3. Digital Gold Risks - Economy

The Securities and Exchange Board of India (SEBI) has cautioned the general
public against investing in digital gold and e-gold products.

Introduction - Rising Popularity of Digital Gold

Over the last one year, the investment in digital gold has grown sharply due to rising gold prices
globally and easy availability through apps and online platforms. Its low entry barrier, high convenience,
and instant purchasing features have made it attractive, especially for first-time retail investors.
However, despite widespread usage, digital gold remains completely unregulated, creating serious
financial and legal risks for consumers.
Digital Gold
Concept - Digital gold allows individuals to purchase small fractions of gold online without the need to
hold it physically.
Price Linkage - Its value mirrors the price of physical gold in the market.
Blockchain-Based Systems - Many providers claim to use blockchain technology for recording
ownership, increasing transparency and traceability.
Ease of Transactions - Investors can buy, sell, or accumulate gold 24x7 through mobile apps, wallets,
or fintech platforms.
Storage Model - The purchased gold is stored in third-party vaults until it is redeemed by the customer.

Taxation Rules for Digital Gold

GST on Purchase - Buying gold—physical or digital—generally attracts 3% GST, but the rate may
marginally vary depending on the provider’s structure.

Capital Gains Tax

Short-term capital gains (STCG) - If held for less than 3 years, profits are taxed at the investor’s
income tax slab.

Long-term capital gains (LTCG) - If held for more than 3 years, LTCG tax of 20% with indexation benefits
applies.

No Additional Tax Advantages - Unlike Sovereign Gold Bonds, digital gold does not offer interest
income or tax-free maturity benefits.

Advantages of Digital Gold

High Liquidity - Can be sold instantly, making it ideal for emergencies or short-term needs.

Low Investment Threshold - Investors can start with as low as 21, enabling micro-savings.

No Storage Burden - Removes the need for safe lockers or insurance for physical gold.

Convenient Conversion - Can be converted into physical gold (coins, bars, jewellery) when required.
Demat-Free Investment - Does not require a demat account or complex documentation.
Accessibility - Available in rural, semi-urban, and urban areas through mobile apps and fintech.
Concerns and Risks Associated with Digital Gold

No Regulatory Oversight - It is not regulated by SEBI, not regulated by RBI, and does not fall under any
statutory framework.

Counterparty Risk - Investors must entirely trust the company/fintech holding their gold; if the
company fails, gold holdings may disappear.

Operational Risk - Issues such as vaulting procedures, quality verification, and authentication remain
unclear.

Hidden Charges - Providers may impose additional fees such as storage charges, delivery charges, or
making charges during physical redemption.

Limited Legal Protection - Courts and regulators may not offer remedy if disputes arise because digital
gold is not categorized under securities or derivatives.

Third-Party Storage Concerns - The gold is usually stored with private vault managers who are also
unregulated, creating additional risk.

Why SEBI Has Cautioned Investors?



Unauthorized Offering - Many digital platforms (fintechs, e-commerce apps, wallets) are offering
digital gold despite lack of regulatory approval.

Wide Sector Participation - Jewellers—both organized (big brands) and unorganized (small shops)—
are selling digital gold products.

Not a SEBI-Recognized Product - These products are neither securities nor commodity derivatives,
hence outside SEBI's jurisdiction.

High-Risk Nature - Such products come with unstated counterparty risks, platform risks, and
operational vulnerabilities.

Investor Misunderstanding - Many consumers mistakenly assume digital gold is regulated like gold
ETFs or SGBs.

SEBI's Recommendations to Investors
Use Only Regulated Gold Products - SEBI urges investors to prefer investment options regulated by
official bodies.
Sovereign Gold Bonds (SGBs) - Issued by RBI on behalf of the Government. Offers 2.5% annual interest +
tax-free capital gains (on redemption). Zero risk of fraud.
Gold ETFs (Exchange-Traded Funds) - Traded on stock exchanges. Backed by physical gold owned by
mutual funds. Transparent pricing and regulated by SEBI.
Electronic Gold Receipts (EGRs) - Newly introduced market product. Tradeable on stock exchanges like
equities. Enables electronic holding and delivery of gold.
Commodity Derivatives on Gold - Futures and options on gold regulated by SEBI. Meant for hedgers
and sophisticated investors. All these products use SEBI-registered intermediaries, ensuring integrity,
safety, and legal recourse.
SEBI — Overview
Full Name - Securities and Exchange Board of India.
Established - 1988 (statutory status under SEBI Act, 1992).
Purpose - To protect investor interests, promote and regulate the securities market, and ensure market
integrity.
Key Functions - Regulates stock exchanges, brokers, mutual funds, and intermediaries. Oversees
corporate governance and disclosure practices. Prevents fraud, insider trading, and market
manipulation. Introduces frameworks for investor protection and dispute redressal.
Conclusion

Digital gold offers convenience but is high-risk due to absence of regulation. Investors seeking
safety, transparency, and regulatory protection should consider SGBs, Gold ETFs, EGRs, and other SEBI-
governed gold instruments. SEBI's caution highlights the need for due diligence and preference for
regulated financial products.
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