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Cryptocurrencies: Implications on the Indian economy 

and the concept of emerging legal digital currencies 
-Shatakratu Sahu1 

 

I. Cryptocurrencies' implication on Indian economy 

  

Through the recent Union Budget 2022-23, the Central Government put forth its 

stance on cryptocurrencies. While considering them as "digital assets", capital 

gains tax on them amounting to 30% has been introduced. Further, a 1% tax 

deduction at source will apply on transfer on such digital assets. The implication 

of cryptocurrency on the Indian economy is analysed in depth by the Reserve 

Bank of India (RBI). 

  

The RBI's lens for cryptocurrency   

 

In a recent speech2, the Reserve Bank of India's (RBI) deputy governor Mr. 

Sankar shed light on the paradigm shift finance and banking may undergo given 

the rise of cryptocurrency. Mr. Sankar stated that cryptocurrencies are 

"fundamentally designed to bypass the establishedfinancial system." Crypto 

products such as cryptocurrencies and non-fungible tokens (NFTs) function for 

attaining decentralized finance (Defi). Blockchain, a kind of distributed ledger, 

is used as cryptocurrency's underlying technology to make financial 

intermediation, i.e., banks redundant. The objective for circumventing banks' 

intermediation finds basis in (i) lack of bank's trustworthiness, (ii) costs charged 

by banks, and (iii) tracking of transactions.  

  

Following are the key characteristics of cryptocurrencies: 

(i) Decentralization: They are decentralized systems where participants 

authenticate transactions to the systems by consensus;  

(ii) Anonymity: while transactions are verified, counterparties or purposes 

of transactions are not necessarily verified; 

                                                             
1Associated Domain Specialist, AJNIFM, Faridabad. 
2 Cryptocurrencies – An Assessment, Keynote address at Indian Banks Association 17th Annual Banking 

Technology Conference, available at: https://rbi.org.in/Scripts/BS_SpeechesView.aspx?Id=1196 

https://rbi.org.in/Scripts/BS_SpeechesView.aspx?Id=1196
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(iii) Borderless: existence over the internet without physical existence. 

  

Cryptocurrency is differentiated from traditional currency as "they do not have 

an issuer, they are not an instrument of debt or commodities nor do they have 

any intrinsic value." Thus, it is said that cryptocurrency can act as a currency 

only in a private environment and not on a national scale. The RBI also 

recognises that the underlying technology, i.e., blockchain and general 

distributed ledger technology stands to flourish even if cryptocurrencies are 

banned. Pertinently, peak market capitalization of cryptocurrencies was 

obtained in November 2021 when it was $ 2.9 trillion, up from $ 20 billion in 

February 2017. 

 

Any store of value, such as financial assets or commodities, is said to contain 

two elements – tangibility and intrinsic value. With this understanding, 

cryptocurrency is claimed by RBI to be not a store of value. Further 

apprehension prevails that if one or more private currencies are allowed, that 

may lead to a parallel currency system in the economy, which may result in 

"dollarization". Dollarization in the traditional sense is understood to be usage 

of the dollar instead of or in addition to domestic currency. In the current 

context, it would mean usage of private cryptocurrency in addition to or instead 

of rupee, in India. 

 

As private cryptocurrencies bypass regulation by governmental authorities, the 

authorities' monetary policy will not have an effect on them (non-Rupee) - 

money supply and interest rates may not be controllable. This is characterized 

as a possible loss of policy control in an economy with monetary policy 

rendered ineffective and inflation not in control.  

 

Given the virtual, anonymous, and decentralized nature of cryptocurrencies, it is 

feared that they may circumvent rules concerning Know Your Customer 

(KYC), Anti Money Laundering (AML), and Combating the Financing of 

Terrorism (CFT). Illegal transactions, largely kept out of financial systems, may 

attract cryptocurrencies. Further, the valuation of cryptocurrencies is largely 

driven by speculation and belief. Thus, even not as currencies, large-scale loss 

to investors upon wrongful speculation may destabilize monetary stability.  
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Advocates for accepting cryptocurrencies urge authorities to follow advanced 

economies' liberal stances. However, the primary apprehension against such 

acceptance is that a corporation may use private cryptocurrencies in control of 

the cryptocurrency (or any sovereign in control of such corporation) for global 

strategic control. For instance, replacing the rupee with any private 

cryptocurrency may compromise the government's control over India's 

economic policy. 

 

Usage of cryptocurrencies in advanced economies is further distinguished from 

potential usage in India. Currencies such as the dollar, or even the euro or the 

yuan, are considered international currencies, given they are freely convertible 

currencies. Pertinently, most cryptocurrencies are priced in terms of such freely 

convertible currencies, and thus cryptocurrencies' usage will result in higher use 

of such currencies. On the contrary, as the rupee is not an international 

currency, the adoption of cryptocurrencies may be against the interest of the 

national currency. Further, advanced economies are mature markets thus may 

withstand disruptions by cryptocurrencies, whereas India may not.     

 

Loss on investment if cryptocurrency is banned is a concern raised. Such 

concerns are countered by the RBI by stating that investors may be given a 

reasonable exit. Pertinently, it is also stated that investors are aware of the risks 

they take – an Inter-Ministerial Committee of the government recommended 

banning cryptocurrency three years ago. Further, as crypto assets are not 

regulated products, there are no investor norms in place, and investors must be 

mindful of the same. Should private cryptocurrencies be regarded as securities 

in India, the Securities and Exchange Board of India may be expected to 

regulate them thoroughly. As such, informal studies showcase the magnitude of 

investment to be insignificant, however, it may be a concern in the future, given 

the exponential rate of growth.  

 

Benefits for private customers 

 

Notwithstanding the stand taken by RBI, which is largely apprehensive of usage 

of private cryptocurrencies, the following are the benefits3 of private 

                                                             
3 Twelve Benefits of Cryptocurrency in 2022, Brian Nibley, SoFi, accessed at: 
https://www.sofi.com/learn/content/benefits-of-crypto/ 

https://www.sofi.com/learn/content/benefits-of-crypto/
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cryptocurrencies. These benefits either directly impact the Indian economy or 

provide context to its implications on the Indian economy. 

 

By using simple smartphone apps/exchange wallets, various cryptocurrency 

transactions can be undertaken at low costs. Some types of bitcoins such as 

Bitcoin and Ethereum can be bought from Bitcoin ATM in exchange for cash, 

without a bank account.   

 

Security of cryptocurrency payment is ensured by its basis in cryptography and 

blockchain security. Hash rate determines the degree of security of 

cryptocurrencies – the higher the hash rate, the lesser chance of security breach. 

With the highest hash rate of any network, Bitcoin is considered the most secure 

cryptocurrency. However, when transacting a cryptocurrency over an exchange, 

the transaction is as secure as the exchange, which have reportedly not 

displayed the best security mechanism.  

 

The outsized returns of crypto assets have been their most popular feature. 

Some crypto assets have showcased millions of percentage point growth – in 

comparison, S&P 500 index stocks guarantee a return of 8% on average. 

Further, they are renowned for helping customers diversify their investment 

portfolios. They succeed by being largely non-correlated assets as they function 

independently of other markets. Their price is determined by factors different 

from those affecting bonds, stocks, and commodities. Their growth in millions 

of percentage points is a testament to their non-correlated factors. However, in 

recent times, crypto assets have correlated to factors affecting other securities.  

 

Mineable cryptocurrencies like Bitcoin act as a reliable hedge against inflation. 

Inflation results from too many units of currency chasing too few goods, which 

may occur due to excess money supply. As every extra unit of Bitcoin requires 

mining – the process of solving a computational puzzle for creating a new 

Bitcoin, the total number of bitcoins is kept in check, thus acting as a hedge 

against inflation.  

 

Cross-border transfer of crypto assets is another hallmark of the underlying 

distributed ledger technology. Devoid of regulations, limits, sanctions, or other 

legal requirements (such as the regulations under the Foreign Exchange 
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Management Act, 2000), crypto-asset transactions save time and money. As 

discussed above, this very characteristic may give rise to money-laundering and 

terrorism financing, which the RBI has shown apprehensions about.  

 

II. Emerging legal digital currency / CBDC 

  

A study4 undertaken by the Bank of International Settlements finds that 86% of 

central banks are keen to launch central bank digital currencies (CBDCs) in one 

form or the other. Indian Finance Minister, while giving the Union Budget 

2022-23 speech announced plans of launching Digital Rupee – India's very own 

CBDC.  

 

The Cryptocurrency and Regulation of Official Digital Currency Bill, 2021 

which was scheduled to be tabled in the last winter session of the parliament, 

sought the probation of all private cryptocurrencies and made a facilitative 

framework towards launching India's official digital currency or CBDC. 

Cryptocurrencies' characteristics of anonymity and threat to monetary stability 

are understood to have triggered RBI's interest in a digital currency.  

 

Usually, sovereign states issue money. Historically, private currencies have 

existed too, but they have given precedence to sovereign-issued money. A better 

credit standing and stability is offered by sovereign-backed public money. Thus, 

a legal tender in digital form exchangeable with fiat currency issued by a central 

bank is to be understood as a legal digital currency. 

 

Money issued by the central bank exists in two dimensions – retail and 

wholesale. Retail refers to paper currency used for daily transactions, and 

wholesale refers to reserves held by commercial banks with the central bank for 

managing interbank settlements. Traditional ideas around monetary policies can 

be reworked by the central bank primarily in the retail segment (where paper 

currency is currently used predominantly), which may also see technological 

advancements.  

 

CBDCs around the world 

                                                             
4 Ready, steady, go? – Results of the third BIS survey on Central Bank Digital Currency, Bank of International 
Settlements, available at: https://www.bis.org/publ/bppdf/bispap114.pdf 

https://www.bis.org/publ/bppdf/bispap114.pdf
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As of March 2022, a total of 87 countries5 are looking to launch their CBDCs (a 

jump of over 50 additional countries over the past two years). Out of these, nine 

have already launched their CBDCs – Bahamas, Nigeria, and seven countries of 

the Eastern Caribbean Union. The Sand Dollar by the Bahamas was the first 

CDBD launched globally. Dominica, Antigua and Barbuda, Montserrat, 

Grenada, Saint Lucia, and St. Vincent and the Grenadines of the Eastern 

Caribbean Union introduced CBDCs primarily to cater to those without bank 

accounts.  

 

Apart from India’s plan to launch the CBDC discussed during its budget, Russia 

announced plans for its “Digital Ruble” in February. China was the first large 

economy to make a trial run of its digital currency e-CNY way back in April 

2020 – its central bank intends to operationalize e-CNY in 2022. As for the 

USA, the Joe Biden administration has passed an executive order to promote 

digital assets – a formal launch of digital currency not looking in near sight. 

Similarly, the UK is in the research phase for digital currency. 

 

CBDC and UPI 

 

The Unified Payment Interface (UPI) administers the wallet ecosystem 

prevalent in India. UPI, developed by the National Payment Corporation of 

India (NPCI), ensures payments between banks on technology platforms 

developed by private players (Google-pay, WhatsApp, Paytm, etc.) with 

regulatory oversight of the RBI. A CBDC will be distinguished from UPI as its 

infrastructure will be managed by the central bank only, and payment will be 

made directly through money issued by a central bank. 

 

With CBDC, settlement risk will be minimized, given that the entire system will 

be sovereign-backed. As CBDC will be a centralized payment system, it would 

reduce the risk of concentration of control in the hands of any private player. 

Payment systems such as the UPI are subject to multiple regulations and 

oversight by multiple gatekeepers. Further, they have often been slow and 

expensive. For instance, the SWIFT payment system is presently unreliable as it 

suffers from the sanctions imposed by the WEST on Russia for the invasion of 

                                                             
5Available at: https://www.ndtv.com/business/here-are-the-timelines-and-status-of-central-bank-digital-
currencies-in-some-countries-2820164 

https://www.ndtv.com/business/here-are-the-timelines-and-status-of-central-bank-digital-currencies-in-some-countries-2820164
https://www.ndtv.com/business/here-are-the-timelines-and-status-of-central-bank-digital-currencies-in-some-countries-2820164
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Ukraine. A globalized payment network for real-time transactions may be 

possible by a partnership of CBDCs – given the creditworthiness due to its 

sovereign-backed nature.   

 

CBDCs also hold promise to become "programmable money". This means it 

could be designed to act in a particular manner in predetermined criteria. This 

could herald in a new age for public service delivery which at present suffers 

from systemic issues such as inefficiency, corruption, etc. For instance, when 

combined with the Jan Dhan – Aadhar – Mobile Trinity, the CBDC can 

exponentially increase financial inclusion. When replaced with physical 

currency, CBDC stands to reduce the cost of printing, storage and distribution 

of money.   

 

Intermediation by banks other than the central bank is a key element in the 

monetary policy of a nation. A CBDC may lead to the disintermediation of such 

banks. Upon the launch of CBDC, people may withdraw their deposits from 

banks if there is any doubt about their health. Similarly, if low-cost deposits are 

lost, credit creation may take a hit – in turn affecting monetary policy. 

 

Challenges for CBDCs 

 

Further, apprehensions exist about cybersecurity around CBDC's emergence - a 

robust technological infrastructure for the CBDC will be required to bolster the 

confidence of the sovereign-backed currency. Data breach, counterfeiting, and 

quantum computing are the specific challenges posed for CBDCs.6 

  

Techniques including social engineering and malware can be used to steal 

credentials from the user device of CBDCs. Loss or damage to the device due to 

any natural calamity or simply fire/water, may result in users losing their funds 

and data. Thus, in-built credential recovery systems will be needed. Multi-

signature wallets on the blockchain can help secure credentials should one user 

lose them; however, it will make transactions slower given requisite consent 

from at least two signature holders. 

  

                                                             
6 Four cybersecurity threats to new central bank digital currencies, World Economic Forum, accessed at: 

https://www.weforum.org/agenda/2021/11/4-key-threats-central-bank-digital-
currencies/#:~:text=Yet%20like%20any%20digital%20payment,be%20confident%20in%20its%20security 

https://www.weforum.org/agenda/2021/11/4-key-threats-central-bank-digital-currencies/#:~:text=Yet%20like%20any%20digital%20payment,be%20confident%20in%20its%20security
https://www.weforum.org/agenda/2021/11/4-key-threats-central-bank-digital-currencies/#:~:text=Yet%20like%20any%20digital%20payment,be%20confident%20in%20its%20security
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Privileged action by state actors, such as freezing of accounts/blocking 

transactions without user consent, in the interest of national security and/or 

upholding law and order, will be justified as regulatory actions for payment 

systems. However, ill-intentioned insiders to such state action may compromise 

the bona fide of CBDCs.  

  

Quantum computers are much faster than classical computers and also 

supercomputers and have applications in finance, military, medicine, etc. They 

can solve calculations in a fraction of the time taken by supercomputers. 

Quantum computing is known to compromise data encryption methodologies 

and cryptographic primitives to protect access and confidentiality of data stored 

and transmitted on the blockchain or similar technology on which 

cryptocurrencies function. Quantum computers may break the cryptography of 

the CBDC system even without detection in the future and thus remain a cause 

of concern. 

 

Conclusion 

 

The RBI has highlighted its apprehensions about cryptocurrencies - they 

threaten macro-economic stability and the state’s control over policymaking 

(such as inflation control under the monetary policy) given its decentralized and 

anonymous characteristics. Money laundering and terrorism financing are other 

issues regarding cryptocurrencies. However, the proven benefits of 

cryptocurrencies must also be acknowledged – low-cost transactions, security, 

cross-border nature, investment profits, and portfolio diversification. In this 

context, central banks worldwide have either launched or announced intentions 

to launch (such as India) their own CBDCs – legal tender in digital form 

exchangeable with fiat currency. In India, a sovereign-backed CBDC, with high 

credit standing and stability, holds promise for the payments ecosystem 

(currently run by the UPI platform) and potentially being “programmable 

money” to improve public welfare delivery. CBDC infrastructure needs to be 

secure from cybersecurity threats to prevent data breaches, credential-details 

loss, and loss of user funds, especially in light of other emerging technology 

including quantum computing. 


