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		Abstract

		Distributed ledger technology such as blockchains is changing the structure of financial markets by creating foundations for transacting with digital assets. Digital assets (and cryptoassets) have evolved to secure blockchains and projects built on them and to help trade digital and real-world assets. Bonds, shares, commodities, and other real-world assets may be tokenized, transferred, and traded on-chain. New blockchain-enabled intermediaries â€“ crypto-exchanges â€“ have emerged to trade, broker, and process transactions with digital assets. These are not merely product and process innovations: through enabling new intermediaries to operate atop base layer protocols, blockchains have become an institutional innovation. 

U.S. regulators have attempted to pigeonhole the new intermediaries within the remit of existing regulation and registration requirements for legacy exchanges, broker-dealers, and clearinghouses. These legacy intermediaries are either self-regulatory organizations (SROs) or members of SROs, such as FINRA and NFA. Thus, a byproduct of the Commissionsâ€™ efforts to register the new digital-asset intermediaries is bringing formal self-regulation into blockchain-enabled markets. Unfortunately, in their efforts to impose the SRO model without reform, the SEC and CFTC have ignored the considerable economic potential of blockchains as institutional innovations. This ossified approach seems manifestly contrary to the Commissionsâ€™ normative objective of promoting efficient innovation that ensures economic growth. It does not mean, however, that the Commissionsâ€™ intuition of introducing self-regulation is misguided, only that its execution is incomplete. 

In this Article, I join the scholars who call for self-regulation in blockchain-enabled markets and discuss several arguments for SROs. One is the similarities between the trading microstructure and processes in legacy and digital-asset markets. Blockchain-enabled markets offer institutional and transaction-cost-reducing benefits but are not immune from various new and legacy market risks. Another explanation is that financial regulation requires detailed knowledge of both markets and developing technologies. Designing this regulatory apparatus for fast-paced innovative markets is a massive undertaking. An expert SRO overseen by the Commissions could supply the regulators with necessary information reflecting the dynamic nature of financial technology. Knowledge about developing blockchain-based markets is inherently decentralized. A new expert SRO could approximate decentralized markets, receive inputs from participants, and pass them onto the SEC and CFTC through the rule approval process. In conclusion, I address the design of the new SROs. 
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