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Financial privacy has always existed. Traditional banks don't
broadcast your payment history to whoever asks. What's changed
is that the dominant architecture of digital finance does exactly
that, and the downstream consequences, both for crime and for
legitimate users, are no longer theoretical.

This research maps the current landscape across five dimensions,
using data from TRM Labs, Chainalysis, the RAND Corporation,
UNODOC, Statista, and US Treasury disclosures: illicit use cases,
legitimate protective use cases, major jurisdictions' regulatory
postures, the corporate risk environment, and emerging technical
frameworks that reconcile privacy and accountability.
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The scale of illicit cryptocurrency activity is severe. Driven The Transparency Paradox
by automated laundering infrastructure, total illicit inflows
hit a record $158 billion in 2025, a 145% year-over-year
increase.

Conversely, public blockchains create a permanent,
searchable record unmatched by traditional finance.
This absolute transparency serves as a double-edged sword:

lllicit Market Impact o o X
— Humanitarian access: Civilians in sanctioned

These figures reflect severe, real-world damage that must jurisdictions utilize privacy-preserving methods for
ground any policy discussion: essential medical payments and family remittances,
— Pig-butchering fraud: $75 billion in losses (2020-2024). xhlrlke trarg:éed elites rely on alternative financial
— Online drug markets: Slightly over $2.5 billion in annual orkarounds
crypto inflows (,2025,)' N — Targeted crime: Publicly viewable wallet balances
— Human trafficking: Linked crypto payments grew by 85% allowed criminals to use open-source intelligence to
in 2025.

target holders, netting $128 million in extortion and
kidnapping (2022-2025).

Central Analytical Argument

Evidence disproves the regulatory assumption that privacy and compliance are a zero-sum trade-off. Across all examined
categories, the decisive enforcement vulnerability lies at the fiat off-ramps (where crypto converts into spendable currency) not
within the upstream transactional privacy infrastructure.

Data limitation and methodology note: The following table consolidates these quantitative findings, sourced from third-party
research, government disclosures, and industry analytics. Available data should be interpreted as estimates based on identified
cases and reported incidents. Due to limitations in detection, reporting, and investigation processes, the actual scale of crypto
crime may be higher than current public estimates. Furthermore, baseline metrics vary across sources due to differences in
scope, tracking tools, and definitions of illicit activity.

Category Metric / Finding Data Point Data Point

Total illicit crypto inflows

Illicit Crypto Volume (all-time high) $158 billion TRM Labs, 2026 (2025 data)
Dark Web Drug Trade ~ Anualincoming cryptovolume o5 g 10 Chainalysis, 2026 (2025 data)
from online drug markets
Weapons Trafficking Share O,f dark web firearms ~60% RAND Corporation
originating in the USA
Human Trafficking Growth in crypto payments +85% (2025) Chainalysis, 2026 (2025 data)
linked to trafficking
Growth in crypto payments $75 billion University of Texas,
Crypto Fraud (Scams S O RAAS,
P ( ) linked to trafficking (2020-2024) via Bloomberg
Physical Crime Cryptg-llnked kidnapping & $128 million Jlopp via Nefture
extortion losses (2022-2025)
Corporate Risk Board members concerned 36% Statista, 2024
about internal data leaks
Corporate Risk Average cost of a corporate USD 4.4 million Statista, 2024/2025
data breach
Sanctions Evasion Iranian crypto assets seized ~$1 billion U.S. Treasury, 2025/26

under Operation Economic Fury via Fox Business


https://www.trmlabs.com/reports-and-whitepapers/2026-crypto-crime-report
https://www.trmlabs.com/reports-and-whitepapers/2026-crypto-crime-report
https://www.trmlabs.com/resources/blog/2026-crypto-crime-report-key-insights-trm-identifies-record-usd-158-billion-in-illicit-crypto-flows-in-2025-reversing-a-multi-year-decline
https://www.chainalysis.com/blog/crypto-drug-sales-darknet-markets-2026/
https://www.rand.org/pubs/research_reports/RR2091.html
https://www.chainalysis.com/blog/crypto-human-trafficking-2026/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4742235
https://www.bloomberg.com/news/articles/2024-02-29/pig-butchering-crypto-scams-netted-more-than-75-billion-new-study-finds
https://github.com/jlopp/physical-bitcoin-attacks?tab=readme-ov-file
https://medium.com/coinmonks/crypto-up-kidnapping-up-dissecting-cases-from-2022-to-2025-b735fa62c88a
https://www.statista.com/statistics/1367473/concerns-of-board-directors-cybercrime-global/
https://www.statista.com/statistics/387861/cost-data-breach-by-industry/
https://www.foxbusiness.com/media/scott-bessent-says-us-seized-roughly-1b-iranian-crypto-regime-nears-end-tether

Conceptual Framework:
Defining Financial Privacy
in the Digital Age

Privacy at its core is the right to govern the exposure of
personal data—defining exactly what is shared, with whom,
and under what conditions. It functions as an assertion of
boundary control rather than an act of concealment.
Conflating this legitimate need for privacy with a desire to
hide illicit activity creates flawed analytical models, which
routinely undercount the robust, lawful demand for private
financial systems.

On public blockchains, the privacy issue is fundamentally
problematic. Any party possessing a wallet address has the
ability to recreate the whole financial history linked with that
address in real time and in perpetuity, including
counterparties, transaction volumes, balances, and timing.
Blockchain explorers and on-chain analytics platforms (like
Glassnode) facilitate detailed examination of this data, while
some services provide real-time alerts on large transfers
executed by significant holders, commonly referred to as
whales.

This transparency does not automatically reveal personal
identities. Blockchain addresses serve as pseudonyms:
random alphanumeric strings detached from real-world
identities. In theory, this offers a degree of separation. In
practice, such pseudonymity is frequently compromised.

Risks of deanonymization arise through several sophisticated

techniques. Analysts utilize address clustering to link multiple
wallets to a single entity, relying on heuristics such as

(]

spending patterns, timing correlations, and shared inputs.
Furthermore, behavioral analysis allows for the mapping of
transaction graphs, counterparties, and recurring usage
habits.

The critical bridge to identity occurs via centralized
exchanges: interactions with KYC-compliant platforms allow
on-chain addresses to be associated with verified individuals.
Once a single address in a cluster is linked, the full financial
history—and future transactions— become permanently
exposed.

This level of vulnerability is not found in any other major
financial system. Traditional banking provides transactional
anonymity by default; blockchain architecture, in its most
prevalent form, eliminates it completely.

By 2026, the downstream implications of this structural
transparency will have progressed from theoretical worry to
documented harm. They include targeted physical extortion,
corporate intelligence leaks, financial exclusion of sanctioned
civilian populations, and the systematic repression of political
opposition by financial de-platforming. Recorded data
confirms these injury trends are frequent, persistent, and, in
several key categories, escalating.

Financial privacy is often mistakenly viewed as an obstacle to comphance In practlce responsible fintech

companies must achieve both: protecting ¢

ty while g effective regulatory

oversight. The future of financial services depends not

on choosing between privacy and compliance, but on

building systems where both principles reinforce each other.

Petr Sergeev
Chief Executive Officer
Guardarian
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The Misuse Dimension:
lllicit Applications
of Crypto Privacy

An honest treatment of financial privacy requires direct engagement with its misuse. The same technical properties that
protect a dissident from state surveillance also reduce friction for criminal operations. This section examines the principal
categories of illicit application documented in 2025 data.

1/ How Darknet Markets
Industrialize Narcotrafficking

While privacy advocates rightfully fight for individual financial
autonomy, transnational drug cartels have exploited these Case Reference:
exact same digital blind spots to scale their operations.

The Hydra Market, prior to

In 2025, the online illicit drug trade its dismantlement,

produced more than accounted for more than
HIH o,

m in incoming _crypto volume. 80 %

of global darknet market
overall darknet market 200/0 volume, approximately
year-over-year

volumes surged by S bill
5.2 billion

To counter this growth, global law enforcement agencies in crypto.

have launched massive joint investigations, resulting in
landmark operations like the seizure of Hydra Market.

Internal Dispute and Quality Systems:

Hydra hosted its own centralized arbitration courts, automated escrow systems, and even employed staff chemists to test
product purity, forcing decentralized sellers to strictly maintain behavioral standards to protect their store ratings.
(Goonetilleke, Priyanka and Knorre, Aleksei and Kuriksha, Artem.)

A critical analytical distinction applies here: the fundamental vulnerability of these operations lies not in their transactional
privacy but in the cash conversion layer. At the point where crypto assets must be converted into spendable fiat currency, AML
controls either function as designed or they do not. Consequently, regulatory and enforcement frameworks naturally exert
maximum leverage at these fiat off-ramps, where identity verification and traditional banking bottlenecks create structural
chokepoints.
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https://www.justice.gov/archives/opa/pr/justice-department-investigation-leads-shutdown-largest-online-darknet-marketplace
https://www.chainalysis.com/wp-content/uploads/2026/03/the-2026-crypto-crime-report-3-17-release.pdf
https://www.chainalysis.com/wp-content/uploads/2026/03/the-2026-crypto-crime-report-3-17-release.pdf
https://docs.google.com/document/u/0/d/16f1lyFQKsdqT0AJQrcqGJMPfLpvPZylyqrwhSQpsuf0/edit

2/ Shadow Arsenals: Cryptographic
Procurement in Modern Warfare

While total crypto transaction volumes linked to illicit
activity surged to an all-time high of $158 billion
authority-backed findings from organizations like the
United Nations Office on Drugs and Crime (UNODC) and
the RAND Corporation reveal that weapons trafficking on
the dark web operates on a radically different blueprint
than narcotics. It is smaller in daily transaction volume,
but infinitely more volatile in its real-world fallout.

What's changed is the financial plumbing. Privacy coins
like Monero and layered Bitcoin mixing networks have
given small-scale gunrunners the same transactional
invisibility that was once only available to state-level
actors. As RAND researcher Giacomo Persi Paoli noted
regarding darknet arms trafficking, these decentralized
privacy tools provide highly effective operational
security. Consequently, Nearly 60% of the firearms listed
on encrypted dark web markets originate in the United
States, according to research from the RAND
Corporation. The demand is largely European, where
stricter gun laws create the price gap that makes the
whole arbitrage worth running.

The contemporary cryptographic arms market extends
far beyond traditional kinetic weapons; it has rapidly
adapted to the realities of modern asymmetric warfare.
The procurement of Unmanned Aerial Vehicles (UAVs),
First-Person View (FPV) loitering munitions, and
specialized guidance electronics increasingly relies on
crypto-asset financing.

X ChangeNOW

This procurement strategy relies on systematic fragmentation
to bypass export controls and sanctions:

Disrupting the Chain of Custody:

Instead of purchasing complete, military-grade systems,
networks utilize cryptocurrency to buy commercial off-the-
shelf (COTS) components through multiple, seemingly
unrelated buyers.

Jurisdictional Layering:

Funds are routed through automated mixers before hitting
regional electronics distributors. Components are then moved
through multiple intermediary suppliers and transshipment
points across different legal jurisdictions.

Obfuscation via Normalization:

By the time sensors, microcontrollers, and motors reach their
final assembly destination, their transaction history is so
fragmented that the supply chain resembles ordinary, high-
volume consumer e-commerce.

Consequently, defense and law enforcement agencies face a
dual challenge: they must track not only specialized military
hardware, but also the decentralized, cryptographically
masked capital flows that feed the assembly lines of modern,
ad-hoc warfare.


https://www.trmlabs.com/reports-and-whitepapers/2026-crypto-crime-report
https://www.rand.org/randeurope/research/projects/2017/international-arms-trade-on-the-hidden-web.html
https://www.chainalysis.com/blog/cryptocurrency-drones-research/
https://www.chainalysis.com/blog/cryptocurrency-drones-research/

3/ Human Trafficking and Exploitation Networks

Crypto payments linked to human trafficking organizations grew by 85% in 2025. Most of the on-chain activity traces back to
Southeast Asia (Myanmar, Cambodia, Laos) while the customers completing transactions are spread across Europe, Australia,
and the Americas. The operations break down into three categories: child sexual abuse material, sexual exploitation, and the
labor scam compounds that have become a defining crime story of this decade.

The same blockchain transparency that privacy advocates criticize for enabling surveillance is, in these cases, the very thing
that allows researchers, NGOs, and law enforcement to trace and quantify the scale of the problem. Chainalysis and similar
firms have been able to map these networks precisely because transactions are public.

The scam compounds function like follows: someone reads a job posting for a data entry or customer service employment,
usually in Thailand or Malaysia. The pay appears to be legitimate. They arrive only to discover that the job does not exist.
Instead, there is a building behind a gate, guards with firearms, and a quota for romantic scams and cryptocurrency fraud that
they must perpetrate on strangers until the traffickers' debt is paid off.

INTERPOL now classifies these transnational scam compounds as a major global threat driven by human trafficking and
industrial-scale financial fraud. Their proliferation stems directly from territorial impunity, institutional corruption, and structural
gaps in law enforcement collaboration across Southeast Asian governments, rather than consumer privacy tools. According to
security analysts, the primary vulnerability for these trafficking networks occurs at the fiat conversion nexus, where local
regulatory oversight and compliance are put to the test.

rather than cryptographic privacy. Recognizing that this is not a concession on enforcement, but rather a strategic roadmap for
how regulatory and geopolitical pressure should be used.

4/ Laundering-as-a-Service Infrastructure

Money laundering has undergone a structural transformation from a secondary, reactive process to a primary industry with its
own service architecture, pricing models, and technological infrastructure. TRM Labs estimates total illicit cryptocurrency
inflows at $158 billion for 2025, which is a historic high and a 145% increase from 2024. This sharp increase is primarily driven
by institutional-scale shadow networks and geopolitical evasion; notably, TRM Labs highlights that Chinese-language escrow
and laundering networks alone processed over $100 billion, functioning as critical infrastructure for global illicit markets.

The operational mechanism of this modern infrastructure relies heavily on the automation of laundering operations, involving
automated cross-chain asset swaps, high-velocity micro-transfer fragmentation, sequential passage through mixing protocols,
and final conversion through over-the-counter brokers in low-oversight jurisdictions.

The distinguishing characteristic of this generation of laundering infrastructure is not the existence of dirty money (that is a
permanent feature of economic systems) but the degree to which human intervention has been reduced or eliminated.
Ransomware operations that previously required significant back-office infrastructure for money movement can now offload
that function to protocol-level automation.

The Stablecoin Standard

While early iterations of crypto laundering relied on highly volatile assets, modern syndicates have heavily
standardized their operations around fiat-pegged stablecoins. Over 84% of verified fraud and scam inflows are
now routed directly through stablecoin rails, providing a stable liquidity base that can move through high-volume
settlement hubs without exposure to crypto market volatility.
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https://www.chainalysis.com/blog/crypto-human-trafficking-2026/
https://www.chainalysis.com/blog/pig-butchering-human-trafficking/
https://www.interpol.int/en/News-and-Events/News/2025/Growing-threat-of-transnational-scam-centres-highlighted-at-INTERPOL-General-Assembly
https://openaccess.city.ac.uk/id/eprint/37657/8/Development%20and%20Change%20-%202026%20-%20Loughlin%20-%20Digital%20Crime%20Dirty%20Money%20and%20the%20State%20Southeast%20Asia%20s%20Illicit%20Political.pdf
https://www.trmlabs.com/reports-and-whitepapers/2026-crypto-crime-report
https://www.trmlabs.com/reports-and-whitepapers/2026-crypto-crime-report
https://www.trmlabs.com/resources/blog/trm-labs-supports-operation-atlantic-usd-12-million-frozen-and-20-000-victims-identified-in-international-crackdown-on-crypto-scammers

5/ Consumer Fraud and Social Engineering

Cryptocurrency-enabled consumer fraud operates at a scale that intersects more directly with ordinary economic life than the
categories described above. Pig-butchering fraud (a category defined by long-duration relationship cultivation followed by high-
conviction investment fraud) accounted for an estimated $75 billion in cumulative losses globally between 2020 and 2024.

The operational effectiveness of this fraud category depends not on sophisticated technical anonymity but on the asymmetric
information environment created when a fraudulent wallet has no traceable identity owner. A fake persona backed by an
untraceable wallet can sustain a fraudulent relationship for weeks or months with no reputational or legal exposure at the point
of fund transfer. The absence of a recoverable identity at the point of fraud completion is the critical operational feature.

A complicating factor in the attribution of moral responsibility is the documented role of labor coercion in scam compound
operations. A significant proportion of individuals executing consumer fraud scripts are themselves victims of labor trafficking,
operating under conditions of confinement and coercion. The perpetrator and victim categories are not cleanly separable.

Expert Perspective:
Privacy and Effective Law Enforcement

From my experience investigating cryptocurrency-related crimes,
financial privacy and effective law enfor are not lly
exclusive. Privacy may increase the complexity of an investigation,

but it rarely determines whether a criminal can ultimately be identified.

Successful blockchain investigations rely on the combination of on-
chain analysis, behavioral patterns, KYC information, exchange
cooperation, stablecoin issuer interventions, and traditional investigative
methods. In practice, attribution is achieved by connecting multiple
sources of evidence rather than relying on blockchain transparency
alone.

The objective should therefore not be to eliminate financial privacy, but
to ensure that investigators retain lawful access to the critical points
where digital assets interact with regulated service providers. Effective
law enforcement is built on targeted intelligence, rapid international
cooperation, and close collaboration between all relevant stakeholders —
including law enforcement agencies, private investi S,
cryptocurrency exchanges, stablecoin issuers, blockchai
other ecosystem participants.

protocols, and

Only through this coordinated approach can stolen assets be secured,
offenders identified, and criminal networks effectively disrupted — not
through blanket financial surveillance of legitimate users."
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https://time.com/6836703/pig-butchering-scam-victim-loss-money-study-crypto/
https://www.amnesty.org/en/latest/news/2025/06/cambodia-government-allows-slavery-torture-flourish-inside-scamming-compounds/

The Protective
Dimension:

Legitimate Use Cases
for Financial Privacy

substantial and serious
harms misuse
of crypto privacy tools.
equally well-
documented set of cases
financial privacy serves essential
protective functions

rigorous policy framework
both dimensions
equivalent analytical seriousness.
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1/

Financial Access Under
Authoritarian Governance
and Economic Sanctions

Sanctions regimes are designed to apply economic pressure
to state actors and political decision-makers. In practice, the
population that bears the primary burden of financial isolation
is the civilian population, which typically has neither influence
over the state behavior being sanctioned nor access to the
alternative financial infrastructure available to the political
class.

When Iran was excluded from SWIFT messaging
infrastructure, the immediate operational consequences for
ordinary citizens included inability to receive payments from
international counterparties, inability to purchase imported
goods, and elimination of cross-border family remittance
channels. The political elite, the intended target of such
measures, retained access to alternative financial
infrastructure. The graphic designer, the pharmacist, and the
family receiving remittances from abroad bore the
operational cost.

The scale of enforcement activity has intensified. U.S.
Treasury Secretary Scott Bessent has noted that Operation
Economic Fury has accumulated approximately USD 1 billion
in seized Iranian crypto assets, including a single USD 344
million USDT freeze executed on the Tron blockchain. From a
regulatory perspective, these actions represent targeted
sanctions enforcement. From the perspective of civilian users
of those networks, they represent the elimination of the only
available payment rail.

Policy Implication

Formal sanctions regimes often include humanitarian
exemptions for noncommercial remittances, yet global
banking derisking routinely restricts civilian access to these
legitimate channels. In failed or heavily sanctioned
economies, privacy-preserving technology resolves this
structural access gap, enabling ordinary citizens to receive
vital family support and medical funding outside heavily
monitored or restricted institutional networks.
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https://finance.yahoo.com/markets/crypto/articles/us-reaches-1-billion-seized-192220678.html?_guc_consent_skip=1780657097
https://finance.yahoo.com/markets/crypto/articles/us-reaches-1-billion-seized-192220678.html?_guc_consent_skip=1780657097
https://ofac.treasury.gov/faqs/243

2/

Corporate Sovereignty:
Safeguarding Confidential
Information and Strategic
Advantage

The migration of corporate treasury functions and cross-border payment operations to blockchain infrastructure
exposes commercially sensitive information that would be fully protected in any traditional banking context. On a
standard public blockchain, a counterparty, competitor, or market participant in possession of a corporate wallet
address can reconstruct the company's complete payment history: vendor relationships, payment frequencies,
estimated payroll obligations, and supply chain dependencies.

Statista research indicates that 36% of board members globally identify internal data becoming publicly accessible as a
primary governance concern. The average cost of a corporate data breach reached $4.44 million in 2024/2025. The use
of transparent blockchain infrastructure for corporate payments effectively makes this class of data permanently and
publicly accessible to anyone with a browser and minimal investigative intent.

Most concerning consequences of cyber incidents
according to board members worldwide as of June 2023

Disruption to operation
Internal data becoming public
Reputational damage
34%
0% 5% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Most concerning consequences of cyber incidents according to board members worldwide as of June 2023 [Graph]
Source: Proofpoint. (September 8, 2023), Published: Statista.
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https://www.statista.com/statistics/1367473/concerns-of-board-directors-cybercrime-global/
https://www.statista.com/statistics/1367473/concerns-of-board-directors-cybercrime-global/#google_vignette

Average cost of a data breach worldwide from 2024
to 2025, by industry (in million U.S. dollars)

Healthcare 7-42 9.77
Financial 556 9.77
Industrial 5 5.56
4.83
Energy 5.29
Technology 479 5.45
4.61
Pharmaceuticals 51
. . 4.56
Professional services 5.08
4.44
Global average 4.88
3.98
Transportation 4.43
. 3.75
Communications 4.09
3.72
Consumer 3.91
0 1 2 3 4 5 6 7 8 9 10 1

B 202¢ [ 2025

Average cost of global corporate data breaches in 2024 and 2025, in U.S. dollars. Source: IBM; Ponemon Institute,
Published: Statista.

Privacy-preserving transaction protocols deliver full regulatory compliance while safeguarding sensitive commercial data.
Confidential transaction mechanisms and private smart contract architectures allow enterprises to leverage the settlement
efficiency and cost advantages of public blockchain infrastructure while keeping proprietary financial strategies confidential.
Far from being an optional benefit, this protection directly aligns on-chain operations with existing legal mandates, where
corporate confidentiality and data privacy are mandatory regulatory requirements — mirroring the standard practices of
traditional banking.
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Individual
Physical Security:

Defending Against On-Chain Stalking
and Extortion

Public blockchain transparency creates a documented and
growing vector for physical harm. When an individual executes
a transaction on a public blockchain, they permanently and
irrevocably associate their identity with a complete financial
record: net worth, transaction history, counterparty
relationships, and in some cases, geographic movement
patterns derivable from merchant timestamps.

CertiK data indicates that $124.1 million in cryptocurrency was
targeted in 52 verified physical wrench attacks in the first half
of 2026 alone, a 33% increase in incidents and an nearly
elevenfold surge in financial exposure compared to H1 2025.
Real-world cases illustrate how rapidly both on-chain visibility
and off-chain data leaks translate into physical threats.

A prominent hotspot has emerged in Western Europe,
particularly in France, which accounted for nearly two-thirds of
all global wrench attacks in early 2026. This concentration was
heavily exacerbated by massive data breaches at public
institutions like France Travail and ANTS, which enabled
organized criminals to correlate physical home addresses with
suspected crypto wealth through Open Source Intelligence
(OSINT). High-profile incidents highlight the violent reality of
these vectors: in France, Ledger co-founder David Balland was
violently abducted from his home and subjected to mutilation
in an aggressive crypto-ransom scheme.

This risk is particularly acute for large-scale holders and
industry figures. Criminals recognize that cryptocurrency
transfers are irreversible, making high-profile individuals far
more attractive targets than traditional account holders.
Beyond remote hacks, threats routinely encompass doxxing,
targeted home invasions, and severe physical coercion.

Addressing this operational threat requires structural
interventions at the wallet and protocol design levels. Security
research — including CertiK's recommendations — emphasizes
the urgent need to build privacy-preserving UX defaults that
mitigate address reuse, eliminate public wealth signaling, and
prevent accidental doxxing. Without privacy-by-default
architecture, open-source intelligence and on-chain
transparency will continue to provide malicious actors with
actionable roadmaps for physical extortion.
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https://www.certik.com/certik-report/intel3d/intel3d-wrench-h1-2026
https://decrypt.co/362037/arrest-violent-kidnapping-ledger-founder-crypto-ransom-report
https://decrypt.co/362037/arrest-violent-kidnapping-ledger-founder-crypto-ransom-report

CASE STUDY:

Operational Security and Privacy Preferences Among

High-Net-Worth Holders

To understand how these physical and digital threats alter real-world behavior, empirical data from asset management

platforms serving high-net-worth individuals (HNWIs) offers critical insights.

Defensive Asset Manag & Custody

Internal research by CoinRabbit, (a digital asset management platform serving high-net-worth crypto holders with $1.45B in
originated loans), indicates that approximately 50% of surveyed high-value holders reported experiencing at least one targeted
social engineering or scam attempt within the last three years.

-
Custodial Distribution: Hardware Security: Digital Footprint
Reduction:
0, o, 0,
70% 62% 30%
of respondents distribute their utilize dedicated actively limit their public profile
assets across multiple wallets hardware storage or using data-broker removal
and custody providers rather specialized key- services and OSINT (Open Source
than relying on a single point management devices. Intelligence) reduction tools to
of failure. untangle their physical identities
from on-chain activity.
-
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We often treat financial privacy in crypto as an ideological debate, but
for people with significant capital, the reality is simpler: it's about
preservation and basic safety. Wealthy investors need privacy to protect
their assets and their families. Public blockchain transparency lets
anyone audit your net worth in real time, turning private wealth into
public information. In traditional wealth management, discretion has
always been a defe mechanism; exposing a client’s entire balance
sheet destroys that shield entirely.

Traditional banks protect depositors through operational friction and

strict confidentiality. Crypto does the opposite, combining total visibility

with irreversible transfers. This makes public transparency a direct

threat to long-term wealth. To bridge this gap, the core principles of
traditional private banking experience (discretion, curated access, and
systemic quietness) must intertwine with digital asset infrastructure to
restore the baseline protection that large-scale capital has always

required. At CoinRabit Private, this is exactly what we are building. ' '



Privacy as an Operational
Preference

This demand for security has fundamentally altered broader
transactional and consumption behavior. To mitigate
exposure, large-scale holders increasingly route their
transactions through operational intermediary layers. Rather
than connecting personal spending directly to public wallets,
they increasingly use intermediary services and concierge-
style solutions that add an additional layer of privacy.

In practice, this model is deployed internally within
specialized platforms like CoinRabbit. By establishing a
custodial infrastructure that handles execution and luxury
concierge-style services within its own closed environment,
the platform allows clients to separate their day-to-day
purchases and luxury consumption from their underlying
holdings. These structures help reduce visibility into personal
wealth and make it more difficult to trace financial activity
back to specific assets.

X ChangeNOW

While these defensive measures and operational
workarounds help reduce immediate risk, they do not
eliminate one of the core features of public blockchains:
transaction transparency. Even when assets are securely
stored, blockchain activity can still reveal transaction
patterns, wallet relationships, and, in some cases, the
approximate scale of an individual's holdings. Combined with
social media, public records, or other open-source
information, this data can be used to identify and profile
potential targets.

Privacy-preserving protocols address this vector by
decoupling a user's on-chain activity from their historical
balance and identity. A transaction that does not reveal the
sender's wallet balance or transaction history removes the
primary informational input that enables financial-targeting
attacks.


https://coinrabbit.io/

4/

Protection of Democratic
Participation and Free

Expression

The capacity to challenge institutional power depends, in
practice, on the financial capacity to sustain that challenge.
Investigative journalists require operational funding. Human
rights organizations require the ability to receive donations
without exposing their donor base to retaliation.
Whistleblowers require access to legal defense. Protest
movements require logistical resources.

Financial de-platforming has emerged as an increasingly
common tool of political management, deployed across
diverse political systems to suppress dissent and restrict the
operational capacity of opposition movements.

Policy Implications
and Technical Pathways

The foregoing analysis establishes that financial privacy in
the cryptocurrency context is neither categorically protective
nor categorically harmful. It is a set of technical capabilities
whose effects are determined by deployment context,
governance architecture, and the regulatory environment in
which they operate. This framing points toward a specific
class of policy responses.

The False Binary

Regulatory discourse frequently positions privacy and
compliance as opposing values requiring a zero-sum trade-
off. This framing is analytically inaccurate and practically
counterproductive. The relevant question is not whether
privacy should be permitted but under what architectural
conditions privacy can be provided in a manner consistent
with credible law enforcement access when genuine harm is
at stake.

The historical alternative to privacy-preserving financial
infrastructure is not a safer world. It is a world in which the
tools of financial surveillance are available to state actors of
varying degrees of legitimacy, corporate actors with
commercial incentives to monetize personal data, and
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— Democratic Contexts: In 2022, Canada’s invocation of the
Emergencies Act resulted in the freezing of over 200 bank
accounts belonging to protest organizers and donors—
including individuals who contributed as little as CAD 50,
executed directly through financial institutions without
standard judicial proceedings.

— Authoritarian and Hybrid Regimes: Authoritarian states
have formalized and scaled these mechanisms targeting
both domestic and exiled critics. In Iran, the judiciary
utilizes automated systems (such as Saham) to
systematically freeze the bank accounts and seize the
assets of hundreds of dissidents, journalists, and citizens
abroad accused of political disloyalty.

Together, these practices demonstrate that access to the
legacy financial system is increasingly conditional on
political compliance, leaving non-conformist actors
vulnerable regardless of their geographic location.

criminal actors willing to exploit publicly visible wealth
information. The costs of that alternative are not theoretical.
They are documented in the sections above.

At the same time, advanced tracking capabilities are already
widely used at the highest levels of regulatory and
intelligence enforcement. Analytics firms like Palantir,
alongside tax and regulatory authorities including the IRS, use
a combination of behavioral analysis, integration with
traditional financial records, and targeted investigative
processes to monitor and identify illicit financial activity.
These systems increasingly correlate on-chain data with off-
chain identity and transaction records to reconstruct financial
flows.

Enforcement outcomes suggest that illicit activity can be
identified and acted upon through targeted tools and data
integration, without requiring broad restrictions on financial
privacy for general users. In practice, this reflects a model of
enforcement that relies on precision targeting rather than
system-wide visibility.

The infrastructure for responsible compliance already exists
and functions effectively. Policy decisions now center on two
distinct paths: deploying balanced, architecture-driven privacy
solutions or mandating total financial visibility—a model that
ultimately undermines individual security and user protection.


https://ecaef.org/financial-deplatforming/
https://ecaef.org/financial-deplatforming/
https://alhurra.com/en/21979

Archi al Principles for Responsible Privacy
Infrastructure

Technical development in this space has produced architectures that provide meaningful individual privacy without requiring
the elimination of law enforcement access pathways. The key distinction is between designs that pool user funds in a manner
that creates systematic opacity (and that consequently attract disproportionate regulatory scrutiny) and designs that route
transfers on an isolated, individual basis while maintaining AML-compatible monitoring at the conversion layer.

ChangeNOW's Private Crypto Transfers fi kill the op p of this principle. The
architecture breaks the deterministic link between sender and receiver without recourse to communal mixing pools,
pairs private routing with automated AML monitoring, and maintains compliance-compatible transaction records at the
points where regulatory obligations are legally operative. This approach operationalizes the position that privacy and
regulatory cooperation are not in conflict but are simultaneously achievable design objectives.

l' The privacy debate starts from the wrong assumption that ordinary
users must prove they have nothing to hide by exposing everything.
That is not how any mature financial system works. Privacy is the
refusal to make permanent public surveillance the price of using digital
funds. The industry’s responsibility is to build systems where access is
justified, targeted, and lawful, not universal by default. b))

Pauline Shangett
Chief Strategy Officer
ChangeNOW

A different impl ion of responsible privacy infrastructure can be observed in the CoinRabbit case. The
platform has operated custodial infrastructure since 2020, with user assets held in the platform’s internal systems
(both hot and cold wallets). Under this model, it employs dynamic address generation, with each user receiving a
unique deposit address. While transaction hashes, amounts, and source addresses remain publicly visible, external
observers can only see that funds are transferred to a blockchain address, without visibility into the entity controlling
that address. After deposit, there is no on-chain transparency into how funds are allocated across products or
accounts, nor how they are withdrawn. As a result, end-to-end transaction flows and their final allocation cannot be
reconstructed from public blockchain data. This is particularly important for CoinRabbit, as the platform serves HNW
and institutional clients, for whom privacy and security are critical.

X ChangeNOW


https://changenow.io/blog/private-crypto-transfers-feature
https://coinrabbit.io/

Conclusions

Financial privacy operates as a fundamental safety
condition for civilian populations under sanctions, targeted
high-value holders, and dissidents facing hostile regimes.
For corporations operating on public blockchain
infrastructure, it is a commercial necessity equivalent to
standard banking confidentiality. Documented data
confirms these requirements reflect persistent, structural
realities that continue to accelerate across multiple
categories.

At the same time, the misuse dimension
documented in Section 2 is real, substantial,
and not dismissible.

158
billion

in illicit inflows

o,
85%
growth in trafficking-
linked payments

75 in cumulative fraud losses

represent harms of sufficient scale
bi"ion to justify serious regulatory
attention.

While addressing financial harm remains a vital policy
objective, sustainable enforcement depends on targeting the
precise operational nodes where regulatory leverage actually
exists. The evidence is consistent across categories: the
decisive vulnerability in illicit crypto operations is the cash

conversion layer, not the privacy infrastructure upstream of it.

Regulation targeting transactional privacy without
correspondingly strengthening conversion-layer enforcement
does not reduce harm, it displaces it toward less regulated
infrastructure while imposing full costs on legitimate users.

X ChangeNOW

This leads to five concrete obligations:

For regulators:

Shift enforcement architecture toward conversion-layer
controls and cross-jurisdictional intelligence sharing.
Cease treating on-chain privacy features as inherently
suspicious absent evidence of harm. Develop
proportionality standards for sanctions regimes that
account for civilian financial access.

For the industry:

Adopt privacy-preserving architectures that maintain
AML-compatible monitoring at legally operative points.
The technical capacity to do this already exists. Voluntary
adoption ahead of regulatory mandates is both ethically
appropriate and strategically sound.

For analytics firms and law enforcement:

The existing toolkit (behavioral analysis, on-chain graph
mapping, off-chain data integration) is demonstrably
sufficient to identify illicit activity without requiring
systemic elimination of financial privacy. Document and
publish enforcement outcomes to shift the evidential
baseline in regulatory debate.

For policymakers and civil society:

The framing of privacy versus security as a zero-sum
trade-off is not analytically neutral. It consistently
advantages surveillance infrastructure while understating
welfare costs to legitimate users. Replacing that framing
with an engineering design model (dual constraints, not
binary choices) is a precondition for policy that reflects
the actual landscape.
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