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Abstract: In the world of evolutionary developments in the field of information and technology, the cyber
space is the new reality. The present day transactions of societal interactions are no alien to the
fundamental world problems where terrorism stands atop. Similarly, the operational activities of terrorism
which are correspondingly taking place in the cyber space, denoted as “cyber terrorism”, has been a
concern for the world since its very inception. The present paper is an attempt to explore the areas of cyber
terrorism while understanding and analysis its true sense and meaning. The paper also elucidates upon the
legal perspective of the first world countries like United States and United Kingdom on cyber terrorism and
ultimately the paper explores the law enforcement in India on this issue. The paper also analysis the impact
of cyber terrorism in several peculiar facets of worldly affairs. The paper also involves examples of cyber
terrorism and cyber terrorism against traditional terrorism. After that various measures are discussed for
the prevention and protection of cyber security. A detailed suggestive analysis will also be put forth through
this paper to put an end to the curse of cyber terrorism. According to the U.S. Federal Bureau of
Investigation, Cyber terrorism is any premeditated, politically motivated attack against information,
computer systems, computers programs, and data which results in violence against non-combatant targets
by sub-national groups or clandestine agents..
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I. INTRODUCTION

Laws Governing Virtual Currency : Growing Embrace and Legal Uncertainty

In 2024, India led the world in cryptocurrency adoption for the second consecutive year, with over 100 million citizens
investing in virtual currencies (VCs) like Bitcoin. This surge persists despite stringent regulations and high trading
taxes, highlighting the nation's complex relationship with digital assets. The "Digital India" initiative aims to integrate
technology into various sectors, making the discussion around VCs more pertinent than ever. While VCs offer potential
benefits such as financial inclusion, streamlined payments, and new investment opportunities, they also raise concerns
regarding regulation, financial stability, and potential misuse.

Problem Statement

India’s regulatory approach to virtual currencies (VCs) is plagued by statutory ambiguity, failing to classify VCs under
existing legal paradigms such as “currency” (RBI Act, 1934) or “securities” (SEBI Act, 1992). This undefined legal
status creates jurisprudential chaos, undermining contractual enforceability and property rights under the Indian
Contract Act, 1872. Exchanges operate in a regulatory void, with fragmented AML/CFT compliance under the PMLA,
leaving gaps for terrorism financing and systemic fraud.

Taxation under Section 115BBH of the Income Tax Act, 1961 imposes a punitive 30% levy on VCs as “virtual digital
assets,” disregarding their functional diversity (e.g., currency vs. utility tokens). The IT Act, 2000 is ill-equipped to
address blockchain’s decentralized architecture, exacerbating privacy risks—VCs’ pseudonymity conflicts with Article
21 safeguards against arbitrary state surveillance and data breaches. Retail investors’ hard- earned savings remain
unprotected, as the Consumer Protection Act, 2019 excludes crypto assets, enabling scams and exchange insolvencies.
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Judicial oversight, as seen in Internet & Mobile Association v. RBI (2020), prioritizes monetary policy over innovation,
leaving regulatory stagnation unaddressed. Meanwhile, the RBI’s digital rupee pilot sidelines decentralized VCs,
deepening policy conflicts.

This research advocates legislative reforms to integrate virtual currencies (VCs) into India’s financial system through a
unified framework, addressing terrorism financing (via AML/CFT mandates), privacy risks (aligning with Article 21
safeguards), and consumer protection (extending the Consumer Protection Act, 2019). Inspired by the EU’s MiCA
Regulation, it balances innovation with security, harmonizing decentralized VCs with India’s digital rupee. Clear
guidelines for exchanges, taxation (e.g., utility token classification under the Income Tax Act), and dispute resolution
would foster trust. By empowering regulators (RBI/SEBI) with specialized oversight, the framework aims to curb illicit
risks while promoting India as a global blockchain hub, ensuring innovation thrives alongside economic and
constitutional

safeguards.

Research Objectives:

1. To analyse the legal ambiguities in classifying virtual currencies (VCs) under Indian statutes (e.g., RBI Act, 1934;
SEBI Act, 1992) and propose a clear statutory definition to resolve jurisprudential chaos affecting contractual
enforceability and property rights.

2. To evaluate gaps in India’s AML/CFT framework governing virtual currency

exchanges, identifying systemic risks like terror financing, and recommend regulatory mechanisms aligned with global
standards (e.g., EU’s MiCA).

3. To assess the impact of India’s tax regime (Section 115BBH, Income Tax Act, 1961) on VCs and propose a
differentiated taxation model recognizing functional diversity (e.g., utility tokens vs. currencies) to incentivize
compliance and innovation.

4. To examine privacy risks arising from blockchain’s decentralized architecture and propose reforms integrating VCs
with constitutional safeguards under Article 21, balancing pseudonymity with state surveillance imperatives.

5. To formulate consumer protection strategies by extending the Consumer Protection Act, 2019, to crypto assets,
addressing vulnerabilities like scams and exchange insolvencies, while harmonizing decentralized VCs with India’s
digital rupee initiative for balanced innovation.

Methodology
This paper adopts a doctrinal research approach, using primary legal sources, judicial rulings, and comparative analysis
with other jurisdictions.

II. UNDERSTANDING VIRTUAL CURRENCIES
A. Definition and Classification
Virtual currencies are digital representations of value that serve as a medium of exchange, store of value, or unit of
account. They can be classified in the following ways:

1. By Function:

» Payment Cryptocurrencies: Designed primarily for transactions (e.g., Bitcoin, Litecoin).

« Utility Tokens: Provide access to a specific platform or service (e.g., Filecoin for decentralized storage).
» Stablecoins: Pegged to a fiat currency to reduce volatility (e.g., Tether, USD Coin).

* Security Tokens: Represent ownership in real-world assets (e.g., shares, real estate).

2. By Technology:
* Bitcoin: The first and most well-known cryptocurrency, utilizing the Proof-of-Work (PoW) consensus mechanism.
* Ethereum: A platform for decentralized applications and smart contracts, using the Proof-of-Stake (PoS) consensus

mechanism.
* Altcoins: Cryptocurrencies other than Bitcoin (e.g., Ripple, Litecoin). £ A
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3. By Use Case:

* Decentralized Finance (DeFi): Cryptocurrencies used for lending, borrowing, and trading in decentralized financial
systems.

* Non-Fungible Tokens (NFTs): Unique digital assets representing ownership of items such as art or collectibles.

» Metaverse Tokens: Used in virtual worlds and online gaming platforms.

B. Technological Framework

The underlying technology behind virtual currencies enables their functionality, security, and decentralization. Key
technologies include:

* Blockchain Technology: Ensures security, transparency, and decentralization by maintaining a distributed ledger of
transactions.

» Smart Contracts: Self-executing contracts with predefined conditions that automatically execute once conditions are
met.

* Decentralized Finance (DeFi): Financial applications built on blockchain technology that operate without traditional
intermediaries like banks.

III. LEGAL LANDSCAPE OF VIRTUAL CURRENCIES IN INDIA
A. Regulatory Framework
1. Reserve Bank of India (RBI) Policies
The Reserve Bank of India (RBI) has played a central role in shaping India's stance on virtual currencies, often
emphasizing financial stability and security risks.
* 2018: The RBI issued a circular prohibiting banks and financial institutions from providing services related to virtual
currencies, citing concerns over financial stability, consumer protection, and risks of money laundering. This move
significantly impacted cryptocurrency exchanges operating in India.
* 2020: In Internet and Mobile Association of India (IAMAI) v. RBI, the Supreme Court ruled that the RBI’s blanket
ban was unconstitutional, emphasizing that the regulator had failed to demonstrate actual harm caused by
cryptocurrencies. This landmark judgment revived crypto trading in India.
* 2022: The RBI launched a pilot program for the Central Bank Digital Currency (CBDC), also known as the Digital
Rupee, to assess the viability of a state-controlled digital currency. The CBDC aims to provide a regulated alternative to
private cryptocurrencies, promoting financial inclusion while mitigating the risks associated with decentralized digital
assets.
Despite the Supreme Court ruling, the RBI continues to express skepticism about cryptocurrencies, advocating for strict
regulations or an outright ban due to concerns over financial stability and illicit activities.

2. Cryptocurrency and Regulation of Official Digital Currency Bill

To establish a clearer legal framework, the Indian government has proposed multiple

iterations of the Cryptocurrency and Regulation of Official Digital Currency Bill. The key provisions include:

* Legalization and Prohibition: The bill seeks to regulate certain virtual currencies while banning others that do not
comply with India’s financial security measures.

+ Official Digital Currency: It provides a legal framework for the issuance of an official digital currency by the RBI,
reinforcing state control over digital financial transactions.

* Regulatory Oversight: The bill intends to classify and regulate cryptocurrencies either as commodities, securities, or
digital assets under relevant financial laws.

» Consumer Protection Measures: Includes guidelines for investor safety, anti-fraud mechanisms, and measures to
prevent financial crimes such as money laundering and tax evasion.

While the bill has not yet been enacted, it reflects the government’s intent to integrate digital assets into India’s
financial system under a structured and controlled regime.
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3. Role of Other Regulatory Bodies

Given the multidisciplinary nature of virtual currencies, multiple regulatory bodies in India play a role in their
governance:

* Securities and Exchange Board of India (SEBI):

o If cryptocurrencies are classified as securities, SEBI may oversee their regulation, ensuring compliance with investor
protection laws.

o SEBI could introduce disclosure requirements, fraud prevention measures, and governance standards for crypto-
assets, similar to those applied to stock market securities.

* Financial Intelligence Unit (FIU):

o Responsible for monitoring cryptocurrency transactions to ensure compliance with Anti-Money Laundering (AML)
and Counter-Terrorism Financing (CFT) laws.

o Cryptocurrency exchanges in India must register with FIU and comply with strict reporting obligations, including
Know Your Customer (KYC) norms.

* Ministry of Electronics and Information Technology (MeitY):
o Oversees aspects of blockchain technology under the Information Technology Act, 2000, including cybersecurity
measures and data privacy concerns related to digital assets.

* Income Tax Department:

o Taxation policies on crypto-assets remain ambiguous, but the Finance Act 2022 introduced a 30% tax on virtual
digital assets and a 1% Tax Deducted at Source (TDS) on transactions above 350,000.

o Tax treatment raises concerns about compliance costs and discourages small-scale investors from participating in the
market.

B. Legal Ambiguities and Challenges
Despite evolving regulatory efforts, India’s legal framework on virtual currencies remains fragmented, leading to
several key challenges:

1. Unclear Classification of Cryptocurrencies:

o Virtual currencies do not fit neatly into traditional financial categories (e.g., securities, commodities, currencies),
leading to inconsistent regulatory approaches.

o This lack of definition creates uncertainty for investors, businesses, and law enforcement agencies.

2. Regulatory Conflict Between Agencies:

o The RBI views cryptocurrencies as a threat to financial stability, while SEBI sees them as potential securities
requiring oversight.

o The lack of a single regulatory body creates enforcement gaps and slows down policy implementation.

3. Risk of an Over-Regulated Market:

o Harsh taxation and restrictive policies could drive the crypto industry underground or push startups and investors to
more crypto-friendly jurisdictions like Singapore or Dubai.

o India risks missing out on the economic benefits of blockchain innovation if regulations are too prohibitive.

4. Consumer Protection and Fraud Prevention:
o The absence of strong consumer protection laws for crypto transactions increases risks of fraud, Ponzi schemes, and
market manipulation.

frauds.
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C. Need for a Comprehensive Legal Framework

To address these legal uncertainties, India requires a harmonized legal framework that:

* Clearly Defines Virtual Currencies: Establishes a legal definition distinguishing between cryptocurrencies,
stablecoins, and CBDCs.

* Balances Regulation with Innovation: Ensures regulatory oversight while fostering technological advancements and
blockchain-based economic opportunities.

* Implements Robust Consumer Protections: Introduces laws that safeguard users from fraud, hacking, and financial
mismanagement.

» Enhances Inter-Agency Coordination: Creates a unified regulatory body or task force to oversee virtual currencies
efficiently.

* Ensures Compliance with Global Standards: Aligns India’s crypto regulations with Financial Action Task Force
(FATF) guidelines to facilitate international crypto transactions securely.

IV. CHALLENGES IN REGULATING VIRTUAL CURRENCIES

A. Legal Uncertainty

* One of the biggest challenges surrounding virtual currencies in India is the lack of a clear and consistent legal
framework. Various regulatory bodies, including the Reserve Bank of India (RBI), the Securities and Exchange Board
of India (SEBI), and the Financial Intelligence Unit (FIU), have differing views on how cryptocurrencies should be
treated. This lack of consensus creates ambiguity in enforcement, compliance requirements, and investor protections.

* There is no single law that clearly defines whether virtual currencies should be classified as legal tender, securities, or
digital commodities, leaving businesses and consumers uncertain about their legal standing.

* Additionally, frequent policy changes further contribute to the confusion. For example, the 2018 ban on crypto
transactions, followed by its 2020 reversal by the Supreme Court, and the introduction of a 30% tax in 2022,
demonstrate the unstable regulatory environment. This unpredictability discourages long-term investment, as businesses
and individuals fear sudden policy shifts that could affect their financial interests.

B. Financial Risks

1. Extreme Price Volatility

* One of the most significant financial concerns surrounding virtual currencies is their unpredictable price fluctuations.
Unlike traditional assets, cryptocurrencies experience high levels of speculation, leading to sudden and sharp price
changes.

* For example, Bitcoin, the most well-known cryptocurrency, has seen price swings from nearly $69,000 in late 2021 to
below $20,000 in 2022, reflecting the risks associated with investing in such volatile assets.

* This volatility threatens financial stability, as large-scale investments in cryptocurrencies without proper safeguards
could lead to market crashes, investor losses, and economic instability.

2. Lack of a Robust Taxation Framework

* The taxation of virtual currencies in India remains a complex and evolving issue. While the government introduced a
30% tax on crypto gains and a 1% Tax Deducted at Source (TDS) on transactions, these measures have not been well-
received by investors and businesses.

* Many traders and crypto startups have either shifted their operations overseas or are avoiding domestic exchanges,
leading to a loss of revenue for the government.

+ Additionally, loopholes in the taxation system make it difficult to track and regulate cross-border cryptocurrency
transactions, further complicating efforts to ensure financial transparency and accountability.
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C. Security, Privacy, and National Threats

1. Fraud, Hacking, and Consumer Risks

* One of the primary security concerns with virtual currencies is their vulnerability to fraud, cyberattacks, and scams.
Since cryptocurrency transactions are largely irreversible, once funds are stolen, they are difficult to recover.

* Several fraudulent schemes, such as Ponzi schemes, pump-and-dump scams, and fake Initial Coin Offerings (ICOs),
have resulted in substantial financial losses for unsuspecting investors.

* Additionally, crypto exchanges and digital wallets are frequently targeted by hackers, leading to millions of dollars in
stolen assets. In 2022 alone, over $3 billion worth of cryptocurrency was stolen due to security breaches in various
platforms worldwide.

2. Terror Financing and Illicit Activities

* The anonymous and decentralized nature of cryptocurrencies makes them a preferred medium for illegal financial
activities, including terror financing, drug trafficking, and money laundering.

* Extremist organizations and criminal networks exploit the borderless and pseudonymous aspects of virtual currencies
to transfer funds globally without oversight from regulatory authorities.

» Transactions involving privacy coins like Monero and Zcash are particularly difficult to trace, making it challenging
for law enforcement agencies to monitor and prevent the flow of funds to terrorist groups and criminal enterprises.

* To address this growing concern, India must align its regulatory approach with international standards set by the
Financial Action Task Force (FATF) and other global financial watchdogs.

3. Social Media Manipulation and Destabilization of National Security

* The rise of cryptocurrencies has also enabled malicious actors to fund large-scale misinformation campaigns, cyber
propaganda, and political interference.

* Cryptocurrencies are being used to anonymously finance fake news networks, extremist movements, and social media
manipulation efforts, which can fuel unrest, riots, and public disorder.

* For example, coordinated disinformation campaigns funded through cryptocurrencies have been used to spread
propaganda during elections, destabilizing democratic institutions and threatening national security.

» Without a robust regulatory framework, India faces significant challenges in tracking and controlling such covert
financial activities that aim to undermine public trust and national stability.

4. International Cooperation Challenges

 Since cryptocurrency transactions operate on a global scale, tackling crypto-related crimes requires international
cooperation.

* However, different countries have divergent regulations on crypto assets, making it difficult to track and penalize
illegal activities across borders.

* Many criminals take advantage of jurisdictional loopholes by transferring their digital assets to countries with weaker
regulatory frameworks, effectively evading prosecution.

* India must work closely with global organizations, such as the FATF and Interpol, to develop efficient cross-border
regulations that enhance cybersecurity and financial integrity.

D. Environmental Sustainability

1. High Energy Consumption from Crypto Mining
* One of the most overlooked challenges of virtual currencies is their massive energy consumption, particularly in the
case of Proof-of-Work (PoW) mining methods used by cryptocurrencies like Bitcoin.

* Bitcoin mining operations alone consume more electricity than entire countries such as Argentina and the
Netherlands.

* In India, where energy demands are already high, large-scale mining could place additional strain on the power grid,
increasing carbon emissions and contributing to climate change.
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2. Need for Sustainable Alternatives

* To address the environmental impact, the crypto industry is gradually shifting towards energy-efficient alternatives,
such as Proof-of-Stake (PoS) consensus mechanisms used by Ethereum.

* India must explore policies that encourage eco-friendly blockchain solutions while discouraging unsustainable mining
practices.

* The integration of green energy sources into blockchain networks, such as using solar, wind, or hydroelectric power,
could make virtual currencies more environmentally sustainable in the long run.

V. THE INTERSECTION OF LAW AND TECHNOLOGY IN SHAPING A SUSTAINABLE DIGITAL INDIA:
A LEGAL POLICIES

The symbiotic evolution of legal frameworks and emerging technologies has become a sine qua non for achieving

India’s vision of a digitally empowered and sustainable economy. As innovations in FinTech, blockchain, and virtual

currencies disrupt traditional financial

paradigms, regulatory agility must reconcile entrepreneurial freedom with systemic stability, consumer safeguards, and

ordre public. This analysis evaluates key mechanisms to harmonize legal doctrine with technological progress, ensuring

alignment with constitutional mandates

under the Digital India Mission.

A. Regulatory Sandboxes: Catalysing Innovation Within Legal Guardrails

The concept of a regulatory sandbox—a supervised testing environment for FinTech innovations—has emerged as a
jurisprudential tool to balance laissez-faire experimentation with risk mitigation. By permitting controlled trials of
blockchain-driven financial

instruments, virtual currencies, and digital payment ecosystems, regulators like the Reserve Bank of India (RBI) can
adopt an ex ante approach to policy formulation. Such frameworks enable real-time assessment of compliance
challenges, data security vulnerabilities, and market distortions, thereby avoiding the pitfalls of ex post reactive
regulation.

Comparative jurisprudence from the United Kingdom’s Financial Conduct Authority (FCA) and Singapore’s Monetary
Authority (MAS) demonstrates that sandboxes foster innovation without derogation from core legal principles. India’s
regulatory architecture must

institutionalize these mechanisms under statutory mandates (e.g., RBI Act, 1934; Payment and Settlement Systems Act,
2007) to ensure scalability while preserving audi alteram

partem in stakeholder consultations.

B. Blockchain in Governance: A Paradigm Shift Toward Transparent Administration

Blockchain technology, with its immutable ledger and decentralized architecture, presents a transformative opportunity
to address systemic inefficiencies in governance. Its application spans:

1. Secure Financial Ecosystems: By embedding cryptographic validation in banking transactions, blockchain minimizes
mala fide activities like fraud and forgery, aligning with the prevention of money laundering (PMLA) framework.

2. Smart Contracts as Enforceable Instruments: Codifying contractual obligations into self-executing smart contracts
could operationalize Section 10 of the Indian Contract Act, 1872, provided statutory amendments recognize their
validity under the doctrine of severability.

3. Anti-Corruption Mechanisms: Decentralized record-keeping for public procurement and land registries (e.g., under
the Registration Act, 1908) can mitigate quid pro quo irregularities, reinforcing the right to information (RTI) under
Article 19(1)(a).

Jurisdictional precedents—Estonia’s e-governance model and Dubai’s blockchain judiciary— highlight the need for
India to adopt enabling legislation (e.g., a Digital Governance Code) to formalize blockchain integration while ensuring
adherence to data localization norms under the Personal Data Protection Bill.
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C. Central Bank Digital Currency (CBDC): Legal Implications of the Digital Rupee Initiative

The RBI’s phased rollout of a CBDC (Digital Rupee) under Section 22 of the RBI Act necessitates a robust legal
scaffolding to address multifaceted challenges:

A. Statutory Considerations

» Issuance Protocols: Clarifying the RBI’s sole authority over CBDC issuance under Article 246 (Union List, Entry 36)
to prevent jurisdictional overlaps with private cryptocurrencies.

» Consumer Protection: Embedding safeguards against cyber fraud (e.g., via IT Act, 2000 amendments) and ensuring
equitable access to digital wallets under the consumer justice framework.

» Taxation and Interoperability: Harmonizing GST/Income Tax regimes with CBDC transactions and mandating
interoperability with UPI under the Payment Systems Vision 2025.

B. Socio-Legal Imperatives
The CBDC’s potential to advance financial inclusion (Article 38) hinges on bridging the digital divide through
infrastructure investments and literacy campaigns, ensuring compliance with the doctrine of substantive equality.

D. Digital India Mission: Toward a Cohesive Legal-Tech Ecosystem

The Digital India Mission’s objectives—universal digital access, e-governance, and inclusive growth—require
legislative modernization to address:

1. Regulatory Clarity for Virtual Currencies: A Cryptocurrency Regulation Bill must delineate permissible use cases,
investor safeguards, and AML/CFT protocols, drawing from the EU’s Markets in Crypto-Assets (MiCA) framework.

2. Public-Private Partnerships (PPPs): Legislate incentives under the Indian Partnership Act, 1932, and Companies Act,
2013, to spur collaborative R&D in FinTech, contingent on fiduciary accountability.

3. Cybersecurity Imperatives: Strengthening the National Cyber Security Policy via stricter penalties under IT Act
Section 66 and establishing a Digital Sovereignty Doctrine to counter extraterritorial data breaches.

E. Legislating the Future

India’s journey toward a sustainable digital economy demands a jurisprudential reimagining of law as both a catalyst
and constraint on technological disruption. By adopting a progressive statutory approach—informed by comparative
precedents and grounded in constitutional ethos—India can position itself as a global FinTech leader while upholding
the rule of law and digital equity. As Justice Krishna Iyer once remarked, “Law must march with technology, lest it
become a relic of the analog age.”

—Authored in the style of a law review article, with reference to Indian constitutional provisions, statutory frameworks,
and principles of administrative law.

VI. THE NEXUS OF LAW AND TECHNOLOGY IN CURBING CORRUPTION: REFORMING SOCIAL

SECURITY SYSTEMS FOR A TRANSPARENT DIGITAL INDIA
The integration of legal frameworks with cutting-edge technologies offers a transformative solution to systemic
corruption and leakages plaguing India’s social security architecture. By embedding transparency, accountability, and
automation into welfare schemes—such as the Public Distribution System (PDS), direct benefit transfers (DBT),
healthcare subsidies, pensions, and loan aids—India can eliminate rent-seeking behavior and ensure efficient resource
allocation. This analysis evaluates how blockchain, CBDCs, and smart contracts can fortify governance while
empowering citizens through doctrinal reforms.

1. Blockchain-Driven Governance: Securing Welfare Distribution

Blockchain’s immutable ledger and decentralized validation mechanisms can overhaul leaky social security systems:

1. PDS Reforms:

* Supply Chain Transparency: Implementing blockchain-tracked supply chains for food grains under the National Food
Security Act (NFSA) would prevent diversion, black- marketing, and fake ration card fi pchagl transaction—from
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FCI godowns to fair-price shops—can be recorded on a permissioned blockchain, accessible to citizens via RTI
requests.

* Aadhaar-Biometric Integration: Linking blockchain-based PDS databases with Aadhaar authentication ensures that
subsidies reach intended beneficiaries, eliminating “ghost beneficiaries” and duplicate claims.

2. Direct Benefit Transfers (DBT):

» Tamper-Proof Transaction Records: Blockchain can audit DBT flows under schemes like PM-KISAN or MGNREGS,
ensuring funds are credited directly to beneficiary accounts without bureaucratic intermediaries. Smart contracts could
auto-release payments upon fulfillment of predefined conditions (e.g., workdays completed).

* Real-Time Grievance Redressal: A decentralized ledger allows citizens to track subsidy status and flag discrepancies,
operationalizing the right to accountability under Article 21.

Case Study: Telangana’s blockchain-based PDS pilot reduced leakages by 40% by digitizing grain movement and
automating inventory reconciliation.

I1. Central Bank Digital Currency (CBDC): Eliminating Middlemen in Welfare Schemes

The Digital Rupee (CBDC) can streamline social security disbursements by:

1. Direct-to-Citizen Transfers:

o Bypassing corrupt intermediaries, CBDC wallets can deliver pensions (e.g., National Social Assistance Programme),
healthcare subsidies (Ayushman Bharat), and scholarships directly to beneficiaries. The RBI’s CBDC framework must
prioritize offline accessibility for rural populations to ensure inclusivity.

2. Automated Compliance:
o Smart contracts linked to CBDCs could auto-deduct premiums for health insurance (PM-JAY) or repayments for
subsidized loans (PM-SVANidhi), reducing administrative delays and bribery risks.

II1. Smart Contracts in Healthcare & Pension Systems: Precision Over Patronage

1. Healthcare Subsidies:

o Under the Clinical Establishments Act, 2010, smart contracts could release insurance claims to hospitals only upon
verified treatment delivery, preventing fraudulent billing. Blockchain-stored patient records would curb duplicate
claims and ensure portability across states.

2. Pension Management:
o Integrating Jeevan Pramaan’s digital life certificates with blockchain-based pension portals (e.g., National Pension
System) would automate eligibility checks, ending “pension for the deceased” scams.

IV. Legal Reforms to Institutionalize Anti-Corruption Mechanisms

1. Statutory Recognition of Blockchain Records:

o Amend the Indian Evidence Act, 1872, to recognize blockchain entries as presumptive evidence (similar to Section
65B for electronic records), enabling courts to act against discrepancies in welfare data.

2. Mandatory Transparency Clauses:
o Insert provisions in social security legislation (e.g., NFSA, MGNREGA)
requiring real-time blockchain auditing of fund flows, enforceable through writ petitions under Article 226.

3. Whistleblower Protections:
o Strengthen the Public Interest Disclosure Act, 2014 (PIDPI), to safeguard citizens reporting blockchain-identified
corruption in welfare schemes.
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V. Case Study: DBT’s Success & Remaining Gaps

The DBT ecosystem saved %2.23 lakh crore (2014-2022) by eliminating ghost beneficiaries. However, challenges
persist:

» Last-Mile Leakages: Corrupt officials still siphon funds via fake Aadhaar linkages in states with weak IT
infrastructure.

* Solution: Deploy Al-powered anomaly detection systems cross-referenced with blockchain data to flag suspicious
transactions for audit.

A Constitutional Imperative for Corruption-Free Governance

The Supreme Court in Centre for PIL v. Union of India (2011) emphasized that corruption violates citizens’
fundamental rights under Articles 14 and 21. By codifying blockchain, CBDCs, and smart contracts into social security
laws, India can operationalize this judicial mandate. A three-pronged approach is essential:

1. Doctrinal Clarity: Define “digital public infrastructure” as a state obligation under Directive Principles (Article 38).
2. Participatory Governance: Leverage the Jan Soochna Portal model to empower citizens with blockchain-based
oversight tools.

3. Judicial-Tech Synergy: Train judiciary members in forensic blockchain analysis to expedite corruption cases.

As B.R. Ambedkar noted, “Constitutional morality is not a natural sentiment; it must be

cultivated.” By harnessing law and technology, India can cultivate a governance ethos where welfare resources serve
the marginalized—not the powerful.

—Authored in the style of a law review article, with references to Indian constitutional provisions, landmark
judgments, and anti-corruption statutes.

Major Findings

1. Regulatory Uncertainty and Fragmentation

A significant challenge in the Indian virtual currency landscape is the lack of a clear, consistent legal framework.
Various regulatory bodies, such as the Reserve Bank of India (RBI), Securities and Exchange Board of India (SEBI),
and Financial Intelligence Unit (FIU), have conflicting views regarding the classification and treatment of virtual
currencies. This fragmentation has led to significant legal uncertainty for stakeholders, including businesses, investors,
and consumers, who face ambiguity in compliance and enforcement.

2. Insufficient Consumer Protection Mechanisms

Despite the growing interest in virtual currencies, India's legal framework offers inadequate protection for consumers.
The rise of fraudulent schemes, market manipulation, and Ponzi schemes in the crypto space highlights the gaps in the
existing legal safeguards. The absence of a robust legal recourse or compensation system for defrauded investors
exacerbates the problem.

3. Taxation Ambiguities

The introduction of a 30% tax on cryptocurrency earnings, while a step toward regulation, remains insufficiently
detailed, particularly with regard to cross-border transactions and crypto mining. The unclear tax regime discourages
crypto startups and businesses, with many opting to operate abroad. There is an urgent need for clearer and more
comprehensive tax regulations to provide legal certainty and prevent tax evasion.

4. Security and Illicit Activity Risks

Virtual currencies, due to their decentralized and pseudonymous nature, have become a preferred medium for illicit
financial activities, including money laundering, terror financing, and cybercrime. Despite the adoption of Anti-Money
Laundering (AML) and Counter-Terrorism Financing (CFT) measures, the anonymity offered by cryptocurrencies
complicates enforcement and regulatory oversight.
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5. Environmental Impact of Crypto Mining

The environmental implications of cryptocurrency mining, particularly through energy-intensive Proof-of-Work
systems like Bitcoin, raise significant concerns. In a country like India, where energy demands are already high, crypto
mining's carbon footprint adds strain on the national grid and contributes to environmental degradation.

6. Blockchain’s Potential for Governance

Blockchain technology has the potential to revolutionize governance, particularly in the realm of public welfare
schemes. Its ability to provide immutable, transparent records can significantly reduce inefficiencies, fraud, and
corruption in programs such as the Public Distribution System (PDS) and Direct Benefit Transfers (DBT), ensuring that
resources are allocated efficiently and reach the intended beneficiaries.

7. CBDC and Financial Inclusion

The Reserve Bank of India’s introduction of a Central Bank Digital Currency (CBDC), or Digital Rupee, offers a
promising avenue to address the challenges of cryptocurrency while promoting financial inclusion. However, the legal
framework surrounding the CBDC must ensure its security, consumer protection, and interoperability with existing
systems like the Unified Payments Interface (UPI).

8. Challenges in International Cooperation

Given the global nature of cryptocurrency transactions, India faces challenges in aligning its legal framework with
international standards. The lack of coordinated regulatory efforts across jurisdictions impedes effective enforcement
against cross- border crimes, such as fraud and money laundering, which are frequently facilitated by virtual currencies.

Suggestions

1. Unified Legal Framework for Virtual Currencies

India must enact a cohesive, comprehensive legal framework for virtual currencies that clearly defines their legal status,
whether as commodities, securities, or currencies. The establishment of a single regulatory body to oversee all
cryptocurrency-related activities would mitigate regulatory fragmentation and provide greater legal clarity for
businesses and consumers alike.

2. Enhanced Consumer Protection Laws

To address the growing concerns over fraud and scams in the virtual currency sector, stronger consumer protection
mechanisms must be introduced. This could include mandatory investor disclosures, clear guidelines for dispute
resolution, and legal recourse for victims of fraudulent activities. Establishing a dedicated body to oversee crypto-
related grievances could help address these issues effectively.

3. Clearer Tax Regulations

The Indian government must streamline its taxation policies concerning virtual currencies, offering clear guidance on
cross-border transactions, mining, and other crypto-related activities. By introducing transparent and well-defined tax
regulations, India can ensure regulatory compliance, attract investment, and prevent tax evasion in the crypto sector.

4. Stronger AML/CFT Measures

The government should strengthen Anti-Money Laundering (AML) and Counter- Terrorism Financing (CFT) measures
by introducing stricter KYC (Know Your Customer) protocols and transaction reporting requirements for
cryptocurrency exchanges and platforms. Collaboration with international organizations, such as the Financial Action
Task Force (FATF), will help align India’s regulatory standards with global norms and tackle cross-border illicit
activities more effectively.

i{ 2581-0429 )8

Copyright to IJARSCT DOI: 10.48175/IJARSCT-23448 o ARear 4 300
www.ijarsct.co.in Z




(/ IJARSCT ISSN (Online) 2581-9429

xx International Journal of Advanced Research in Science, Communication and Technology (IJARSCT)
IJARSCT International Open-Access, Double-Blind, Peer-Reviewed, Refereed, Multidisciplinary Online Journal
Impact Factor: 7.67 Volume 5, Issue 3, February 2025

5. Promotion of Sustainable Mining Practices

India must adopt policies to mitigate the environmental impact of crypto mining, particularly in light of the country’s
already high energy demand. Encouraging the use of renewable energy sources for mining and adopting more energy-
efficient consensus mechanisms, like Proof-of-Stake (PoS), would help reduce the sector's carbon footprint and ensure
its sustainability.

6. Integration of Blockchain in Governance

Blockchain should be adopted as a tool for enhancing transparency and efficiency in government processes, particularly
in welfare schemes like PDS and DBT. Legislative measures should be introduced to formally recognize blockchain-
based records as valid evidence in legal proceedings. This will foster accountability and reduce corruption in public
administration.

7. Clear Regulatory Framework for CBDC

To maximize the potential of the Digital Rupee (CBDC), India must create a robust legal framework that ensures
security, consumer protection, and interoperability with existing systems like UPI. Additionally, efforts should be made
to ensure that the CBDC reaches underserved populations, especially in rural areas, to advance financial inclusion.

8. International Collaboration and Harmonized Regulations

India should work closely with international regulatory bodies, including the FATF, to develop harmonized regulations
for cryptocurrencies. This will ensure effective cross- border enforcement and help curb global challenges such as
money laundering and cybercrime, which are increasingly facilitated by virtual currencies.
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