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DECODING BLOCKCHAIN TECHNOLOGY: BALANCING INNOVATION
AND REGULATION IN INDIA

~ Raj Jaiswal
Introduction

Blockchain technology has emerged as one of the most remarkable innovations of the 21st century.
Its foundational design offers a secure and transparent decentralized means to record transactions
and data. Blockchain was first revolutionized with introduction of cryptocurrencies like Bitcoin,
but the technology now has the potential to transform how governments, companies, and citizens
interact with one another. However, the challenges of regulating a decentralized and transparent
type of technology may have specific challenges for lawyers. This article seeks to explain how
blockchain technology works, the difficulty of regulating it, and how India can develop a balanced

regulatory approach.
How Blockchain Technology Works?

Blockchain basically works on a distributed ledger technology (DLT) that records transactions
across a several network of computers in a way that is secure and transparent as anyone can check
transactions across the blockchain. Think of a blockchain as notebook that many computers keep
copies and each page (a block) of notebook contains a set of new entries (transactions). Each page
of notebook also records the data of earlier transactions, as it forms a chain of blocks that is very
hard to change. If we want to alter current block then it would require to change every previous
block and getting agreement from the whole network of computers, thus making tampering of
blockchain extremely difficult. For example, in Bitcoin Proof of Work (PoW) technology is used
where miners solve complex mathematical puzzles to validate transactions which consumes

significant computational power.
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Legal Implications and Regulatory Challenges

The borderless nature of blockchain networks creates significant jurisdictional and legal challenge
which are designed around geographical boundaries. When a blockchain transaction occurs in
parties of multiple countries, figuring out what law applies can become confusing. The confusion
around what law applies when a transaction occurs is again exacerbated by the fact that blockchain
networks exist across servers in locations all over the world, making it hard to determine where a

transaction legally occurs.

The emergence of cryptocurrencies has also gained a great deal of regulatory attention by financial
regulators across the globe. Financial regulators need to strike a fine balance in encouraging
innovation while ensuring consumer protection, market integrity, and preventing illegal activities.
The categorization of digital assets is crucial, either as a currency, a commodity or a security, as it

has serious consequences for regulatory treatment and compliance.

While some features of legal and regulatory regimes like the European Union's GDPR or some tax
laws are conceptually extra-territorial (i.e. they can apply even if parties to initiate a transaction
and the nodes acting on completion of that transaction are not same State), the underlying tension
remains the same. In other words, when a party in one country transmits a transaction, and this
transaction traverses a distributed network of nodes in at least one other sovereign State before
reaching the destination, the conventional reliance on territoriality for legal enforcement becomes

even more fragile.
India’s Path to Blockchain Regulation

India's development concerning blockchain and cryptocurrencies is one of caution, however, still
evolving. The courts and regulators were initially not very supportive of the risks with crypto but
slowly started to allow for regulated growth. In April 2018, the Reserve Bank of India (RBI)
prohibited banks from servicing crypto exchanges, but this prohibition was overruled by the
Supreme Court in 2020. Private cryptocurrencies (Bitcoin and others) are not technically illegal
but can easily become illegal under current frameworks. The government has put in quite a bit of
regulation from tax consideration, for example, under the 2022 Union Budget, there is a 30% flat

tax on gains from trading in crypto (with no exemptions) and a 1% tax withholding at source on
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crypto transactions. This indicates the government sees profits in crypto as income, even if it has

no specific law governing this issue.

The current scenario desperately calls for new framework for regulating blockchain so that it works
in favor of both investors and government. Therefore, instead of making new statutory bodies for
regulating blockchain technology, India can achieve greater efficiency and faster implementation
by integrating crypto regulation into its existing financial system. For example, Securities and
Exchange Board of India (SEBI) could oversee crypto assets as securities, aligning with its

authority for regulating capital markets.
Conclusion

Blockchain’s potential calls for a careful legal approach that limits risk without overly restricting
creativity. India is at a tipping point, able to take a balanced approach to regulation and utilize
blockchain technology to stimulate growth while protecting stakeholders. As the framework of
international standards develop, India has to move quickly and efficiently to grow as a leading
country in the digital economy. The future of blockchain lies not in resistance but in smart

regulation.



