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Abstract

The rise of cryptocurrency and digital assets marks a transformative shift
in the global financial ecosystem, driven by blockchain technology's ability
to decentralize, enhance transparency, and improve efficiency. These
innovations challenge traditional financial institutions and regulatory
frameworks, reshaping how value is transferred and stored. This paper
examines the core principles and technological foundations of
cryptocurrencies and digital assets, exploring their potential to
revolutionize financial systems while addressing issues of financial
inclusion, cross-border transactions, and asset tokenization. Furthermore,
it discusses the regulatory, security, and environmental challenges that
accompany widespread adoption. By analyzing the evolving landscape, this
study provides insights into how digital assets are poised to redefine the
future of finance.
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1. Introduction

The financial landscape has witnessed profound shifts over the past decade,
with technology playing a pivotal role in shaping new paradigms. One of
the most groundbreaking innovations in this domain is cryptocurrency, a
digital form of money that relies on cryptographic methods and
decentralized networks. Introduced in 2009 with Bitcoin, cryptocurrency
has challenged the traditional fiat currency system by eliminating the need
for intermediaries such as banks and centralized authorities (Nakamoto,
2008). This transformative innovation laid the groundwork for a broader
category of digital assets, encompassing not only currencies but also tokens
representing various forms of value. Together, these digital assets are
fundamentally reshaping how value is transferred, stored, and perceived.

The concept of cryptocurrency and digital assets is underpinned by
blockchain technology, a distributed ledger system that ensures
transparency, immutability, and decentralization. Unlike conventional

databases maintained by a single entity, blockchain operates as a shared
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network, in which transactions are verified by a decentralized community of participants (Tapscott &
Tapscott, 2016). This breakthrough eliminates the need for trusted third parties, significantly reducing
transaction costs and time while enhancing security. Over the years, blockchain technology has evolved to
support smart contracts, decentralized finance (DeFi), and non-fungible tokens (NFTs), expanding the

potential applications of digital assets beyond simple monetary transactions.

The rise of digital assets signifies a shift from centralized control to decentralized empowerment, allowing
individuals and businesses to transact without relying on traditional financial institutions. This shift is
especially significant in the context of financial inclusion. According to the World Bank, over 1.4 billion
people globally remain unbanked, lacking access to essential financial services. Cryptocurrencies provide a
lifeline to these individuals, enabling them to participate in the global economy through mobile wallets and
internet connectivity (Kshetri, 2021). Additionally, digital assets facilitate cross-border transactions with

minimal fees and near-instant settlement, addressing the inefficiencies of conventional remittance systems.

However, the proliferation of cryptocurrency and digital assets has also raised significant questions about
regulatory oversight, security, and scalability. Governments and financial regulators face the challenge of
balancing innovation with the need to protect consumers and maintain market stability. While some countries,
such as El Salvador, have embraced Bitcoin as legal tender, others remain cautious, citing concerns about
money laundering, tax evasion, and financial instability (Frost et al., 2019). These divergent approaches

highlight the complex interplay between innovation and regulation in the evolving financial ecosystem.

In addition to regulatory challenges, the environmental impact of cryptocurrency mining has become a
contentious issue. Bitcoin, for instance, relies on an energy-intensive Proof-of-Work (PoW) consensus
mechanism, which has drawn criticism for its substantial carbon footprint. Efforts to address these concerns
include the development of alternative consensus mechanisms, such as Proof-of-Stake (PoS), which promise
greater energy efficiency (Sedlmeir et al., 2020). Despite these advancements, the debate over sustainability
continues to shape public and institutional perceptions of cryptocurrencies.

The adoption of cryptocurrency and digital assets is not merely a technological shift; it represents a profound
reimagining of economic and social structures. By enabling decentralized ownership and control, these
innovations challenge traditional financial hierarchies and empower individuals in unprecedented ways. This

paper delves into the transformative potential of cryptocurrency and digital assets, examining their
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foundational technologies, benefits, challenges, and broader implications for the global financial system. In
doing so, it aims to provide a comprehensive understanding of how these digital innovations are reshaping

the future of finance.

2. Literature Review
2.1 The Rise of Cryptocurrency

The rise of cryptocurrency can be traced back to 2009, when Bitcoin, the first decentralized digital currency,
was introduced by an anonymous entity known as Satoshi Nakamoto. Bitcoin was designed to address
inefficiencies in the traditional financial system, such as reliance on intermediaries, high transaction costs,
and a lack of financial inclusion (Nakamoto, 2008). By leveraging blockchain technology, Bitcoin enabled
peer-to-peer transactions on a secure, transparent, and decentralized network. The appeal of Bitcoin was
further amplified during the 2008 financial crisis, as it offered a system free from the perceived vulnerabilities
of central banks and financial institutions. Its success laid the foundation for a rapidly expanding

cryptocurrency ecosystem.

Following Bitcoin’s launch, the cryptocurrency landscape diversified with the emergence of altcoins—
alternative cryptocurrencies that aimed to improve upon Bitcoin’s design or offer unique functionalities.
Among these, Ethereum emerged as a significant milestone, introducing smart contracts in 2015. Smart
contracts are self-executing agreements coded on the blockchain, enabling automated and programmable
transactions without the need for intermediaries (Buterin, 2013). Ethereum’s innovation expanded the use
cases for cryptocurrency beyond simple payments, facilitating decentralized applications (dApps) and the rise
of decentralized finance (DeFi). As of today, thousands of cryptocurrencies exist, each addressing specific
use cases, from privacy-focused coins like Monero to stablecoins like Tether, which are pegged to traditional

currencies to reduce volatility.

The proliferation of cryptocurrencies has been fueled by their ability to address key limitations of the
traditional financial system. Cryptocurrencies facilitate borderless transactions, allowing users to send and
receive money across the globe within seconds, often at a fraction of the cost of traditional remittance services
(Bohme et al., 2015). Furthermore, the decentralized nature of cryptocurrencies protects users from censorship
and government interference, offering financial sovereignty. This has made cryptocurrencies particularly

appealing in countries facing hyperinflation, capital controls, or political instability. Despite these advantages,
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the rapid growth of the cryptocurrency market has raised questions about sustainability, regulatory

compliance, and broader integration with traditional financial systems.

Key Features of Cryptocurrencies

1. Decentralization: One of the defining characteristics of cryptocurrencies is decentralization. Unlike
traditional currencies issued and regulated by central banks or governments, cryptocurrencies operate
on a peer-to-peer (P2P) network using blockchain technology. This eliminates the need for
intermediaries such as banks, enabling users to conduct transactions directly with one another. The
decentralized nature reduces vulnerability to central points of failure, such as hacking or government
intervention, making the system more robust and resilient (Nakamoto, 2008).

2. Transparency: Transparency is another fundamental feature of cryptocurrencies. All transactions are
recorded on a public ledger, typically referred to as a blockchain. This ledger is accessible to anyone,
providing an unprecedented level of visibility and accountability. Each transaction is timestamped and
linked to previous ones, ensuring a clear and tamper-proof record. This feature is particularly valuable
for combating fraud and enhancing trust in digital financial systems (Tapscott & Tapscott, 2016).

3. Security: Cryptocurrencies leverage advanced cryptographic techniques to secure user data and
ensure transaction integrity. Public-key cryptography, for instance, safeguards users' digital wallets
and validates transactions, while consensus mechanisms like Proof of Work (PoW) or Proof of Stake
(PoS) prevent malicious activities such as double-spending. These security measures make
cryptocurrency systems highly resilient to cyberattacks, although vulnerabilities can arise from human
error or poorly designed smart contracts (Antonopoulos, 2014).

4. Programmability: Many cryptocurrencies, such as Ethereum, introduce programmability through the
use of smart contracts. Smart contracts are self-executing agreements with predefined rules encoded
into the blockchain. These contracts automatically enforce terms and conditions when specific criteria
are met, streamlining processes such as payments, supply chain management, and decentralized
finance (DeFi) applications. This innovation expands the utility of cryptocurrencies beyond simple

monetary transactions (Buterin, 2013).

2.2 Digital Assets: Beyond Currency

Digital assets encompass more than cryptocurrencies, including tokens that represent physical or virtual

assets. The three primary categories are:

310 | @A Publication of the Department of Economics, ADSU, Mubi. ISSN- Print: 2550- 7869; ISSN-Online: 3043-5323. Journal homepage: https://ajaefm.adsu.edu.ng


file:///E:/PhD.%20Accounting/CONTEMPORARY%20ISSUES/Prof.%20Dandago/Conceptual%20Papers/cryptocurrency%20and%20digital%20Assets/c6.docx

ADSU International Journal of Applied Economics, Finance & Management Vol. 10, Issue 4, 2025

Cryptocurrencies are a form of digital currency designed to function as a medium of exchange, secured by
cryptography, and operating on decentralized blockchain networks. Prominent examples include Bitcoin and
Ethereum. Bitcoin is often seen as a store of value or "digital gold,” while Ethereum serves as both a
cryptocurrency and a platform for decentralized applications (dApps). Cryptocurrencies typically aim to
provide secure, transparent, and borderless financial transactions without requiring intermediaries such as

banks.

2.2.1 Utility Tokens are digital assets issued within a blockchain ecosystem that grant holders specific rights
or access to services and platforms. Unlike traditional currencies, these tokens are not primarily intended as a
medium of exchange. For example, Binance Coin (BNB) was originally designed to provide users with
discounted trading fees on the Binance cryptocurrency exchange. Over time, its utility expanded to include
paying transaction fees, participating in token sales, and more, emphasizing its function as a tool within the

ecosystem rather than a currency.

2.2.2 Security Tokens are a type of digital asset that represent ownership in real-world assets, such as equity
in a company, real estate, or debt instruments. These tokens derive their value from the underlying asset and
are subject to regulatory frameworks, making them similar to traditional securities. For instance, security
tokens may provide holders with dividends, revenue shares, or voting rights in a company. As Wright and De
Filippi (2015) discussed, these tokens bridge the gap between blockchain technology and traditional financial

systems by tokenizing ownership rights while ensuring compliance with legal standards.

2.3 Theoretical Framework

Theories such as Innovation Diffusion and Transaction Cost provide insights into how cryptocurrencies spread
and reduce financial inefficiencies. They highlight adoption drivers, cost reduction, and the disruption of

traditional systems.
2.3.1 Innovation Diffusion Theory (IDT)

The Innovation Diffusion Theory (IDT), developed by Everett Rogers in 1962, provides a framework for
understanding how, why, and at what rate new ideas and technologies spread within a social system. Rogers
posited that innovations are communicated through specific channels over time and that their adoption is
influenced by several factors, including the innovation itself, the communication channels, the social system,

and the time involved in the diffusion process (Rogers, 2003).
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IDT is particularly relevant for exploring the adoption of cryptocurrencies and digital assets. This emerging

financial innovation has sparked global interest, yet its diffusion varies significantly across regions, influenced

by several key factors outlined in the theory:

Perceived Advantages: The degree to which an innovation is perceived as better than the idea it
supersedes plays a crucial role in its adoption. For cryptocurrencies, advantages such as
decentralization, lower transaction costs, increased financial inclusion, and enhanced security
contribute to their appeal (Nwaolisa & Kasie, 2022). However, skepticism about these advantages can
hinder diffusion.

Compatibility: The alignment of the innovation with existing values, needs, and practices of potential
adopters is critical. Cryptocurrencies must integrate seamlessly with existing financial systems and
align with user preferences to encourage adoption. In developing economies, for example, the
compatibility of cryptocurrencies with mobile payment systems has been a significant driver of
adoption (Eken, 2023).

Complexity: Innovations perceived as difficult to understand or use often face resistance.
Cryptocurrencies involve technical concepts such as blockchain, wallets, and private keys, which can
create barriers for non-technical users (Rogers, 2003). Efforts to simplify user interfaces and provide
education have been instrumental in overcoming these challenges.

Trialability: The extent to which an innovation can be experimented with before full adoption
influences its diffusion. The availability of platforms offering demo accounts or small-scale trading
opportunities has facilitated cryptocurrency adoption among hesitant users (Olajide, 2021).
Observability: The visibility of the benefits of an innovation can accelerate its adoption. In the context
of cryptocurrencies, success stories of users gaining financial freedom or profiting from early
investments have created a ripple effect, encouraging others to adopt (Nwaolisa & Kasie, 2022).

Despite its advantages, several factors impede the diffusion of cryptocurrencies, including regulatory

uncertainties, security concerns, and volatility. IDT highlights that the rate of adoption depends on addressing

these barriers effectively within a social and institutional framework.

2.3.2 Transaction Cost Theory and Cryptocurrencies

Transaction Cost Theory, proposed by Coase (1937), explains the costs involved in facilitating economic

exchanges, such as search, bargaining, and enforcement costs. These costs are pivotal in determining the

efficiency of transactions within markets or organizations. According to the theory, firms and individuals seek
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to minimize these costs to achieve optimal efficiency in their economic activities. Cryptocurrencies and digital
assets, through their decentralized nature, directly address these transaction cost concerns by reducing or

eliminating the need for intermediaries.

i.  Search Costs: These refer to the effort and resources spent on finding relevant information or suitable
parties for a transaction. Traditional financial systems often require significant search efforts due to
dispersed and siloed data (Williamson, 1981). Cryptocurrencies, operating on blockchain technology,
consolidate transaction information on a transparent and immutable ledger, making it easier to identify
and verify transaction histories (Nakamoto, 2008).

ii.  Bargaining Costs: Negotiation and agreement formation can be cumbersome and time-intensive in
traditional systems, particularly when multiple intermediaries are involved. Digital assets streamline
this process through smart contracts—self-executing agreements coded on the blockchain, that
automate contractual obligations without the need for intermediaries (Tapscott & Tapscott, 2016).

iii.  Enforcement Costs: Enforcement involves ensuring that parties adhere to the terms of agreements.
Traditional systems often rely on legal and institutional mechanisms, which can be expensive and
slow. Cryptocurrencies use cryptographic protocols and consensus mechanisms that inherently

enforce rules, providing an efficient alternative to traditional enforcement (Catalini & Gans, 2016).

In addressing these three key costs, cryptocurrencies align with the Transaction Cost Theory's emphasis on
improving efficiency in economic exchanges. For example, Bitcoin eliminates the need for banks to mediate
payments, while Ethereum enables decentralized applications that automate complex agreements. This results
in lower transaction fees, faster settlement times, and greater financial inclusion, particularly in regions with

underdeveloped financial infrastructure (Davidson, De Filippi, & Potts, 2018).

3. Transformative Impacts on the Financial Landscape

3.1 Decentralized Finance (DeFi)

Decentralized Finance (DeFi) is a transformative financial ecosystem that eliminates the need for traditional
intermediaries, such as banks or financial institutions, in for the delivery of financial services. Operating on
blockchain technology, DeFi leverages smart contracts—self-executing agreements with predefined rules
coded into the blockchain. These contracts automate and enforce financial transactions, ensuring transparency

and reducing reliance on centralized entities (Buterin, 2013; Tapscott & Tapscott, 2016).

Recent studies have highlighted the evolving infrastructure of DeFi. Advances in scalability, security, and

user experience in 2024 have shown potential to address challenges such as transaction bottlenecks and system

313 | @A Publication of the Department of Economics, ADSU, Mubi. ISSN- Print: 2550- 7869; ISSN-Online: 3043-5323. Journal homepage: https://ajaefm.adsu.edu.ng



ADSU International Journal of Applied Economics, Finance & Management Vol. 10, Issue 4, 2025

vulnerabilities. For instance, a 2024 review on DeFi infrastructure emphasized the importance of layer-2
scaling solutions and zk-rollups to enhance efficiency (“Advances in DeFi Infrastructure: 2024 Overview”).
DeFi platforms enable various financial activities, including:
e Lending and Borrowing: Users can lend their assets to earn interest or borrow assets by providing
collateral, all without involving traditional banks (Davidson, De Filippi, & Potts, 2018).
o Trading: Decentralized exchanges (DEXs) allow users to trade cryptocurrencies directly with one
another using peer-to-peer mechanisms, often with lower fees than centralized platforms (Chen, 2021).
« Savings and Yield Farming: DeFi protocols offer opportunities for users to earn rewards or interest by
depositing their assets into liquidity pools or staking them (SedImeir et al., 2020).
The decentralized nature of these platforms democratizes access to financial services, making them available
to anyone with an internet connection, regardless of geographical or economic barriers. This is particularly
impactful for the unbanked and underbanked populations, who might otherwise lack access to traditional
financial systems (Kshetri, 2021). Additionally, by reducing reliance on intermediaries, DeFi lowers

transaction costs and enhances the speed and efficiency of financial operations (Nakamoto, 2008).

3.2 Cross-Border Transactions

Cross-border transactions have long been hindered by inefficiencies inherent in traditional payment systems.
These systems typically involve multiple intermediaries, including banks and payment processors, leading to
delays that can extend from several hours to several days. Additionally, such transactions are associated with
high costs due to intermediary fees, currency exchange markups, and regulatory compliance requirements
(Bohme et al., 2015). Cryptocurrencies, on the other hand, present a transformative solution by enabling near-
instantaneous cross-border payments.

A 2024 study on the global payment ecosystem underlines the significant role cryptocurrencies play in
addressing these inefficiencies. According to this study, blockchain technology has drastically improved
transparency and traceability in international transactions, reducing operational costs and delays
(“Cryptocurrency and the Global Payment Ecosystem: Trends in 2024 ).

Leveraging blockchain technology, cryptocurrencies eliminate the need for intermediaries, significantly
reducing processing times and transaction costs. For instance, Bitcoin and similar cryptocurrencies allow
direct peer-to-peer transfers, ensuring transparency and security while minimizing operational expenses
(Béhme et al., 2015). This shift is particularly beneficial for individuals and businesses in underbanked
regions, offering a faster and more cost-effective alternative to traditional financial systems.

3.3 Tokenization of Assets
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Tokenization refers to the process of converting physical or intangible assets into digital tokens that are
recorded and managed on a blockchain. This approach significantly enhances the liquidity and accessibility
of traditionally illiquid assets by enabling fractional ownership. For example, real estate properties, which are
typically high-value and challenging to trade, can be divided into smaller, manageable fractions through
tokenization. These digital tokens represent a portion of ownership, making it possible for a wider range of
investors to participate in real estate markets without needing substantial capital (Chowdhury et al., 2020).
By leveraging blockchain technology, tokenization not only democratizes investment opportunities but also
ensures greater transparency and security in transactions. Furthermore, it allows for the seamless transfer of
ownership and reduces intermediaries, thereby streamlining the process and lowering associated costs
(Chowdhury et al., 2020).

3.4 Economic Inclusion

Economic inclusion is one of the key benefits of cryptocurrency, as it provides financial services to individuals
who are excluded from traditional banking systems. Many people in developing regions lack access to formal
financial institutions due to factors such as geographical barriers, insufficient documentation, or mistrust of
centralized systems. Cryptocurrencies address these challenges by offering decentralized and accessible
platforms for financial transactions (Kshetri, 2021). For instance, mobile wallets powered by blockchain
technology allow individuals to store, send, and receive funds securely without needing a physical bank
account. Furthermore, blockchain-based digital identities enable those without official identification
documents to access financial services, bridging the gap for underserved populations and fostering economic
participation (Kshetri, 2021). These innovations not only promote inclusion but also enhance financial

security and autonomy for marginalized communities.

4. Challenges, Limitations and Policy Responses

4.1.1 Regulatory Uncertainty

Regulatory uncertainty remains one of the most significant challenges facing the cryptocurrency industry
today. Governments worldwide are struggling to create comprehensive regulatory frameworks to govern the
use and operation of cryptocurrencies. These challenges arise from the decentralized nature of
cryptocurrencies, which makes them difficult to regulate using traditional financial models (Frost et al., 2019).
The 2025 analysis of global crypto regulations provides a roadmap for resolving these uncertainties. This

analysis highlights efforts by leading economies to harmonize regulatory standards, addressing issues such as
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tax compliance, anti-money laundering (AML), and consumer protection (“Harmonizing Global Crypto
Regulations: A Pathway for 2025”).

One of the key areas of concern for regulators is taxation. Governments are working to determine how
cryptocurrencies should be taxed, including whether they should be treated as property or currency, which
significantly affects tax obligations for users and investors (Zohar, 2018). Additionally, AML regulations are
another critical issue, as cryptocurrencies offer a degree of anonymity that can be exploited for illicit activities,
such as money laundering and financing terrorism. Regulators are trying to develop mechanisms to track and

report transactions while balancing the privacy concerns of users (Frost et al., 2019).

4.1.2 Security Risks in Cryptocurrency Exchanges and Wallets

While blockchain technology itself is often regarded as secure due to its decentralized and immutable nature,
the platforms that facilitate the exchange and storage of cryptocurrencies—such as cryptocurrency exchanges
and wallets—remain susceptible to significant security risks. The blockchain's structure ensures that once
transactions are confirmed and added to the ledger, they are irreversible and tamper-resistant (Nakamoto,
2008). However, this does not protect the

off-chain elements such as exchange platforms or custodial wallets, where users store and trade their digital
assets.

Centralized exchanges, which act as intermediaries for buying, selling, and trading cryptocurrencies, can be
particularly vulnerable. One of the most prominent examples of this vulnerability is the Mt. Gox hack in 2014.
Mt. Gox, once the world's largest Bitcoin exchange, was compromised when hackers exploited weaknesses
in the platform’s security, leading to the theft of approximately 850,000 Bitcoins (B6hme et al., 2015). This
event highlighted the risks associated with centralized platforms, where user funds are controlled by a single

entity, making them attractive targets for cybercriminals.

Furthermore, while decentralized exchanges (DEXSs) are often touted as being more secure because they do
not rely on a central authority, they are not immune to attack. Security breaches have also occurred on
decentralized platforms, often stemming from flaws in the underlying smart contracts or vulnerabilities within
the exchange's code (Atzei et al., 2017).

Similarly, cryptocurrency wallets, which allow users to store and manage their digital assets, can also be

compromised. Hot wallets (which are connected to the internet) are especially prone to attacks, while cold
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wallets (offline storage solutions) offer more security but are not without their own risks, such as theft if

physical access is gained (Narayanan et al., 2016).

While blockchain technology itself offers a high level of security, the infrastructure supporting cryptocurrency
exchanges and wallets is far from immune to attacks. These vulnerabilities underline the importance of
improving security protocols and adopting best practices for safeguarding assets in the cryptocurrency

ecosystem.

4.1.3 Energy Consumption

Energy consumption in Bitcoin mining is a significant concern due to the computational intensity of its Proof
of Work (PoW) consensus mechanism. Bitcoin mining involves solving complex mathematical problems,
which requires vast amounts of energy, contributing to high electricity consumption. As a result, the
environmental impact has been widely discussed, as the energy used often comes from non-renewable sources,

exacerbating carbon emissions and contributing to global warming (SedImeir et al., 2020).

Research in 2024 introduced updated blockchain sustainability metrics, demonstrating methods to reduce
cryptocurrency mining's carbon footprint. These advancements include hybrid consensus mechanisms
combining PoW and Proof of Stake (PoS) and an increased reliance on renewable energy sources
(“Blockchain Sustainability Metrics: 2024 Updates”).

Efforts to mitigate these environmental concerns have led to the exploration of alternative consensus
mechanisms. Ethereum, the second-largest cryptocurrency by market capitalization, transitioned from PoW
to Proof of Stake (PoS) in 2022. PoS is far less energy-intensive because it does not require miners to solve
computational puzzles but instead relies on validators who are chosen based on the amount of cryptocurrency
they hold and are willing to "stake™ as collateral (SedImeir et al., 2020). This shift has significantly reduced

Ethereum’s energy consumption, aligning with broader goals to create more sustainable blockchain networks.
4.2 Policy Responses to Cryptocurrency and Digital Assets

The rise of cryptocurrency and digital assets has prompted governments and financial regulators around the
world to develop responses to address the new challenges and opportunities these technologies present. Given
their decentralized nature, lack of clear regulatory frameworks, and the potential for misuse, policymakers
face the complex task of balancing innovation with consumer protection, financial stability, and anti-money

laundering efforts. Policy responses vary widely across jurisdictions, ranging from outright bans to full
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adoption, reflecting differing economic, political, and social priorities. This note provides an overview of key
policy approaches and regulatory responses to cryptocurrency and digital assets, focusing on regulation,
taxation, anti-money laundering (AML), and counter-terrorism financing (CTF) measures, and the evolving
landscape of central bank digital currencies (CBDCs).

4.2 Regulation of Cryptocurrency and Digital Assets

The decentralized nature of cryptocurrency presents a unique challenge to regulators accustomed to
overseeing centralized financial systems. Many countries have adopted a cautious approach, opting for a wait-
and-see strategy while monitoring the evolution of the sector. For instance, the United States has taken a
fragmented regulatory approach, with various agencies such as the Securities and Exchange Commission
(SEC), the Commodity Futures Trading Commission (CFTC), and the Financial Crimes Enforcement
Network (FInCEN) providing different guidelines for cryptocurrency activities (Zohar, 2018). The SEC, in
particular, has focused on whether certain cryptocurrencies should be classified as securities, which would
subject them to federal securities regulations. The CFTC, on the other hand, treats cryptocurrencies like
Bitcoin as commodities, regulating them under the Commodity Exchange Act. This regulatory ambiguity has
created uncertainty for businesses and investors operating in the cryptocurrency space.

In contrast, the European Union (EU) has taken a more proactive approach to cryptocurrency regulation
through the implementation of the Markets in Crypto-Assets (MiCA) framework. MiCA aims to provide a
comprehensive set of rules for crypto-asset service providers, ensuring investor protection and financial
stability while fostering innovation (European Commission, 2020). The MiCA framework is expected to
address issues related to market manipulation, investor protection, and stablecoins, ensuring that crypto-asset
companies meet specific regulatory standards, including requirements for transparency, anti-money
laundering (AML) compliance, and financial reporting. The EU’s approach illustrates a growing global trend
toward regulating digital assets in a way that balances their transformative potential with the need to safeguard

against systemic risks.

4.2.2 Taxation of Cryptocurrency and Digital Assets

Taxation of cryptocurrency remains a contentious issue, as governments seek to tax gains from digital assets
while grappling with their highly volatile and anonymous nature. The lack of central control and the pseudo-
anonymous nature of transactions have made it difficult for tax authorities to track cryptocurrency holdings

and transactions. In many jurisdictions, tax authorities treat cryptocurrencies as property rather than currency,
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meaning that capital gains tax applies to profits from cryptocurrency trading. In the United States, the Internal
Revenue Service (IRS) has issued guidance requiring taxpayers to report cryptocurrency transactions on their
tax returns, particularly when they realize a gain (IRS, 2019). However, challenges remain in ensuring that
cryptocurrency users comply with tax reporting requirements, given the pseudonymous and cross-border

nature of transactions.

In some countries, such as Japan, cryptocurrency is treated as a legal form of payment, subject to consumption
tax (Value Added Tax), which makes it an exception in the global landscape. Japan’s regulatory approach
aims to strike a balance between fostering innovation and ensuring tax compliance. In contrast, countries like
China have adopted a more aggressive stance, outright banning cryptocurrency exchanges and Initial Coin
Offerings (ICOs) to curb capital outflows and financial instability (Frost et al., 2019). The Chinese
government’s position underscores the difficulty in establishing clear tax regimes for cryptocurrencies without

broader regulatory oversight.

4.2.3 The SEC’s position and the new Rules on Issuance, Offering Platforms and Custody of Digital
Assets in Nigeria (the ‘Digital Assets Rules’)

On 11 September 2020, the SEC issued a statement recognising virtual/digital assets as securities, in line with
recommendations from its Fintech Roadmap Committee. However, given the CBN’s subsequent letter in
February 2021, the regulatory stance on cryptocurrency became unclear. The impact of the CBN ban on
licensed institutions, contrary to the statement issued by the SEC, triggered a perceived conflict between the

regulators.

To dispel speculation as to the perceived regulatory conflict, the SEC issued a press statement on 11 February
2021, clarifying that the CBN’s actions aligned with its role as the apex regulator of the banking sector. To
demonstrate its collaboration with the CBN, the SEC suspended admission into the SEC’s Regulatory
Incubation Program (SRIP) until the affected entities could operate accounts within the Nigerian banking
system.

Notwithstanding the SEC’s statement and suspension of the SRIP, in 2022, the SEC issued the Digital Assets
Rules, which were the first attempt at a comprehensive regulation of digital and virtual assets in Nigeria. The

Digital Assets Rules define virtual assets as ‘a digital representation of value that can be transferred, digitally
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traded and can be used for payment or investment purposes’. The Digital Assets Rules also create various

categories of digital assets with their respective registration and licensing requirements.

The registration/licensing categories under the Digital Assets Rules include:

 virtual assets service providers (VASPs): for platforms that facilitate the trading, exchange and transfer
of virtual assets, and/or any person (individual or corporate) whose activities involve any aspect of
distributed ledger technology (DLT)-related and virtual/digital asset services;

o digital asset offering platforms (DAOPSs): for electronic platforms operated by a DAOP operator for
offering digital assets;

« digital asset custodians (DACs): for the provision of the safekeeping, storing, holding or maintaining
custody of virtual assets/digital tokens for another person’s account; and

« digital asset exchange (DAX): for electronic platforms that facilitate the trading of a virtual or digital
asset, other than those the SEC has objected to.

Following the issuance of the Digital Assets Rules, stakeholders’ expectations of a clear regulatory path were
heightened. However, this expectation was short-lived as the Digital Assets Rules were not operationalised.
In addition, the SEC reportedly stated that the Digital Assets Rules do not apply to cryptocurrency. The SEC’s
reported position was surprising, given the definition and categorisation of virtual assets under the Digital
Assets Rules.

Given the regulatory dynamics, it is reasonable to conclude that the SEC’s alleged statement and the non-

operationalisation of the Digital Assets Rules were influenced by the CBN’s aversion to cryptocurrency.

4.2.4 Anti-Money Laundering (AML) and Counter-Terrorism Financing (CTF) Measures

Cryptocurrencies have been criticized for their potential to facilitate money laundering and financing of
terrorism due to the anonymity of transactions and the lack of centralized control. This has prompted many
countries to strengthen their anti-money laundering (AML) and counter-terrorism financing (CTF) regulations

for cryptocurrency exchanges and other service providers.

In 2019, the Financial Action Task Force (FATF), an international body that sets standards for AML and CTF,
issued guidelines requiring cryptocurrency exchanges to comply with the "Travel Rule," which mandates the
sharing of customer information during transactions (FATF, 2019). Many jurisdictions have aligned their

national regulations with FATF’s guidelines, creating a global push for cryptocurrency exchanges to
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implement Know-Your-Customer (KYC) procedures and transaction monitoring systems to detect illicit

activities.

In the United Kingdom, the Financial Conduct Authority (FCA) has taken steps to regulate cryptocurrency
activities by requiring firms operating in the crypto sector to register and comply with AML regulations (FCA,
2020). The introduction of stringent AML regulations aims to reduce the risks associated with cryptocurrency
transactions, particularly in terms of their use for illegal activities. However, challenges remain in enforcing

these rules, given the decentralized and pseudonymous nature of cryptocurrency networks.

4.2.5 Central Bank Digital Currencies (CBDCs)

As an alternative to decentralized cryptocurrencies, many central banks are exploring the concept of Central
Bank Digital Currencies (CBDCs) as a state-controlled digital currency that combines the benefits of digital
assets with regulatory oversight. Unlike cryptocurrencies, which operate outside the control of central banks,
CBDCs would be issued and regulated by national monetary authorities. CBDCs have the potential to improve
the efficiency of payments, reduce transaction costs, and enhance financial inclusion by providing digital

access to central bank-backed money.

China has emerged as a leader in the development of CBDCs, with the People's Bank of China (PBOC)
actively piloting its digital yuan, which is designed to coexist alongside physical currency (Frost et al., 2019).
The digital yuan offers the government a more effective means of monitoring and controlling monetary
transactions, addressing concerns about the use of decentralized cryptocurrencies in illicit activities. Similarly,
the European Central Bank (ECB) and the Federal Reserve in the United States are conducting research into
the feasibility of CBDCs, with the goal of creating secure, digital alternatives to cash that offer the benefits

of blockchain technology without sacrificing regulatory control.

4.2.6 E-naira

The introduction of the e-Naira marks a significant milestone in Nigeria's financial ecosystem, aiming to
enhance financial inclusion, improve payment efficiency, and promote digital economic growth. Launched
by the Central Bank of Nigeria (CBN) in October 2021, the e-Naira is Africa's first central bank digital
currency (CBDC) and operates as a legal tender designed to complement physical cash (CBN, 2021). The

initiative is expected to address challenges such as high remittance costs, inefficiencies in cross-border
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transactions, and limited access to banking services, especially in rural areas (International Monetary Fund
[IMF], 2022). By leveraging blockchain technology, the e-Naira underscores Nigeria's commitment to
adopting innovative solutions to modernize its payment infrastructure and drive economic development
(World Bank, 2022).

4.2.7 The Future of Cryptocurrency and Digital Assets

The future of cryptocurrency and digital assets hinges on several factors, including technological progress,
regulatory clarity, and the level of public acceptance. One key innovation driving this evolution is the rise of
central bank digital currencies (CBDCs). These digital versions of fiat currencies are being developed by
central banks to combine the benefits of cryptocurrencies, such as fast and secure transactions, with the
stability and control of traditional currencies (Zohar, 2021). CBDCs offer the potential to integrate blockchain
principles into established financial systems while maintaining government oversight. This growing trend
highlights how central authorities are adapting to the changing financial landscape (Bank for International
Settlements, 2022).

In parallel, decentralized finance (DeFi) is revolutionizing how financial services are delivered. By leveraging
smart contracts and blockchain technology, DeFi platforms eliminate intermediaries like banks and brokers,
allowing for peer-to-peer lending, borrowing, and trading (Chen, 2021). This decentralization of financial
services has the potential to create a more inclusive ecosystem, where individuals can access financial
products without relying on traditional institutions. The expansion of DeFi is also supported by innovations
like non-fungible tokens (NFTs) and tokenized assets. NFTs, for instance, allow for the creation of unique
digital assets tied to ownership of real-world or virtual goods (Hughes, 2022). This opens up new markets and

possibilities for artists, gamers, and investors alike.

The growing adoption of digital assets, including cryptocurrencies, DeFi platforms, NFTs, and tokenized
assets, signals a major shift toward a more decentralized and inclusive financial ecosystem. As the technology
matures and regulatory frameworks are developed, the landscape of finance is expected to become more
democratized, giving rise to innovative financial products and services that were previously inaccessible to
many people (Yermack, 2021). However, this transition comes with challenges. Regulatory bodies across the
world are working to establish clear and effective regulations that address concerns related to security, fraud,
and money laundering, while also promoting innovation and consumer protection (European Central Bank,
2022).
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The future of cryptocurrency and digital assets will be shaped by the balance between innovation, regulation,
and public adoption. The integration of technologies like CBDCs, the expansion of DeFi, and the rise of NFTs
point toward a more decentralized financial ecosystem, but the success of these developments will depend on
how they are regulated and embraced by society.

5. Summary and Conclusion

This study explores the transformative role of cryptocurrencies and digital assets in reshaping the global
financial systems. By leveraging blockchain technology, these innovations introduce decentralization,
transparency, and efficiency, challenging traditional financial institutions. Key features such as
decentralization, security, transparency, and programmability are discussed, along with emerging digital
assets like utility and security tokens.

The analysis highlights the profound impacts of these technologies, particularly in the realms of Decentralized
Finance (DeFi), cross-border transactions, and asset tokenization. These advancements hold significant
promise for financial inclusion, empowering underbanked and unbanked populations worldwide by reducing

transaction costs and providing accessible financial solutions.

Despite their potential, cryptocurrencies face critical challenges, including regulatory ambiguity,
environmental concerns from energy-intensive mining, and security vulnerabilities in supporting
infrastructures like exchanges and wallets. The discussion also covers policy responses, contrasting
fragmented approaches in the U.S. with proactive frameworks such as the European Union’s MiCA. The
exploration of Central Bank Digital Currencies (CBDCs) further emphasizes their potential as a regulated
complement to decentralized systems.

In conclusion, cryptocurrencies and digital assets represent not just technological progress but a profound
shift in economic paradigms. Their success depends on balancing innovation with effective regulatory
oversight, addressing environmental and security issues, and fostering trust among stakeholders. As these
technologies mature, they hold the potential to democratize finance, bridge economic divides, and redefine

global financial structures in a way that benefits diverse populations across the globe.
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