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In recent years, we have witnessed fast growth

in the digital asset market, which includes,

among others, unbacked digital assets (such as

Bitcoin), asset-backed tokens (including

stablecoins), and other tokens which enable

decentralized and encrypted trading and

registration of transaction and contracts 

 ("Digital Assets"). 

In light of recent developments in this market,

the Minister of Finance has tasked the Chief

Economist Division to examine and establish a

broad framework for digital asset regulation in

Israel and formulate policy recommendations

regarding the matter. The  report is based upon

consultations with Israeli financial regulators,

government bodies, academics and relevant

stakeholders in the Israeli and international

digital asset market, in addition to reports

written by agencies in advanced economies

and multilateral organizations

The use of digital assets holds potential

substantive risks to financial markets and the

economy in general, including risks related to

money laundering, financial stability, monetary

independence, and tax losses. In addition,

there are risks to consumers as well, such as

fraud, operational risks, privacy risks, and

exposure to substantial market risk. These risks

call for broader regulation, supervision,

enforcement, and better risk management.

Throughout 2022, the digital asset market has

experienced turmoil, revealing substantial flaws

in the business model of several platforms, as

well as exposing gaps in the ability of these

platforms to protect investors. This chain of

events has highlighted the risks tied to

unregulated services and activities in the market

and underscored the importance of forming

coherent regulations. In light of these risks and

recent events, financial regulators around the

world have stressed the importance of creating

frameworks for digital asset regulation, especially

while the digital market has yet to become firmly

interconnected with traditional financial markets.

However, despite the risks mentioned above, the

digital asset market also presents opportunities in

that may lead to economic growth. These mainly

stem from the potential role that digital assets

have in providing innovative digital services.

Additionally, a strengthening of the digital asset

market has the potential to enhance competition

and improve financial payment and services.

Establishing a broad framework for digital asset

regulation that allows for prudent risk

management is crucial for minimizing the

potential damages to investors and to the market

as a whole, in addition to capturing the potential

opportunities presented by the digital asset

market in the long run. Creating such a framework

will not be easy, but we believe that it is possible.

All advanced economies de-facto share this view,

as is made evident by the ongoing establishment

of relevant regulatory infrastructures around the

world.
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Many regulatory gaps have been identified through the preparation of this report. To close these gaps,

we should operate as follows. First, remove existing barriers under the current regulatory regime.

Second, expand and improve upon the current regulatory regime. Third, establish new regulatory

infrastructures. Our recommendations, arranged by each of these three categories, are as follows:

Removing existing barriers  under
the current regulatory regime

Completion of the licensing process for

Digital Assets Service Providers ("DASP")

while finalizing the inquiry process for the

service providers that have applied for

DASP licenses. Additionally, enforcing

and notifying the public of non-licensed

service providers that offer services to

Israeli consumers illegally. Our position is

that these steps serve as an

"Archimedean Point" for alleviating the

existing barriers under the current

regulatory regime governing digital

assets. The completion of the licensing

process will allow for a substantial

decrease in investor risks in the Israeli

digital asset market and accelerate the

removal of existing barriers to bringing

money into the banking system, thus

easing the tax payments process for both

DASPs and consumers.

Ensuring the full application of Banking

Business Directive no. 411, published in

May 2022 by the Banking Supervisor. This

directive outlines proper risk

management for the commercial banking

system when accepting money originating

from digital assets. This should be based

on regular data collection on levels of

banking service accessibility for

companies operating in the digital asset

market, in addition to a directive requiring

banks to offer a company an explanation

in the case of a refusal to open a bank

account.

Expanding and improving   the
current regulatory regime

Grant the DASP regulator the power to

take DASP licenses granted in certain

advanced economies (to be determined

by the regulator) into account when

considering licensing in Israel, including

the total recognition of these licenses.

The regulator will determine its specific

policies in this regard.

Clarify the tax regime in regards to the

taxing of digital asset activity by

amending existing legislation and passing

new legislation in the following areas:

asset type classification; rules for

calculating digital asset costs; and

reporting and tax deduction instructions

that encourage consumers to use

licensed DASPs. In addition, we

recommend that the Israel Tax Authority,

the Accountant General, and the Bank of

Israel create a mechanism for accepting

tax payments originating from digital

assets into the account of the Israel Tax

Authority at the Bank of Israel, in the

case of refusal by commercial banks.

Amend legislation to expand and clarify

the mandate of the Israel Securities

Authority to include the regulation of

securities-related services when they are

conducted through, or in relation to,

digital assets. This includes the offering

or sale of securities, mutual investments

in securities, investment advisory,

marketing, and management of

investment portfolios. 
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8 Considering the unique risks inherent in the widespread

adoption of asset-backed digital tokens to financial stability

and monetary policy, we recommend legislating the regulatory

mandate over the issuance of asset-backed digital tokens,

including stablecoins, and setting relevant standards for the

issuance of asset-backed digital tokens in law. Additionally, we

recommend codifying the criteria and mechanism for

transferring the regulation over the issuance of "significant"

asset-backed digital tokens to the Bank of Israel.
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Given the existing or future regulatory structure, we

recommend the consolidation – as much as possible – of the

regulatory power over various digital assets services and

activities under a single financial regulator that reports to the

Minister of Finance. Given the importance of technological

neutrality in financial regulation, any changes to the current

financial regulatory structure should be undertaken within a

broader context, which is beyond the scope of this report.

Disseminate a clarification notice to financial regulators

regarding the regulatory mandates on Decentralized Finance

(DeFi). We stress that the relevant regulator should be

determined by the functional properties of the activity, for

example banking, credit provider, or insurance provider.

Based on the recommendations above, financial regulators

could address many different aspects of the regulation of

the digital assets market and thus determine appropriate

rules to manage the related risks and opportunities.

Additionally, we recommend forming an inter-ministerial

committee to examine the regulation of Decentralized Autonomous

Organizations (DAO). Further to this, relevant regulatory resources,

including human and technological resources, should be adapted

and streamlined in order to cope with the challenges related to the

digital assets market. Lastly, it is crucial to strive for international

cooperation on digital asset regulation.

Forming  new regulatory infrastructures
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