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FUNCTIONS OF THE VIRTUAL ASSETS MARKET

Abstract. Purpose. The objective of the present study is to delineate the functions of the virtual
asset market to enhance the efliciency of developing measures for improving the legal framework for
its functioning. Research methods. The purpose was achieved by using a set of methods of scientific
knowledge: the formal logical approach was employed to examine the fundamental concepts and evaluate
the legal instrument governing the operation of the virtual asset market. The system-structural method was
applied to identify and analyze specific characteristics of the virtual asset market with a particular focus on
defining its functions. The formal legal method was used to develop pertinent proposals for incorporation
intolegislative and enforcement activities. Results. The author examines the principal doctrinal approaches
to specifying market functions and analyses the general and specific functions of various markets.
Conclusions. Based on the study, the author proposes to divide the functions of the virtual asset market
into general and specific ones. The general functions, which are inherent in all markets but manifested
in the virtual asset market, include: regulatory, stimulating, distributive, rehabilitative, allocative,
informational, integrating, mediating, and pricing. Using a synthesis of the scientific literature, the author
presumes that the specific functions of the virtual asset market are as follows: ensuring the issuance, sale
of virtual assets and the provision of intermediary services related to virtual assets; ensuring the storage or
management of virtual assets or virtual asset keys; the function of exchange and transfer of virtual assets;
and the investment function. Furthermore, the author proposes to include the function of redistribution
of property through transactions with virtual assets among the special functions of the virtual asset market.
The study has led to the conclusion that the fundamental special function of the virtual asset market can
be generalized as ensuring the turnover of virtual assets. In order to streamline and formalize the functions
of the virtual asset market, the author proposes to consolidate the functions of the virtual asset market
within the concept or strategy for the development of the virtual asset market. In order to ensure that
the virtual asset market fulfils each of its specific functions, it is necessary to formulate an appropriate
action plan. The author states that further scientific research should be aimed at identifying strategies
enhancing the regulatory framework governing the operation of the virtual asset market.

Key words: virtual assets, cryptoassets, virtual asset market, market functions, legal regulation
of the market.

1. Introduction

Legal relations in the turnover of virtual
assets constitute the market, the efficiency
of which depends on determining the com-
pleteness of the market’s function performance.
While studying the functions of the credit mar-
ket, H. V. Myskiv noted that they contribute to
the consolidation of the market as an integral
phenomenon and the separation of the market
from other economic phenomena into an inde-
pendent category (Myskiv, 2014, p. 43). The
above mentioned remains pertinent to
the virtual asset market. S.O. Hrytsai posited
that using all macroeconomic variables would
facilitate the proliferation of cryptocurrencies in
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Ukraine, thereby precipitating a period of accel-
erated growth and advancement within the dig-
ital economy. Regrettably, the regulatory appa-
ratus governing the crypto-economy has yet to
be fully developed (Hrytsai, 2023, pp. 198-199).
R.V. Lukianchuk observed that the digital
industry, within the context of the real force
majeure regime, continues to fulfill contracts,
export services, provide foreign exchange earn-
ings, and support the national digital economy.
In this context, one of the priorities for public
policy is to create a legal framework for crypto
companies to operate legally in Ukraine and do
business (Lukianchuk, 2023, p. 114-115). From
the above, it can be seen that when developing
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statutory frameworks, it is necessary to take
into account the current economic component
of the market in which the following market
functions play an important role.

The legislative framework governing
the regulation of the virtual assets market in
Ukraine is currently undergoing development.
The Law of Ukraine "On Virtual Assets" was
adopted on 17 February 2022. However, its
implementation is contingent upon the adop-
tion of the Law of Ukraine on Amendments to
the Tax Code of Ukraine concerning the par-
ticulars of taxation of transactions with virtual
assets. As yet, no such law has been adopted.
In the meantime, neither the extant version
of the Law of Ukraine "On Virtual Assets" nor
any other regulatory instrument contains any
fixed market functions. Consequently, the legal
framework for regulating relations in the virtual
assets market requires improvement.

Certain legal issues of the virtual asset mar-
ket have been the subject of research by many
representatives of legal science. In particu-
lar, these issues are highlighted in the studies
by T.S. Hudima, B.V. Derevyanko, A.A. Kud,
A.S. Ovcharenko, V.A. Ustymenko, and oth-
ers. Some aspects of the functions of virtual
assets ecosystem have been covered by experts
of the Financial Stability Board (The Financial
Stability Board, 2022). However, science has not
formed a unified understanding of the essence
and list of functions of the virtual asset market,
which undoubtedly affects the state of legal sup-
port for the market’s functioning.

The foregoing indicates the relevance
of the issue and the expediency of its elaboration.

The purpose of the article is to specify
the functions of the virtual asset market, which
will have a positive impact on the efficiency
of developing measures to improve the legal
framework for its functioning.

Methods. The formal logical method was
used to study the basic concepts and ana-
lyze the legal act regulating the functioning
of the virtual asset market. The system-struc-
tural method was used to identify and analyze
certain characteristics of the virtual asset mar-
ket, in particular, to specify its functions. The
formal legal method was applied to formulate
relevant proposals intended for lawmaking
and law enforcement activities.

2. Specifying the general functions of mar-
kets in economic theory

The word "function” is understood as
the purpose, role of something (Diction-
ary of the Ukrainian language, 1979, p. 653).
According to one definition, the "function
of the market" is a list of tasks it performs
and goals it achieves (Okhrimenko, Paska,
2015, p. 6).

Many representatives of economic science
have summarized the functions of the market.
One of the approaches developed by economic
theory states that the market functions include
the following: regulation (the market regulates
all economic processes); incentives (the market
encourages producers of goods and services to
reduce costs, improve the quality and consumer
properties of goods); distribution (produc-
ers' and consumers' incomes are differentiated
through prices); rehabilitation (the market
cleanses the economic environment of uncom-
petitive businesses and supports the most effi-
cient ones); allocative (the market ensures
the production of the optimal combination
of goods and services using the most efficient
combination of resources); informative (the
market informs participants through prices
what is profitable to buy and what is not); inte-
gration (the market unites economic actors
into one whole, contributing to the forma-
tion of a single economic space) (Bazylevych,
2007, p. 195).

Husarina N.V., Hratsiotova G.O., Bradul
K.S. adhere to a similar approach, defining
the main functions of the market as regula-
tory; distribution; information; integration
and stimulating (Husarina, Hratsiotova,
Bradul, 2023, p. 25).

V. Horlachuk identifies the main functions
as regulatory, stimulating, economic selection,
integration, distribution, allocation, informa-
tion, intermediary, and sanation. V. Horlachuk
adds only one function to the above men-
tioned — the function of economic selection,
but renders it through the ability of the mar-
ket to get rid of economically weak, unviable
enterprises through competition (Horlachuk,
2010, p. 172-173), and therefore, duplicates
the function of sanation.

0.Y. Shchehlova, in addition to the already
mentioned informational and regulatory func-
tions, also distinguishes the intermediary
function (the market acts as an intermedi-
ary between the producer and the consumer);
and the pricing function (the price is formed in
the market based on the interaction of supply
and demand) (Shchehlova, 2011, p. 150).

From the above, we can draw an interim con-
clusion that the common functions of all mar-
kets include the following: regulatory, incentive,
distribution, rehabilitation, allocation, informa-
tion, integration intermediation, and pricing. It
seems that each of the above functions inherent
in all markets will be exercised in the virtual
asset market.

3. Special functions of markets

Researchers who have analyzed the func-
tions of specific markets point out that such
markets perform not only general functions but
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also certain special functions. Thus, while stud-
ying the functions of the financial services mar-
ket, M.V. Dubyna and D.V. Bondarenko refer to
the main ones: transformational, servicing, mar-
ket, social, information and analytical, risk mini-
mization, and regulatory (Dubyna, Bondarenko,
2016, p. 167). It is also believed that the financial
market performs the functions of pricing, liquid-
ity, and cost savings (Yukhymenko, 2010, p. 415).
S. Moshenskiy also proposed to add the following
to the above-mentioned functions: the provision
of risk management methods; provision of relia-
ble information to market participants; as well as
the function of solving the problem of incentives
(Moshenskyi, 2008, p. 34).

Another market that can be given as
an example is the insurance market. Yu.
M. Klapkiv classified insurance market func-
tions as cognitive, interpretive, prognostic,
heuristic, communicative, applied, ideological,
and educational as general. At the same time,
he also pointed out special functions that reveal
the peculiarities of the purpose of the insurance
services market, which are due to their focus
on the development of insurance as a special
socio-economic type of economic activity that
has its own nature and development trends, in
particular: risk (compensation), accumulative
(savings), warning (preventive), investment,
control (Klapkiv, 2017, p. 62-63).

Y.M. Pavlyuchenko, in turn, summa-
rized the functions of the agricultural market
and proposed their division into basic (social,
market price discovery, stimulating, selective,
coordination and management, information)
and additional (pricing, technical and eco-
nomic, sanitation, control, distribution, allo-
cation, communication, agricultural ecologiza-
tion, etc.) (Pavliuchenko, 2019).

While studying the legal regulation
of securities circulation, O. Yavorska noted that
the securities market performs a set of functions:
1) accumulates temporarily free cash resources
and directs them to the development of the sec-
tors of the economy in need; 2) services the pub-
lic debt; 3) redistribution of property through
transactions is carried out in the securities mar-
ket; 4) normal functioning of the securities mar-
ket ensures stable financial profit for the securi-
ties holder and financial intermediaries through
speculative transactions (Yavorska, 2015, p. 28).

4. The virtual asset ecosystem and its
functions

Scientists identify a specific set of func-
tions in each market due to the peculiarities
of its functioning, and therefore it is necessary
to move directly to the specifics of the turnover
of virtual assets.

Indeed, virtual assets are a relatively
recent phenomenon. There is no consensus
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among scholars and national regulators even
on the functions of virtual assets. For example,
J. Abate, N. Branzoli, and R. Gallo noted: “Two
possible classification criteria that have caused
confusion among authorities around the world
relate to the intended and the actual economic
function of crypto-assets. The former relates to
crypto-asset economic function foreseen by its
issuer/distributor, such as whether the cryp-
to-asset should be used as a means of payment,
an investment asset, or to grant holders access to
a service or product or other. The latter relates
to the most common use of the crypto-asset by
its holders. A well-known example of crypto-as-
set for which the intended and actual economic
function differ is Bitcoin, which has been cre-
ated to provide a means of payment but it is
mainly used as a speculative asset. Tax author-
ities have often treated Bitcoin as a currency,
thus following the intended economic function,
while financial authorities have often consid-
ered it broadly similar to an investment asset,
thus following the actual economic function”
(Abate, Branzoli, Gallo, 2023, p. 357).

Financial Stability Board experts noted
that the virtual asset ecosystem has a wide
range of functions and activities, many of which
resemble those of the traditional financial sys-
tem. These researchers identify certain func-
tions of the virtual asset ecosystem:

First, "Creation, issuance, distribution,
redemption and underlying infrastructure”.
This function is exercised in the following activ-
ities: creating, issuing, and redeeming crypto-as-
sets, distribution, underwriting, placement,
market-making, marketing and sales, operating
infrastructure and validating transactions;

Secondly, the virtual asset ecosystem per-
forms the function of " Wallets and custody”,
which is exercised in the provision of custodial
(hosted) wallet and custody services, provision
of non-custodial (unhosted) wallets;

Thirdly, the ecosystem performs the func-
tion of "Transfer and transactions”, which is
exercised in the provision of payment for/of
goods, services, gifts and remittances, exchange
between crypto-assets or against fiat currencies,
clearing and settlement;

Finally, fourthly, the virtual asset ecosystem
performs the function of "Investment, lever-
age and risk management". This is exercised in
the provision to borrow/purchase other cryp-
to-assets, trading/borrowing/lending of cryp-
to-assets, insurance, direct/outright exposures
to crypto-assets, synthetic/derivative expo-
sures to crypto-assets [Financial Stability
Board, 2022, p. 4].

It should be added that the study defines
the "crypto-asset ecosystem" as "the entire
ecosystem that encompasses all crypto-as-
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set activities, market and participants”, while
the "crypto-asset market" is defined as "any
place or system that provides buyers and sellers
the means to trade crypto-assets and the associ-
ated instruments, including lending, structured
investment products, and derivatives” [Finan-
cial Stability Board, 2022, p. 71]. According
to provisions of Ukrainian law, which state
that the virtual asset market is a set of virtual
asset market participants and legal relations
between them regarding the turnover of virtual
assets (clause 10, part 1, article 1 of the Law
of Ukraine "On Virtual Assets"), it can be con-
cluded that the understanding of the concept
of "virtual asset market" in Ukrainian law actu-
ally corresponds to the concept of "virtual asset
ecosystem" in the study by the Financial Sta-
bility Board.

5. Extrapolation of the terminology
of Ukrainian legislation to the functions
of the virtual asset ecosystem

Taking into account the Financial Stability
Board's opinion on the functions of the virtual
asset ecosystem and applying the terminology
of the Ukrainian legislator on the types of activ-
ities in the virtual asset market, it can be con-
cluded that the virtual asset market has the fol-
lowing functions: 1) ensuring the issuance, sale
of virtual assets and the provision of intermedi-
ary services related to virtual assets; 2) ensuring
the storage or administration of virtual assets or
virtual asset keys; 3) the function of exchange
and transfer of virtual assets; 4) investment
function.

It seems that the functions allocated by
the Financial Stability Board are special func-
tions specific to the virtual asset market and take
into account its internal structure, reflecting
the processes taking place in this market.

Nevertheless, it appears that the virtual
asset market also fulfills the function tradi-
tionally attributed to the securities market —
namely, the redistribution of property through
transactions. Consequently, it is proposed that
the redistribution of property through trans-
actions with virtual assets be included among
the special functions of the virtual asset market.

An analysis of the special functions
of the virtual asset market reveals that its fun-
damental special function is to ensure the turn-
over of the virtual assets.

It is important to note that these functions
are ensured by the provisions of regulatory
legal acts. Therefore, it seems that the functions
of the virtual asset market can serve as a basis
and guideline for implementing measures aimed
at improving the legal support for its function-
ing. It is therefore recommended that the func-
tions of the virtual asset market be consolidated
at the level of a regulatory legal act. Such an act

could, for example, be a concept or strategy for
the development of the virtual asset market. In
order to implement this strategy, it would be
necessary to develop an appropriate action plan.
This would ensure that the virtual asset market
performs the special functions that it is intended
to fulfil. Regulatory consolidation of the func-
tions of the virtual asset market would also con-
tribute to the formation of a more stable under-
standing of their content in practice.

6. Conclusions

The study indicates that the functions
of the virtual asset market can be divided into
two categories: general and special. The general
functions include regulatory, incentive, distri-
bution, rehabilitation, allocation, informational,
integration intermediary, and pricing. The spe-
cial functions are those that ensure the issuance,
sale of virtual assets and provision of interme-
diary services related to virtual assets; ensure
the storage or administration of virtual assets
or virtual asset keys; the function of exchange
and transfer of virtual assets; investment func-
tion; and redistribution of property through
transactions with virtual assets. A generaliza-
tion of the special functions of the virtual asset
market allows us to conclude that the funda-
mental special function of the virtual asset mar-
ket can be formulated as ensuring the turnover
of virtual assets.

In order to enhance the efficiency and for-
malize the operations of the virtual asset mar-
ket, it is proposed to consolidate the functions
of the virtual asset market within a comprehen-
sive concept or strategy for its development.
To this end, an action plan must be designed to
ensure that the virtual asset market fulfils each
of the designated special functions.

The aforementioned issues do not exhaust
the problematic aspects of the virtual asset
market legal regulation. Consequently, further
research should be aimed at identifying poten-
tial improvements to legislation governing
the functioning of the virtual asset market.
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®YHKIIIi PHHKY BIPTYAJIbHIX AKTHBIB

Anorauisa. Mema. MeTo1o 10CiUKeHHS € KOHKpeTH3alist (GyHKIi PUHKY BipTyaJbHUX aKTUBIB, 1110
[O3UTUBHO MO3HAYNTHCS Ha epeKTUBHOCTI PO3POOKH 3aX0/IB 3 YAOCKOHAICHHSI [IPABOBOTO 3a0e3MeyeH-
Hst iforo dyukiionysanns. Memoou docaioxncenus. JlocsrTi OCTABICHOT METH BATOCH 3aB/ISIKH 3aCTO-
CYBAaHHIO KOMIIJIEKCY METO/IIB — 3a J0MOMOro0 (hOPMaIbHO-JIOTIYHOTO METO/LY JIOCJI/PKYBAIICS OCHOB-
Hi HOHATTS Ta IPOBOIMBCS aHAJI3 HOPMATHBHO-ITPABOBOTO AKTY, AKUM PEryJIOETLCA (DYHKIIOHYBAHHS
PUHKY BIpTyaJabHUX akTuBiB. CHCTEMHO-CTPYKTYPHUIT METO/[ 3aCTOCOBYBABCS /Il BUIJICHHS Ta aHasli-
3y IIeBHUX XapaKTePUCTUK PUHKY BiPTYaJIbHUX aKTHBIB, 30KpeMa /Ul KOHKpeTu3alii ioro GyHKIii. 3a
JIOTIOMOTOI0 (POPMaTbHO-IOPUANYHOTO METO/Y ITi/ITOTOBJIEHO BiIMOBIIHI MTPOTIO3UIIii /1T BUKOPUCTAHHST
Y 3aKOHOTBOPUIll Ta TPaBO3aCTOCOBHIN AisTbHOCTI. Pe3yasmamu. 11poanamizoBaHo OCHOBHI JJOKTPH-
HaJIBHI THXOAU 10 PO3KPUTTsT (DYHKILIH PUHKIB, TPOAHAII30BAHO 3arajibHi Ta CIeliaabHi GyHKINI pisHuX
puHKiB. Bucnosku. Jlo 3aranbHux QYHKITH, SKi TpUTaAMaHHi yCiM PUHKAM, ajle MaloTh CBill TIPOSIB HA PUH-
Ky BipTyaJlbHUX aKTUBIB Bi/[HECEHO: PETYJIIOI0UY, CTUMYJIIOI0UY, PO3IIO/IIbYY, caHallil, ajoKatiitny, indop-
MaTHBHY, IHTETpaLliiHy TOcepeIHUIIbKY Ta IiHOyTBOpIoouy. Ha mizcraBi ysaraabHeHHS HAyKOBOI JIiTe-
parypi KOHKPETH30BAHO, IO CIEeNiaibHIMK (DYHKI[SIMU PUHKY BiPTYaJIbHUX aKTUBIB €: 3a0€3MeUeHHst
eMicii, TPoJIaKy BIpTYaJIbHNUX aKTHUBIB Ta HA/[AHHS TIOCEPETHUIIBKUX TTOCTYT, OB SI3aHUX 3 BipTYaIbHIMHU
akTuBamu; 3abesredenns 36epiraiis abo aMiHICTPYBaHHA BIPTyaJbHUX aKTUBIB Uk KJIIOYiB BipTyaJIbHIUX
aKTUBIB; (DYHKINS OOMIHY Ta Tepekasy BipTYaJbHUX aKTHBiB; iHBeCTHINHA (DYHKIIA. 3ampormoHOBaHO
BKJIFOUNTH (DYHKITIIO Iepepo3IIOIiIy BIACHOCTI Yepe3 BUMHEHHS TTPABOYMHIB 3 BIPTYaJIbHUMHI aKTHBAMU
10 crelfiaibHuX (PyHKIINH PUHKY BipTyaJabHUX akTHBiB. KpiM TOro, A0CTIIKEHHS T03BOJMUIO 3POOUTH
BMCHOBOK IIPO MOKJIMBICTD y3aralbHUTH Ga3oBy cleliaibHy (QYHKIIO0 PUHKY BIpTyaJbHUX aKTUBIB K
3a0esteueHts: 000POTY BIPTYaJIbHUX aKTHBIB. 3 METOM YHOPSIKYBAHHS 1 (hopMasiizailii 3a1ponoHOBaHO
3aKkpimIeHHs QyHKI[IH PUHKY BIPTYaIbHUX aKTUBIB Y KOHIEIIil ab0 cTpaTerii pO3BUTKY PUHKY BipTyaib-
HUX aKTUBIB, U1l BUKOHAHHS SKOI IIOTPIGHO PO3POOIATH BiATIOBIAHUIT IIaH 3aXO0/iB /s 3a0€31eueHH s
BUKOHAHHS PUHKOM BipTyaJbHUX aKTHBIB KOKHOI 3 CIeIiaabHNX (MYHKITH. SIK HampsM mogaabImx Hay-
KOBHX JIOCJII/IKEHD 3aIIPOTIOHOBAHO MOIITYK IIISIXIB YIOCKOHAJIEHHS 3aKOHO/IABCTBA 3 IINTaHb (DYHKILIOHY-
BaHHS PUKHY BipTYaJIbHUX aKTUBIB.

KuouoBi cioBa: BipTyasibHi aKTHBH, KPUIITOAKTUBHU, PUHOK BiPTyaJIbHUX aKTUBIB, (DYHKILT PUHKY,
IIPaBOBE PETYJIIOBAHHS PUHKY.
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