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1. Executive Summary

Global financial systems are undergoing structural pressure due to:
e increasing cross-border complexity
e rising compliance costs

» inefficiencies in capital allocation
o the emergence of Al-driven economic activity

At the same time:

o digital identity frameworks have matured
e blockchain infrastructure has proven scalability
o regulatory frameworks demand transparency and accountability

However:

A critical gap remains

Identity systems verify — but do not execute financial activity

Policy Thesis

Governments should adopt identity-based financial infrastructure to enable
efficient, compliant, and scalable capital markets in the AI economy

2. The Structural Problem

2.1 Fragmented Financial Systems
Current systems are:
e jurisdiction-bound

e intermediary-dependent
e operationally inefficient
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2.2 Cross-Border Friction
Global transactions face:

e duplicated compliance
o conflicting regulations
e delayed settlement

2.3 Rising Compliance Costs
Governments and institutions face:

e increasing KYC / AML burdens
o fragmented identity systems
e limited interoperability

2.4 Al Integration Gap
Artificial intelligence introduces:

o real-time decision-making
e autonomous execution
e continuous financial activity

Mismatch

Al-driven economies require real-time infrastructure — current systems cannot
deliver it

3. The Opportunity: Identity-Based Infrastructure
3.1 Definition
Identity-based financial infrastructure embeds:

o legal identity

e compliance

e execution
e settlement

Directly into financial systems.
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3.2 Core Model

Identity — Authority — Execution — Settlement

3.3 Key Principle

Identity becomes the foundation of financial activity

4. Policy Benefits

4.1 Enhanced Regulatory Oversight
Identity-based systems provide:

o real-time transaction visibility
e immutable audit trails
o standardized identity structures

4.2 Reduced Compliance Burden

o reusable identity credentials
e climination of duplicate KYC
e automated compliance enforcement

4.3 Improved Cross-Border Efficiency

e jurisdiction embedded in identity
e consistent compliance frameworks
e reduced reliance on intermediaries

4.4 Increased Transparency

o verifiable financial activity
e reduced fraud risk
e improved accountability
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4.5 AI-Ready Financial Systems

e identity enables Al participation
e autonomous agents become accountable
e real-time economic coordination

5. Economic Impact

5.1 Capital Efficiency

o faster capital deployment
o reduced transaction costs
e improved liquidity

5.2 Market Expansion

e inclusion of new participants
o global capital accessibility
e infrastructure-level scalability

5.3 Innovation Enablement

e programmable financial instruments
e identity-based capital formation
e new economic models

6. Alignment with Existing Frameworks

Identity-based systems can align with:

o KYC/AML regulations

o FinCEN/MSB frameworks

e  GAAP/ GAAS accounting standards
o global identity initiatives (LEI / vLEI)

BLOCKCHAIN BANK



Page 6 of 8

Key Insight

This is not regulatory disruption — it is regulatory enhancement

7. Implementation Pathways

7.1 Public-Private Partnerships

e governments collaborate with infrastructure providers
o pilot identity-based financial systems

7.2 Regulatory Sandboxes

o controlled environments for testing
o gradual integration into existing frameworks

7.3 Regional Deployment

o targeted implementation in forward-looking jurisdictions
e cross-border cooperation initiatives

7.4 Integration with Existing Systems

e layered approach
e compatibility with current financial infrastructure

8. Risk Considerations

1. Adoption Risk

e institutional familiarity
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2. Regulatory Evolution

e policy adaptation required

3. Standardization

e need for global coordination

Mitigation

e phased deployment
o alignment with existing frameworks
e collaboration across stakeholders

9. Strategic Position
Identity-based infrastructure:

o does not replace regulation
e does not bypass governments
e does not eliminate institutions

It strengthens all three

10. Long-Term Vision

Governments adopting identity-based financial systems enable:

o globally interoperable capital markets
e real-time economic coordination
o Al-integrated financial ecosystems
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Outcome

A more efficient, transparent, and scalable financial system

11. Conclusion

The evolution of finance is not optional.

It is driven by:

e technological advancement
e economic demand
o global interconnectedness

Governments face a choice:
Maintain:

o fragmented systems
e increasing inefficiencies

Or adopt:

identity-based financial infrastructure

Final Statement
Regulation defines the rules.

Identity defines how they are executed.
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