s limitations, such as transaction speed and energy use. Ethereum’s 2015 launch

> Satoshi Nakamoto, Bitcoin: A Peer-to-Peer Electronic Cash System (2008), https://bitcoin.org/bitcoin.pdf [https://perma.cc/2N5Q-
6RFV].

® 1bid.

7 The History of Bitcoin Pizza Day: 10,000 BTC for a Pizza, https://trakx.io/resources/insights/bitcoin-pizza-day/
https://perma.cc/XQ5K-4BZ9 (last visited Jan. 11, 2025).

8 Why Did Bitcoin’s Creator Fear WikiLeaks? The Untold Story Revealed, https://medium.com/coinmonks/why-did-bitcoins-
creator-fear-wikileaks-the-untold-story-revealed-9d4f16ba5h6b https://perma.cc/8KQ7-CV3T (last visited Jan. 5, 2025).

9 Litecoin, https://litecoin.org/ https://perma.cc/7S2Z-QWIT (last visited Apr. 5, 2025).

10 Ripple, https://ripple.com/ https://perma.cc/6QX7-ZY9V (last visited Apr. 5, 2025).
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revolutionized the space by introducing smart contracts, enabling programmable agreements and spawning

innovations like decentralized finance and non-fungible tokens. The 2017 ICO boom, while fostering
innovation, also attracted regulatory scrutiny due to rampant fraud, prompting frameworks like the Howey Test

to classify tokens as securities.

Bitcoin’s price history has been marked by dramatic surges and crashes, including milestones like the 2013
surge to $1,000, the 2017 bull run to nearly $20,000, and in 2021 it went to almost $69,000.! After Institutional
interest grew as companies like MicroStrategy and Tesla added Bitcoin to their balance sheets, while major
firms like PayPal and Visa integrated crypto services, the price of Bitcoin sees all-time high of $105000.
Regulatory challenges persisted, with the SEC playing a key role in shaping the landscape, such as classifying
DAO tokens as securities under the Howey Test. Globally, approaches varied, with some countries embracing
Bitcoin (e.g., El Salvador) and others imposing bans (e.g., China). A significant milestone came with the push
for Bitcoin ETFs, which bridge traditional finance and crypto ecosystems. While early attempts at spot Bitcoin
ETFs failed due to concerns about market manipulation and custody risks, the 2021 approval of the first Bitcoin
futures ETF marked progress. Renewed optimism surrounds spot Bitcoin ETFs in 2023, driven by improved
infrastructure and institutional demand. These developments underscore broader trends, including the rise of
DeFi platforms offering intermediary-free financial services, governments exploring Central Bank Digital
Currencies (CBDCs), and efforts to address environmental concerns related to Bitcoin mining.

2.2 Cryptocurrency as an Asset Class: Diversification, DeFi, and Market Behavior
Cryptocurrency have emerged as a transformative asset class, reshaping global finance through

decentralization, 24/7 market access, and innovative applications like decentralized finance (DeFi). As a
diversification tool, Crypto-assets like Bitcoin and Ethereum exhibit low historical correlation with traditional
assets, though this relationship fluctuates with macroeconomic conditions. Bitcoin, often dubbed ‘digital gold’
due to its fixed supply, is viewed by some as a hedge against inflation, particularly in emerging economies like
Argentina and Turkey facing currency devaluation. However, its extreme volatility annualized swings of ~60%
versus gold’s ~15% raises doubts about its reliability as a stable store of value. Institutional investors, including
Fidelity and BlackRock, increasingly allocate 1-5% of portfolios to crypto for asymmetric returns, though
skeptics argue its lack of cash flow limits its utility as a productive asset.'?

DeFi, a cornerstone of crypto’s innovation, disrupts traditional finance by enabling trustless lending,
borrowing, and trading via blockchain protocols. Platforms like Aave and Uniswap bypass intermediaries, with
over $40 billion locked in DeFi by 2023. These systems allow users to earn yield on deposits, trade assets via

decentralized exchanges (DEXSs), and access synthetic derivatives. Yet, DeFi faces challenges: smart contract

1A Comparison of the 2018 Bear Market and 2022 Crypto Market Drawdown, https://coinmarketcap.com/academy/article/a-
comparison-of-the-2018-bear-market-and-2022-crypto-market-drawdown https://perma.cc/5QX6-ZY8W (last visited Feb. 19,
2025).

12 Understanding the Role of Bitcoin in Modern Investment Portfolios, The Economic Times (Feb. 5, 2025),
https://m.economictimes.com/markets/Cryptoasset/understanding-the-role-of-bitcoin-in-modern-investment-
portfolios/articleshow/116939447.cms https://perma.cc/8QX6-2Y9W (last visited Feb. 15, 2025).
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vulnerabilities (e.g., the $600 million Poly Network hack), regulatory scrutiny (e.g., SEC lawsuits against

Uniswap), and scalability issues (high Ethereum gas fees) hinder mainstream adoption.

Market behavior in crypto is driven by speculation, retail frenzy, and institutional influence. Round-the-clock
trading amplifies price swings, with social media and meme coins like Dogecoin®® exemplifying retail-driven
volatility. Institutional participation, through ETFs and corporate Bitcoin holdings (e.g., MicroStrategy’s
152,800 BTC), adds liquidity but ties crypto to traditional market trends. Regulatory and technological
catalysts such as Bitcoin ETF approvals or Ethereum’s shift to energy-efficient proof-of-stake spur sharp price

reactions, while macroeconomic factors like Federal Reserve policies increasingly sway crypto markets.

Systemic risks persist: Bitcoin’s energy-intensive proof-of-work model faces environmental criticism, though
Ethereum’s 2022 Merge reduced its energy use by 99.95%. Fraudulent schemes (e.g., FTX’s collapse) and
regulatory fragmentation (e.g., China’s ban vs. EU’s MiCA framework) further cloud crypto’s legitimacy.
Despite these challenges, Crypto-assets represent a frontier asset class balancing disruptive potential with
speculative risks, demanding clearer regulations and technological advancements to mature into a stable,
scalable financial ecosystem.

2.3 Defining Crypto-Assets: Decentralization, Blockchain

Crypto-assets are the private virtual assets that works on the technology of cryptography and distributed ledger
technology (DLT). The original purpose of crypto invented was to enable transaction between the two
individuals without the need for a trusted intermediary (third party) by aligning incentives within the network
participants.’® Crypto-assets are viewed through divergent lenses by global institutions around the world,
reflecting their complex interplay of technology, economics, and regulation. Investopedia definition for
Cryptocurrency is ‘A Cryptocurrency is a digital or virtual currency secured by cryptography, which makes it
nearly impossible to counterfeit or double-spend. Most crypto-assets exist on decentralized networks using
blockchain technology a distributed ledger enforced by a disparate network of computers.”*® IBM definition
for blockchain is ‘Blockchain is a shared, immutable digital ledger, enabling the recording of transactions and
the tracking of assets within a business network and providing a single source of truth.”*” The Cambridge
definition of Decentralization is ‘the act or process of decentralizing an organization or government (moving

control from a single place to several smaller ones)’.®

As mentioned above Cryptocurrency is a digital asset that leverages blockchain technology and cryptographic
principles to enable decentralized, peer-to-peer transactions without reliance on centralized intermediaries.

While its original design was exemplified by Bitcoin’s 2008 whitepaper that envisions it as a medium of

13 Dogecoin Official Website , https://dogecoin.com/ (last visited Apr. 5, 2025), archived at https://perma.cc/1234/ABCD1234 (using
perma.cc).

14 MicroStrategy’s Bitcoin Holdings, https://bitcointreasuries.net/entities/microstrategy https://perma.cc/5QX6-ZY8W (last visited
Apr. 5, 2025).

15BIS Paper No 138: Financial stability risks from cryptoassets in emerging market economics (CGDFS).

18Cryptoassets Investopedia Definition :https://www.investopedia.com/terms/c/Cryptoasset.asp

17*Blockchain’IBM Definition : https://www.ibm.com/think/topics/blockchain

18Decentralization” Cambridge Definition :
https://dictionary.cambridge.org/dictionary/english/decentralization
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exchange, unit of account, and store of value (the three functions of traditional currency), but its classification

as ‘currency’ remains contentious. Legally, no major jurisdiction universally recognizes Cryptoassets as legal
tender, though exceptions like El Salvador’s 2021 Bitcoin adoption highlight isolated efforts. Most
governments, including the U.S., EU, and India, reject Cryptoasset’s status as fiat currency due to its volatility,
pseudonymity, and lack of institutional backing, instead categorizing it as a crypto asset or commodity. This
dissonance raises critical questions: If Cryptocurrency are not legal tender, why are they called “currencies”,

and how do regulatory frameworks classify them?

The term “Cryptocurrency” persists in popular discourse due to its functional ambition as a decentralized
medium of exchange, even if it’s real-world adoption as a currency remains limited. For instance, Bitcoin’s
fixed supply and censorship-resistant design position it as ‘digital gold’ (a store of value), while stablecoins
like USDT mimic fiat currencies by pegging to assets such as the U.S. dollar. However, regulatory bodies
emphasize its asset-like characteristics: the U.S. Internal Revenue Service (IRS) classifies Cryptoassets as
property subject to capital gains tax, while India’s Finance Act (2022) labels them ‘Virtual Digital Assets’
(VDAs) taxed at 30%,'° excluding them from securities or currency frameworks. The European Union’s
Markets in Crypto-Assets Regulation (MiCA) adopts a tiered approach, distinguishing payment tokens (e.g.,
Bitcoin), utility tokens (e.g., Filecoin), and e-money tokens (e.g., USDC), reflecting their economic functions

rather than endorsing ‘currency’ status.

When classified as a commodity, crypto-assets like Bitcoin align with traditional definitions due to their
fungibility, tradability, and role as speculative instruments. The U.S. Commodity Futures Trading Commission
(CFTC) asserts jurisdiction over Bitcoin and Ethereum as commodities under the Commodity Exchange Act
(CEA), citing their market behavior akin to gold or oil. Yet this classification varies globally: Canada’s Ontario
Securities Commission differentiates utility tokens as commodities, while Singapore’s Payment Services Act
regulates them as digital payment tokens, emphasizing anti-money laundering (AML) compliance over

commodity frameworks.

The ambiguity in classification ‘currency, asset, or commodity’ stems from crypto’s dual nature as both a
technological innovation and a financial instrument.? Its blockchain-based architecture enables novel use cases
(e.g., DeFi, smart contracts), but its volatility, regulatory risks, and lack of intrinsic value complicate traditional
categorization. For instance, under India’s Foreign Exchange Management Act (FEMA), crypto’s status as a
‘virtual asset’ creates conflicts in cross-border transactions, as it blurs lines between currency substitutes and
capital assets. Similarly, the OECD and IMF advocate for ‘function-over-form’ definitions, urging regulators

to prioritize economic substance over labels.

The persistence of the term Cryptocurrency despite regulatory rejection of its currency status underscores a
semantic paradox: while it fails as a universally accepted medium of exchange, its decentralized design and

cryptographic security fulfill theoretical monetary functions, albeit imperfectly. This tension reflects broader

19 India, Finance Act, 2022, No. 7 of 2022, § 194S
20 Daeyun Kang, Doojin Ryu & Robert |I. Webb, Bitcoin as a Financial Asset: A Survey , Financ Innov 11 , Article 101 (2025),
https://jfin-swufe.springeropen.com/articles/10.1186/s40854-025-00773-0 https://perma.cc/9Q7Z-ZY8E (last visited Apr. 5, 2025).
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debates over innovation versus control, with jurisdictions like Switzerland embracing blockchain’s potential

through ‘innovation sandboxes,” while China enforces outright bans. Ultimately, the term ‘Cryptocurrency’
endures as a nod to its aspirational purpose, even as legal frameworks prioritize risk mitigation through asset
or commodity classifications. For this dissertation, defining cryptocurrency as a hybrid digital asset straddling
currency-like aspirations, commodity-like tradability, and asset-like regulation captures its complexity while

aligning with global regulatory and technological realities.

2.4 Working Definition: A Multidimensional Interpretation
The terms Crypto, Virtual, Digital have been used from a technical perspective, and the terms Currency, Assets

and Coins have been used from a functional perspective. The terms ‘digital’, ‘crypto’, and “virtual’ each hold
distinct meanings in technology and finance. ‘Digital’ refers to information encoded as binary digits (1s and
0s) to represent signals,?* while ‘crypto’ derives from ‘cryptography’, denoting systems that secure data
through specialized codes in computer networks. ‘Virtual’, meanwhile, describes intangible entitieS created
and managed via computer technology, lacking physical presence. When describing coins traded in markets,
‘crypto’ emerges as the most fitting term. ‘Digital’ is overly broad, encompassing any electronically stored
value, and thus fails to capture the unique cryptographic security features central to these coins. Conversely,
‘virtual’ is misleading, as it implies detachment from the real economy, whereas Cryptocurrency are actively
integrated into financial systems. ‘Crypto’ effectively highlights their defining trait: the use of encryption to

ensure security and authenticity.

The media and associated industries have historically referred to crypto assets as ‘currencies’ since their
emergence. Similarly, the term ‘coin’ appears to have originated from Bitcoin. However, this terms misleading
the public into perceiving Bitcoin or other Cryptoassets (altcoins) as mere digital versions of traditional money
or entirely new currency systems. Given the functional reality of crypto assets, framing them as ‘coins’ or

‘currencies’ is imprecise and potentially deceptive.

The International Financial Reporting Standards (IFRS) framework defines an asset as follows: ‘An asset is a
resource controlled by the enterprise as a result of past events and from which future economic benefits are
expected to flow to the enterprise.’??While crypto tokens inherently lack intrinsic value, they are nonetheless
traded at established market prices globally. As such, labeling them as ‘assets’ rather than ‘currencies’ or

‘coins’ better reflects their role as tradable instruments within economic systems, despite their abstract nature.

2.5 Technical Definition
Cryptocurrency, blockchain, smart contracts, and related mechanisms represent a paradigm shift in digital

finance and decentralized systems, rooted in groundbreaking innovations from Bitcoin to Ethereum.
Cryptocurrency, first conceptualized in Satoshi Nakamoto’s 2008 whitepaper Bitcoin: A Peer-to-Peer

Electronic Cash System, introduced a decentralized digital currency leveraging blockchain technology to

21 "Digital", https://dictionary.cambridge.org/dictionary/english/digital https://perma.cc/9XQ6-ZY7R (last visited Feb. 5, 2025).
22 International Financial Reporting Standards (IFRS), https://www.ifrs.org/?spm=a2ty 001.29997173.0.0.77abc9211k51c7
https://perma.cc/4QX6-2Y9G (last visited Apr. 5, 2025).
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resolve the double-spending problem without intermediaries. Bitcoin’s blockchain a tamper-resistant,

distributed ledger was launched in 2009, structuring data into chronologically linked blocks secured by
cryptographic hashes (SHA-256), with each block containing transaction records, timestamps, and prior block
references. This innovation enabled trustless peer-to-peer transactions, validated by network nodes through
consensus mechanisms like Proof-of-Work? (PoW), where miners solve computationally intensive puzzles to
add blocks and secure the network. Miners, incentivized by block rewards (newly minted coins) and transaction
fees, compete to solve these puzzles; Bitcoin’s protocol enforces scarcity via halving events, which reduce
block rewards by 50% every 210,000 blocks (for every 4 years), capping its supply at 21 million. The first
halving in 2012 reduced rewards from 50 to 25 BTC, followed by subsequent halving in 2016 (12.5 BTC) and
2020 (6.25 BTC), a deflationary design that underpins Bitcoin’s value proposition. Parallel to Bitcoin’s
evolution, Ethereum emerged in 2015 as a programmable blockchain supporting smart contracts ‘self-
executing code automating agreements’ envisioned by Vitalik Buterin in 2013.%* Ethereum’s Turing-complete
Solidity language enabled decentralized applications® (dApps), fostering innovations like decentralized
finance (DeFi) and non-fungible tokens (NFTs). Unlike Bitcoin’s PoW, Ethereum transitioned to Proof-of-
Stake (PoS) via The Merge in 2022, slashing energy consumption by ~99.95% by replacing miners with
validators who stake ETH to secure the network. This shift, detailed in Ethereum’s EIP-1559% and The Merge
upgrade, introduced fee-burning mechanisms to manage supply dynamics, with transaction costs (gas fees)

denominated in gwei?’.

Nodes, integral to blockchain functionality, validate transactions and maintain network integrity. Full nodes
store the entire ledger, while lightweight nodes rely on peers, ensuring decentralization. Bitcoin’s PoW and
Ethereum’s PoS exemplify divergent approaches to consensus, balancing security, scalability, and
sustainability. Together, these technologies Cryptoasset as a decentralized asset class, blockchain as a trust
layer, smart contracts as automation tools, and consensus mechanisms as security frameworks redefine finance,
governance, and digital ownership. Their interplay, from Bitcoin’s scarcity-driven design to Ethereum’s
programmability, underscores a transformative shift toward decentralized systems, as evidenced by adoption

in DeFi, NFTs, and institutional investment.

2.6 Regulatory Definitions
According to the Financial Action Task Force (FATF) on Money Laundering, ‘[v]irtualassets (crypto assets)

refer to any digital representation of value that can be digitally traded, transferred or used for payment. It does

23 What Is Proof of Work (PoW)?, https://www.investopedia.com/terms/p/proof-work.asp https://perma.cc/7XQ9-3YWR (last
visited Apr. 5, 2025)

24 Ragu Nath, What Is Ethereum: The World’s First Programmable Blockchain? , Medium (Apr. 5, 2025), https://medium.cony/
@ragunath12/what-is-ethereum-the-worlds-first-programmable-blockchain-ca211d41352d  https://perma.cc/7XQ9-4YWR  (last
visited Apr. 5, 2025).

25 Decentralized  Applications  (dApps),  https://www.investopedia.com/terms/d/decentralized-applications  dapps.asp
https://perma.cc/6QX9-ZY9W (last visited Apr. 5, 2025).

26 Buterin, 2013; Ethereum Foundation, 2022.
27 Ethereum gas is denominated in gwei, short for gigawei, with one gwei equal to one billionth of an ETH. What Is Gwei?,
https://www.coingecko.com/en/learn/gwei https://perma.cc/8QX6-ZY9W (last visited Apr. 5, 2025).
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not include a digital representation of fiat currencies.””®According to the International Organization of

Securities Commissions,” The term ‘crypto asset,” also sometimes called a ‘digital asset,’ refers to an asset that
Is issued and/or transfer reducing distributed ledger or blockchain technology (distributed ledger technology),
including, but not limited to, so called ‘virtual currencies,” ‘coins,” and ‘tokens’.’?*The International Monetary
Fund considers ‘crypto assets’ as “a broad term encompassing many different products, [that] are privately
issued digital representations of value that are cryptographically secured and deployed using distributed ledger
technology.”*According to the U.S. Commodity Futures Trading Commission (CFTC), a ‘virtual currency’ is
a digital representation of value that functions as a medium of exchange, a unit of account, and/or a store of
value.”®*According to the E.U.’s Market in Crypto-Assets Regulation (MiCA), a ‘crypto asset’ is ‘a digital
representation of a value or of a right that can be transferred and stored electronically using distributed ledger
technology or similar technology.’*? In South Korea, ‘a ‘virtual asset’ is an electronic token, including all rights
thereto, that has economic value and can be traded or transferred electronically.’ 33

Emerging economies like India, via the Reserve Bank of India (RBI), recognize the innovative potential of
blockchain-driven decentralized trust but argue that Crypto-assets lack the institutional and societal trust
required for mainstream monetary use, citing concerns over market instability and consumer protection.
Globally, institutions such as the Financial Action Task Force focus on mitigating risks like money laundering,
advocating for stringent Know-Your-Customer (KYC) norms and cross-border regulatory coordination.
Simultaneously, the International Monetary Fund (IMF) warns of macroeconomic disruptions, including
capital flow volatility and challenges to monetary policy sovereignty, urging nations to balance innovation
with systemic stability. These divergent perspectives highlight a fractured regulatory landscape: while some
jurisdictions, like the EU (via its Markets in Crypto-Assets Regulation, MiCA), seek to integrate crypto-assets
into formal frameworks, others, including a technological innovation and a speculative financial instrument.
This shift is essential for bridging the gap between crypto’s aspirational identity and its current role in global

markets.

28 Virtual Assets, THE FIN. ACTION TASK FORCE, https://www.fatfgafi. org/en/topics/virtual-assets.html
[https://perma.cc/L8Y G-NUA4T].

29 Policy Recommendations for Crypto and Digital Asset Markets Consultation Report, INT’L ORG. OF SEC. COMM'N 3
(2023), https://www.iosco.org/library/pubdocs/pdf/IOSCOPD734.pdf [https://perma.cc/5SRA5-U7DA].

30 Elements of Effective Policies for Crypto Assets, INT’L MONETARY FUND 7 (2023),

In the case of game items, securities and legal currency are excluded from virtual assets under the Act on the Protection of Virtual
Asset Users §2. See Act on the Protection of Virtual Asset Users, art. 2

f1(S. Kor.), translated in Korea Law Translation Center’s online database,
https://elaw.klri.re.kr/eng_mobile/viewer.do?hseq=63752&type=part&key=23[https://perma.cc/w88s-5u23].

31 virtual currencies (coins/native tokens) are central to CFTC-regulated digital assets, functioning as exchange mediums on their
own blockchains. Digital tokens (utility tokens) operate on existing networks for broader uses like platform access. This
classification framework, outlined in the CFTC’s Lab CFTC Digital Assets Primer (December 2020), highlights the nuanced
distinctions within the evolving digital asset landscape, emphasizing regulatory considerations tied to functionality and
technological design.

32 Commission Regulation 2023/1114, art. 3, 2023 O.J. (L 150) 63 (‘electronic money token’ or ‘e-money token’ means "a type of
crypto-asset that purports to maintain a stable value by referencing the value of one official currency").

33 In the case of game items, securities and legal currency are excluded from virtual assets under the Act on the Protection of
Virtual Asset Users §2. See Act on the Protection of Virtual Asset Users, art. 2 1 1 (S. Kor.), translated in Korea Law Translation
Center’s online database,

https://elaw Klri.re.kr/eng_mobile/viewer.do?hseq=63752&type=part&key=23 [https://perma.cc/W88S 5U23].
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2.8 Balancing Innovation and Investor Protection in a Decentralized Ecosystem

Decentralization is a core feature of Cryptocurrency like Bitcoin. Unlike traditional banks, there’s no central
authority controlling them. This means no single government or institution can regulate or shut them down
easily. Crypto transactions are recorded on a blockchain, which is distributed across many computers
worldwide. These nodes can be located anywhere, including jurisdictions with lax regulations.®* So even if one
country tries to restrict crypto, the network itself remains operational because the servers are spread out. And

also, digital wallets don’t require formal registration, allowing users to remain anonymous.

The decentralized nature of Cryptoassets allows them to operate beyond traditional regulatory frameworks,
leveraging global networks of nodes and offshore servers to evade centralized oversight. Transactions occur
peer-to-peer across borders without intermediaries, bypassing capital controls, while pseudonymous wallets
and privacy tools like Monero, Zcash, and mixers (e.g., Tornado Cash) obscure user identities and transaction
trails. Offshore exchanges (e.g., Binance’s prior Seychelles base) and decentralized platforms (e.g., Uniswap)
exploit regulatory arbitrage, avoiding strict AML/KYC rules. Jurisdictional fragmentation complicates
enforcement, as a single transaction might involve actors across multiple countries, with no central entity to
freeze assets or report suspicious activity. Innovations like Layer-2 protocols and zero-knowledge proofs

further challenge regulators, outpacing forensic tools.

Balancing innovation and investor protection in decentralized crypto ecosystems requires navigating a
landscape where permission-less innovation (e.g., DeFi, NFTs) coexists with risks like extreme volatility,
scams ($2 billion lost in DeFi frauds in 2023), and regulatory uncertainty. Decentralization fosters financial
inclusion and censorship resistance but demands smart regulation such as principle-based rules and regulatory
sandboxes to avoid stifling creativity. Given crypto’s global nature, harmonized regulations are critical to
prevent regulatory arbitrage and ensure consistent investor protection. Initiatives like the FATF’s Travel Rule,
which mandates cross-border transaction transparency, and the G20’s push for crypto policy coordination
highlight efforts to align international standards. Such frameworks aim to balance innovation with safeguards,
ensuring decentralized systems thrive without enabling illicit finance or systemic instability. The future of
crypto hinges on this delicate interplay between global regulatory cooperation and the preservation of

blockchain’s decentralized ethos.

CHAPTER Il - THEORETICAL FRAMEWORK

3.1 The Howey Test and the ‘Economic Reality Doctrine’
The ‘Howey Test” and ‘Economic Reality Doctrine’ are critical frameworks used by regulators, particularly in

the U.S., to determine if an asset qualifies as a securities, profoundly impacting Crypto-asset classification and
regulation. Originating from the 1946 ‘SEC v. W.J. Howey Co.’* case, the Howey Test defines an ‘investment

contract’ as a transaction involving (1) investment of money, (2) in a common enterprise, (3) with an

3 Legal and Regulatory Compliance, World Econ. F., https://widgets.weforum.org/blockchain-toolkit/legal-and-regulatory-
compliance/index.html https://perma.cc/9Q7Z-ZY 8E
35 SEC v. W.J. Howey Co., 328 U.S. 293 (1946)
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expectation of profits, (4) derived predominantly from others’ efforts. In crypto, this test is pivotal: tokens sold

via initial coin offerings (ICOs) or marketed with promises of returns (e.g., staking rewards) often meet these
criteria, as seen in the SEC’s 2017 DAO Report and lawsuits like SEC v. Ripple Labs, where XRP is alleged
to be a securities due to its ties to Ripple Labs’ efforts. Bitcoin, however, typically avoids classification as a

securities due to its decentralized structure.

The Economic Reality Doctrine reinforces this analysis by prioritizing a transaction’s substance over its label,
meaning even ‘utility tokens’ may be deemed securities if their economic reality resembles an investment
contract. For instance, tokens tied to a centralized team’s efforts or ecosystem growth expectations risk
securities classification, as highlighted in the Ripple case. Ethereum’s shift to decentralized governance post-
2016 DAO hack illustrates how projects may distance themselves from Howey’s criteria. Regulatory
enforcement has intensified, with the SEC targeting platforms like Coinbase and Binance over tokens such as
BNB and Solana (SOL), aiming to curb unregistered securities offerings. Projects emphasizing decentralization
(e.g., Bitcoin, Ethereum) argue they lack a ‘common enterprise’ or reliance on third-party efforts, but hybrid

models remain vulnerable.

Globally, approaches vary: the EU’s MiCA regulation distinguishes utility tokens from asset-referenced
tokens, while Singapore and Switzerland employ tailored criteria. Critics argue applying a 1946-era test to
decentralized, 24/7 crypto markets is outdated, particularly for pseudonymous, automated systems like DeFi
protocols or DAOs, where the ‘efforts of others’ prong is harder to pin down. Overzealous regulation risks
stifling innovation, as seen in the chilling effect of SEC lawsuits on U.S. crypto activity. Ultimately, these
frameworks force a delicate balance between investor protection and technological progress, with regulators
under pressure to modernize rules to accommodate crypto’s unique attributes failure to do so may drive
innovation to more adaptive jurisdictions, shaping whether crypto evolves into a regulated asset class or

remains a contested frontier of financial innovation.

The classification of Bitcoin under the Howey Test raises significant regulatory questions. According to this
test, Bitcoin can be considered a securities if it meets certain criteria, including an investment of money, a
common enterprise, an expectation of profit, and reliance on the efforts of others. While Bitcoin’s limited
supply (capped at 21 million) and its attributes as a store of value align it more with commodities, the
expectation of profit from its purchase complicates its classification. Regulatory authorities, such as the
Commaodity Futures Trading Commission (CFTC), recognize Bitcoin as a commodity, but ongoing speculation
about its value often driven by external factors can lead to scrutiny under the Howey Test. This ambiguity
underscores the challenges of fitting Cryptoassets into traditional financial regulatory frameworks, which may

not fully accommodate their unique characteristics (SEC v. W.J. Howey Co., 1946; CFTC announcements).

3.2 Institutional Theory: Regulators as Standard-Setters (SEC, RBI, ECB)
Institutional theory frames regulators like the SEC, RBI, and ECB as standard-setters shaping crypto’s

evolution through formal rules and societal norms. The U.S. SEC applies frameworks like the Howey Test to

classify crypto tokens as securities, asserting jurisdiction over assets deemed ‘investment contracts.” Through
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litigation against Ripple, Coinbase,*® and Binance,*’ it targets unregistered offerings, signaling scrutiny for

tokens tied to centralized efforts or profit promises. Guidance like the 2017 DAO Report and 2023 draft rules
clarify that staking, yield-bearing tokens, and ICOs often meet Howey’s criteria. While Bitcoin’s
decentralization exempts it from oversight, hybrid projects like pre-2016 Ethereum face ambiguity. Critics
argue the SEC’s enforcement-heavy approach stifles innovation, and its jurisdictional reach clashes with

crypto’s global nature, pushing firms to offshore hubs.

India’s RBI prioritizes financial stability, exemplified by its 2018 banking ban on crypto (overturned in 2020)
and warnings against crypto-related risks. It employs indirect restrictions, taxing crypto gains at 30% and
imposing a 1% TDS on transactions to curb speculation. The RBI champions its CBDC, the digital rupee, as a
regulated alternative to private Cryptoassets.®® Despite these measures, India remains a top crypto-adopting
nation, exposing policy limitations. The RBI faces challenges balancing fintech innovation with systemic risks,

reflecting societal trust in centralized monetary systems.

The ECB, via the EU’s MiCA regulation, mandates crypto firms to register, disclose risks, and avoid
environmentally harmful consensus mechanisms like Bitcoin’s PoW. MiCA harmonizes standards, aligning
with FATF’s AML rules, while the ECB develops a digital euro to counter private stablecoins. While MiCA’s
clarity may attract institutional investors, its stringent rules risk deterring startups. Divergent global approaches
such as U.S.-EU splits over PoW complicate cross-border crypto activity, highlighting challenges in balancing
innovation and compliance. These regulators derive legitimacy by aligning crypto with institutionalized norms:
the SEC enforces investor protection via Howey, MIiCA imposes coercive isomorphism by mirroring

traditional finance rules, and the RBI’s skepticism reflects cultural-cognitive trust in centralized systems.

3.3 Risk-Based Regulation: AML/CFT Compliance vs. Innovation
Risk-based regulation (RBR) seeks to balance anti-money laundering (AML) and counter-terrorist financing

(CFT) compliance with fostering innovation, a tension starkly evident in Cryptoassets. Regulators globally
mandate that virtual asset service providers (VASPs) implement AML/CFT measures, such as the Financial
Action Task Force’s (FATF) travel rule, which requires sharing sender/receiver details for transactions above
thresholds. While these rules aim to mitigate illicit finance risks exemplified by cases like the 2023 FTX
collapse their application often clashes with crypto’s decentralized ethos. For instance, enforcing KYC (know-
your-customer) protocols on decentralized exchanges (DEXs) or privacy coins (e.g., Monero) proves
technically and philosophically challenging, as these systems prioritize pseudonymity and autonomy.

Jurisdictions like the EU’s Markets in Crypto-Assets Regulation®*® (MiCAR) attempt to harmonize compliance

without stifling innovation, mandating transparency for issuers while permitting experimentation. Conversely,

36 Coinbase, https://www.coinbase.com/ (last visited Apr. 5, 2025), archived at https://perma.cc/1234/ABCD1234.

37Binance, https://www.binance.com/en-IN (last visited Apr. 5, 2025), archived at https://perma.cc/1234/ABCD1234.

3%  Reserve Bank of India, Report of the Working Group on Digital Lending Implementation,
https://rbi.org.in/Scripts/PublicationReportDetails.aspx?UrlPage=&ID=1218 (last visited July 5, 2025).

39 European Securities and Markets Authority (ESMA), Markets in  Crypto-Assets Regulation (MiCA),
https://www.esma.europa.eu/esmas-activities/digital-finance-and-innovation/markets-crypto-assets-regulation-mica  (last visited
June 5, 2025).
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the U.S. employs a fragmented, risk-averse approach, with agencies like FINCEN targeting unhosted wallets

and mixers, raising concerns about overreach. Critics argue that stringent AML/CFT rules favor centralized
players (e.g., Coinbase) while disadvantaging decentralized protocols (e.g., Uniswap), which lack entities to
police transactions. Meanwhile, innovations like zero-knowledge proofs and blockchain analytics tools offer
potential compromises, enabling compliance without sacrificing privacy. The core challenge lies in calibrating
regulation to address genuine risks such as ransomware payments or sanctions evasion without stifling
technological progress. As crypto evolves, regulators face mounting pressure to adopt adaptive, tech-neutral
frameworks that safeguard integrity while allowing decentralized systems to thrive, ensuring compliance does

not become a barrier to innovation.

3.4 Laissez-Faire Interpretation in Global Crypto Governance
The principle of laissez-faire advocating minimal government intervention in markets offers a provocative lens

through which to analyze the regulatory dissonance surrounding Crypto-assets. At its core, blockchain
technology embodies this doctrine: decentralized, permission-less, and self-governed systems like Bitcoin and
Ethereum thrive precisely because they reject centralized control, enabling innovation through open-source
protocols and peer-to-peer networks. A laissez-faire approach would argue that crypto markets, as emergent
ecosystems, require regulatory humility to preserve their transformative potential. For instance, overzealous
frameworks like India’s punitive 30% Virtual Digital Asset (VDA) tax or the SEC’s enforcement-heavy
application of the Howey Test risk stifling innovation by imposing legacy financial norms on inherently novel
systems. Instead, jurisdictions like Switzerland and Singapore-adopting ‘innovation-centric’ sandboxes
demonstrate how light-touch oversight can attract blockchain enterprises while mitigating risks like money
laundering through targeted AML/CFT measures. However, pure laissez-faire is untenable in practice: the
2022 collapse of TerraUSD and FTX revealed how unregulated markets amplify systemic risks (e.g.,
contagion, fractional reserve practices), necessitating guardrails to protect investors and financial stability. The
EU’s Markets in Crypto-Assets Regulation (MiCA) strikes a balance, exempting decentralized protocols (e.g.,
DeFi) from licensing unless they engage in regulated activities, thereby preserving permissionless innovation
while mandating accountability for centralized intermediaries. Globally, a laissez-faire ethos must evolve into
adaptive governance principle-based frameworks (e.g., FATF’s Travel Rule, FSB’s risk-calibrated standards)
that harmonize cross-border coordination without homogenizing regional priorities. This approach aligns with
the OECD’s call for ‘technological neutrality,” ensuring regulations address crypto’s functional realities (e.g.,
distinguishing payment tokens from securities) rather than clinging to outdated labels. Ultimately, the
challenge lies in reconciling blockchain’s decentralized ethos with the inevitability of oversight a synthesis
where innovation flourishes within bounded freedom, and regulation acts as a dynamic enabler, not a static

constraint.
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CHAPTER I1V- CONCLUSION

4.1 The Howey Test’s Adaptability to Crypto and Need for Modernization of Regulatory Framework

To conclude this research paper the need for adaptability of the Howey Test to Crypto-assets underscores both
its enduring relevance and the pressing need for modernization in regulatory frameworks. Originating from the
1946 SEC v. W.J. Howey Co. case, the test’s four-pronged criteria investment of money, common enterprise,
expectation of profits, and reliance on others’ efforts have been instrumental in classifying digital assets as
securities. However, applying a mid-20th-century legal framework to decentralized, borderless technologies
reveals inherent limitations. The Howey Test’s emphasis on centralized efforts and profit motives struggles to
address the nuanced realities of blockchain-based systems, where utility tokens like Filecoin or governance-
driven ecosystems like Ethereum defy traditional categorization. High-profile cases such as SEC v. Ripple®
and SEC v. LBRY highlight the test’s adaptability but also expose its ambiguities, particularly in distinguishing
between institutional sales and programmatic transactions or decentralized protocols with minimal third-party

involvement.

The EU’s Markets in Crypto-Assets Regulation (MiCA) offers a contrasting approach, employing asset-
specific tiers that differentiate utility tokens from stablecoins, thereby addressing the functional diversity of
digital assets without over-regulating innovation. Similarly, India’s judicial rulings, such as the ITAT’s capital
gains exemption for Bitcoin pre-2022, demonstrate attempts to reconcile crypto’s unique attributes with
existing legal paradigms. Yet, these fragmented efforts underscore the global challenge of harmonizing
standards while fostering technological progress. Modernization of the Howey Test could involve
incorporating principles of technological neutrality, as advocated in IAMAI v. RBI,** and adopting risk-
calibrated frameworks akin to MiCA’s tiered compliance models. As evidenced by the FTX collapse and
TerraUSD crash, systemic vulnerabilities demand adaptive governance that balances investor protection with
innovation. Ultimately, the Howey Test remains a cornerstone of crypto regulation but requires recalibration
to address the decentralized ethos and evolving complexities of blockchain ecosystems, ensuring it serves as a

dynamic tool rather than a rigid constraint in shaping the future of digital finance.

40 Sypra Note 36.
41 Internet & Mobile Ass’n of India v. Reserve Bank of India, AIR 2020 SC 526.
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