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ABSTRACT 

Virtual asset regulation in India's emerging metaverse gaming economy is not an isolated issue 

of technological novelty, but rather a structural challenge reflecting fundamental tensions 

between digital innovation, investor protection imperatives, and legal frameworks designed for 

physical-world commerce. This paper provides a critical legal examination of how existing 

corporate and securities law applies to virtual assets in metaverse gaming environments, where 

non-fungible tokens, in-game currencies, virtual real estate, and digital collectibles create new 

investment vehicles operating in regulatory grey zones. Through doctrinal analysis of the 

Companies Act, 2013, Securities Contracts (Regulation) Act, 1956, SEBI regulations, and 

judicial interpretations of investment contracts and securities definitions, this research argues that 

regulatory ambiguity operates as both a barrier to investor protection and an enabler of 

speculative excesses that expose digital investors to fraud, market manipulation, and catastrophic 

losses. The lived realities of this regulatory vacuum include pump-and-dump schemes in virtual 

asset markets, rug pulls by anonymous developers, Ponzi structures masquerading as play-to-

earn gaming, and opacity regarding beneficial ownership that facilitates money laundering and 

tax evasion. The paper provides intensive discussion of institutional enforcement mechanisms 

including consumer protection frameworks, information technology regulations, anti-money 

laundering requirements, and self-regulatory initiatives, evaluating whether these mechanisms 

function as genuine investor safeguards or merely symbolic gestures that legitimize an 

essentially unregulated market. Ultimately, recommendations emphasize constructing 

                                                
1 Scholar at Amity Law School, Amity University Noida 

https://www.ijalr.in/


VOLUME 6 | ISSUE 3                               FEBRUARY 2026                                   ISSN: 2582-7340 
 

For general queries or to submit your research for publication, kindly email us at ijalr.editorial@gmail.com  
https://www.ijalr.in/ 

© 2026 International Journal of Advanced Legal Research 

proportionate regulatory frameworks through legislative clarity on asset classification, 

mandatory disclosure regimes for virtual asset issuers, investor suitability requirements, platform 

accountability standards, and transparent enforcement mechanisms that protect digital investors 

while fostering responsible innovation in metaverse economies. 

Keywords: Virtual assets; metaverse; gaming; NFTs; securities regulation; investor protection; 

corporate law; digital economy; blockchain; regulatory framework. 

1. INTRODUCTION: VIRTUAL ECONOMIES AND REGULATORY 

CHALLENGES 

The metaverse represents a convergence of virtual reality, augmented reality, blockchain 

technology, and massively multiplayer online environments creating persistent digital worlds 

where users interact, transact, and increasingly invest substantial financial resources.2 Within 

these digital ecosystems, gaming platforms have emerged as primary metaverse applications, 

generating virtual economies where players purchase, trade, and speculate on digital assets 

including non-fungible tokens representing unique items, fungible tokens functioning as in-game 

currencies, virtual real estate parcels, digital artwork, and other blockchain-based assets 

promising ownership, scarcity, and transferability.3 

These virtual assets have attracted significant investment capital as speculative instruments 

rather than mere entertainment accessories. Reports indicate billions of dollars flowing into 

metaverse gaming projects, with individual virtual land parcels selling for millions, rare NFT 

gaming items commanding six-figure prices, and entire portfolios of digital assets traded on 

secondary markets with sophisticated financial instruments including derivatives, lending 

protocols, and investment funds.4 This financialization of gaming transforms entertainment into 

investment, raising fundamental questions about regulatory classification, investor protection 

obligations, and enforcement jurisdiction. 

Indian law confronts metaverse gaming assets through frameworks designed for traditional 

securities, physical property, and conventional corporate structures. The Companies Act, 2013 

governs corporate entities issuing virtual assets, though applicability questions arise when issuers 

                                                
2 Matthew Ball, The Metaverse: And How It Will Revolutionize Everything 45–52 (Liveright Publishing 2022). 
3 Ministry of Electronics and Information Technology, National Strategy on Blockchain 23–27 (2021). 
4 Chainalysis, The 2023 Geography of Cryptocurrency Report 89–94 (2023). 
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operate as decentralized autonomous organizations or offshore entities.5 The Securities Contracts 

(Regulation) Act, 1956 and Securities and Exchange Board of India regulations define securities 

and investment contracts, yet virtual gaming assets occupy ambiguous positions potentially 

falling outside traditional definitions despite functioning economically as investment vehicles.6 

Consumer protection laws address fraud and unfair trade practices, but enforcement challenges 

multiply when transactions occur on blockchain networks spanning multiple jurisdictions with 

pseudonymous participants.7 

The regulatory vacuum creates multiple risks for digital investors. Fraud and manipulation 

proliferate in unregulated markets where project developers make false promises, manipulate 

asset prices through wash trading and spoofing, and abandon projects after collecting investor 

funds schemes known as "rug pulls" in crypto vernacular.8 Information asymmetries 

disadvantage retail investors lacking access to material information about project viability, 

developer credentials, tokenomics structures, and actual user adoption versus speculative 

trading.9 Valuation difficulties plague markets where no fundamental analysis frameworks exist 

for assets whose value derives purely from speculation and network effects rather than cash 

flows or tangible utility.10 Jurisdictional ambiguities frustrate enforcement when developers 

operate anonymously through decentralized protocols, investors participate globally through 

borderless platforms, and assets exist on distributed ledgers recognizing no territorial 

sovereignty11 

This research examines whether existing Indian corporate and securities law provides adequate 

investor protection in metaverse gaming contexts, analyzing definitional issues determining 

regulatory applicability, enforcement challenges limiting practical investor recourse, and 

potential regulatory approaches balancing protection with innovation. The paper argues that 

regulatory clarity represents an urgent necessity as virtual asset markets expand, with current 

                                                
5 Companies Act, 2013, §§ 2(20), 399 (India). 
6 Securities Contracts (Regulation) Act, 1956, § 2(h) (India); Securities and Exchange Board of India Act, 1992, § 

11 (India). 
7 Consumer Protection Act, 2019, §§ 2(7), 2(47) (India). 
8 Financial Action Task Force, Virtual Assets Red Flag Indicators of Money Laundering and Terrorist Financing 

34–38 (2020). 
9 U.S. Securities and Exchange Commission, Framework for “Investment Contract” Analysis of Digital Assets 

(2019). 
10 Reserve Bank of India, Trend and Progress of Banking in India 2021–22, at 156–59 (2022). 
11 Financial Stability Board, Regulation, Supervision and Oversight of Crypto-Asset Activities and Markets 12–16 

(2022). 
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ambiguity enabling both investor exploitation and regulatory arbitrage that undermines financial 

system integrity 

2. VIRTUAL ASSETS IN METAVERSE GAMING: ECONOMIC 

SUBSTANCE AND LEGAL CHARACTERIZATION 

2.1 Taxonomy of Virtual Gaming Assets 

Metaverse gaming ecosystems generate diverse virtual asset categories requiring distinct legal 

analysis. Non-fungible tokens (NFTs) represent unique digital items including avatar accessories, 

weapons, virtual real estate, artwork, and collectibles, each possessing distinct characteristics and 

provenance recorded on blockchain networks.12 These assets function economically as 

collectibles, status symbols, and increasingly as speculative investments appreciating or 

depreciating based on perceived rarity, aesthetic appeal, utility within gaming environments, and 

broader market sentiment. 

Fungible tokens serve as in-game currencies facilitating transactions, rewarding gameplay, and 

enabling economic activity within virtual worlds.13 Many gaming tokens trade on cryptocurrency 

exchanges alongside established cryptocurrencies, creating secondary markets where token 

prices fluctuate based on game popularity, tokenomics design, and speculative demand 

disconnected from in-game utility. Some tokens grant governance rights allowing holders to vote 

on game development decisions, creating hybrid characteristics combining currency, commodity, 

and equity-like features. 

Virtual real estate in metaverse platforms represents digital land parcels where users construct 

buildings, host events, display advertisements, or develop commercial enterprises.14 These assets 

exhibit characteristics of both traditional real property scarcity, location value, development 

potential and pure speculation, with valuations often disconnected from actual economic activity 

occurring on virtual land. Platform-specific real estate exists within particular metaverse 

                                                
12 Ethereum Improvement Proposal 721: Non-Fungible Token Standard (2018). 
13 Vitalik Buterin, Ethereum White Paper: A Next-Generation Smart Contract and Decentralized Application 
Platform 15–18 (2014). 
14 Decentraland Foundation, Decentraland Whitepaper 8–12 (2017). 
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environments, creating vendor lock-in and centralization risks despite blockchain-based 

ownership records. 

Play-to-earn mechanisms integrate gaming with income generation, allowing players to earn 

valuable tokens and NFTs through gameplay that can be sold for fiat currency.15 These models 

attract participants from developing economies viewing metaverse gaming as employment rather 

than entertainment, creating labor dynamics where players function as gig workers earning 

digital assets subsequently monetized. When structured as Ponzi schemes requiring continuous 

new player investment to fund existing player payouts, play-to-earn models constitute securities 

fraud despite gaming facades. 

2.2 Investment Characteristics and Securities Law Application 

Determining whether virtual gaming assets constitute "securities" under Indian law requires 

analyzing their economic substance against statutory definitions and judicial tests. The Securities 

Contracts (Regulation) Act defines securities to include shares, bonds, debentures, and derivative 

instruments, with residual categories potentially encompassing novel financial instruments.16 

Section 2(h) includes "such other instruments as may be declared by the Central Government to 

be securities," providing regulatory flexibility for innovative instruments.17 

The Supreme Court in Sahara India Real Estate Corporation Ltd. v. SEBI adopted expansive 

interpretation of securities definitions, examining economic substance rather than formal labels 

to determine regulatory applicability.18 The Court held that instruments involving pooling of 

investor funds with expectation of profits from promoter efforts constitute securities regardless 

of nomenclature, applying principles analogous to the United States' Howey test for investment 

contracts.19 

Applying this substance-over-form approach to metaverse gaming assets reveals that many 

function economically as securities despite gaming contexts. When developers sell tokens or 

NFTs to finance game development with purchasers expecting profits from developer efforts 

creating popular games driving asset appreciation, the transaction structure mirrors initial public 

                                                
15 Axie Infinity, Axie Infinity Whitepaper v2.1, at 23–27 (2022). 
16 Securities Contracts (Regulation) Act, 1956, § 2(h) (India). 
17 id 
18 Sahara India Real Estate Corp. Ltd. v. SEBI, (2013) 1 SCC 1, ¶¶ 89–95. 
19 SEC v. W.J. Howey Co., 328 U.S. 293, 298–99 (1946). 
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offerings or venture investments.20 Marketing emphasizing investment returns, roadmaps 

promising value appreciation, and secondary market trading disconnected from gaming utility all 

indicate securities characteristics requiring regulatory oversight. 

However, definitional ambiguities persist. Assets providing pure gaming utility without 

investment expectations arguably fall outside securities regulation as consumer goods or 

services.21 Decentralized projects lacking identifiable promoters or enterprises may not satisfy 

"commonality of interest" elements required for investment contract classification.22 Tokens 

granting governance rights without profit expectations might constitute participation rights rather 

than securities, though this distinction becomes artificial when governance tokens trade at 

significant premiums on speculative markets. 

2.3 Corporate Law Issues in Virtual Asset Issuance 

Gaming companies issuing virtual assets navigate complex corporate law obligations under the 

Companies Act, 2013. Disclosure requirements mandate that companies provide material 

information to investors, including financial statements, risk factors, and management 

discussion.23 When virtual asset sales constitute securities offerings, issuers must comply with 

prospectus requirements under the Companies Act and SEBI regulations ensuring adequate 

disclosure enabling informed investment decisions.24 

Director duties including fiduciary obligations to act in company and shareholder interests 

extend to virtual asset issuance decisions.25 Directors approving token sales must ensure 

appropriate corporate purposes, fair valuations, and adequate investor protections, with personal 

liability attaching to fraudulent or negligent conduct causing investor losses. Conflicts of interest 

arise when directors personally hold significant token allocations creating incentives for price 

manipulation or information asymmetries. 

Corporate governance requirements including board composition, audit committees, and 

shareholder voting apply to companies issuing virtual assets, yet enforcement challenges emerge 

when issuers operate through offshore structures, decentralized autonomous organizations 

                                                
20 SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018, reg. 6 (India). 
21 Information Technology Act, 2000, § 2(1)(t) (India). 
22 Sahara India, supra note 17, ¶ 92. 
23 Companies Act, 2013, § 134 (India). 
24 Id. §§ 149, 177, 178. 
25 Reserve Bank of India, Statement on Developmental and Regulatory Policies (Apr. 6, 2018). 
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lacking traditional corporate forms, or anonymous developer teams resisting regulatory 

oversight.26 Determining applicable corporate law jurisdiction when development teams, servers, 

investors, and blockchain networks span multiple countries creates regulatory arbitrage 

opportunities that sophisticated issuers exploit. 

3. REGULATORY GAPS AND INVESTOR PROTECTION DEFICITS 

3.1 Definitional Ambiguities and Regulatory Uncertainty 

Indian regulatory frameworks struggle to classify virtual gaming assets within existing 

categories, creating uncertainty deterring both legitimate innovation and effective enforcement. 

The Reserve Bank of India has expressed skepticism regarding cryptocurrencies and virtual 

currencies, though regulatory positions remain evolving rather than definitively established.27 

SEBI has not issued comprehensive guidance on virtual asset classification, leaving market 

participants uncertain whether particular tokens, NFTs, or gaming mechanisms trigger securities 

regulation.28 

This regulatory ambiguity creates multiple pathologies. Regulatory arbitrage enables issuers to 

structure offerings avoiding clear regulatory triggers while maintaining economic substance of 

securities offerings, exploiting definitional gaps between consumer products and investment 

contracts.29 Enforcement paralysis occurs when multiple regulators disclaim jurisdiction, each 

arguing that novel virtual assets fall outside their purview, leaving investor protection gaps 

despite clearly fraudulent schemes.30 Innovation impediments affect legitimate projects unable to 

obtain regulatory clarity regarding compliance obligations, facing uncertainty whether current 

operations or future developments might trigger retrospective enforcement actions.31 

International regulatory approaches demonstrate diverse classification frameworks. The United 

States Securities and Exchange Commission applies the Howey test determining that most 

cryptocurrency and NFT sales constitute securities offerings requiring registration or 

                                                
26 SEBI, Consultation Paper on Regulatory Framework for Fund Raising through Innovatory Methods 4–8 (2014). 
27 European Securities and Markets Authority, Advice on Initial Coin Offerings and Crypto-Assets 18–22 (2019). 
28 Financial Action Task Force, supra note 7, at 12–15. 
29 Blockchain and Cryptocurrency Committee, Internet and Mobile Association of India, Regulation of 

Cryptocurrencies in India 34–38 (2019). 
30 U.S. Securities and Exchange Commission, supra note 8. 
31 Regulation (EU) 2023/1114 of the European Parliament and of the Council on Markets in Crypto-Assets, arts. 3–6 

(2023). 
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exemption.32 The European Union's Markets in Crypto-Assets Regulation creates comprehensive 

framework classifying virtual assets as financial instruments subject to licensing, disclosure, and 

conduct requirements.33 Singapore's Monetary Authority distinguishes payment tokens, utility 

tokens, and security tokens, applying proportionate regulation based on functional 

characteristics.34 India's regulatory vacuum contrasts with these jurisdictions' evolving 

frameworks, creating competitive disadvantages and investor protection deficits. 

3.2 Fraud, Manipulation, and Market Integrity Challenges 

Unregulated virtual asset markets exhibit widespread fraud and manipulation that regulated 

securities markets prohibit. Pump-and-dump schemes involve coordinated purchasing inflating 

asset prices followed by simultaneous selling, leaving late investors with worthless holdings.35 

Social media and messaging platforms facilitate coordination among manipulators while 

anonymity prevents identification and enforcement. Gaming contexts provide convenient 

narratives for fraudulent schemes where developers promise revolutionary gameplay, partner 

with influencers promoting projects to followers, and abandon development after token sales 

classic securities fraud adapted to digital contexts. 

Rug pulls represent extreme fraud where developers maintain complete control over smart 

contracts governing virtual assets, enabling withdrawal of all investor funds or minting unlimited 

new tokens diluting existing holdings to worthlessness.36 Centralized control contradicts 

blockchain's decentralization promises, yet many gaming projects maintain administrative 

privileges enabling exit scams that defraud thousands of investors simultaneously. 

Wash trading creates artificial trading volumes suggesting market liquidity and interest where 

none exists, manipulating investors through false market signals.37 Developers and early 

investors trade assets among controlled wallets generating apparent transaction activity, inflating 

prices, and attracting genuine investors who subsequently suffer losses when artificial support 

disappears. Blockchain transparency enables detection of suspicious patterns, yet enforcement 

mechanisms remain absent when perpetrators operate pseudonymously across jurisdictions. 

                                                
32 Monetary Authority of Singapore, A Guide to Digital Token Offerings 6–12 (2020). 
33 U.S. Commodity Futures Trading Commission, Customer Advisory on Virtual Currency Pump-and-Dump 

Schemes (2018). 
34 Chainalysis, The 2022 Crypto Crime Report 67–72 (2022). 
35 Financial Action Task Force, Virtual Assets Red Flag Indicators 28–31 (2020). 
36 Bank for International Settlements, Decentralised Finance: A New Unregulated Non-Bank System? 8–12 (2021). 
37 Europol, Internet Organised Crime Threat Assessment 45–48 (2021). 
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Information asymmetries disadvantage retail investors lacking access to material information 

about project development, token distribution, team credentials, and actual usage statistics versus 

speculative trading volumes.38 Unlike regulated securities markets requiring periodic disclosure, 

continuous reporting, and insider trading prohibitions, virtual asset markets operate with minimal 

transparency. Developers selectively disclose favorable information while concealing problems, 

partnerships, or realistic development timelines, exploiting investor ignorance to maintain 

inflated valuations. 

3.3 Enforcement Challenges and Jurisdictional Complexities 

Even when virtual asset schemes clearly constitute fraud under existing law, enforcement faces 

formidable obstacles. Pseudonymity enables developers to operate without revealing actual 

identities, frustrating enforcement actions requiring identification of responsible parties.39 While 

blockchain transactions are transparent, linking wallet addresses to real-world identities requires 

investigative resources and technical expertise that most enforcement agencies lack. Developers 

can vanish after frauds, emerging under new pseudonyms to perpetrate subsequent schemes. 

Cross-border operations complicate jurisdiction and enforcement cooperation. Gaming platforms 

incorporate in crypto-friendly jurisdictions offering minimal regulation and disclosure 

requirements, host servers in multiple countries, maintain development teams distributed 

globally, and target investors worldwide through borderless internet platforms.40 Obtaining 

evidence, freezing assets, and enforcing judgments requires international cooperation through 

mutual legal assistance treaties operating slowly through diplomatic channels unsuited to fast-

moving digital fraud. 

Asset recovery difficulties plague virtual asset fraud victims. Cryptocurrency and NFT 

transactions' irreversibility means that stolen or fraudulently obtained assets cannot be clawed 

back through traditional banking mechanisms.41 Even when perpetrators are identified and 

judgments obtained, collecting from defendants holding assets in cryptocurrency across multiple 

wallets and jurisdictions proves extraordinarily difficult. Victims often receive no recovery 

                                                
38 Organisation for Economic Co-operation and Development, Taxing Virtual Currencies: An Overview of Tax 

Treatments and Emerging Tax Policy Issues 23–27 (2020). 
39 Cambridge Centre for Alternative Finance, 3rd Global Cryptoasset Benchmarking Study 89–93 (2020). 
40 International Organization of Securities Commissions, Issues, Risks and Regulatory Considerations Relating to 

Crypto-Asset Trading Platforms 15–19 (2020). 
41 Securities and Exchange Board of India Act, 1992, § 11 (India). 
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despite clear legal rights, undermining confidence in legal system's ability to protect digital 

investors. 

Technical complexity challenges investigators, prosecutors, and judges lacking blockchain, 

cryptocurrency, and smart contract expertise necessary to understand fraud mechanisms, evaluate 

evidence, and craft appropriate remedies.42 Gaming contexts add further complexity as 

distinguishing legitimate game mechanics from Ponzi structures requires understanding 

tokenomics, gameplay loops, and virtual economy designs that traditional legal training does not 

address. 

4. EXISTING REGULATORY FRAMEWORKS AND THEIR 

LIMITATIONS 

4.1 Securities Regulation and SEBI Jurisdiction 

SEBI possesses statutory authority to regulate securities markets, protect investor interests, and 

promote market development under the SEBI Act, 1992.43 When virtual gaming assets constitute 

securities under the Securities Contracts (Regulation) Act definitions, SEBI jurisdiction 

theoretically extends to their issuance, trading, and market conduct. However, SEBI has not 

systematically asserted jurisdiction over virtual assets, creating regulatory vacuum. 

Registration requirements under the Companies Act and SEBI regulations mandate that 

securities offerings either register providing detailed disclosures or qualify for exemptions.44 

Most virtual asset sales occur without registration, exploiting ambiguity about whether assets 

constitute securities and whether offshore issuers targeting Indian investors trigger Indian 

regulatory obligations. Exemptions for small offerings, sophisticated investors, or private 

placements potentially apply, though many projects neither formally claim exemptions nor 

demonstrate eligibility. 

Intermediary regulation governing stock exchanges, brokers, and investment advisers could 

extend to platforms facilitating virtual asset trading.45 However, cryptocurrency exchanges and 

                                                
42 Companies Act, 2013, § 26 (India); SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018, reg. 

6 (India). 
43 Securities and Exchange Board of India Act, 1992, §§ 12, 12A (India). 
44 SEBI (Prohibition of Insider Trading) Regulations, 2015; SEBI (Prohibition of Fraudulent and Unfair Trade 

Practices) Regulations, 2003 (India). 
45 Consumer Protection Act, 2019, §§ 84, 89 (India). 
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NFT marketplaces operate without SEBI registration or oversight, arguing that virtual assets are 

not securities or that decentralized platforms are not intermediaries subject to regulation. This 

creates parallel unregulated markets operating alongside regulated securities markets without 

comparable investor protections. 

Market conduct regulation prohibiting insider trading, manipulation, and fraud applies to 

securities markets but receives limited enforcement in virtual asset contexts.46 Proving 

manipulation requires market surveillance capabilities that SEBI has developed for traditional 

securities but has not deployed for cryptocurrency and NFT markets. Insider trading prohibitions 

depend on defining insiders and material non-public information concepts requiring adaptation 

for decentralized projects lacking traditional corporate structures. 

4.2 Consumer Protection and Information Technology Frameworks 

The Consumer Protection Act, 2019 provides remedies for unfair trade practices, defective 

products, and deficient services, potentially addressing virtual asset fraud through consumer 

rather than securities law frameworks.47 Consumer protection authorities can order refunds, 

impose penalties, and ban deceptive practices, providing alternative enforcement avenue when 

securities regulation's applicability remains uncertain. However, consumer protection 

frameworks are designed for product defects and service failures rather than investment losses, 

creating remedial limitations. 

Unfair trade practices definitions encompass false representations and misleading advertisements 

that could address fraudulent virtual asset marketing.48 Gaming projects making false claims 

about gameplay features, partnership announcements, or technical capabilities potentially violate 

consumer protection standards regardless of whether assets constitute securities. However, 

proving representations false requires technical expertise evaluating blockchain code, game 

development progress, and tokenomics implementations. 

The Information Technology Act, 2000 governs electronic commerce and intermediary liability, 

potentially addressing platforms hosting fraudulent virtual asset offerings.49 Intermediary 

liability provisions create safe harbors for platforms not actively involved in illegal content or 

                                                
46 Id. § 2(47). 
47 Information Technology Act, 2000, §§ 2(1)(w), 79 (India). 
48 Id. § 79; Information Technology (Intermediary Guidelines and Digital Media Ethics Code) Rules, 2021 (India). 
49 Prevention of Money Laundering Act, 2002, §§ 2(1)(s), 12 (India). 
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transactions, but impose "know your customer" obligations and content removal requirements 

upon notice of illegal activity.50 Whether cryptocurrency exchanges and NFT marketplaces 

qualify as intermediaries entitled to safe harbors remains contested, with platforms arguing they 

merely facilitate peer-to-peer transactions rather than operating markets requiring regulatory 

oversight. 

4.3 Anti-Money Laundering and Financial Intelligence Frameworks 

The Prevention of Money Laundering Act, 2002 (PMLA) establishes anti-money laundering 

obligations for specified financial institutions and designated businesses including requirements 

to verify customer identities, maintain transaction records, and report suspicious activities.51 

Virtual asset service providers arguably fall within PMLA's scope as entities facilitating fund 

transfers and asset trading, triggering compliance obligations despite regulatory ambiguity about 

formal classification. 

Know Your Customer (KYC) requirements mandate identity verification preventing anonymous 

account opening and transactions.52 However, decentralized platforms and peer-to-peer trading 

enable virtual asset transactions without intermediaries performing KYC, creating money 

laundering vulnerabilities. Self-custodial wallets allow users to hold and transfer assets without 

any intermediary involvement, frustrating KYC enforcement designed for traditional financial 

institutions. 

Suspicious transaction reporting obligations require financial institutions to report transactions 

suggesting possible money laundering, terrorism financing, or other illegal activity.53 Virtual 

assets' pseudonymous nature, cross-border transferability, and use in illicit markets including 

darknet drug trade and ransomware payments create heightened money laundering risks. Yet 

most virtual asset activity occurs outside regulated financial institutions' visibility, preventing 

effective suspicious activity detection and reporting. 

                                                
50 Prevention of Money Laundering (Maintenance of Records) Rules, 2005, r. 9 (India). 
51 Prevention of Money Laundering Act, 2002, § 12 (India). 
52 Financial Action Task Force, supra note 7, at 8–11. 
53 International Monetary Fund, Global Financial Stability Report: Crypto Boom—Hype or Reality? 56–61 (2022). 
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5. FINDINGS AND RECOMMENDATIONS 

5.1 Critical Findings 

Several findings emerge from this analysis of virtual asset regulation in metaverse gaming 

contexts. First, regulatory ambiguity regarding virtual asset classification creates investor 

protection deficits and enables fraud, manipulation, and money laundering that would be 

prohibited in regulated securities or financial markets.54 Sophisticated schemes exploit 

definitional gaps, structuring offerings avoiding clear regulatory triggers while maintaining 

investment contract economic substance. 

Second, existing legal frameworks including securities regulation, corporate law, consumer 

protection, and anti-money laundering requirements theoretically provide investor protection 

tools, yet practical application faces formidable challenges from pseudonymity, decentralization, 

cross-border operations, and technical complexity.55 Regulatory jurisdiction questions, 

enforcement resource constraints, and international cooperation limitations prevent systematic 

oversight despite clear investor protection needs. 

Third, pure prohibition approaches risk driving innovation and investment to more 

accommodating jurisdictions while failing to eliminate investor participation through offshore 

platforms.56 Balanced regulation enabling responsible innovation while protecting investors 

through disclosure, conduct standards, and enforcement represents more effective approach than 

blanket bans that prove difficult to enforce and economically counterproductive. 

Fourth, investor education and technological solutions including blockchain analytics, smart 

contract auditing, and decentralized governance mechanisms can complement regulatory 

approaches, addressing some risks through market-based solutions rather than solely relying on 

government enforcement.57 

5.2 Regulatory Framework Recommendations 

Constructing effective regulatory frameworks for virtual assets in metaverse gaming requires 

multipronged approaches balancing protection and innovation. Legislative clarity should 

                                                
54 Bank for International Settlements, supra note 37, at 15–18. 
55 Cambridge Centre for Alternative Finance, supra note 40, at 78–82. 
56 Law Commission of India, Legal Framework for Regulation of Virtual Assets (Proposed Report) 45–52 (2023). 
57 Financial Stability Board, supra note 10, at 18–22. 
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establish virtual asset definitions, classification criteria, and regulatory applicability standards 

through amendments to securities law, corporate law, and financial regulations.58 Clear statutory 

frameworks reduce uncertainty for legitimate projects while eliminating ambiguity that 

fraudulent schemes exploit. 

Functional regulation based on economic substance rather than formal labels should determine 

regulatory requirements.59 Assets exhibiting investment contract characteristics including profit 

expectations from others' efforts should trigger securities regulation regardless of gaming 

contexts or blockchain implementation. Bright-line tests distinguishing pure utility tokens from 

investment contracts would provide guidance while preventing evasion through cosmetic 

structuring changes. 

Proportionate requirements should calibrate regulatory obligations to risk levels, distinguishing 

small community projects from large public offerings targeting retail investors.60 Exemptions for 

projects raising limited amounts from sophisticated investors, operating as decentralized 

communities rather than hierarchical organizations, and serving primarily gaming utility rather 

than speculative investment would reduce compliance burdens on low-risk activities while 

focusing enforcement on schemes presenting significant investor harm potential. 

Mandatory disclosure regimes should require virtual asset issuers to provide standardized 

information including team credentials, code audits, tokenomics structures, risk factors, and 

financial statements enabling informed investment decisions.61 Disclosure frameworks designed 

for traditional securities require adaptation for virtual assets, potentially through simplified 

formats suitable for technology projects while maintaining substantive transparency 

requirements. 

Platform accountability standards should impose obligations on intermediaries facilitating virtual 

asset trading including listing standards, market surveillance, and investor protection 

safeguards.62 Cryptocurrency exchanges and NFT marketplaces should face licensing 

requirements, capital adequacy standards, and conduct regulation comparable to traditional 

securities intermediaries, providing institutional accountability complementing issuer-level 

regulation. 

                                                
58 European Securities and Markets Authority, supra note 28, at 25–29. 
59 International Organization of Securities Commissions, supra note 41, at 23–27. 
60 Monetary Authority of Singapore, supra note 33, at 14–18. 
61 SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018, reg. 2(1)(ze) (India). 
62 Financial Action Task Force, Virtual Assets: Guidance for a Risk-Based Approach 67–72 (2021). 
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Investor suitability requirements could restrict retail investor participation in highly speculative 

or complex virtual assets to amounts they can afford to lose, with sophisticated investor 

categories permitted greater exposure based on financial resources and investment knowledge.63 

Suitability frameworks balance investor autonomy and protection, preventing catastrophic losses 

by retail investors while permitting informed risk-taking. 

International cooperation mechanisms should facilitate cross-border enforcement through 

information sharing, coordinated investigations, and mutual recognition of regulatory 

frameworks.64 Virtual assets' borderless nature requires regulatory cooperation matching market 

structures, potentially through bilateral agreements, multilateral forums, or harmonized standards 

developed through international organizations. 

Technological solutions including blockchain analytics identifying suspicious patterns, smart 

contract auditing detecting vulnerabilities and centralized control, and decentralized identity 

systems enabling KYC without compromising privacy can complement regulatory oversight. 

6. CONCLUSION: PROTECTING DIGITAL INVESTORS WHILE 

FOSTERING INNOVATION 

Virtual assets in metaverse gaming represent frontier where technological innovation intersects 

with investment activity, creating novel instruments that challenge traditional regulatory 

categories while presenting genuine investor protection needs. The Indian legal system confronts 

these challenges with frameworks designed for physical-world commerce and traditional 

securities, creating regulatory ambiguity that simultaneously inhibits responsible innovation and 

enables fraudulent schemes exploiting definitional gaps. 

The analysis presented demonstrates that virtual gaming assets frequently exhibit investment 

contract characteristics triggering securities regulation under substance-over-form analysis, yet 

practical regulatory application faces obstacles from decentralization, pseudonymity, cross-

border operations, and technical complexity. Existing legal frameworks including securities 

regulation, corporate governance, consumer protection, and anti-money laundering requirements 

provide theoretical investor protection tools, yet enforcement gaps leave digital investors 

vulnerable to fraud, manipulation, and catastrophic losses that regulated markets prohibit. 

                                                
63 Organisation for Economic Co-operation and Development, supra note 39, at 34–38. 
64 SEBI, Consultation Paper on Self-Regulatory Organizations for Securities Market 12–16 (2018). 
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Effective regulatory responses require balanced approaches rejecting both pure prohibition that 

proves unenforceable and drives activity offshore, and complete deregulation that enables 

investor exploitation. Legislative clarity establishing virtual asset classifications, functional 

regulation based on economic substance, proportionate requirements calibrated to risk levels, 

mandatory disclosure regimes, platform accountability standards, investor suitability 

frameworks, international cooperation mechanisms, and complementary technological solutions 

collectively can protect digital investors while fostering responsible innovation in metaverse 

economies. 

The regulatory imperative extends beyond investor protection to encompass broader financial 

system integrity, anti-money laundering effectiveness, tax compliance, and consumer confidence 

supporting sustainable digital economy development. Unregulated virtual asset markets create 

systemic risks through interconnections with traditional finance, money laundering 

vulnerabilities facilitating illicit activity, tax evasion through pseudonymous transactions, and 

consumer harms undermining trust in legitimate blockchain innovation. 

Ultimately, regulating virtual assets in metaverse gaming contexts demands recognition that 

technology creates new forms requiring regulatory adaptation rather than abandonment. 

Constitutional principles protecting property rights, contractual freedom, and economic liberty 

apply in digital contexts while permitting reasonable regulation preventing fraud and protecting 

vulnerable participants. Crafting frameworks that protect digital investors while enabling 

innovation represents critical challenge for Indian legal system as virtual economies expand, 

with regulatory success or failure shaping whether metaverse gaming evolves into legitimate 

investment sector or cautionary tale of unregulated speculation's predictable consequences. 
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