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UNCOVERING THE DECEPTIVE TACTICS 

OF CRYPTOCURRENCY SCAMMERS:  A 

DEEP DIVE INTO THE DIFFERENT TYPES 

OF SCAMS TARGETING INVESTORS 
 

Authored by - Mr. Ansh Parikh1 

 

 

I. Introduction: 

Brief overview of the topic and the purpose of the research paper :  

The purpose of this research paper is to examine the phenomenon of cryptocurrency scams and 

their impact on investors. The paper aims to provide an overview of the different types of scams 

that target investors in the cryptocurrency market, such as fake cryptocurrency exchanges, 

phishing schemes, and Ponzi schemes involving digital currencies.  

 

Additionally, the paper will analyze the potential financial harm to investors resulting from 

these scams, and discuss any legal remedies available to them.  

 

The paper will also investigate the current laws and regulations in place to protect investors 

from cryptocurrency scams, their effectiveness and any proposed or pending legislation that 

aims to address the problem. 

 

The paper will provide a conclusion summarizing the research findings, discussing the 

implications of the rise in cryptocurrency scams on the future of the digital currency market 

and providing recommendations for further research and ways to protect oneself from being 

scammed. 

 

A. Defining the technical terminologies :  

1. Scam: A scam is a fraudulent scheme or deception designed to cheat or deceive individuals or 

organizations out of money or other valuable assets. Scams can take many forms, such as Ponzi 

schemes, phishing scams, and investment fraud. 

                                                      
1 First Year - BBA LLB (Hons.) Student, Unitedworld School of Law, Karnavati University 
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2. Cryptocurrency: Cryptocurrency is a digital or virtual currency that uses cryptography for 

security. Cryptocurrency operates independently of a central bank and is decentralized, 

meaning it is not controlled by any government or institution. Bitcoin is the first and most well-

known cryptocurrency, but there are many other types such as Ethereum, Litecoin, and Ripple. 

Cryptocurrencies are exchanged through a peer-to-peer network and transactions are recorded 

on a public ledger known as a blockchain. 

 

3. Ponzi Scheme: A Ponzi scheme is a type of investment scam that promises high returns with 

little or no risk. These schemes typically involve using funds from new investors to pay returns 

to existing investors, creating the illusion of a profitable investment. (“Guide to Crypto Ponzi 

Schemes”) 

 

4. Phishing Scam: A phishing scam is a type of scam that attempts to obtain sensitive 

information, such as usernames, passwords, and credit card details, by disguising as a 

trustworthy entity in an electronic communication. 

 

5. Investment Fraud: Investment fraud refers to any type of deception or manipulation used to 

induce an investor to make a financial decision. This can include insider trading, market 

manipulation, and the sale of unregistered securities. (“Was (Not Was) - Somewhere In 

America There's A Street Named After My Dad”) 

 

6. Blockchain: A blockchain is a digital ledger of transactions that is duplicated and distributed 

across the entire network of computer systems on the blockchain. Each block in the chain 

contains several transactions. (“Aman Jain Blockchain.pptx - Emerging Trends of Blockchain 

...”) 

 

B. Background and history of the cryptocurrency market :  

The concept of cryptocurrency can be traced back to the late 1980s and early 1990s, when 

various researchers and developers began exploring the use of digital forms of money that were 

secured through cryptography. However, it wasn't until the launch of Bitcoin in 2009 that the 

first decentralized cryptocurrency came into existence. 

 

Bitcoin, created by an individual or group using the pseudonym Satoshi Nakamoto, was the 

first decentralized cryptocurrency. It was based on a technology called blockchain, which is a 

decentralized, digital ledger that records all transactions on the network. This technology 
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allows for the creation of a secure, transparent and tamper-proof record of all transactions, 

without the need for a central authority.  

 

The success of Bitcoin led to the creation of many other cryptocurrencies, such as Ethereum, 

Litecoin, and Ripple. These cryptocurrencies have different features and uses, but all are based 

on blockchain technology. 

 

The cryptocurrency market has experienced significant growth in recent years, with the total 

market capitalization reaching over $2 trillion in 2021. This growth has been driven by 

increasing mainstream acceptance, institutional investment and the development of new 

financial products and services. Despite this, the market has also been subject to high volatility, 

and regulatory concerns have been raised about the potential for fraud and manipulation. 

 

The cryptocurrency market is still relatively new and constantly evolving, and it remains to be 

seen how it will be developed in the future. It is important to note that the market is highly 

speculative, and investors should be cautious and fully understand the risks before investing. 

 

II. Types of Cryptocurrency Scams: 

A. Overview of the different types of scams that target investors in the cryptocurrency 

market:  

1. Fake cryptocurrency exchanges: These scams involve the creation of fake cryptocurrency 

exchanges that deceive investors into depositing their funds into the exchange. These fake 

exchanges often use a similar name or website design to legitimate exchanges, and may also 

offer unrealistic trading fees or promises of high returns on investment. Once the funds are 

deposited, the scammers may disappear with the money, leaving the investors with no way to 

recover their funds. 

 

2. Phishing schemes: These scams involve the use of social engineering tactics to trick investors 

into revealing their personal information, such as login credentials or private keys. This 

information can then be used to steal funds from the investor's account. Phishing schemes can 

take many forms, such as email phishing, SMS phishing, and phone phishing. These schemes 

may also use spoofed websites or malicious software to steal personal information. 
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3. Ponzi schemes involving digital currencies: These scams involve the use of digital currencies 

to create the illusion of high returns on investment, while in reality the returns are generated 

by recruiting new investors. These schemes may be marketed as investment opportunities, 

cloud mining services, or trading platforms. These schemes eventually collapse when there are 

not enough new investors to pay the returns of the existing investors. 

 

4. Pump and Dump Schemes: These scams involve artificially inflating the price of a 

cryptocurrency through false and misleading statements, in order to sell the overvalued 

cryptocurrency at a profit. These schemes are often organized through online chat rooms, social 

media platforms, or Telegram groups, where participants are encouraged to buy a particular 

cryptocurrency at a low price, and then sell it at a higher price once the value has been 

artificially inflated. 

 

5. Cloud Mining Scams: These scams offer to mine cryptocurrencies on behalf of the investors, 

but they are not providing any real mining power, and they disappear with the investment 

leaving the investors with no returns. These schemes may be marketed as investment 

opportunities, where investors are promised returns from the mining of digital currencies. 

 

6. Initial Coin Offering (ICO) Scams: These scams involve the sale of unregistered securities 

in the form of digital tokens, often with false promises of high returns on investment. The 

scammers may use a variety of tactics to promote the ICO, such as fake celebrity endorsements, 

false or misleading information, or plagiarized whitepapers. 

 

7. Social Media Scams: these scams use social media platforms to impersonate credible 

individuals or organizations in order to scam people out of their money or personal information. 

They use tactics such as creating fake accounts, groups, and pages, and they may use false or 

misleading information to trick people into sending money or personal information. 

 

III. Impact on Investors 

A. Analysis of the potential financial harm to investors resulting from cryptocurrency 

scams: 

The potential financial harm to investors resulting from cryptocurrency scams can be 

significant and far-reaching. Some investors may lose their entire investment, while others may 
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lose only a portion of it. Here are some examples of the different forms of financial harm that 

can result from cryptocurrency scams: 

 

a. Loss of initial investment: One of the most significant forms of financial harm is the loss of 

the initial investment. For example, in a fake cryptocurrency exchange scam, investors may 

deposit their funds into the exchange and then lose access to them when the scammers 

disappear. In a Ponzi scheme involving digital currencies, investors may lose their entire 

investment when the scheme collapses. This loss of funds can have a devastating impact on an 

individual's financial well-being, particularly if they have invested a large portion of their 

savings. 

 

b. Opportunity cost: Another form of financial harm is the opportunity cost, where an investor 

may have missed out on a legitimate investment opportunity because they invested in a scam 

instead. For instance, if an investor falls victim to a pump and dump scheme, they may have 

bought an overvalued token that is going to lose its value and miss the chance to invest in a 

legitimate project that could have yield them profit. This can have a long-term impact on an 

investor's wealth, as they may miss out on potential returns that could have been gained from 

a legitimate investment. 

 

c. Additional financial losses: Some investors may incur additional financial losses as a result 

of the scam. For example, an investor who falls victim to a phishing scam may have to pay to 

recover their stolen funds or may incur additional costs as a result of identity theft. These 

additional losses can be a significant burden, particularly for those who are already struggling 

financially. 

 

d. Damage to credit score: Cryptocurrency scams can also damage the investor's credit score, if 

the scammer used the investor's personal information to open accounts or obtain loans. This 

can have long-term negative consequences for the individual, making it more difficult for them 

to obtain credit in the future. 

 

e. Emotional Distress: Scammers often use psychological pressure, fear, and manipulation to 

trick people into giving away their money, and this can cause significant emotional distress. 

The sense of betrayal, shame, and helplessness can have a long-lasting negative impact on a 

person's mental health. 
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f. Legal Action: Some investors may also be subjected to legal action as a result of a 

cryptocurrency scam. For example, they may be sued by the scammer or by other investors 

who have lost money as a result of the scam. They may also be subject to criminal charges if 

they are found to have knowingly participated in the scam. This can result in costly legal fees, 

as well as potential fines or even imprisonment. (Rice and Galbraith) 

  

In summary, cryptocurrency scams can cause significant financial harm to investors, and can 

have far-reaching consequences that go beyond just the loss of funds. It can damage credit 

score, cause emotional distress, and lead to legal action, among other things. It is important for 

investors to be vigilant and fully understand the risks before investing in the digital currency 

market. It's also important to report any suspected scam to the authorities and to seek 

professional help, to minimize the potential harm and to increase the chances of recovering the 

lost funds. 

 

B. Discussion of any legal remedies available to investors 

1. There are several legal remedies available to investors who have been harmed by a 

cryptocurrency scam. The specific remedies available will depend on the jurisdiction and the 

specific facts of the case. Some of the examples of the legal remedies that may be available to 

investors: 

a. Civil lawsuits: Investors may be able to file a civil lawsuit against the scammers to recover 

their losses. This may include filing a lawsuit for fraud, breach of contract, or negligence. In 

some cases, investors may also be able to seek damages for emotional distress or other harm 

resulting from the scam. 

 

b. Criminal prosecutions: In some cases, the scammers may also be subject to criminal 

prosecution for their actions. This may include charges such as fraud, money laundering, or 

securities fraud. Criminal prosecutions can result in fines, imprisonment, or other penalties. 

 

c. Restitution: In some cases, the scammers may be ordered to pay restitution to the victims. This 

may include returning the funds that were lost in the scam, as well as paying any additional 

damages that were incurred as a result of the scam. 

 

d. Injunctions: In some cases, investors may be able to seek an injunction to prevent the 

scammers from continuing their fraudulent activities. This may include court orders to freeze 

assets, shut down websites, or prohibit the scammers from engaging in certain activities. 
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e. Securities Law: Investors may be able to take legal action under securities laws, if the scam 

involved the sale of unregistered securities or if it involved market manipulation. 

 

f. Class Action Lawsuit: Investors may also be able to join a class-action lawsuit, which can be 

brought by a group of investors who have been harmed by the same scam. 

 

g. Consumer Protection Law: Investors may be able to use consumer protection laws to take 

legal action against scammers, especially if the scam is targeted at retail investors. 

 

It's important to note that these remedies will vary depending on the jurisdiction and the specific 

facts of the case. It is of utmost importance to consult with a lawyer who is experienced in 

handling cases involving cryptocurrency scams, in order to understand the specific legal 

remedies that may be available in a particular case. 

 

IV. Legal and Regulatory Responses: 

A. Overview of the current laws and regulations in place to protect investors from crypto 

scams: 

The laws and regulations in place to protect investors from cryptocurrency scams vary by 

jurisdiction. However, in general, most countries have laws and regulations in place that are 

designed to protect investors from financial fraud and deception. 

 

In the United States, the Securities and Exchange Commission (SEC) is responsible for 

enforcing securities laws, which includes investigating and prosecuting cases of fraud and 

deception in the cryptocurrency market. The SEC has issued several warnings to investors 

about the potential risks of investing in digital currencies and has taken enforcement action 

against several fraudulent schemes involving digital currencies. For instance, the SEC has 

issued guidance stating that many digital assets are considered securities and are therefore 

subject to federal securities laws, this means that they must be registered with the SEC or 

qualify for an exemption. The SEC also has been active in bringing enforcement actions against 

initial coin offerings (ICOs) that it deemed as unregistered securities offerings, and against 

cryptocurrency exchanges that fail to register or comply with federal securities laws. 

 

Similarly, in the European Union, the European Securities and Markets Authority (ESMA) is 

responsible for protecting investors and ensuring the integrity of the EU's financial markets. 
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ESMA has also issued warnings to investors about the risks of investing in digital currencies 

and has taken action against several fraudulent schemes involving digital currencies. The 

ESMA has issued guidelines that aim to ensure that digital assets are subject to the same 

investor protection rules as traditional financial products. The EU has also enacted the 5th Anti-

Money Laundering Directive (AMLD5), which aims to increase transparency and reduce the 

anonymity of digital assets. 

 

In addition to these regulatory bodies, many countries also have laws in place that prohibit 

fraud and deception in financial markets. These laws can be used to prosecute scammers who 

engage in fraudulent activities involving digital currencies. For example, in many countries, 

it's illegal to make false or misleading statements or to engage in insider trading. 

 

Furthermore, many countries also have specific regulations for Initial Coin Offerings (ICOs) 

and cryptocurrency exchanges, these regulations are designed to protect investors from fraud 

and manipulation. For example, some countries require ICOs to be registered and comply with 

specific disclosure and reporting requirements. Cryptocurrency exchanges may also be subject 

to licensing and registration requirements, as well as regulations designed to prevent money 

laundering and terrorist financing. 

 

Additionally, there are also self-regulatory organizations such as the Virtual Commodity 

Association (VCA) that provides regulatory frameworks and best practices for virtual 

commodity marketplaces, and the CryptoCurrency Certification Consortium (C4) that provides 

training and certification for industry professionals. These self-regulatory organizations can 

help to ensure that market participants are following best practices and can help to increase the 

overall integrity of the market. (Guide) 

 

It's important to note that the laws and regulations in this field are continuously evolving as the 

market is relatively new and constantly changing. Governments, regulators and other 

authorities are constantly monitoring the market and adjusting regulations to better protect 

investors and address the unique challenges presented by digital assets. Some countries may 

have different or no regulations in place, and that can expose investors to more risk. It's 

important for investors to be aware of the specific laws and regulations that apply to their 

jurisdiction, and to conduct due diligence before investing in digital assets. 
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In conclusion, although the regulations are not yet fully established, there are already laws and 

regulations in place to protect investors from cryptocurrency scams. It's important for investors 

to be aware of these laws and regulations and to conduct due diligence before investing in 

digital assets. It's also important for investors to be aware of the potential risks and to be vigilant 

in order to protect themselves from falling victim to a scam. 

 

B. Examination of the effectiveness of current legal and regulatory measures in preventing 

and prosecuting cryptocurrency scams :  

The effectiveness of current legal and regulatory measures in preventing and prosecuting 

cryptocurrency scams varies by jurisdiction. However, in general, it can be argued that current 

measures have had some success in preventing and prosecuting scams, but there is still a long 

way to go. 

 

On one hand, regulatory bodies such as the SEC and ESMA have taken steps to warn investors 

about the potential risks of investing in digital currencies and have taken enforcement action 

against several fraudulent schemes involving digital currencies. This can help to deter 

scammers and to protect investors from falling victim to scams. Additionally, laws that prohibit 

fraud and deception in financial markets can be used to prosecute scammers who engage in 

fraudulent activities involving digital currencies. 

 

On the other hand, the lack of clear regulations and the decentralized nature of digital currencies 

can make it difficult for regulatory bodies to effectively prevent and prosecute scams. For 

example, scammers may operate from jurisdictions where regulations are less strict, making it 

difficult for regulators to take action against them. Additionally, scammers may use 

decentralized platforms or anonymous networks to carry out their activities, making it difficult 

for regulators to trace their activities and identify the individuals involved. 

 

Furthermore, many countries lack specific regulations for Initial Coin Offerings (ICOs) and 

cryptocurrency exchanges, which can make it more difficult for regulators to protect investors 

from fraud and manipulation. The lack of regulations and oversight can also make it easier for 

scammers to operate undetected. 

 

Additionally, the lack of standardization in the industry can make it difficult for regulators to 

effectively prevent and prosecute scams. For instance, it can be difficult for regulators to 
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distinguish between legitimate and fraudulent ICOs, or to determine whether a cryptocurrency 

exchange is operating in compliance with applicable laws and regulations. 

 

In conclusion, while current legal and regulatory measures have had some success in 

preventing and prosecuting cryptocurrency scams, there is still a lot of work to be done. The 

decentralized nature of digital currencies, the lack of clear regulations, and the lack of 

standardization in the industry make it difficult for regulators to effectively prevent and 

prosecute scams. It's important for regulators to continue to adapt and improve their measures 

to better protect investors and to address the unique challenges presented by digital assets. It's 

also important for investors to stay informed and to conduct due diligence before investing in 

digital assets. 

 

C. Discussion of proposed legislation that aims to address cryptocurrency scams :  

In the United States, there have been several proposed bills aimed at addressing the risks of 

fraud and manipulation in the digital currency market. For example, the Virtual Currency 

Consumer Protection Act of 2019, proposed in the House of Representatives, aimed to establish 

a task force to study the market for virtual currencies and to recommend ways to protect 

consumers from fraud and manipulation. 

 

In the European Union, the proposed Fifth Anti-Money Laundering Directive (AMLD5) aims 

to increase transparency and reduce the anonymity of digital assets, which can make it more 

difficult for scammers to operate undetected. The directive aims to bring virtual currency 

exchange platforms and custodian wallet providers under the scope of EU anti-money 

laundering legislation, which would subject them to the same anti-money laundering and 

counter-terrorist financing obligations as traditional financial institutions. 

 

Additionally, some countries are taking steps to regulate cryptocurrency exchanges, Initial 

Coin Offerings (ICOs) and other aspects of the digital currency market. For example, Japan 

has enacted regulations that require cryptocurrency exchanges to register with the government, 

and to comply with certain requirements designed to protect consumers. 

 

It's important to note that the legislative process can be slow and that proposed legislation may 

not always become law. It's also important to note that the regulations and laws are constantly 

changing, and it's important to stay informed about the specific laws and regulations that apply 
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to your jurisdiction. 

 

In summary, there are various proposed and pending legislation aimed at addressing 

cryptocurrency scams. These proposed laws and regulations are attempting to increase 

transparency, reduce anonymity, and protect investors from fraud and manipulation in the 

digital currency market. However, it's important to note that the progress and specifics of these 

laws may vary and that the regulatory landscape is constantly changing. 

 

V. Conclusion 

A. Summary of the research findings :  

In summary, the research findings indicate that cryptocurrency scams are a significant problem 

that can cause significant financial harm to investors. Different types of scams such as fake 

cryptocurrency exchanges, phishing schemes, and Ponzi schemes involving digital currencies, 

can lead to loss of initial investment, opportunity cost, additional financial losses, damage to 

credit score, emotional distress, and legal action. 

 

The legal remedies available to investors who have been harmed by a cryptocurrency scam 

vary by jurisdiction, but may include civil lawsuits, criminal prosecutions, restitution, 

injunctions, and class action lawsuits. However, the effectiveness of these remedies in 

recovering lost funds and holding scammers accountable is limited. 

 

Current laws and regulations in place to protect investors from cryptocurrency scams vary by 

jurisdiction and are continuously evolving. However, in general, most countries have laws and 

regulations in place that are designed to protect investors from financial fraud and deception. 

Regulators such as the SEC and ESMA have taken steps to warn investors about the potential 

risks of investing in digital currencies and have taken enforcement action against several 

fraudulent schemes involving digital currencies. 

 

However, the decentralized nature of digital currencies, the lack of clear regulations, and the 

lack of standardization in the industry make it difficult for regulators to effectively prevent and 

prosecute scams. There is ongoing discussion and proposed legislation aimed at addressing 

cryptocurrency scams, but the specifics of the legislation and its progress may vary. 
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In conclusion, the research findings indicate that cryptocurrency scams are a significant 

problem that can cause significant financial harm to investors, and that current legal and 

regulatory measures have had some success in preventing and prosecuting scams, but there is 

still a lot of work to be done. 

 

B. Discussion of the implications of the rise in cryptocurrency scams on the future of the 

digital currency market :  

The rise in cryptocurrency scams can have significant implications on the future of the digital 

currency market. 

 

First, it can damage the reputation of the digital currency market and make it difficult for 

legitimate companies to operate. Scammers can tarnish the reputation of the digital currency 

market as a whole, making it difficult for legitimate companies to gain the trust of consumers 

and investors. This can lead to a decrease in overall market activity and a slowdown in the 

growth of the digital currency market. 

 

Second, it can discourage individuals and institutions from investing in digital currencies. If 

investors become wary of the potential risks of scams, they may be less likely to invest in 

digital currencies, which can lead to a decrease in overall market activity. This can make it 

more difficult for legitimate companies to raise capital and can make it more difficult for the 

digital currency market to grow and mature. (“. .”) 

 

Third, it can also lead to stricter regulations on the digital currency market. As a result of the 

scams, regulators may feel the need to impose stricter regulations on the digital currency market 

to protect investors. This can make it more difficult for legitimate companies to operate and 

can stifle innovation in the digital currency market. 

 

Overall, the rise in cryptocurrency scams can have a negative impact on the future of the digital 

currency market by damaging its reputation, discouraging investment, and leading to stricter 

regulations. It's important for regulatory bodies to take action to prevent and prosecute scams, 

and for legitimate companies to take steps to protect themselves and their customers from fraud. 

It's also important for investors to be informed and vigilant in order to protect themselves from 

scams and to conduct due diligence before investing in digital currencies. 
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C. Recommendations for further research and ways to protect oneself from being scammed 

:  

Further research on cryptocurrency scams can help to identify new trends and tactics used by 

scammers, as well as to evaluate the effectiveness of current legal and regulatory measures in 

preventing and prosecuting scams. Some areas that future research could focus on include: 

 

1. An in-depth analysis of the tactics used by scammers to target investors, such as social 

engineering, phishing, and fake exchanges. 

2. An evaluation of the effectiveness of current legal and regulatory measures in preventing and 

prosecuting scams, and recommendations for improvements. 

3. An examination of the impact of cryptocurrency scams on the overall digital currency market 

and its future. 

4. A study of the effectiveness of self-regulation measures adopted by the industry in protecting 

investors. 

5. An analysis of how the rise in cryptocurrency scams is affecting the behavior and decision-

making of investors. 

 

In addition to further research, there are also ways for individuals to protect themselves from 

being scammed: 

 

1. Be vigilant and skeptical of unsolicited offers, especially those that promise high returns with 

little or no risk. 

2. Conduct thorough research and due diligence before investing in digital currencies or 

participating in ICOs. 

3. Look out for red flags such as unrealistic promises, lack of transparency, and pressure to invest 

quickly. 

4. Invest only in reputable and regulated platforms and stay away from anonymous or offshore 

exchanges. 

5. Keep your personal information and funds secure by using strong passwords, two-factor 

authentication, and storing your digital assets in a hardware wallet. 

6. Educate yourself about the basics of blockchain technology and cryptocurrency, to be able to 

identify a scam. 

7. Report any suspected scams to the relevant authorities and consider joining a class-action 

lawsuit. 
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Overall, it's important for individuals to be informed and vigilant to protect themselves from 

scams and to conduct thorough research and due diligence before investing in digital 

currencies. Additionally, further research on cryptocurrency scams can help to identify new 

trends and evaluate the effectiveness of current legal and regulatory measures in preventing 

and prosecuting scams, and ultimately help to make the digital currency market safer for 

investors. It is also important to stay informed about the latest developments and changes in 

the regulatory landscape as well as to be aware of the self-regulation measures adopted by the 

industry. 
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