UK aims to catch up with US in crypto regulation amid enforcement challenges
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The United Kingdom faces significant challenges in maintaining its position as a leader in the cryptocurrency sector, with experts warning that it is currently lagging behind competitors like the United States. Former Chancellor George Osborne, speaking at the Coinbase Crypto Forum in London, lamented that Britain has "missed the boat" on crypto due to successive governments repeatedly promising but failing to deliver comprehensive legislation on crypto regulation. Osborne emphasised that Britain has traditionally been a hub where new markets emerge, but the country now risks falling behind as other jurisdictions advance. He highlighted the transformative regulatory changes in the US under the Trump administration, including the passage of the Genius Act, which created a framework for payment stablecoins by mandating issuers to hold corresponding reserves in dollars, effective from 2027. Osborne views this as a significant opportunity for the UK if it can adopt a similarly ambitious approach, noting recent progress from Chancellor Rachel Reeves, the Government, the Bank of England (BoE), and the Financial Conduct Authority (FCA).
The FCA's recent decision to lift the ban on crypto exchange-traded notes (ETNs) for retail investors, a product available in the US since early 2024, marks a significant policy shift intended to stimulate economic growth and enhance the UK's competitiveness in the digital finance sector. However, the authority continues to prohibit retail trading of crypto derivatives and warns investors of the inherent risks. Industry voices, including Tom Duff Gordon, Vice President of International Policy at Coinbase, stress that clear regulatory frameworks are essential to build trust and foster innovation. Gordon explains that regulation is crucial because it enables the proliferation of new use cases and investor confidence, countering the misconception that the crypto industry prefers regulatory grey zones.
While the UK strives for regulatory clarity, its approach remains more cautious compared to the US, particularly concerning stablecoins. The BoE has indicated it will only lift planned caps on stablecoin holdings when assured they pose no threat to financial stability. Deputy Governor Sarah Breeden outlined potential limits for individual holdings, with exceptions for large businesses, and underscored concerns about the rapid migration of bank deposits into stablecoins potentially destabilising credit for households and businesses. Despite criticisms labelling the UK’s pace as slow, the BoE has reiterated its commitment to finalise the stablecoin regulatory framework by next year, aligning with the US timeline.
Complementing regulatory advancements, the FCA has proposed plans to allow asset managers to "tokenise" funds using public blockchains such as Ethereum, aiming to attract younger investors more familiar with digital assets. This move would mark a shift from exclusive reliance on private blockchains for UK funds and could enhance efficiency and reduce costs in fund management, supporting Britain's broader ambition to strengthen its position in the digital assets market. The FCA recognizes that adoption may be gradual as the sector upgrades technologically but hopes this step will make investment more accessible to a demographic favouring equities and crypto over traditional funds.
Nonetheless, the UK is also grappling with significant enforcement challenges arising from the complex nature of cryptocurrency. Notably, law enforcement recently seized $7.3 billion in bitcoin linked to Qian Zhimin, the so-called ‘Bitcoin Queen,’ who perpetrated one of the largest cryptocurrency Ponzi schemes, defrauding 130,000 investors. Despite her guilty plea and the seizure, lawyers indicate that recovering the full funds for victims, many of whom are in China, will be a prolonged and difficult international legal process. Moreover, criminal activities continue to exploit crypto’s anonymity; Operation Destabilize, a global law enforcement initiative involving British authorities, dismantled two major money laundering networks connected to Russian oligarchs and other criminal groups, seizing £20 million in cash and cryptocurrency. These cases underscore the dual challenge of fostering innovation while safeguarding financial integrity and investor protection.
This nuanced landscape highlights the UK’s delicate balancing act between promoting growth in a promising technology sector and maintaining robust regulatory safeguards. The country’s regulators appear committed to a framework that encourages innovation and investment while protecting consumers and the broader financial system. The next 12 to 24 months will be crucial in determining whether the UK can recalibrate its crypto strategy effectively and regain a leadership position in the global digital asset economy.
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