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I.  Introduction

Cryptocurrencies became a phenomenon that broke the face of the world of finance in the last decade.
Working in the framework independent of the formal banking system and founded on blockchain technology,
digital currencies like Bitcoin, Ethereum, and some other altcoins have proposed the decentralized alternative to
the long-established currencies and finance. They climbed to heights with their high volatility in prices that
attracted an unusual interest among the investors and raised the concern of regulators. Some regard
cryptocurrencies as the currency of the future but others caution the various dangers of their volatility especially
when it comes to the developing economies.

In the finance context, volatility is used to indicate the extent to which the price of a financial asset varies
with time. Cryptocurrencies are known to be quite volatile- at times experiencing a swing of 10 percent or more
in the span of a day. Such volatility is fanned by speculative trading, speculative market sentiment, technology
change and usually, regulatory actions in various jurisdictions. In comparison to traditional assets, however,
cryptocurrencies are not controlled by centralized authority which retrospectively makes them vulnerable to sharp
price trends reflecting the market psychology and hype of popular media.

Such volatility is especially relevant in the case of the emerging markets. Such economies, which are
frequently described as having weak financial sectors, substantial inflation rates, and unstable currencies, are also
becoming more interested in digital assets both on the governmental level and among citizens. Cryptocurrencies
provide an attractive alternative in nations with poor levels of access to traditional banking or with low confidence
in financial institutions. They offer cross border payment, protection against depreciation of local currency and
financial inclusion. Nonetheless, volatility, which brings speculative investors into developed economies, can be
disastrous in more vulnerable markets, enhancing economic vulnerabilities and endangering the monetary policy
fight.

The combination between cryptocurrency volatility and emerging markets is therefore a sophisticated
dynamic. On the one hand, the digital assets can be innovative, universal, decentralized, and not related to a
centralized system. On the one hand, they are very dangerous as they destabilize capital streams, promote
fraudulent financial operations and undermine state regulation of its economy. With more and more emerging
markets getting involved with cryptocurrencies, this duality is of paramount importance to policymakers,
investors, and institutions as well.

The objective of the present paper is to discuss the versatile correlation between cryptocurrency volatility
and emerging markets. It will start by studying the underlying reasons of cryptocurrency volatility after which it
will proceed to consider the specifics of the emerging economies. The article will explore both immediate and
secondary effects of volatile crypto markets on these territories, evaluate the actions employed by the government
and regulators, and recommend some strategies to work in this volatile digital landscape. Finally, the study is
aimed at obtaining a more refined picture of how the digital resources are redefining the economic opportunities
of the developing nations.

II.  Understanding Cryptocurrency Volatility
Cryptocurrency volatility is defined as high frequency and unstructured prices in the market of digital
assets. Cryptocurrencies run in a free and relatively unregulated sphere, unlike the traditional currencies which
are commonly stabilized by central banks and comprising institutional control. This creates a major price volatility
and volatility is a characteristic trait of the crypto ecosystem.

Cryptocurrency Markets volatility measurement
The volatility of financial assets will be measured with the help of a number of indicators, which are
applicable in both traditional and digital forms of assets:
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e Historical Volatility: It is used to calculate the magnitude of fluctuation of a commodity price in a certain
historical period. In cryptocurrencies, the historical volatility is frequently estimated on daily returns on 30-day
or 90-days.

e Implied Volatility: according market expectations of future prices movements through options pricing models.
In crypto, the tools of implied volatility, such as the Deribit Implied Volatility Index (DVOL), are not yet
mature but are again becoming relevant.

e Volatility Indexes: Derivatives such as BotVol and Crypto Volatility Index (CVI) follow the general risk
conditions in the crypto world, similar to the VIX index on the conventional market.

Such measurements always demonstrate that digital assets, such as Bitcoin and Ethereum, have a much
more volatile price change in comparison to the majority of fiat currencies or stocks.

Cryptocurrency Volatility Estrootions
There are a few mutually linked aspects affecting volatile character of crypto assets:

a) Precautionary Principles and Euphoria Investor Sentiment

Retail investment in crypto is encouraged by short-term rewards, and a significant part of trading is
resulting in this factor. Market hype, fear of missing out (FOMO), or panic leads to large price movements that
are caused by sudden buying or selling waves. Unlike the typical stocks that are pegged on the value of the
company, most cryptocurrencies do not have an underlying valuation model; they are thus affected more by
market psychology.

b) Rollout Announcements

Announcement of regulatory crackdowns or policy support, can tug a direct and dramatic impact on
crypto prices. For instance:

In 2021, the utter prohibition of crypto mining and trading took place in China, which caused an alarming
market crash.

The regulatory uncertainty remains one of the key factors of instability as the global digital asset
framework is still developing.

¢) The Effect of Media and Social Media

Twitter, Reddit, and YouTube have emerged to be key catalysts of crypto mood. The posts of the
powerful personalities, especially that of Elon Musk, have shifted the markets by billions. When it comes to an
irrational and decentralized nature of the crypto sentiment cycle, it can be seen through social media buzz around
meme currencies such as Dogecoin and Shiba Inu.

d) Network Events and Techology Developments
There is a potential to split communities and networks because of a hard fork (e.g. Bitcoin vs. Bitcoin Cash).
Hacks like stolen exchanges or compromised smart contracts lower the investor trust.

Significant changes to the protocol (such as when Ethereum transitioned to Proof-of-Stake in the "The
Merge") may cause speculation to occur after or before the actually event occurs.

e) Liberalized Market and Trading Infrastructure

Throughout, cryptocurrencies can feel the lack of liquidity, unlike traditional assets, particularly, in
altcoins. Even small orders have a disproportionately large impact on prices and thin order book increases
volatility. But 24/7 trading in crypto also implies that the market will never sleep, and so the frequent visitation
of spikes.

Economic History of Extreme Volatility

e The Bit coin Boom and Collapse of 2017: Bitcoin was selling as low as 900 dollars in January of 2017 but by
the end of the year it prices had nearly 20,000 dollars, only to fall again lower than 4,000 within a year.

e COVID Crash in March 2020: the world panicked and sold off, causing Bitcoin to fall by more than 50 per cent
in 48 hours, only to soar back.

e 2021 Dogecoin Mania: Dogecoin grew 14,000 percent in 5 months, with the help of memes and celebrity
influence, only to fall back down to a large portion of its value in a matter of weeks.

e FTX Collapse (2022): The fall of one of the largest crypto exchanges has caused a shock on the market and
wiped out billions of dollars in moments.
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Relative Shifting to Traditional Assets

e In comparison to equities or fiat, cryptocurrencies are characterised by:

e Greater standard deviations of prices returns.

e Heightened responsiveness to news.

e Less predictability with the macroeconomic indicators, which show lower correlation.

The result is that it is attractive to some high-risk investors but harmful to economically desperate people,
particularly in developing countries with few safety nets.

III.  Overview Of Emerging Markets
Emerging markets are economies which are in the process of being developed to advanced economies.
These countries are usually defined in terms of their lot of fast industrialization, growing middle income groups,
growing integration with international trade and the creation of capital markets. Nevertheless there exist
considerable structural issues to them such as political instabilities, poor infrastructures and economic
fluctuations. Consequently, their exposure to the developing disruptive technologies such cryptocurrency is an
opportunity as well as a threat to the system.

What are Emerging Markets?

Emerging market generally refers to:

e Relatively high to high economic growth rates, which in many cases are higher than in the developed countries.
e Reduced incomes per capita compared to the developed countries.

e Creation of financial markets and low accessibility to credit.

e Expansion of openness to foreign investment and world trade.

The International Monetary Fund (IMF) and Morgan Stanley Capital International (MSCI) regard
countries, such as India, Brazil, South Africa, Turkey, Vietnam, Nigeria, and the Philippines as emerging markets.
These countries do not stand similar in terms of size, population and economy inclination but have common
features based on financial development and susceptibility.

Major Economic Characteristics
a) Instability in Currency

Inflation, an external debt and a trade deficit cause many emerging economies to have seen numerous
currency devaluations. As an instance, both the Turkish lira and Argentine peso have experienced a harsh
devaluation in previous years that have wasted domestic buying power and confidence in world currencies.

b) Capital Controls and inflation

The rate of inflation in emerging markets is frequently unsteady and advanced. The central banks can
also institute capital control in a bid to safeguard the foreign reserves as well as restrict outflow of money, which
further bottles up the access to international financial markets. Cryptocurrencies are perceived to be instruments
to avoid financial repression: indeed, they are becoming one of the possible tools in these kinds of environments.

¢) Informal Financial Sectors

The informal economy is usually huge in emerging economies where the transactions are not done in a
formal banking system. Many people are locked out of using traditional finance by limited access to credit and
other high transaction costs as well as bureaucracies. Crypto exchanges and digital wallets provide a window to
enter the economy, to such unbanked people.

d) Large Rates of Youth and Technology Adoption

Most of the emerging markets are associated with young populations whose chances of adopting new
technologies are higher. These populations are open to innovations powered by crypto since smartphone usage is
widespread, internet penetration continues to increase, and people are interested in innovations in mobile finance.

Financial vulnerability and vulnerability to external shocks

The upstart markets are more susceptible to the reverberation of the world because of:

e Dependency on commodities exportation.

e Are in foreign-denominated debts and this renders them susceptible to increase in interest rates in the developed
economies.

e Weak institutional ability to prevent movements of speculative capital and technological shocks.
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The fluctuations in world capital can bring both huge booms and downturns in emerging markets.
Cryptocurrency overall and especially volatile and speculative cryptocurrencies as a pressure relief valve or a
destabilizing factor can develop in such an environment.

Increased Cryptocurrencies Interests
Notwithstanding the risks, the adoption of cryptocurrencies is picking pace in the emerging markets. the
main reasons are:

Remittances: Cryptocurrencies are faster and cheaper to transfer on a cross-border basis than a conventional
remittance service such as Western Union.

Inflation hedging: Cryptocurrencies are now adopted as a way to store value during hyperinflationary periods,
in particular Bitcoin and stablecoins.

Entrepreneurial equipment: DeFi (decentralized finance), NFTs, and smart contracts allow creating novel
economic patterns in locations where capital access is scarce.

For example:

e Adoption in Nigeria is due to the use of crypto through remittances and to preserve capital.

e The reason why people in Argentina use stablecoins is that they want to protect their savings against inflation.

e Crypto is deemed as a risky venture, but with a high payoff by retail investors in India as an alternatively
available asset option to traditional stocks and houses.

IV.  The Interplay Between Cryptocurrency Volatility And Emerging Markets

With the new markets immersing themselves in using cryptocurrencies, their vulnerability to the dangers
that come with them, particularly price fluctuations, increases by a great deal. Although crypto assets provide
innovative methods of solving some old problems in these economies, the volatility of the crypto markets may
increase the flaws of the monetary system, security of investors and the stability of the economy. This part
concerns the advantages and disadvantages of cryptocurrency volatility in developing economies and
accompanied by practical case studies.

Benefits of Using Cryptocurrency in Spite of Volatility
a) Exposure to other forms of Finance

In countries where access to traditional financial services is sparse or uninclusive citizens are able to
take advantage of a parallel system, which is accessible over smartphones and the internet. Using blockchain-
based solutions, the requirement of centralized banking infrastructure may be avoided and direct financial
relations may be established.

b) Hedge Against Deterioration in Local Currency

Stablecoins, or Bitcoin, also appear as safer investments in the currency of inflation-prone countries than
the quickly losing national currency. As an illustration, people in Venezuela and Argentina utilize crypto in order
to maintain the purchasing power and avoid stringent currency contention.

¢) Quicker and Cost Effective Remittances

The remittances keep many emerging economies afloat. Through normal channels (e.g., Western Union)
there is a high fee that is charged on the money sent plus there is a delay. The use of cryptocurrencies will allow
the transfer of value in a relatively short time and at a low price, which is otherwise inaccessible to the receivers
since they do not go through the intermediary and the cost of the transfer.

d) Innovation and Financial Inclusion

By using cryptocurrencies, micro-entrepreneurs, freelancers, and unbanked people can access global
commerce via decentralized finance ( DeFi ) systems and crypto wallets. This can make people be more
innovative, support entrepreneurship, and speed up the digitalization of developing areas.

Negative effects of cryptocurrency volatility
Cryptocurrencies provide high economic risks in emerging markets, which is mainly because they are
highly volatile.
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a) Greater financial instability

When highly volatile assets are used to make payments, savings or as a unit in business transaction it
may lead to unexpected loss of wealth. Market crashes among the low income groups can be converted into a
significant loss to their personalities. The decline of Bitcoin by 30 percent in a week, as an example, may ruin
users who use it as a source of savings or a method of payment.

b) Eroding the Monetary Policy and the Currency Sovereignty

The prevalence of the crypto minimizes the control exerted by central banks over the domestic money
supply. In the event that people give up on fiat in order to embrace crypto, governments are denied the ability to
set rates as well as print money as well as control the inflation rate. This weakens national economic plans and
worsen macroeconomic imbalances.

¢) Promotion of Illicit Capitalism

Deriving the crypto potential to be a tax-free source of income, launder money, and conduct illegal
money flights is based on the pseudo-anonymous aspect of the transaction. In through countries that enforce a
high level of capital control, Cryto is used to get money out of the economy unnoticed, which depletes its foreign
currency reserves and degrades the financial systems in the countries.

d) Retail Investor to the High-Risk Assets

Social media advertising and the promise of easy money through get-rich-quick-story leads a lot of first-
time-investors in new economies into cryptocurrencies. But, due to the absence of a regulation and education,
they are exposed to fraud, Ponzi schemes, and prompt bankruptcy of the price. The mass losses that are often
realised after the collapse of a crypto-exchange (e.g., FTX) adversely affect the un-hedged retail participants
disproportionately.

Case Studies
1. Nigeria

Nigeria has exhibited one of the most impressive currency adoption rates globally because of remittance,
devaluation, and financial exclusion. Regardless of the limitations imposed on the crypto trade by the central
bank, Nigerians keep operating peer-to-peer platforms. But on happening price crashes, numerous users file a
notice of loss with no legal defense, and this is reason that informational regulation is required.

2. Argentina

The situation with the triple-digit inflation and strict money control led to the adoption of stable Bitcoin-
based currencies, such as USDT and DAL, in Argentina. Although this acts as an inflation hedge, price fluctuation
in crypto markets, particularly of altcoins, is a massive drawback to individuals who use it as a savings tool. In
addition, systemic risk increases due to the development of unregulated exchanges.

3. India

India boasts of more than 100 million crypto investors with a majority being youthful and retail investors.
The combination of regulatory uncertainty (e.g. the 30% tax on crypto profits that was suddenly enacted in 2022)
and wildly fluctuating markets have resulted in extreme investment results. In cases of market crashes, an investor
stands to lose a lot of finances and recourse and education can hardly help them.

4. Venezuela

Having a crashed currency (the bolivar) and a failing economy, the Venezuelans embraced Bitcoin and
the rest of the cryptocurrencies as a way of preserving their wealth. Nonetheless, a large section of the population
is not able to hedge risks because of volatility. Besides, the rollout of the state-sponsored Petro coin was not a
success on a global scale because there is no trust and international sanctions.

Social and Economic impacts of Volatility in such Markets

e Increasing inequality: Volatility tilts in favour of rich investors who do not mind losses, and low-income
participants are usually eliminated during down markets.

e Bust of trust: Continuous market crashes and frauds also lead to the loss of trust in cryptocurrencies as well as
the financial system in general.

e Policy Dilemmas: Policymakers find themselves between a rock and a hard place with governments on the one
hand trying to support innovation and on the other trying to safeguard citizens as the use of crypto increasingly
permeates informal economies.
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V. Policy And Regulatory Responses
Policy makers are struggling to find a balance between innovation and economic stability and consumer
protection as cryptocurrencies take off in the emerging markets. The de-centralized and geographical non-
boundary of digital assets poses a different challenge to the governing bodies used to regulating centralized
financial institutions. The nature of the volatility of cryptocurrencies, especially in those markets which are
plagued with unstable economics requires a strategic regulation method, which increases growth and reduces the
systemic risk.

Regulatory strategies in Emerging Markets

Approaches to cryptocurrency regulation in new economies have taken diverse views in many cases
depending on the economic, political, and technological realities in different countries. All these methods can be
summarized into three categories:

a) Prohibitive or Restrictive Strategies
Citing issues of capital flight, tax evasion, and monetary sovereignty some governments have chosen
outright bans or heavily limiting the crypto activity.
e An example can be offered with China (not an emerging market per se as well) which prohibited all the
transactions and mining of cryptocurrency.
e India now proposes a ban on all crypto transactions but changed their minds to regulation and taxation, requiring
30% taxes to be paid on the profits and 1% tax deducted at source (TDS) over the transactions.
e Morocco and Algeria have taken a complete ban on trading and use of crypto.

On the one hand, these solutions would mitigate risks in the short run, but on the other hand, they
encourage crypto activity in the shadow, making it more likely that crypto exchanges will be conducted rather
peer-to-peer and black markets will develop.

b) Management and Oversight frameworks

e Other Nations are shifting towards legalizing the use of crypto by regulation instead of banning them.

e In 2022, Brazil enacted a law that made cryptocurrencies a legitimate payment instrument and authorized crypto
service providers to be licensed.

e Cryptocurrencies in South Africa are considered as financial products under Financial Advisory and
Intermediary Services (FAIS) Act, this places the exchanges under regulation.

e The idea of a middle-ground will inspire security to investors, increased transparency, and less volatility
because it will legalize the regulated parties but make illegal schemes less likely.

¢) Integration and Adoption Models

Very few nations have opted to adopt cryptocurrencies as a national policy.

e The first nation to accept Bitcoin as legal tender was El Salvador, in 2021. This action set the world to debate
the viability and risks of such a venture particularly, when the price of Bitcoin fell more than, 60 per cent within
a one-year period.

e To encourage the usage the government offered citizens a state owned wallet, and rewards to use them, yet lack
of education, technical matters, and the devaluation of the currency came up fast.

In as much as such models connote favorability towards innovation, they make the countries vulnerable
to macroeconomic imbalance in case of certain practices that are introduced under unprepared conditions.

Key Regulatory Challenges in Emerging Markets
a) Weakness of Institutional Capacity

Most of the upstarts do not have the technical knowhow, money, or labour to formulate and implement
complex laws to regulate the digital assets. It may end up with regulatory gaps, low responsiveness rates, and
poor implementation.

b) Capitals free flow on the borders

The present cryptocurrency level of capital flight and tax evasion is hard to contain since these currencies
are able to easily transfer across national boundaries. As an example, rich people might transfer funds overseas
without the government being aware and it would compromise the stability of the money.
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¢) consumer protection

Lack of oversight has left the citizens in the hands of scammers, pump-and-dump rampages, or even the
shaky markets that crumble. Advertising, data security and investor education should be dealt with by regulatory
bodies.

d) Limitations of Data and Surveillance

Governments have fewer capabilities to monitor transactions through the blockchain network and ensure
the intentions and purpose of the transaction are tracked according to the anti-money laundering (AML) and
know-your-customer (KYC) regulations, as they create anonymity and decentralize blockchain networks.

Global Policies and Partnership
The emergent markets have the advantage of resisting international standards in relation to regulations
of cryptocurrencies, due to the general lack of borders:
e Financial Action Task Force (FATF): This group also gives guidelines on AML and KYC compliance.
e World Bank and IMF: Provide policy advise, focusing on stability, transparency and capital controls.
e Basel Committee on Banking Supervision: Gives recommendations to central banks related to risk management
of crypto exposures.

There is also an emerging cooperation at the regional level:
The intra-regional dialogue, such as African Blockchain Alliance and ASEAN Crypto Regulations
Network, helps coordinate the standards and avoid regulatory arbitrage.

Central Banks and Digital Innovation
As a response to the disruptive nature of unregulated cryptocurrencies, numerous central banks are

researching the use of more regulated approaches to digital currencies in the form of Central Bank Digital

Currencies (CBDCs).

e The eNaira is introduced in Nigeria to establish digital inclusion without losing monetary governance, as it was
the first CBDC in the continent.

e Piloting CBDC projects are underway in India, Brazil, and Indonesia to improve their financial infrastructure
and to limit reliance on the unstable and non-state cryptocurrencies.

e CBDCs provide governments with the means of adopting a digital finance without the loss of control of the
monetary policy or risk of undermining economic stability.

The Requirements of Moderated and Dynamic Control

Regulatory frameworks of emergent markets are to:

e You have to be flexible so as to embrace high-paced technological changes.

e Include, thinking about underserved people.

e Promote innovation and keep risks at a minimum level.

e Be transparent, have the protection of investors but not to strangle it in its infancy.

Alternative modality recognizes the unavoidability of the crypto adoption but measures to guard against
possible financial hurt and promote equal opportunities.

VI. Risk Management And Mitigation Strategies
New markets are at a crossroads: on the one hand, it is crucial to adopt the promise of cryptocurrency
and seek its potential in enabling innovations and inclusion, on the other, it is essential to avoid the volatility and
systemic risks that emerge alongside cryptocurrency. In that regard, efficient risk control and mitigation measures
are going to be needed. These policies have to correspond to the circumstances in the local region, overcome the
structural vulnerabilities and to consider the changing form of the digital assets.

Empowerment of Financial Literacy and Investor Awareness

Educating the population is one of the essential measures to limit the adverse effect of crypto volatility.
The majority of emerging-market retail investors take their first steps into the crypto sphere knowing very little
about financial risk, fueled by a hype, misinformation or gut hopes of getting rich fast.

The policy actions may involve:

e The countrywide financial literacy programs targeted digital assets.

e Partnership with fintech corporations, NGOs, and schools to provide workshops, and online classes.
e To require warnings and disclosures associated with risk in cryptocurrency adverts and platforms.
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e Knowledge should allow people to make the right decision, stop falling into fraudulent schemes or engage in
over-speculation.

Putting in place Clear and Adaptive Regulatory Framework
Forward-looking regulation that is flexible can be used to minimize uncertainty in the market and
contribute towards responsible innovation.

Key recommendations:

e Licensing Exchanges, custodians and wallet providers.

e Minimize capital requirements and transparent standards.

e Put in place transaction surveillance mechanisms in line with anti-money laundering (AML).

Develop regulatory sandboxes where startups would have a temporary exemption to the regulations that
would be overseen.

Underground markets are less desirable when there are clear rules to abide in any case and authorities
are better able to control risks across the system.

Prosperity Stablecoin Use and CBDC Advancement

Although the traditional cryptocurrencies, such as Bitcoin and Ethereum are volatile, the stablecoins,
which are cryptocurrencies pegged to the fiat currencies, can present a stable digital alternative to make payments,
remittance, and savings.

Governments can:

e Promote the use of regulated, fiat-side stabilized coins.

e Encourage and develop so-called Central Bank Digital Currencies (CBDCs) that can enjoy similar advantages
of the blockchain technology but have a stable and controllable nature.

e CBDCs can be used as a reliable tool of digital payments backed by the government, ensuring that citizens do
not need to use the unstable liquid cryptocurrencies, including the eNaira in Nigeria and the digital rupee pilot
in India.

Strengthening Monitoring of Capital Flows and AML/KYC Actions

In order to prevent cryptocurrencies being used to facilitate capital flight, illegal financing, or tax
avoidance, governments need to invest in technologies that track those transactions and regulatory technology
(RegTech).

Recommended measures:

e Partner with partnerships to track transactions with world blockchain analytics (e.g., Chainalysis, CipherTrace).

e Apply know-your-customer (KYC) procedures and AML procedures to exchange and peer-to-peer transaction
systems.

e Have big crypto transactions reported regularly to audit and review.

e These initiatives defend the unlawful work, and it props up financial quality in developing economies.

Public-private Partnership
Governments are not supposed to be involved in isolation. Smart policies and innovative solutions can
be created by collaborating with industry players, academic establishments, and international organizations.
e Technology companies are able to exchange their knowledge on trends, risks and best practices.
e Colleges will help in studies and investigation.
e International organizations (e.g., IMF, FATF) may offer mechanisms and cross country coordination.
e Multi-stakeholder solution makes regulations workable, all inclusive and world standard.

Contingency planning Development of Systemic shock
Innovative markets ought to be ready to financial tremors in future relating to crypto which may be the
collapse of key exchanges or liquidations on a large scale.
e Implement the monitoring units of the financial stability specific to crypto.
e Include the crypto assets in the macroprudential risk evaluation of the central banks.
De-risking the systemic exposure should include creating emergency plans in case of any market-related crisis.
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VII.  Future Outlook: Cryptocurrencies In Emerging Market Development
With the still emerging markets yet to see a straightforward path to accepting cryptocurrencies due to its
complex nature, a pertinent question arises, it is whether the digital currencies will be used as vehicles of change
or drivers of economic volatility. The future of the cryptocurrencies in such regions is dependent on the way the
governments, institutions and communities handle their risk and opportunities in the coming times.

Augmenting Importance of Stablecoins and DeFi
The stablecoins and decentralized finance (DeFi) platforms will probably be the center stage of emerging
markets in the next couple of years.

e As stablecoins are pegged to fiat currency such as the US dollar, they are a more dependable value store in
comparison to the volatile asset, the Bitcoin. Stablecoins have the ability to transform into digital cash options,
to be consumed as savings, everyday payments, or remittances by citizens living in economies crushed by
inflation.

e DeFi platforms, that facilitate lending, borrowing and investing without/with intermediaries are new models of
inclusive finance. Such systems can go around corrupted or inefficient banking systems or segments and
provide transparent and algorithm-based financial services.

e Nevertheless, it is claimed that innovations, in the absence of regulation, are prone to smart contract weak
points, liquidity, and also can be subject to a “rug pull” (exit scam). Therefore, healthy technological literacy
and consumer protection systems are required to enhance their growth.

Integration of Digital Asset into National Economies
There are more emerging markets, which will be institutionalizing their association with
cryptocurrencies with regulatory and digital infrastructure systems and integration into the financial system.

Possible evolution would be:

e Contactless digital payment systems supported by governments, including stablecoins or crypto wallets.

e Central banks with a crypto-to-CBDC exchange system.

e Better transparency of governance through blockchain-certified land registrations, supply chain and ID
verification.

e Such integrations have the potential to enhance the delivery of public services, build trust in institutions and
formalze the economy.

Leapfrogging Technology

e Knowing that other emerging markets never touched landlines and went straight to mobile, it is not hard to
imagine how cryptocurrencies will enable skipping traditional banking systems entirely.

e Blockchain-based finance as the default may appear in countries which have an underdeveloped financial
system.

e These technologies such as the lighter crypto wallets, off-chain protocols of payment, and transactions on layer
2 infrastructure will increase accessibility to adoption even with low internet infrastructure.

e The result of this leapfrogging can be a dramatic amplification of financial inclusion and the entry in the digital
economy of millions of previously unbanked citizens.

Dependency and Digital Divide Risk

Along with the prospects, there are serious dangers of long-term crypto addiction:

e Dependence on foreign-based assets (e.g. dollar-backed stable coins) will undermine monetary sovereignty.

e It is possible that market concentration into several large blockchain platforms will put most power in the
possession of overseas technological firms.

e Technological inequality has the potential to generate an even bigger disparity between the connected and
unconnected respectively to make social and economic differences even worse.

e People in the emerging markets should thus lay stress on fair creation of digital infrastructure and involvement
in the open-source setting to curtail such considerations.

Possible Scenarios
Optimistic Scenario:

Emerging markets create regulated ecology, build public-private networks, and use CBDC and
stablecoins to improve their financial inclusion, increase remittances, and promote entrepreneurship.
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Pessimistic Scenario:

Financial instability, currency crises, as well as diminishing the trust of the population in both digital
and traditional institutions are caused by the over-reliance on volatile crypto assets, lack of regulation, and
numerous scams.

Middle-Ground Scenario:

States implement the strategy of hybridization, where regulated crypto coexists with classic finance and
is partly chosen to be involved in government services. The development is threatening to be gradual, yet volatility
does not seem to be a critical risk.

VIII.  Conclusion

The phenomenon of cryptocurrencies constitutes not only one of the most disruptive innovations in the
history of finance, but also a phenomenon with opportunities as well as challenges, particularly in the countries
of the emerging world. Decentralized and running on the principle of blockchain, these digital assets also promise
increased financial inclusion, cross-border transactions and relief of their fiat currencies, which are subject to the
whims of sovereign governments, unable to withstand inflation. But what they are all about, and what cannot be
overlooked, is an inherent property of a volatility.

Such volatility, which is aided by speculation, regulatory uncertainty, and dynamic technology, is the
cause of fragile economies, the distortion of any inexperienced investor, as well as destabilizing the capability of
the central bank to control monetary policy. This can be very risky, given the fact that in the emerging markets,
there already exist inflation, devaluation of currencies coupled with poor financial systems. The examples of such
countries as Nigeria, Argentina, and India prove the beauty and the pitfall of using cryptocurrencies without
sufficient protection.

Nevertheless, the future does not look hopeless. Properly controlled, responsibly integrated, with copious
community education and investment into technology, cryptocurrencies have the potential of being the means of
economic power rather than tools of volatile instability. Digital assets Digital assets can be used to transform
financial systems in emerging markets, increasing access to capital and even enabling them to leapfrog legacy
banking infrastructure.

It is all about strike a balance between embracing innovation on one hand and risk abatement on the
other hand. This includes the creation of adaptive regulations, the building of synergetic relationships between
the governments and fintech companies, the provision of extremely high consumer protection, and the
development of financial literacy. It also refers to the recognition of the international and interdependent nature
of crypto markets and the need of cross-border cooperation and the compliance with international standards.

To sum up, cryptocurrency volatility cannot be discussed as either beneficial or disadvantageous to
developing economies. Although the danger is imminent and true, the chances are also present. Such future
requires strategic vision, regulated order, and equal technological growth. Emerging economies are in a position
not only to grow despite the volatility storm but to learn to manage it to a more wholesome and stable financial
life.
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