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Executive summary
October 2021 witnessed several fundamental policy pronouncements on cryptofinance
by global standard setters. These aimed to set the policy direction for cryptocurrencies
(or ‘crypto’) in the foreseeable future. The emerging global policy message from standard
setters such as the International Monetary Fund (IMF), Financial Stability Board (FSB), Bank
for International Settlements (BIS), International Organization of Securities Commissions
(IOSCO) and the Financial Action Task Force (FATF) is supportive. Risk-based regulations
should support the buoyant ‘cryptoization’ (a term introduced by the IMF in its latest Global Financial Stability Report (GFSR)) of economies, and the potential role of stablecoins in
enhancing cross-border payments should be recognised. Furthermore, developers of decentralised finance (DeFi) applications should be assured of a pragmatic and selectively permissive regulatory stance. On balance, global standard setters intend to introduce supportive
regulation for cryptoization to ensure the societal sustainability of distributed ledger technology (DLT)-based innovation.

Authors
Mattia Rattaggi
External Regulatory Analyst
METI Advisory AG
Yves Longchamp
Head of Research
SEBA Bank AG

Contact
research@seba.swiss

2

In a significant development in cryptofinance, the United States (US) Securities and
Exchange Commission (SEC) authorised a bitcoin futures exchange-traded fund (ETF) for the
first time on 18 October 2021. Other notable regulatory developments include progress in
the central bank digital currency (CBDC) space in Hong Kong, France, Georgia, Ghana, and
Nigeria, and material regulatory/governmental cryptofinance developments in jurisdictions
such as Australia, Malta, Guernsey, Sri Lanka, and Russia.

Promotion of sustainable ‘cryptoization’ by global standard setters

In October 2021, global
standard setters issued
several policy recommendations to handle the buoyancy
in cryptocurrency adoption,
the use of stablecoins, and
the risks posed by thriving
decentralised finance (DeFi)
applications. Nearly all these
recommendations have been
supportive of ‘cryptoization’
(a term introduced by the IMF
in its latest Financial Stability
Report) and convey a positive
outlook for cryptofinance.

1.
Focus on cryptoization, stablecoins,
and DeFi: An assessment
The IMF, for the first time in October, addressed the potential threat of increased crypto
adoption to systemic stability and stated the conditions and policies appropriate to handle such threat. The FSB, BIS, and IOSCO focused on stablecoins. While the FSB examined
how stablecoins could address cross-border payment challenges without introducing new
sources of risk, BIS/IOSCO undertook consulting to improve the principles of financial market infrastructure and accommodate systemically important stablecoin arrangements. The
FATF issued long-awaited and updated guidance notes for a risk-based approach to virtual
assets (VA) and virtual asset service providers (VASP), proposing ways to address the money
laundering and terrorist financing (ML/TF) risks posed by DeFi.
Cryptoization
In its GFSR, the IMF highlighted the challenges posed by the buoyant crypto ecosystem.
Among the key risks identified are operational risks (such as failures and disruptions that
prevent the use of the services and cause losses to users), cyber risks (hacks and frauds), and
governance risks (such as investor losses due to a lack of transparency). The IMF concluded
that till date, these losses have not had a significant impact on global or domestic financial
stability. It singled out an important variable that will require careful monitoring, namely the
degree of crypto adoption. It also listed a series of factors that enhance crypto adoption,
such as unsound domestic macro policies, foreign exchange restrictions, vulnerabilities of
the banking sector, and the degree of inclusion in the financial sector. According to the IMF,
crypto policies should aim to ‘balance enabling financial innovation and reinforcing competition and the commitment to open, free, and contestable markets, on one hand, against
challenges to financial integrity, consumer protection, and financial stability’1. Implementation of global standards that enable the proper monitoring of the growth of and risks associated with cryptoization should be prioritised. Moreover, efforts should be made to enhance
the credibility of monetary policy and promote sound fiscal positions.
Stablecoins
The FSB recognised the inefficiencies of cross-border payments due to high costs, low
speed, limited access, and insufficient transparency for end-users. It also highlighted that
the challenges are particularly pronounced for individuals and small companies in the
retail payment space, and are acute in emerging market and developing economies. The
FSB, therefore, included in its roadmap, an examination of the scope for global stablecoin arrangements to address the challenges that cross-border payments face without compromising the minimum supervisory and regulatory standards required to control risks to monetary
and financial stability. It will analyse ways to foster robust global stablecoin arrangements
for cross-border payments and factor an international dimension into the CBDC design. In
response to a call by the Group of Seven (G7), Group of 20 (G20), and FSB, BIS and IOSCO
have opened consultations (on the application of the principles) for financial market infrastructures to adopt systemically important stablecoin arrangements. The guidance covers
governance principles (asking for clear responsibilities and accountabilities), risk management principles (requesting the implementation of a comprehensive framework), settlement
principles (that should align technical and legal irrevocability of transactions), and money
settlement principles (that should minimise or eliminate credit and liquidity risks).

1

https://www.imf.org/en/Publications/GFSR/
Issues/2021/10/12/global-financial-stability-report-october-2021, page 53
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DeFi
The FATF issued an updated guidance for a risk-based approach to VA and VASP. The revisions focused, inter alia, on definitional issues (ensuring that all relevant financial assets in
the fintech industry are and will be covered by the FATF Standards), stablecoins, and peer-topeer (P2P) transactions. The focus on P2P transactions is of particular importance because
it directly concerns DeFi applications. The FATF believes that DeFi applications may pose
ML/TF risks, which may become significant as DeFi grows. It defined P2P transactions as
‘VA transfers conducted without the use or involvement of a VASP or other obliged entity
(e.g., VA transfers between two unhosted wallets whose users are acting on their own behalf)’2. Such transactions have so far not been explicitly subject to Anti-Money Laundering/
Combating the Financing of Terrorism (AML/CFT) controls under the FATF Standards. This
is because the FATF Standards are currently in terms of obligations placed to (centralised)
intermediaries, rather than on individuals. While the FATF clarified that a DeFi application
is not a VASP under the FATF Standards, it noted that ‘creators, owners and operators or
some other persons who maintain control or sufficient influence in the DeFi arrangements,
even if those arrangements seem decentralized, may fall under the FATF definition of a
VASP where they are providing or actively facilitating VASP services’3. The FATF Guidance
has global standing. National authorities are delegated the responsibility of evaluating
individual situations and determining the presence of an identifiable person, (whether
legal or natural) providing a covered service. The FATF suggested that national regulators
liaise and cooperate with the private sector to execute this task.
These policy pronouncements and recommendations paint a positive picture for cryptofinance. The IMF encourages policies that enable cryptoization, including those that ensure
financial integrity, consumer protection, and financial stability. The FSB, BIS, and IOSCO welcome stablecoins, provided they do not weaken the current financial market infrastructures,
and address cross-border payment challenges. In its final draft guidance, the FATF presented a risk-based approach to VA and VASP by incorporating the gist of industry feedback
from an earlier draft4. Furthermore, it refined the original draft, allowing for case-by-case
judgment regarding the maintenance of control and influence of DeFi applications, and
called for enhanced cooperation between the officials and private sector.

4
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https://www.fatf-gafi.org/media/fatf/documents/recommendations/Updated-Guidance-VA-VASP.pdf, page 18
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https://www.fatf-gafi.org/media/fatf/documents/recommendations/Updated-Guidance-VA-VASP.pdf, page 27
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2.
Other Noteworthy Developments
The US SEC approved the first bitcoin futures ETF and an ETF based on bitcoin active companies.
• On 5 October 2021, the US SEC approved the trading of ETF tracking entities holding a majority of their net assets in bitcoin or deriving a majority of their earnings from
bitcoin-related activities.
• On 18 October 2021, the US SEC approved the trading of bitcoin futures ETF applications
submitted by ProShares and Invesco Ltd., and trading commenced on 19 October 2021.
News regarding progress in the CBDC space included developments from Hong Kong,
France, Georgia, Ghana, and Nigeria.
• The Hong Kong Monetary Authority (HKMA) provided a technical view on the issuance of
a CBDC with a wholesale and retail approach. The wholesale layer would be open only
to banks and payment service providers, while the retail layer would be an open system
accessible to the public.
• In a project led by Euroclear that involved a few commercial banks, the Bank of France
(Banque de France) explored how a CBDC would operate with government bonds. The
CBDC was tested on activities including paying coupons and redeeming deals.
• Georgia intends to launch a pilot program for a CBDC in 2022. It has called for fintech
companies to cooperate with the country on the project.
• Ghana is entering a new phase in its CBDC project, where it will develop offline capabilities aiming to promote the use of its CBDC across all segments of the society.
• Nigeria has reiterated its commitment to launching CBDC, announcing the official rollout
on 29 October 2021. The central bank has been working on the CBDC for a few years,
aiming to ensure speed and the presence of merchant wallets.
Material regulatory or governmental developments concerning cryptofinance were presented in several jurisdictions including Australia, Malta, Guernsey, Sri Lanka, and Russia.
• The Australian Senate proposed 12 recommendations for the regulation of digital assets.
The proposals include new licenses for crypto exchanges, new laws to govern decentralized autonomous organizations (DAOs), provisions to mend the capital gains tax in DeFi,
and a tax discount for crypto miners who use renewable energy.
• The Australian Securities Exchange (ASX) is poised to allow Australian ETF provider
BetaShares to launch the BetaShares Crypto Innovators ETF (CRYP). This fund will invest in
global companies working in the digital asset space, and not take outright cryptocurrency
exposure.
• Malta’s financial regulator has approved the listing of a crypto index fund by Iconic Funds.
The fund will be the first in Europe listed on a regulated market, featuring direct exposure
to crypto assets.
• The Guernsey Financial Services Commission (GFSC) granted approval to Jacobi Asset
Management to launch a bitcoin ETF.
• The government of Sri Lanka approved a policy proposal on blockchain technology and its
applications, aiming to promote the digitisation of the economy (including digital banking
and crypto-mining).
• In the aftermath of the Chinese crypto ban and news that the US authorities will not ban
crypto, Russian authorities clarified that they have no plans to prohibit crypto trading by
Russian citizens.
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3.
Conclusion
The last few weeks presented several positive regulatory and policy developments for the
cryptofinance industry. These range from approval for trading the first bitcoin futures ETF
in the US, to presenting constructive policy recommendations to accompany cryptoization
with regulations that aim to ensure the sustainability of DLT-based innovations from a societal point of view. The underlying message for cryptofinance is positive and consistent. We
expect that this will further consolidate the prevalent buoyant momentum.
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Disclaimer
This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its Head Office and legal domicile in Switzerland. It is authorized
and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is published solely for information purposes; it is not an advertisement nor is it a solicitation or
an offer to buy or sell any financial investment or to participate in any particular investment strategy. It is not directed to, or intended for distribution to or use by, any person or entity who
is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would
subject SEBA to any registration or licensing requirement within such jurisdiction.
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document, except with
respect to information concerning SEBA. The information is not intended to be a complete statement or summary of the financial investments, markets or developments referred to in the
document. SEBA does not undertake to update or keep current the information. Any statements contained in this document attributed to a third party represent SEBA‘s interpretation of the
data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.
Any prices stated in this document are for information purposes only and do not represent valuations for individual investments. There is no representation that any transaction can or
could have been effected at those prices, and any prices do not necessarily reflect SEBA’s internal books and records or theoretical model-based valuations and may be based on certain
assumptions. Different assumptions by SEBA or any other source may yield substantially different results.
Nothing in this document constitutes a representation that any investment strategy or investment is suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgment in making their investment decisions. Financial investments
described in the document may not be eligible for sale in all jurisdictions or to certain categories of investors. Certain services and products are subject to legal restrictions and cannot
be offered on an unrestricted basis to certain investors. Recipients are therefore asked to consult the restrictions relating to investments, products or services for further information. Furthermore, recipients may consult their legal/tax advisors should they require any clarifications. SEBA and any of its directors or employees may be entitled at any time to hold long or short
positions in investments, carry out transactions involving relevant investments in the capacity of principal or agent, or provide any other services or have officers, who serve as directors,
either to/for the issuer, the investment itself or to/for any company commercially or financially affiliated to such investment.
At any time, investment decisions (including whether to buy, sell or hold investments) made by SEBA and its employees may differ from or be contrary to the opinions expressed in SEBA
research publications.
Some investments may not be readily realizable since the market is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult to
quantify. Investing in digital assets including crypto assets as well as in futures and options is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an
initial investment may under certain circumstances occur. The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past
performance of an investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may be subject to sudden and
large falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on the
price, value or income of an investment. Tax treatment depends on the individual circumstances and may be subject to change in the future.
SEBA does not provide legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific
investor’s circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of individual investors and we would
recommend that you take financial and/or tax advice as to the implications (including tax) prior to investing. Neither SEBA nor any of its directors, employees or agents accepts any liability
for any loss (including investment loss) or damage arising out of the use of all or any of the Information provided in the document.
This document may not be reproduced or copies circulated without prior authority of SEBA. Unless otherwise agreed in writing SEBA expressly prohibits the distribution and transfer of
this document to third parties for any reason. SEBA accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this document.
Research will initiate, update and cease coverage solely at the discretion of SEBA. The information contained in this document is based on numerous assumptions. Different assumptions
could result in materially different results. SEBA may use research input provided by analysts employed by its affliate B&B Analytics Private Limited, Mumbai. The analyst(s) responsible for
the preparation of this document may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information
The compensation of the analyst who prepared this document is determined exclusively by SEBA.
Austria: SEBA is not licensed to conduct banking andfinancial activities in Austria nor is SEBA supervised by the Austrian Financial Market Authority (Finanzmarktaufsicht), to which this
document has not been submitted for approval. France: SEBA is not licensed to conduct banking and financial activities in France nor is SEBA supervised by French banking and financial
authorities. Italy: SEBA is not licensed to conduct banking and financial activities in Italy nor is SEBA supervised by the Bank of Italy (Banca d’Italia) and the Italian Financial Markets Supervisory Authority (CONSOB - Commissione Nazionale per le Società e la Borsa), to which this document has not been submitted for approval. Germany: SEBA is not licensed to conduct
banking and financial activities in Germany nor is SEBA supervised by the German Federal Financial Services Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht), to
which this document has not been submitted for approval. Hong-Kong: SEBA is not licensed to conduct banking and financial activities in Hong-Kong nor is SEBA supervised by banking
and financial authorities in Hong-Kong, to which this document has not been submitted for approval. This document is not directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in Hong-Kong where such distribution, publication, availability or use would be contrary to law or regulation or would subject SEBA to any
registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not
“professional investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”). Netherlands: This
publication has been produced by SEBA, which is not authorised to provide regulated services in the Netherlands. Portugal: SEBA is not licensed to conduct banking and financial activities
in Portugal nor is SEBA supervised by the Portuguese regulators Bank of Portugal “Banco de Portugal” and Portuguese Securities Exchange Commission “Comissao do Mercado de Valores
Mobiliarios”. Singapore: SEBA is not licensed to conduct banking and financial activities in Singapore nor is SEBA supervised by banking and financial authorities in Singapore, to which
this document has not been submitted for approval. This document was provided to you as a result of a request received by SEBA from you and/or persons entitled to make the request on
your behalf. Should you have received the document erroneously, SEBA asks that you kindly destroy/delete it and inform SEBA immediately. This document is not directed to, or intended
for distribution to or use by, any person or entity who is a citizen or resident of or located in Singapore where such distribution, publication, availability or use would be contrary to law or
regulation or would subject SEBA to any registration or licensing requirement within such jurisdiction. This document is under no circumstances directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional investors as declned in section 4A of the Securities and Futures Act (Cap. 289 of Singapore)
(“SFA”). UK: This document has been prepared by SEBA Bank AG (“SEBA”) in Switzerland. SEBA is a Swiss bank and securities dealer with its head offce and legal domicile in Switzerland. It
is authorized and regulated by the Swiss Financial Market Supervisory Authority (FINMA). This document is for your information only and is not intended as an offer, or a solicitation of an
offer, to buy or sell any investment or other specific product.
SEBA is not an authorised person for purposes of the Financial Services and Markets Act (FSMA), and accordingly, any information if deemed a financial promotion is provided only to
persons in the UK reasonably believed to be of a kind to whom promotions may be communicated by an unauthorised person pursuant to an exemption under the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in matters relating to investments (“Investment Professionals”) and (b) high net worth bodies
corporate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO (“High Net Worth Businesses”). High Net Worth Businesses include: (i) a corporation
which has called-up share capital or net assets of at least GBP 5 million or is a member of a group in which includes a company with called-up share capital or net assets of at least GBP 5
million (but where the corporation has more than 20 shareholders or it is a subsidiary of a company with more than 20 shareholders, the GBP 5 million share capital / net assets requirement
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held before deduction of any liabilities) of at least GBP 10 million at any time within the year preceding the promotion. Any financial promotion information is available only to such persons,
and persons of any other description in the UK may not rely on the information in it. Most of the protections provided by the UK regulatory system, and compensation under the UK Financial
Services Compensation Scheme, will not be available.
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