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The U.S. Department of the Treasury is considering the introduction of digital identity
verification requirements on decentralized finance (DeFi) platforms, a move aimed at
protecting American financial systems and national security fromillicit activity. This initiative
was announced through a public consultation process seeking input from industry
participants, with comments open until October 17,2025. A formal report is expected

following the consultation.

This plan follows the recent passage of the Guiding and Establishing National Innovation for
U.S. Stablecoins Act (GENIUS Act), signed into law in July 2025. The legislation directs the
Treasury to explore how emerging technologies such as digital identity solutions, artificial

intelligence, and blockchain monitoring tools can reinforce compliance in crypto markets.
Embedding Digital ID Verification in Smart Contracts

The proposal includes embedding digital identity checks directly into DeFi smart contracts,
allowing automatic verification of user identities before transactions occur. This would
effectively enforce Know Your Customer (KYC) and Anti-Money Laundering (AML)
regulations at the protocol level, a necessary step to ensure that the decentralized crypto

space is not exploited by criminals or foreign adversaries.

By introducing these safeguards, the Treasury aims to prevent money laundering, terrorist
financing, and sanctions evasion at their roots. This approach reflects a pragmatic balance

between innovation and security, ensuring that new technologies serve to protect American
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interests rather than undermine them. Officials argue that such measures could also reduce

overall compliance costs by automating identity verification processes.

The Role of Digital Identity Solutions

Digital identity verification tools under consideration include government-issued IDs,
biometric authentication, and portable credentials transferable across platforms. These
technologies can help financial institutions and DeFi operators detect suspicious activity
while upholding privacy by enabling verification without exposing unnecessary personal

data on public blockchains.

Balancing User Privacy and National Security

The proposal has sparked debate about privacy, as DeFi platforms traditionally emphasize
anonymity and decentralization. However, the Treasury recognizes the need to strike a
balance that safeguards user data while reinforcing oversight to protect Americans from
financial crimes. In a world where bad actors exploit technological loopholes, national

security must be prioritized.

Maintaining U.S. Leadership in Crypto Regulation

As the global cryptocurrency landscape evolves rapidly, U.S. regulators seek to ensure the
country remains at the forefront of secure, responsible innovation. Treasury officials believe
that incorporating digital identity verification into DeFi compliance will cement America’s
position as a leader in crafting smart, effective crypto regulations that safeguard citizens and

uphold the rule of law.

The consultation will determine how these policies are finalized, potentially making digital
identity verification a cornerstone of the future regulatory framework for the U.S. crypto

market.
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