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ABSTRACT

Cryptocurrency, a digital form of currency utilizing
cryptographic techniques for secure transactions, has emerged
as a disruptive force in the realm of finance. This research paper
delves into the dichotomy surrounding cryptocurrency, assessing
its potential as both a boon and a bane to the global economy
and society at large. On one hand, cryptocurrency offers
numerous advantages such as decentralized transactions, lower
fees, increased financial inclusion, and potential for innovation
in various industries. However, its decentralized nature also
poses challenges, including volatility, regulatory uncertainties,
susceptibility to illicit activities like money laundering and fraud, and environmental concerns due to
energy-intensive mining processes. This paper presents a comprehensive analysis of the various factors
contributing to the ongoing debate regarding the benefits and drawbacks of cryptocurrency adoption. By
examining both perspectives, policymakers, investors, and stakeholders can gain insights into the nuanced
implications of integrating cryptocurrency into mainstream financial systems.
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INTRODUCTION

The advent of cryptocurrency has sparked fervent debates regarding its potential as either a
boon or a bane to the global economy and society. Cryptocurrency, a digital or virtual form of currency
that relies on cryptographic techniques for secure transactions and operates independently of central
banks or governments, has garnered significant attention since the introduction of Bitcoin in 2009. Its
disruptive nature challenges traditional financial systems and promises innovative solutions to
longstanding issues. However, amidst its promises lie complex challenges and uncertainties, raising
questions about its sustainability and broader implications.
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At its core, cryptocurrency embodies the principles of decentralization and cryptographic
security, offering a peer-to-peer network for conducting transactions without the need for
intermediaries. This decentralization eliminates the need for traditional banking infrastructure,
potentially increasing financial inclusion by providing access to banking services for the unbanked and
underbanked populations worldwide. Moreover, the use of blockchain technology, the underlying
technology behind most cryptocurrencies, ensures transparency and immutability of transaction
records, reducing the risk of fraud and manipulation.

One of the most touted advantages of cryptocurrency is its potential to revolutionize the global
financial landscape by offering faster and cheaper cross-border transactions. Traditional international
money transfers often involve high fees and lengthy processing times due to intermediary banks and
currency conversion processes. Cryptocurrency, on the other hand, facilitates near-instantaneous
transactions at lower costs, thereby streamlining cross-border payments and facilitating international
trade and remittances.

Furthermore, the rise of cryptocurrency has spurred financial innovation, with the emergence
of various blockchain-based applications beyond simple currency transactions. Smart contracts,
decentralized finance (DeFi) platforms, and non-fungible tokens (NFTs) are just a few examples of how
blockchain technology is being leveraged to create new financial instruments and business models.
These innovations have the potential to disrupt traditional industries such as banking, insurance,
supply chain management, and intellectual property rights management.

However, alongside its promises, cryptocurrency presents a myriad of challenges and risks that
cannot be overlooked. Perhaps the most glaring concern is its extreme volatility, characterized by
erratic price fluctuations that can lead to significant financial losses for investors and users. The
speculative nature of cryptocurrency markets, coupled with limited regulatory oversight, exposes
participants to heightened risks of market manipulation, fraud, and cyberattacks.

Journal for all Subjects : www.lbp.world



CRYPTOCURRENCY BOON OR BANE VOLUME - 11 | ISSUE - 11 | AUGUST- 2022

A

NEW FAVOURITE OF INVESTORS

» Every time Bitcoin sees a peakin | Even most popular altcoins
trade, altcoin mirrors the surge, says | have some catching up to do
Sharan Nair, CBO, CoinSwitch Kuber == Price (in §)

» Binance grew over 100%, Swipe B M-cap (in $hn)
48%, Dash 419%, WazirX Token 14% & | °®
TRON 12% — all in last week itself

> In India, number of female

traders has increased from 13%

in 2020 to 15% now, says Nischal
Shetty, CEO WazirX

» Most traders are in the age group g~ g,

of 18-35 years st Moo
Source:www.timesofindia.indiatimes.com/business/india-business/altcoins-up-5x-on-hunt-for-
next-bitcoin/articleshow/81116018.cms

Moreover, the decentralized and pseudonymous nature of cryptocurrency transactions has
raised concerns about their potential misuse for illicit activities, including money laundering, terrorist
financing, and tax evasion. The anonymity afforded by some cryptocurrencies makes it challenging for
law enforcement agencies to trace and prevent criminal activities, posing regulatory challenges and
inviting scrutiny from policymakers worldwide.

Environmental sustainability is another pressing issue associated with cryptocurrency,
particularly Bitcoin, which relies on a consensus mechanism called proof-of-work (PoW) for validating
transactions. The energy-intensive mining process required to secure the Bitcoin network has drawn
criticism for its significant carbon footprint and adverse environmental impact. As concerns about
climate change escalate, the sustainability of cryptocurrency mining practices has come under scrutiny,
prompting calls for more energy-efficient alternatives.

In light of these considerations, the debate surrounding cryptocurrency remains multifaceted
and contentious. While proponents tout its potential to democratize finance, foster innovation, and
empower individuals, skeptics warn of its speculative nature, regulatory challenges, and environmental
consequences..

This research paper aims to delve deeper into these issues, providing a comprehensive analysis
of the boons and banes of cryptocurrency adoption and its implications for the global economy and
society. By examining both perspectives, policymakers, investors, and stakeholders can make informed
decisions regarding the future of cryptocurrency and its role in shaping the financial landscape

FAST FACTS ABOUT CRYPTOCURRENCIES

Total cryptocurrency value grew to $2.43 trillion in 2022, down from nearly $3 trillion last year.
During the last nine years, Bitcoin has grown by over 500,000%.

Over 15,000 companies worldwide accept Bitcoin as a payment method.

As of 2022, there have been over 80 million Blockchain cryptocurrency wallet users.

El Salvador is the only country that fully adopted a cryptocurrency as a legal tender.

The US is the biggest crypto mining country in the world.

There are over 300 million crypto users worldwide.
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NATURE OF WORKING CRYPTOCURRENCY.

Cryptocurrency, such as Bitcoin, operates on the principles of decentralized digital transactions
using blockchain technology. The key components and processes involved in the working of
cryptocurrency are as follws,

1. Participants: Cryptocurrency involves multiple participants, including users (individuals or
businesses) who own and transact with cryptocurrencies, miners who validate and add transactions
to the blockchain, and cryptocurrency exchanges where users can buy, sell, and trade
cryptocurrencies.

2. Blockchain: At the core of cryptocurrency is the blockchain, which is a distributed ledger that
records all transactions. The blockchain consists of blocks, where each block contains a set of
transactions. These blocks are linked together using cryptographic techniques, forming a chain of
blocks.

3. Transactions: Users initiate transactions by sending cryptocurrency to other users. Each transaction
includes the sender's public key, the recipient's public key, and the amount of cryptocurrency being
transferred.

4. Verification: Miners play a crucial role in verifying and validating transactions. They compete to
solve complex mathematical problems to add new blocks to the blockchain. This process is known
as mining, and it requires significant computational power and energy consumption.

5. Consensus Mechanism: Cryptocurrencies use consensus mechanisms to ensure agreement among
participants regarding the validity of transactions. The most commonly used consensus mechanism
is Proof of Work (PoW), where miners must solve computational puzzles to add blocks. Other
consensus mechanisms, such as Proof of Stake (PoS) and Delegated Proof of Stake (DPoS), exist as
alternatives.

6. Cryptography: Cryptography ensures the security and integrity of cryptocurrency transactions.
Public-key cryptography is used to create digital signatures, which provide authentication and
ensure that transactions cannot be altered or tampered with.

7. Wallets: Users store their cryptocurrencies in digital wallets, which are software applications that
enable them to manage their private keys, send and receive cryptocurrency, and monitor their
balances.

It's important to note that different cryptocurrencies may have variations in their specific
mechanisms and processes.

REVIEW OF LITERATURE

Previous studies on cryptocurrency have covered a wide range of topics and themes. Here are
some notable studies that have contributed to the understanding of cryptocurrency:

"Price Manipulation in the Bitcoin Ecosystem" by Neil Gandal et al. (2017): This study
investigated the presence of price manipulation in the Bitcoin market, highlighting the potential impact
of fraudulent trading activities on cryptocurrency prices.

"An Analysis of Cryptocurrency, Bitcoin, and the Future" by Darrell Duffie (2018):This research
paper provided a comprehensive analysis of Bitcoin and other cryptocurrencies, discussing their
technological foundations, economic implications, and potential future developments.

"Cryptocurrency and Its Impact on Taxation" by Omri Marian (2018):This study explored the
tax implications of cryptocurrency transactions, discussing the challenges faced by tax authorities in
determining tax liabilities and enforcing compliance.

"Cryptocurrency Adoption: A Systematic Literature Review" by Marie Briere et al. (2019):This
literature review synthesized existing research on cryptocurrency adoption, analyzing factors
influencing individuals' decision to adopt or use cryptocurrencies.

"The Rise of Central Bank Digital Currencies: Drivers, Approaches, and Technologies" by
Raphael Auer et al. (2020):This research paper explored the emergence of central bank digital
currencies (CBDCs) as a form of government-backed digital currency, discussing their potential
implications for monetary policy, financial stability, and financial inclusion.
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"Cryptocurrency Market Manipulation: Evidence from Pump and Dump Schemes" by Lin
William Cong et al. (2020):This study investigated pump and dump schemes in cryptocurrency markets,
analyzing the prevalence of coordinated trading activities aimed at artificially inflating prices’.

OBJECTIVES OF THE STUDY

1. Examine the current regulatory framework of cryptocurrencies in India.
2. Impact of cryptocurrency on the Indian economy

3. Challenges of cryptocurrency trading in India.

1. REGULATORY FRAMEWORK OF CRYPTOCURRENCIES IN INDIA
Here are some key points regarding the current regulatory framework and legal challenges of
cryptocurrencies in India:

1. Lack of Clear Regulation: The absence of a clear regulatory framework for cryptocurrencies has
created ambiguity and uncertainty for market participants, including individuals, businesses, and
cryptocurrency exchanges. The absence of specific regulations has also resulted in challenges
related to taxation, investor protection, and dispute resolution.

2.  RBI Circular: In April 2018, the Reserve Bank of India (RBI) issued circular prohibiting regulated
entities from providing services to individuals or businesses dealing with cryptocurrencies. This
circular effectively restricted banking access for cryptocurrency exchanges and traders. However,
this circular was later overturned by the Supreme Court of India in March 2020, lifting the ban
and allowing cryptocurrency trading and investment.

3. Governmental Committees and Task Forces: The Indian government has formed various
committees and task forces to study and propose regulations for cryptocurrencies. For example,
the Inter-Ministerial Committee (IMC) on Virtual Currencies recommended a complete ban on
cryptocurrencies in its report submitted in 2019. However, this recommendation was not
adopted, and further discussions and consultations are ongoing.

4. Anti-Money Laundering (AML) and Know Your Customer (KYC) Requirements:
Cryptocurrency exchanges and service providers in India are required to comply with AML and
KYC regulations to prevent illicit activities and ensure the identification of their customers. These
requirements aim to mitigate risks related to money laundering and terrorism financing.

It is important to note that the regulatory framework and legal challenges surrounding
cryptocurrencies in India are subject to change as the government and regulatory authorities continue
to evaluate and develop appropriate regulations.

2. IMPACT OF CRYPTOCURRENCY ON THE INDIAN ECONOMY:

1. Financial Inclusion: Cryptocurrencies have the potential to enhance financial inclusion in India by
providing access to financial services for the unbanked and under banked population, allowing
them to participate in the digital economy.

2. Innovation and Technological Advancements: The adoption of cryptocurrencies promotes
innovation in the financial technology sector, encouraging the development of blockchain
technology and other decentralized solutions with potential applications beyond cryptocurrencies.

3. Investment Opportunities: Cryptocurrencies offer individuals in India the opportunity to diversify
their investment portfolios and potentially earn significant returns. It provides an alternative asset
class that is independent of traditional financial markets.

4. Remittances and Cross-Border Transactions: Cryptocurrencies can facilitate faster and more
cost-effective cross-border transactions, reducing reliance on traditional remittance channels and
lowering transaction fees for remittances sent by the Indian diaspora.

5. Risks of Price Volatility: The high price volatility of cryptocurrencies poses risks to investors, as
sudden price fluctuations can lead to significant financial losses. Investors should be aware of the
inherent volatility and exercise caution in their cryptocurrency investments.
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6. Regulatory Challenges: The lack of a clear regulatory framework for cryptocurrencies in India
presents challenges in terms of consumer protection, taxation, and investor confidence. Addressing
these challenges is crucial to harness the potential benefits while mitigating risks.

7. Security Concerns: The decentralized nature of cryptocurrencies, while offering advantages, also
exposes users to security risks such as hacking, fraud, and theft. Safeguarding cryptocurrency
holdings and ensuring secure storage practices are essential for users.

w

. CHALLENGES OF CRYPTOCURRENCY TRADING IN INDIA

1. Lack of Regulatory Clarity: The absence of a clear regulatory framework for cryptocurrencies creates
uncertainty for market participants, leading to concerns regarding legal compliance and investor protection.

2. Security Risks: Cryptocurrency transactions are vulnerable to security breaches, hacking, and cyber-attacks.
Users need to be cautious about securing their digital wallets and employing best practices for online
security.

3. Money Laundering and Illicit Activities: Cryptocurrencies can be misused for money laundering, tax
evasion, and financing illegal activities due to their pseudo-anonymous nature. These concerns have
implications for regulatory authorities and law enforcement agencies.

4. Taxation Challenges: The taxation of cryptocurrency transactions is complex and poses challenges for
individuals and businesses. Determining the taxable event, valuing cryptocurrencies, and reporting
obligations require clarity in tax laws and guidelines.

5. Lack of Investor Education: Many individuals investing in cryptocurrencies may lack sufficient knowledge
and understanding of the risks involved. The lack of investor education programs increases the potential for
uninformed decision-making and losses.

6. Exchange Risks: The reliability and security of cryptocurrency exchanges are crucial for traders and
investors. Concerns exist regarding the vulnerability of exchanges to hacking, fraud, or operational issues,
which can impact users' funds.

7. Regulatory Arbitrage: The absence of a unified regulatory approach to cryptocurrencies globally creates
the possibility of regulatory arbitrage, where businesses and investors may seek jurisdictions with favorable
regulations, potentially leading to alack of oversight.

8. International Compliance: Cryptocurrency transactions are often transnational in nature, and compliance

with international standards, such as anti-money laundering (AML) and counter-terrorism financing (CTF)

regulations, can pose challenges for Indian businesses and exchanges.

SUGGESTIONS TO OVERCOME ABOVE CHALLENGES.

1. Regulatory Clarity: Develop a clear and comprehensive regulatory framework specifically addressing
cryptocurrencies to provide certainty and legal clarity for market participants.

2. Security Measures: Promote robust security measures, including guidelines for secure storage practices,
multi-factor authentication, and encryption techniques, to protect individuals and businesses from hacking
and fraud risks.

3. AML and KYC Compliance: Strengthen anti-money laundering (AML) and know your customer (KYC)
regulations to ensure transparent and compliant cryptocurrency transactions, mitigating the risks of illicit
activities.

4. Industry Self-Regulation: Encourage self-regulatory organizations within the cryptocurrency industry to
establish and enforce best practices and standards, enhancing market integrity and consumer trust.

5. Taxation Framework: Develop a clear and consistent tax framework for cryptocurrencies, addressing
issues related to capital gains, income tax, and reporting obligations, providing clarity for individuals and
businesses.

6. Financial Inclusion Initiatives: Leverage the potential of cryptocurrencies to promote financial inclusion by
providing access to banking services and digital financial products for the unbanked and underbanked
population.

7. SKill Development: Invest in educational programs and training initiatives to build a skilled workforce
capable of developing and managing blockchain technology and cryptocurrency-related services.
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8. Collaboration with Fintech Startups: Foster collaboration and support for fintech startups working on
cryptocurrency-related innovations, providing them with access to resources, mentoring, and funding.

9. Regulatory Sandboxes for Startups: Establish regulatory sandboxes specifically tailored for
cryptocurrency and blockchain startups, allowing them to operate within a controlled environment and
foster innovation.

10. Interagency Coordination: Promote coordination and information-sharing among government agencies,
including the RBI, SEBI, Ministry of Finance, and Ministry of Information Technology, to ensure a cohesive
approach to cryptocurrency regulation.

CONCLUSION:

The debate over whether cryptocurrency represents a boon or a bane is multifaceted, reflecting
its complex implications for the global economy and society. While cryptocurrency offers potential
benefits such as increased financial inclusion, streamlined cross-border transactions, and innovation in
financial services, it also poses significant challenges. Regulatory uncertainties, market volatility,
susceptibility to illicit activities, and environmental concerns are among the key issues that must be
addressed to realize the full potential of cryptocurrency while mitigating its risks. Moving forward, a
balanced approach that promotes innovation while safeguarding against abuses is essential. By
fostering collaboration between regulators, industry stakeholders, and the broader community, we can
harness the transformative power of cryptocurrency while addressing its drawbacks, paving the way
for a more sustainable and inclusive financial future.
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