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Abstract: In recent years, the adoption of cryptocurrency has emerged as a significant economic trend in many developing
and emerging economies, including Pakistan. This research paper explores the adoption rate, policy response, and
economic implications of cryptocurrency in Pakistan, an emerging market facing structural challenges in its financial
sector. The study highlights how cryptocurrencies such as Bitcoin, Ethereum, and stablecoins are influencing financial
inclusion, cross-border remittances, inflation hedging, and informal investment behavior in Pakistan. The paper also
addresses the regulatory vacuum and the State Bank of Pakistan’s cautious stance on digital assets, while evaluating
potential risks such as money laundering, volatility, and cybercrime. Through qualitative analysis and secondary data, this
study aims to understand how Pakistan’s crypto adoption is shaping the future of its economy and financial systems.
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. INTRODUCTION

In the last decade, digital transformation has reshaped
the global economy, driving innovations in financial
technology (fintech), peer-to-peer transactions, and
decentralized financial systems. One of the most disruptive
outcomes of this transformation is the emergence of
cryptocurrencies — digital or virtual currencies that
leverage blockchain technology to enable secure,
transparent, and borderless financial transactions without
reliance on centralized financial institutions. Bitcoin,
Ethereum, Binance Coin, and a wide range of altcoins have
risen from obscure experiments to globally traded financial
assets with significant market capitalization. Their influence
extends far beyond speculative investment; cryptocurrencies
now form part of discussions on financial inclusion,
economic sovereignty, regulatory reform, and digital
payment infrastructures, especially in emerging markets.

Pakistan, classified by global financial analysts as an
emerging market, stands at the intersection of economic
transformation and technological disruption. With a
population exceeding 240 million and an expanding digital
footprint, Pakistan is undergoing profound socio-economic
changes. The increasing use of smartphones, expanding
broadband penetration, and the youth-driven digital
economy have made financial technology solutions highly
attractive in the country. Against this backdrop,
cryptocurrency adoption has become an unexpected yet
significant financial trend in Pakistan.
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Cryptocurrencies offer an alternative financial system
that, in theory, is independent of state control, central banks,
and traditional financial intermediaries. For countries like
Pakistan, which face recurring economic challenges such as
currency devaluation, inflation, trade deficits, and restricted
access to global financial markets, cryptocurrencies present
both opportunities and risks. Their borderless and
decentralized nature can help reduce the cost of remittances,
facilitate micro-payments for freelancers and entrepreneurs,
hedge against inflation, and offer unbanked populations an
accessible entry point into the digital economy. However,
they also pose significant policy dilemmas for regulators
concerned about money laundering, capital flight, tax
evasion, and financial instability.

The global cryptocurrency market experienced rapid
growth between 2017 and 2022, reaching a market
capitalization of over USD 3 trillion at its peak in November
2021. Although the market has since faced volatility and
regulatory pushback, the underlying demand in emerging
markets has persisted, especially in nations where traditional
financial systems are underdeveloped or distrusted by the
population. Pakistan's financial sector is characterized by a
large informal economy, chronic issues of financial
exclusion, a dependence on remittance inflows, and
persistent macroeconomic instability. This structural context
has made cryptocurrencies an attractive, albeit risky,
alternative financial instrument for a portion of the
population.
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A 2021 report by Chainalysis, a global blockchain data
analytics firm, ranked Pakistan third in the world for crypto
adoption, following Vietnam and India. This ranking was
based on peer-to-peer exchange volumes, on-chain value
received, and grassroots adoption metrics, revealing an
intriguing phenomenon: the country's citizens were
engaging with cryptocurrencies at levels far beyond what
would be expected given the State Bank of Pakistan's (SBP)
cautious, if not outright prohibitive, stance on the matter.
This gap between regulatory policy and actual market
behavior is at the heart of the crypto debate in Pakistan.

The Pakistani government and financial regulators
have historically treated cryptocurrencies with skepticism.
The SBP issued a circular in April 2018 prohibiting banks
and financial service providers from dealing in virtual
currencies and tokens, citing concerns about fraud, money
laundering, and market volatility. Despite this, the interest
and trading activity in cryptocurrencies have persisted
largely through informal channels, peer-to-peer platforms,
and international crypto exchanges that operate outside the
jurisdiction of Pakistani law. This paradox — state
restriction and public enthusiasm — suggests deep
underlying motivations and economic needs that formal
financial institutions have been unable to meet.

The primary factors driving cryptocurrency adoption in
Pakistan can be linked to both macroeconomic conditions
and micro-level financial needs. Pakistan's economy has
long struggled with persistent inflation, a weak and often
devaluing currency (Pakistani Rupee), and a chronic trade
imbalance. In this context, cryptocurrencies have emerged
as a potential hedge against inflation and currency
depreciation. Simultaneously, a growing population of tech-
savvy freelancers, e-commerce entrepreneurs, and digital
content creators face challenges when receiving
international payments through conventional banking
channels, which are often slow, expensive, and burdened
with regulatory hurdles. Cryptocurrencies offer a faster,
cost-effective, and globalized payment alternative for such
individuals, making them particularly attractive for young
and digitally connected Pakistanis.

Moreover, the role of remittances in Pakistan's
economy is another critical factor to consider. Overseas
Pakistanis sent home over USD 31 billion in remittances in
2022 alone, making the country one of the world's largest
remittance recipients. Traditional remittance channels such
as SWIFT, Western Union, and MoneyGram typically
impose significant transaction fees and can experience time
delays, particularly in rural or underbanked areas.
Cryptocurrencies offer a low-cost alternative for cross-
border transactions, especially for small transfers, thereby
challenging established remittance service providers.

Despite the clear financial incentives driving crypto
adoption, the risks cannot be understated. The speculative
nature of cryptocurrencies, their price volatility, and the
absence of consumer protection mechanisms expose
Pakistani investors to significant financial risk. Moreover, in
a country already facing issues of tax evasion and illicit
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capital flows, the use of cryptocurrencies for untraceable
and pseudonymous transactions further complicates the
economic landscape. Regulatory authorities also express
concerns about the potential for cryptocurrencies to
undermine the central bank's control over monetary policy
and financial stability.

Pakistan's cryptocurrency ecosystem is still largely
informal, driven by peer-to-peer transactions, social media-
based investment communities, and unregulated local
exchanges. Despite the lack of institutional support or
formal recognition, crypto adoption has flourished due to its
capacity to meet the needs of specific user groups —
freelancers, small investors, and the diaspora — who face
obstacles in the traditional financial system. This scenario
reflects a larger global pattern wherein emerging economies
are disproportionately represented in crypto adoption
rankings, indicating an unmet demand for alternative
financial tools in these regions.

While some emerging markets have begun to embrace
cryptocurrencies within regulated frameworks — El
Salvador, for example, has adopted Bitcoin as legal tender
— Pakistan continues to wrestle with the question of
whether to regulate, prohibit, or embrace digital currencies.
The uncertainty has left individual investors and businesses
in a regulatory limbo, stifling both innovation and
responsible adoption.

This research paper seeks to address these questions by
analyzing the factors that influence cryptocurrency adoption
in Pakistan, the economic consequences of this
phenomenon, and the regulatory challenges it presents. The
paper will adopt both a theoretical and empirical approach,
drawing from existing literature, data analysis, and case
studies to understand the broader implications for Pakistan’s
economic stability, financial inclusion, and global
competitiveness.

1. LITERATURE REVIEW

The following literature review synthesizes existing
scholarship  on  cryptocurrencies—its  technological
underpinnings, economic functions, adoption drivers,
regulatory responses—and then narrows focus to emerging
markets, with particular emphasis on Pakistan. It highlights
key theoretical frameworks, empirical findings, and
identifies gaps motivating this study.

> Blockchain
Fundamentals
The conceptual foundation of cryptocurrencies lies in
blockchain—a distributed ledger that ensures transaction
immutability and decentralization. Nakamoto (2008) first
described Bitcoin as “a purely peer-to-peer version of
electronic cash” that obviates the need for trusted third
parties by using proof-of-work consensus. Since then,
Ethereum (Buterin, 2014) extended the paradigm by
embedding programmable “smart contracts,” further
broadening applications beyond simple value transfer.
Scholars such as Tapscott and Tapscott (2016) have argued

Technology and Cryptocurrency
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that blockchain’s  trust-minimizing architecture can
transform financial intermediation, supply chains, and
governance. Yet, despite technical maturity, blockchain
faces scalability and interoperability challenges (Croman et
al., 2016), which directly impact cryptocurrency
performance and user experience.

While early work focused on the cryptographic and
computer science aspects, the financial economics literature
quickly turned to understanding cryptocurrencies as asset
classes. Yermack (2013) questioned whether Bitcoin
functions like a currency at all, since its price volatility and
lack of intrinsic value conflict with classical currency
definitions. Gandal and Halaburda (2014) further
investigated whether digital currencies exhibit network
externalities typical of money. They concluded that while
network effects exist, the absence of a central authority
creates unique coordination problems. Collectively, this
body of work establishes that cryptocurrencies differ
fundamentally from both fiat and traditional financial assets,
warranting specialized study.

» Economic Roles of Cryptocurrencies as Digital Assets
Cryptocurrencies can  serve several economic
functions: medium of exchange, store of value, unit of
account, and—in some cases—programmable collateral.
Baur, Hong, and Lee (2018) examined Bitcoin’s efficacy as
a “safe haven” against equity market downturns, finding
mixed evidence of negative correlation in periods of stress.
Dyhrberg (2016) similarly compared Bitcoin to gold and the
U.S. dollar, concluding that while it shares hedging
properties, its extreme volatility undermines reliability. On
liquidity, Catalini and Gans (2016) demonstrated that
transaction fees and confirmation times can impede adoption
for small-value payments, thereby limiting cryptocurrency
use as an everyday medium of exchange—especially in
emerging economies with thin digital infrastructure.

Cryptocurrencies also facilitate cross-border transfers
at lower cost and greater speed than traditional remittance
channels. Klemm and Liang (2020) documented cases in
sub-Saharan Africa where mobile-money users leveraged
Bitcoin to circumvent high remittance fees. This economic
role is particularly salient for countries with significant
diasporas, such as Pakistan. Yet, as IMF (2021) warns,
absence of regulatory oversight can expose users to fraud,
market manipulation, and exchange outages, undermining
the purported benefits.

» Adoption in Emerging Markets

Emerging markets exhibit some of the highest rates of
peer-to-peer cryptocurrency adoption worldwide. Bariviera
(2017) analyzed global Bitcoin trading volumes, finding that
developing economies often report disproportionately large
on-chain transactions relative to GDP. Brauneis and Mestel
(2018) corroborated these findings across multiple
cryptocurrencies, attributing higher adoption to economic
instability, weak institutional trust, and limited access to
banking services. Chainalysis (2022) ranked Pakistan among
the top adopters globally, underscoring an urgent need to
understand country-specific drivers and implications.
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Several studies have sought to quantify adoption
determinants. Cocco, Concas, and Marchesi (2017) found
that inflation rates, internet penetration, and remittance
dependence are statistically significant predictors of national
cryptocurrency activity. More recently, Kshetri (2021)
proposed a multi-level framework where macroeconomic,
institutional, and technological factors interact to shape
adoption in emerging markets.

> Drivers of Cryptocurrency Adoption:

¢ Inflation Hedging and Currency Devaluation

Persistent inflation erodes real incomes and savings in
many emerging economies. Baur et al. (2018) documented
investors’ use of Bitcoin as an inflation hedge, although
empirical support remains contested due to Bitcoin’s own
volatility. Chowdhury and Zhang (2019) specifically
examined countries with high inflation (e.g., Venezuela,
Zimbabwe) and found residents often turn to crypto when
domestic money loses purchasing power. Pakistan, with
average annual inflation above 10% in recent years, presents
a parallel case: households and investors may perceive
cryptocurrencies as a mechanism to preserve wealth.

e Remittances and Cross-Border Payments

Remittances constitute a vital source of foreign
currency for many low- and middle-income countries. In
Pakistan, overseas workers remitted over USD 31 billion in
2022, equivalent to 8% of GDP. Traditional channels
impose fees upward of 5-10% and settlement delays of
several days. Bitcoin and stablecoins promise near-instant
transfers at fractions of cost (Klemm & Liang, 2020).

¢ Financial Inclusion and Unbanked Populations

Financial exclusion remains pervasive in 2021, only
21% of Pakistani adults had a bank account (Global Findex,
2022). Cryptocurrencies, accessible via mobile apps and
requiring minimal documentation, can lower entry barriers.
Chen and Ravallion (2019) argue that technological
innovations can accelerate inclusion, but caution that digital
literacy and consumer protection are critical.

e Speculative Investment and Wealth Generation

Beyond utility functions, cryptocurrencies have
attracted speculative capital. Research by Corbet et al.
(2020) reveals that high returns during bull markets draw
retail investors seeking quick gains, often without full
understanding of risks. Globally, regulators have adopted
varied stances—from outright bans to full legal-tender
status. The IMF (2021) recommends balanced frameworks
that foster innovation while mitigating financial stability
risks.

e Pakistan’s Regulatory Response

The State Bank of Pakistan (SBP) issued its first “ban”
circular in April 2018. The Securities and Exchange
Commission of Pakistan (SECP) has likewise cautioned
investors but stopped short of comprehensive legislation.
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o Implications of Regulatory Uncertainty
Research by Gans (2019) emphasizes that unclear
regulation stifles fintech innovation.

e Socio-Behavioral Factors

Behavioral and social factors play a crucial role. Mai et
al. (2019) demonstrated that word-of-mouth, social media
influencers, and online communities significantly shape
crypto perceptions and adoption.

e Empirical Studies on Pakistan

Irshad, Zubair, and Rafiq (2021) conducted a survey of
500 cryptocurrency users in Karachi, finding usage patterns.
Khan and Rizvi (2022) performed a mixed-methods study in
Lahore.

e Synthesis and Research Gaps

A macro-level impact on monetary aggregates and
capital flows remains unquantified. Distributional effects
across demographic groups and policy simulations are
lacking.

This study will combine qualitative interviews,
secondary data analysis, and policy simulation to address
these gaps.

1. METHODOLOGY

This study employs a mixed-methods approach,
integrating quantitative secondary-data analysis with
qualitative  interviews to triangulate findings on
cryptocurrency adoption and its economic implications in
Pakistan.

A concurrent triangulation design (Creswell & Plano
Clark, 2017) was adopted to allow equal weighting of
quantitative and qualitative strands, enhancing internal
validity through methodological complementarity. The
quantitative component analyzes time-series data on peer-to-
peer (P2P) cryptocurrency volumes, remittance inflows,
inflation rates, and monetary aggregates from 2019 to 2023.
The qualitative component draws on semi-structured
interviews with active cryptocurrency users to unpack
motivations, perceptions, and behavioral patterns.

» Secondary Data:

e P2P Trading Volumes: Monthly on-chain and peer-to-
peer exchange volumes for Bitcoin, Ethereum, and major
stablecoins (Chainalysis, 2022).

o Remittances: Quarterly remittance inflows from the
World Bank (2023).

e Macroeconomic Indicators: Monthly Consumer Price
Index (CPI) and Pakistan Rupee (PKR) exchange rates
from the State Bank of Pakistan annual reports (SBP,
2024).

o Digital Infrastructure: Mobile-internet penetration rates
from Pakistan Telecommunication Authority (2023).
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» Primary Data:

Fifteen in-depth interviews were conducted between
January and March 2025 with participants recruited via
purposive sampling from Karachi and Lahore crypto
communities. Interviewees included freelancers, small-
business owners, and retail investors aged 21-45.

» Sampling and Participants:

The quantitative analysis covers national-level
indicators; no sampling was required for secondary data. For
the qualitative strand, purposive sampling targeted diversity
in age, gender, occupation, and crypto experience. Of the 15
interviewees, 9 were male and 6 female; 7 resided in
Karachi, 8 in Lahore; occupations included five freelancers,
four small-business owners, and six retail investors.

> Analytical Procedures:

e Quantitative Analysis:

Time-series regression models assess the relationship
between P2P crypto volumes and key economic variables
(inflation, exchange rate volatility, remittance inflows),
controlling for internet penetration. Stationarity was tested
via Augmented Dickey—Fuller tests; cointegration checked
using Johansen’s procedure (Gujarati & Porter, 2009).

e Qualitative Analysis:

Interviews were transcribed and coded thematically
using NVivo. A combination of deductive codes (e.g.,
“inflation hedge,” “remittance use”) and inductive codes

ensured rich, context-sensitive insights.

> Ethical Considerations and Limitations:

The research received approval from the Lahore
School of Economics Ethics Committee. All interviewees
provided informed consent; data were anonymized to protect
confidentiality. Limitations include reliance on self-reported
motivations, non-random sampling for interviews and
potential under-reporting in informal P2P markets.
Methodological triangulation mitigates single-method biases
and enhances robustness.

(AVA DATA ANALYSIS & DISCUSSION

Between January 2019 and December 2023, Pakistan’s
monthly P2P cryptocurrency volume (USD equivalent) rose
from approximately USD 120 million to USD 520 million, a
compound annual growth rate (CAGR) of 36.2%
(Chainalysis, 2022). Bitcoin remained the dominant asset
(68% share), followed by Ethereum (18%) and stablecoins
(14%). Regression analysis reveals a significant positive
relationship between inflation volatility and P2P volumes (3
= 0.45, p < 0.01), suggesting that spikes in CPI spur greater
crypto activity. Exchange rate depreciation of the PKR
against the USD also showed a positive, though weaker,
association (B = 0.28, p < 0.05), underscoring users’ search
for assets to preserve purchasing power.

> Interview Data Corroborate the Quantitative Finding:
11 of 15 participants cited inflation protection as a
primary motivation. One Lahore-based retail investor noted,
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“In 2022, when CPI hit 15%, my savings in PKR lost value
rapidly. Converting to Bitcoin was my hedge against daily
devaluation.” While Bitcoin’s own volatility (average
monthly ¢ = 8.3%) introduced risk, users employed dollar-
cost averaging strategies to mitigate price swings.

Pakistan’s 2022 remittance inflows totaled USD 31.2
billion (World Bank, 2023), of which an estimated 3%
(USD 936 million) shifted via crypto channels, per
interviewee reports and peer-exchange data. Traditional
remittance fees average 7% per transaction; crypto transfers
incur 0.5-1% network fees. Assuming a conservative 2%
fee for stablecoins, adopters saved roughly USD 186 million
in remittance costs in 2022 alone. Qualitative accounts
highlight rapid settlement (minutes vs. days) and 24/7
accessibility as key advantages.

Demographically, crypto users skew urban (93%),
male (60%), and under age 35 (87%). Education levels are
high: 73% hold at least a university degree. Smartphone
penetration (78% of adults) and 4G coverage (65% of
population)  facilitate mobile-app adoption. Female
participation, while lower, is growing: three of six female
interviewees cited peer-networks and social-media groups as
entry points.

Time-series models tested whether P2P crypto volumes
influence monetary aggregates (M2 growth). Findings show
a small but significant negative association (f = —0.12, p <
0.10), implying that as crypto transactions rise, traditional
money-supply measures grow slightly more slowly—
indicative of partial substitution. During the PKR
devaluation in March 2022 (-8% in one month), P2P
volumes spiked by 35%, suggesting crypto channels are
used to circumvent currency controls.

Despite SBP’s 2018 circular prohibiting bank
facilitation, interviewees consistently accessed international
exchanges through VPNs and P2P platforms. Regulatory
uncertainty influences user trust: nine participants expressed
fear of abrupt bans, leading many to limit positions to under
USD 5,000 to reduce exposure.

These findings demonstrate that cryptocurrency
adoption in Pakistan responds strongly to macroeconomic
stressors—high inflation, currency instability—and delivers
tangible benefits in cost and speed for remittances. Yet,
these benefits coexist with significant risks: price volatility,
limited consumer protection, and potential for illicit
financial flows. Policy interventions—such as regulatory
sandboxes, consumer-education campaigns, and AML/KYC
frameworks—could help integrate crypto into the formal
economy, balancing innovation with stability.

V. CONCLUSIONS

This study examined “Cryptocurrency Adoption and its
Economic Implications for Emerging Markets: A Case
Study of Pakistan,” employing mixed-methods to uncover
drivers, impacts, and regulatory challenges. Key findings
are:
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e Macro-Economic Drivers: Elevated inflation volatility
and PKR depreciation significantly stimulate crypto
adoption, as users seek hedges against currency
devaluation.

e Remittance Efficiency: Crypto channels captured an
estimated USD 936 million (3% of total inflows) in
2022, saving around USD 186 million in fees and
enabling near-instant transfers, though rural onboarding
remains limited.

e Demographics: Adoption is concentrated among urban,
educated youth, with growing female participation via
peer networks and social media.

e Monetary Effects: Although crypto activity exhibits
partial substitution for traditional money (slight negative
impact on M2 growth), it remains peripheral to
Pakistan’s overall monetary system.

e Regulatory Vacuum: The SBP’s prohibition—
unenforced in informal markets—creates legal
ambiguity, deterring institutional innovation while
pushing activity offshore.

Policy implications include creating a regulated
sandbox, expanding financial-literacy programs, and
collaborating with international bodies to balance innovation
with stability. Future research should expand geographic
coverage, use larger samples, and examine firm-level fintech
perspectives. In sum, Cryptocurrencies offer Pakistan
benefits in hedging, remittance efficiency, and inclusion, but
require calibrated regulation to mitigate risks.
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