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Research Title: STATUS OF CRYPTOCURRENCY IN INDIA 

Author - Shreya Sharma* 

 

ABSTRACT 

In recent time, cryptocurrency has become a common topic of discussion in India. The legal 

status of cryptocurrency has caused widespread confusion among the general public. As a result, 

this article primarily focuses on addressing the present legal status of cryptocurrency in India, as 

well as its past in India. It also actively addresses the main risks and problems associated with 

cryptocurrencies, and the alternatives that the government is considering in its place or in other 

words the future of cryptocurrency in India. 

Key words: Cryptocurrency, RBI, Government of India, regulation, Bill 2021 

 

INTRODUCTION AND MEANING 

A Cryptocurrency is a virtual or digital currency that is meant to be a medium of exchange. It 

is very similar to a real-world currency but unlike the real-world currency it does not have 

any physical embodiment. It uses cryptography to work the way it does. One of the most 

distinctive features of a cryptocurrency is that they operate independent of a bank or a central 

authority, which means that they work in a decentralised manner.  

It is important to note that there is a limit to how many units can exist. For example, in the 

case of bitcoin this limit exists at 21 million, no more bitcoin above this limit will be 

produced. Transfer of funds can easily be verified in cryptocurrency. Cryptocurrency allows 

new units to be added only after certain types of requirements are met. For example, for 

Bitcoin only after a block has been added to the block chain, will the miner be rewarded with 

bitcoins and this is the only way new bitcoins can be generated. 

In the simplest of words cryptocurrency is a form of digital money which means that it can be 

stored on one’s computer or one’s phone and can be sent peer to peer with no bank or 

intermediaries being involved for its regulation among society.  

                                                           
* LLB 2nd year, Amity University, Noida, Uttar Pradesh, available at: shreyash2706@gmail.com 
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Unlike digital wallet wherein upon transferring money from your wallet to your bank 

account, some amount of money is lost, there is little to no transaction cost in case of 

cryptocurrency. A cryptocurrency holder has 24/7 access to the money and there are no limits 

on purchases and withdrawals, which is not the case with a bank. Cryptocurrency also makes 

international transactions faster. All of these features enhance the importance of 

cryptocurrency than our current regular currencies.  

 

TYPES OF CRYPTOCURRENCIES 

The four most prevalent types of cryptocurrency or tokens are – platform tokens, security 

tokens, transactional tokens and utility tokens. Each of these categories has its unique 

features based on usage. A token can fit into more than one category simultaneously, 

therefore these groups may not be mutually exclusive. 

 

Platform tokens – these use block chain infrastructures to deliver decentralised applications 

for various uses. They benefit from the block chains that are created upon obtaining 

heightened security and the capacity to support transactional activity. Platform tokens are the 

most used tokens in terms of global advertising and market place industries. The use of block 

chain ensures the safety of the user’s assets and prevents any outside attacks. Its disadvantage 

can be found within the decentralised application for they are not always user friendly and 

currently have certain limitations as a result of the scalability of block chains. For Example, 

Ethereum and NEO. 

 

Security tokens – security tokens are tokens that represent a stake in some external 

enterprise or ascent. They act as direct on-chain representations of real-world securities or as 

on-chain instruments serving a similar purpose for block chain projects and or digital assets. 

Security tokens are usually chosen for their high transparency. Investors feel more secure 

using this type of token. Most security tokens are only available for accredited investor and 

have limited liquidity in the secondary market. For Example, Monero, Z-cash and Dash. 
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Transactional tokens – these are mainly used to transact and are exchanged for goods and 

services. It is the original cryptocurrency and its creation came as a way to create a digital 

decentralised currency with all benefits of block chains or fast secure transactions with lower 

fees and no need for an intermediary for the global transfer of funds. These tokens allow its 

holder to pay for or sell goods and services in a fast and convenient way. They are meant to 

operate as digital money. For Example, Bitcoin. 

 

Utility tokens – These were not created for direct investment or for conducting transactions 

but, as the name suggests, to have utility. This utility is usually providing access to the 

services of the protocol where they exist. Its value is based on the worth of what token gives 

access to and the value of the platform token as the relationship is synergistic. The platform 

token acts as the security for the utility token.  Users can buy tokens to acquire the services it 

provides or similar to transaction tokens can buy them to hold onto and wait until its value 

increases. For Example, ERC 20 standard, which are created on Ethereum to provide access 

to services of their respective projects with their value being tied to the platform token. 

 

BRIEF HISTORY OF CRYPTOCURRENCY IN INDIA 

Cryptocurrency was first invented in the year 2008 by Satoshi Nakamoto. While 

cryptocurrencies are gaining acceptability and becoming popular globally, the Reserve Bank 

of India in 2013, had issued a press release that cautioned the public against dealing in digital 

currency. However, in 2016 when the government demonetized certain currency notes and 

emphasised upon digital payments, adoption of cryptocurrency picked up. The increase in 

dealing of this virtual currency forced the RBI to issue another press release in February 

2017, expressing its concerns regarding cryptocurrency and reiterating its earlier decision of 

2013 press release. Around October and November two PILs were filed in the Hon’ble 

Supreme Court, one in favour of regulations of cryptocurrencies in India while the other 

asking the government to ban buying or selling of digital currencies. As a result, the 

government of India set up a committee to study the matters relating to the digital currency 

and recommend actions in relation thereto.1 

                                                           
1Ayush Verma, Cryptocurrencies: Way Forward for India, IPLEADERS-INTELLIGENT LEGAL 

SOLUTIONS(2020) [April 28, 2021 7:00 pm] https://blog.ipleaders.in/cryptocurrencies-way-forward-india/ 

https://blog.ipleaders.in/cryptocurrencies-way-forward-india/
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Apart from this, the Reserve Bank of India and the Finance Ministry of India, have issued 

various other press releases warning the general public about the potential risks involved 

regarding dealing in virtual currencies. On April 6, 2018, the RBI issued a circular that not 

only maintained the status quo asking all banks to not deal in virtual currencies but also 

directed them to stop providing services to individuals or group entities that deal with the 

same.  

In July 2019, the committee that was set up to study digital currency trends, released its 

report regarding recommendations, which were submitted in 2019 and therefore, advised 

against the regulation of cryptocurrencies in India and suggested a ban on the same. 

However, on March 4, 2020, the ban on cryptocurrency was struck down by the Hon’ble 

Supreme Court. It also termed the circular by RBI dated April 6, 2018 as unconstitutional. 

The Apex Court clarified that use of cryptocurrency is unregulated in India but not illegal.2 

 

CURRENT STATUS OF CRYPTOCURRENCY IN INDIA 

As things stand today there is no specific law which either regulates or specifically bans 

crypto assets in India and hence crypto assets or cryptocurrency are legal in India. However, 

there are a few things that need to be considered. 

In April 2018, as discussed before, the RBI issued a circular to all the banks and financial 

institutions of the country asking them not to provide services or deal with anybody who was 

in turn dealing in virtual currencies. The Supreme Court held that the challenged circular is 

bad in law and illegal. Among other things, the Supreme Court stated that, it is illegal 

because it violated the fundamental rights guaranteed by the Constitution of India. 

Interestingly, while the matter was pending in the Supreme Court the government came out 

with proposed bill in February 2019 to ban crypto assets in India. However, the government 

neither introduced the bill in the parliament nor made it a law. This was also noted by the 

Supreme Court and therefore no action was taken by the government on this bill. 

Once the verdict of the Apex Court came out in March 2020, the government in 2021 has 

come out with a bill called ‘The Cryptocurrency and Regulation of Official Digital Currency 

in India Bill 2021’ (the “Bill”). The government has proposed to introduce this Bill in Lok 

                                                           
2Cryptocurrency in India: The past, present and uncertain future, THE ECONOMIC TIMES [April 30, 2021, 

9:00 pm] https://economictimes.indiatimes.com/tech/trendspotting/cryptocurrency-in-india-the-past-present-

and-uncertain-future/articleshow/81410792.cms?from=mdr 

https://economictimes.indiatimes.com/tech/trendspotting/cryptocurrency-in-india-the-past-present-and-uncertain-future/articleshow/81410792.cms?from=mdr
https://economictimes.indiatimes.com/tech/trendspotting/cryptocurrency-in-india-the-past-present-and-uncertain-future/articleshow/81410792.cms?from=mdr
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Sabha but so far it has not been done. This however indicates that the government is 

determined to launch a law on crypto assets. Whether the law ban these assets or regulates is 

not clear because the contents of the Bill are not available to public. Although it appears that 

the government perhaps is tilted towards regulating crypto assets as against completely 

banning it. The Finance Minister of India, Ms. Nirmala Sitharaman in a news discussion 

mentioned that the government is negotiating laws concerning virtual currency with the RBI 

and that the government is seeking a calibrated position considering the advancement of 

technology.3 She also said that the government proposes not to take any extreme view. The 

Finance Minister also asserted rather not firmly yet, that the government is looking to delve 

into the blockchain technology quite proactively for introducing a digital mode of currency 

and economy4.  

Hence, in other words it is to say that as of today (i.e., 10th March 2021) cryptocurrency is 

legal in India, but the government does propose to come out with a law soon which will make 

its status clearer.  

 

THREATS AND CHALLENGES AROUND CRYPTOCURRENCY 

There has been a certain level of acknowledgment of cryptocurrency, however the attitude 

towards it is rather a risk-fearing one. There are several reasons as to why regulatory 

authorities and central banks discourage investment in such currencies. Some of these reasons 

are as follows: - 

a) Lack of Mandate – There is no legislation regulating the activities regarding 

cryptocurrencies. Section 26 of the RBI Act states that, “every banknote shall be legal 

tender at any place in India in payment or on account for the amount expressed 

therein and shall be guaranteed by the Central Government”. Therefore, 

cryptocurrency is neither protected not guaranteed by the Central Government. So, it 

is understood that privately issued cryptocurrencies are not the most secured way of 

exchange and investment.  

                                                           
3Govt. response to cryptocurrency will be ‘calibrated’; open to experiment: Sitharaman, BUSINESS TODAY 

[April 29, 2021 8:00 am] https://www.businesstoday.in/current/economy-politics/govt-response-to-

cryptocurrency-will-be-calibrated-open-to-experiment-sitharaman/story/433134.html 

4 Rajeev Kumar, Investing in Cryptocurrency? Risks, Safety Legal Status, Future in India-All you need to know, 

FINANCIAL EXPRESS [April 29, 2021 8:30 am] https://www.financialexpress.com/money/investing-in-

cryptocurrency-risks-safety-legal-status-future-in-india-all-you-need-to-know/2195319/ 

https://www.businesstoday.in/current/economy-politics/govt-response-to-cryptocurrency-will-be-calibrated-open-to-experiment-sitharaman/story/433134.html
https://www.businesstoday.in/current/economy-politics/govt-response-to-cryptocurrency-will-be-calibrated-open-to-experiment-sitharaman/story/433134.html
https://www.financialexpress.com/money/investing-in-cryptocurrency-risks-safety-legal-status-future-in-india-all-you-need-to-know/2195319/
https://www.financialexpress.com/money/investing-in-cryptocurrency-risks-safety-legal-status-future-in-india-all-you-need-to-know/2195319/
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b) Susceptible to Security Risks – The owners of these cryptocurrencies are anonymous 

because the wallets that are associated with public and private keys to the transaction 

are not connected or tied with the people in particular because the transactions are 

done publicly, hence making the owner of the transaction ambiguous and prone to 

risks related to security. 

 

 

c) Risk of permanent loss of money – The passwords and transaction details are stored 

online/digitally for all transactions in cases of these virtual currencies. This further 

puts the owners at risk of malware attacks, such as hacking and loss of password, 

eventually leading to permanent loss of money. The lost money cannot be reclaimed 

as there is no concise data of the respective owners of the currencies.  

 

 

d) Risk of Illegal Activities – These transactions are done online and are encrypted, 

hence they can easily be made subjected to illegal activities, such as terror funding, 

money laundering, drug trafficking, smuggling etc. The trickiest part of the same is 

that the owner would be completely unaware as these transactions are totally 

encrypted.   

 

 

e) Cost Considerations – Validation of a transaction is called mining. It is an extremely 

complex and heavily technical operation. This requires a network of specialised 

machines which come with a very high processing capacity. “These specialised 

machines are employed to produce unique hashes using complex hashing algorithms 

and these hashes are tied to every block. With the increasing number of 

cryptocurrencies, the cost of generating hashes for mining is increasing and the 

overall phenomenon is still less understood by the majority of the financial 

institutions and the regulators”5. 

 

                                                           
5 FINANCIAL EXPRESS, supra note 3, at Pg. 5. 
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FUTURE OF CRYPTOCURRENCY 

Observers of this unpredictable virtual currency foresee that the Indian Government will 

incorporate the regulation of Bitcoin in certain stages. An article on the future of Bitcoin 

stated that, “India’s Bitcoin industry welcomes these changes knowing that government 

acceptance will give the cryptocurrency the backing it needs. In fact, India’s Bitcoin industry 

has long tried to popularize Bitcoin with strategies that include conducting security checks, 

requesting identification from users, such as government-verified address documents, 

Permanent Account Numbers (PAN) or Aadhaar IDs, and sometimes even checking bank 

details.”6 

India’s plan to launch its own Cryptocurrency – It is understood that the Indian Government 

is planning to introduce a Bill completely banning private cryptocurrencies. The aforesaid 

Bill is considered to be titled as The Cryptocurrency and Regulation of Official Digital 

Currency Bill, 2021. According to a government issued introductory booklet, the main aim of 

the said Bill is to facilitate the creation of an official digital currency which shall be regulated 

by the Reserve Bank of India.7 

Critics of the Bill reasoned that there is no such thing as cryptocurrency being private as the 

said virtual currencies, by their nature itself are public in nature and are largely decentralized. 

According to Nischal Shetty, Founder of Bitcoin and cryptocurrency exchange WazirX, 

introduction of such a Bill completely prohibiting the use of cryptocurrency on the pretext of 

them being private, is a hurried move.  

However, till the time there is no particular legislation regulating cryptocurrencies, the status 

of the same shall remain ambiguous. 

 

 

 

                                                           
6The Future of Cryptocurrencies in India, COMPAREREMIT, [April 28, 2021 9:00 pm] 

https://www.compareremit.com/money-transfer-guide/the-future-of-cryptocurrencies-in-india/ 
7Ankita Chakravarti, RBI plans its own cryptocurrency, proposed crypto law may ban Bitcoins and Dogecoins 

in India, INDIA TODAY [April 30, 2021 10:00 am] https://www.indiatoday.in/technology/news/story/rbi-

plans-its-own-cryptocurrency-proposed-crypto-law-may-ban-bitcoins-and-dogecoins-in-india-1764247-2021-

01-30 

 

https://www.compareremit.com/money-transfer-guide/the-future-of-cryptocurrencies-in-india/
https://www.indiatoday.in/technology/news/story/rbi-plans-its-own-cryptocurrency-proposed-crypto-law-may-ban-bitcoins-and-dogecoins-in-india-1764247-2021-01-30
https://www.indiatoday.in/technology/news/story/rbi-plans-its-own-cryptocurrency-proposed-crypto-law-may-ban-bitcoins-and-dogecoins-in-india-1764247-2021-01-30
https://www.indiatoday.in/technology/news/story/rbi-plans-its-own-cryptocurrency-proposed-crypto-law-may-ban-bitcoins-and-dogecoins-in-india-1764247-2021-01-30
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CRITICAL APPRAISAL AND WAY FORWARD 

Cryptocurrency is a form of digital money which means that it can be stored on one’s 

computer or one’s phone and can be sent peer to peer with no bank or intermediaries being 

involved for its regulation among society. Although the current status of Cryptocurrency is 

ambiguous, but there is an inclination towards it being legal solely because it is not illegal. 

People have increasingly been attracted towards making investments into it. The Indian 

Government plans on banning the same due to its private and ambiguous nature. There are 

also various threats associated with it such as lack of data regarding the transactions, risks of 

using the virtual currency for funding terror activities, drug trafficking, smuggling etc. Since 

the transactions are totally encrypted, there is no concrete data of users and owners of the 

virtual currencies. Thus, it becomes difficult to keep a track of transactions, herein creating 

number of loopholes and loose ends. Even though the status of cryptocurrency is covered 

with loopholes, roadblocks and disadvantages, initiatives by the Indian Government such as 

the launch of its own virtual currency that will be regulated by the RBI, will ensure limited 

ambiguities and may even promote investments into the same.  

 


