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			Good morning, ladies and gentlemen. I would like to welcome you all to Banca d’Italia and thank the Global Tax Policy Center at the Institute for Austrian and International Tax Law of Vienna University for jointly organizing this conference to discuss the vital link between financial regulation and taxation in the new digital world.1

			I will focus on three key challenges faced by financial regulators and tax policymakers, highlighting potential synergies, open issues and possible solutions.2 These are, first, the definition of general principles that financial regulation and taxation should follow to achieve their goals in dealing with the new digital environment. Second, the delineation of the scope of financial regulation and tax policies, with emphasis on their coherence and consistency in order to ensure they are clearly understood by market operators, investors and customers, and can be effectively enforced. Third, the need for international cooperation and cross-sectoral coordination to leverage potential synergies and to avoid regulatory and tax arbitrage as well as other unintended consequences and unnecessary complexity.

			I will argue that we need an innovative and proactive approach that is able to intercept and pivot technological and market developments as they occur, while addressing the unique challenges and risks of digital payments and financial services.3 This will help regulators develop forward-looking supervisory measures that balance financial stability with innovation and efficiency, while enhancing the effective management of money laundering risks and the proper fulfilment of tax obligations. In doing so, rulemaking should seek to be simple and plain. 

			Two main factors make this a daunting task. First, the technological complexity of the digital environment requires regulators and tax authorities to develop new expertise. Second, the real-time nature and composability of the new digital landscape pose unprecedented legal and operational challenges. This is especially true for decentralized finance (DeFi), where different technological layers – including smart contracts, protocols, interfaces and crypto-assets4 – are combined to create new products and services, potentially bypassing traditional financial intermediaries as well as new service providers.

			1.	Regulation and taxation: common principles and sector-specific goals

			The first challenge is to identify the common principles shared by regulation and taxation and how these combine with their sector-specific goals. Consistency and coherence between taxation and regulation are necessary to achieve effectiveness and encourage innovation. A robust regulatory framework for digital assets can be ineffective if the tax framework is ambiguous, making rules on paper useless in practice. Similarly, fair and neutral taxation of digital assets will not be able to support the safe and sound growth of the industry if the regulatory approach is unclear, inconsistent or overly restrictive.5 Complementarity and mutual reinforcement become particularly important as regulators and tax policymakers face the complexity of the new digital environment.6

			Other common principles for regulation and taxation include certainty and clarity – knowing exactly what the rules are, what is expected of them, and what consequences might arise if they are not followed; time consistency – policies should remain stable over time to allow businesses to make long-term decisions and investments, while being flexible enough to adapt to continued innovation; simplicity – rules should be easy to understand and apply. Introducing new rules for digital assets could offer regulators a chance to rethink and simplify existing rules for traditional assets too. Finally, regulation and taxation should respect technological neutrality – in principle, rules should not necessarily favour one technology over another.7 Since digital assets have unique features that make traditional approaches harder to apply, they create challenges for regulators and tax authorities. Technological neutrality should not be understood as an abstract concept: legal rules need to be adapted to innovation.8 

			Sector-specific goals for financial regulation traditionally include consumer and investor protection, market integrity, financial stability, the smooth operation of payment systems, and the prevention of money laundering and terrorist financing. These goals also apply to digital services, products and the resulting business models. However, ‘traditional vulnerabilities’ may be exacerbated in the digital context – operational risks, cyber and data security could become bigger challenges – and increased complexities might require new supervisory approaches – for example, SupTech9 – as well as a continued dialogue with market participants and innovators to intercept changes in a timely manner and build effective and cutting-edge solutions.10 

			Sector-specific objectives for taxation hinge on defining clear rules to ensure that income from digital assets is taxed fairly and that potential opportunities for tax evasion are curbed. Fairness in taxation implies that values deriving from digital assets should be included in tax bases following the ‘ability-to-pay’ principle.11 Fighting tax evasion can be particularly challenging. The anonymity, a-territoriality and decentralized nature of some crypto-assets, which may allow individuals and businesses to hide transactions, create opportunities to evade taxation, much like cash payments do.12 Digital assets and services can also make tax enforcement difficult. Traditional tax reporting and enforcement models that rely on ‘third parties’ to track income do not work well in the digital world. Digital services are not always provided by traditional financial institutions: some actors are hard to identify, especially if they are located in other countries. And even if they can be identified, transaction data can be spread across different sources due to decentralization and peer-to-peer transactions. 

			To achieve their goals in the digital financial and payment landscape, regulators and tax policymakers across different jurisdictions have taken a variety of approaches. 

			The European Union has made significant strides in regulating digital finance, launching the Digital Finance Strategy in 2020.13 Key initiatives encompass the regulation on markets in crypto-assets (MiCAR) and the DLT pilot regime for tokenized financial instruments.14 The overarching aim is to enable the development of digital assets and services while ensuring a high level of consumer protection, transparency, market integrity and financial stability. To this end, MiCAR includes an ad hoc regime for so-called stablecoins15 designed to tackle specific risks, for instance, those stemming from the underlying technology, as well as ‘traditional’ risks materializing in the new digital space. Regarding the latter, MiCAR establishes safeguards to ensure the safe and sound management of the reserves of underlying assets, as well as prevent ‘run risks’ in case issuers are unable to meet redemption requests by token holders. 

			Despite progress, there are still unresolved issues. For instance, MiCAR’s entity-based approach does not cover the entire DeFi ecosystem, where services are provided through decentralized applications running on permissionless networks and using smart contracts, with minimal or no intermediary involvement.16 On a broader scale, complications also arise because, in a completely disintermediated environment, the relationships between private parties are governed by algorithms, potentially eroding the role of laws and contracts.17 This could lead to the emergence of new governance and risk management issues. Additionally, the lines between the financial and payment sector and other industries tend to be blurred in the digital space. EU regulatory institutions are currently analysing these issues. It will be necessary to promote dialogue between authorities and the market, even beyond the bounds of supervised operators, to intercept in advance the development trends of the digital financial industry and try to guide them in safe and efficient directions.18 I will also talk about this later.

			On the other side of the Atlantic, the United States initially opted for enforcement actions for specific crypto-asset offerings and platforms19 and, more recently, openly promoted US leadership in digital assets and financial technology, including the future adoption of a federal regulatory framework for the issuance and operation of digital assets.20 The change in the US regulatory environment is evident as Congress is considering legislative initiatives for stablecoins, including their use for payment.21

			Regarding tax policy, several countries have adopted specific tax rules for crypto-assets or have provided comprehensive administrative guidelines that extend to them the tax rules for certain traditional assets. Tax reporting obligations have been imposed on crypto-asset services providers, often leveraging regulatory frameworks, in order to avoid crypto-asset transactions being used as a way to evade taxation. There are still issues arising from the decentralized and anonymous nature of digital assets to be addressed. The taxation of tokenized financial instruments also needs further development alongside regulatory frameworks. 

			2.	Identifying the scope of regulation and taxation: potential synergies

			The second major challenge for both financial regulation and taxation in the new digital world is the need to identify the scope of the rules, to ensure certainty, clarity and consistency, thereby contributing to their effectiveness and making them simpler to understand. 

			To this end, as in the traditional payment and financial sectors, regulation plays a crucial role in defining the scope of applicability for the relevant products, services, individuals and entities. While the ‘same activity, same risk, same regulation’ principle should remain central, rules should address the specific features of emerging technologies. The rule-making process should break down the various functions of each type of digital asset, assess the associated risks, and understand the related income streams.

			In this context, regulation may provide a valuable anchor for the definition of tax rules for digital assets. Some considerations may assist us in this task.

			First, the civil law framework provides a baseline reference for the tax treatment of digital assets. Countries have adopted different approaches depending on their broader legal systems. For instance, crypto-assets have been defined in different ways across jurisdictions – as a form of property, intangible assets, financial instruments, foreign currencies, ’digital representations of value’ or even commodities.22 

			Second, identifying the functions, risks and income streams of digital assets and activities within the regulatory framework may help ensure, on the one hand, that digital and traditional assets with similar functions are treated the same way from a tax perspective.23 On the other hand, it can pinpoint the unique features of digital assets and activities that need to be taken into account when establishing suitable tax rules. 

			Third, tax policymakers should be cautious about directly transposing regulatory concepts into tax provisions. Financial regulation is often based on principles and goals that do not immediately transfer to the tax system, which has its own logic and rules.24 

			Last but not least, with regard to taxation, once its scope is defined, it will be necessary to assess whether the existing enforcement procedures are effective, or else to devise entirely new solutions. Regulatory efforts to identify new market participants and emerging business models may serve as a valuable reference for tax policymakers. Many jurisdictions have already included regulated and supervised crypto-asset service providers, such as exchange and trading platforms, within the scope of third-party ‘tax agents’. Conversely, where digital transactions are fully decentralized,25 it may prove very challenging to identify entities able to manage the tax obligations or act as ‘tax reporting agents’; therefore, new enforcement systems need to be explored.

			In light of these considerations, addressing the challenges of the digital era requires a proactive, future-proof approach, taking account of potential synergies between the different regulatory domains. Therefore, it is crucial to foster a constant dialogue with traditional and new market participants in order to intercept and pivot technological and market developments in financial and payment services within the digital landscape. This dialogue can be a valuable source of knowledge about the digital finance ecosystem to enable policymakers to chart the path forward towards a well-defined regulatory scope and tailored and flexible rules. Along the same line, regulators, central banks and supervisory authorities can serve as catalysts for innovation and actively contribute to the development of new ideas, enhancing the efficiency and security of financial and payment services. They are also innovation drivers themselves, notably when exploring the potential of central bank digital currencies (CBDCs).26 

			Banca d’Italia is at the forefront of digital finance and payments, leveraging its roles as a central bank, supervisory authority and innovation enabler. Together with the ECB and other national central banks of the euro area, we, as Banca d’Italia, have been running analyses in view of the possible introduction of a digital euro and have conducted exploratory work on new technologies for wholesale central bank money settlement. We participate in the Eurosystem PISA Framework,27 which also covers digital payment tokens; we supervise crypto-asset issuers and service providers as the national competent authority under MiCAR, together with Consob (Commissione Nazionale per la Società e la Borsa), the Italian Companies and Stock Exchange Commission; we also offer an integrated set of innovation facilitators designed to encourage dialogue with market participants and support the development of FinTech projects (among others, Canale Fintech and Milano Hub).28 

			3.	The need for international cooperation and cross-sectoral coordination

			The third challenge that I would like to raise today is related to the need for international cooperation and cross-sectoral coordination efforts aimed at establishing, implementing, and enforcing common minimum standards and rules. The borderless nature of digital assets, in fact, makes it difficult to link them to a given jurisdiction for regulatory, anti-money laundering (AML) and counter-financing of terrorism (CFT), and tax purposes, opening the door to regulatory and tax arbitrage as well as other unintended consequences. 

			In this regard, one issue to monitor is how the rapidly changing global landscape of digital assets could impact the EU market and regulatory framework. It is critical for EU central banks and supervisors to thoroughly assess the effectiveness of the new digital asset regulation and to address potential risks, especially those arising from the increasing interconnectedness and exposure of European financial intermediaries to non-EU products and operators. It will also be essential for EU institutions to continue to advocate for the implementation of the standards for digital assets and new technologies promoted by international organizations.29

			In taxation, the OECD, under the auspices of the G20, has developed a new standard for the automatic exchange of information on crypto-assets30 to prevent them from becoming a new ’tax haven’. Many countries have committed to adopting this standard. The EU has already implemented it with a forward-looking approach to the definition of crypto-assets, which ensures that the scope can be expanded to include future asset types.31 

			While these efforts are a major step towards extending tax compliance to digital assets, some challenges still remain, particularly regarding their limited geographical coverage and their applicability to decentralized transactions, which may create loopholes. Another major challenge is the lack of international coordination in the tax treatment of digital assets. Differences in countries’ approaches may affect the development of national markets and lead to jurisdictional arbitrage. Additionally, the lack of global coordination could result either in double taxation or in digital assets being untaxed altogether.32 

			The uneven implementation of AML/CFT rules for digital assets also poses concerns. A widespread application of these rules is essential to leverage synergies with tax compliance and reduce redundancies between the two frameworks.33 Despite the introduction of specific standards by the Financial Action Task Force (FATF),34 significant variation in their implementation and enforcement still exists. This creates opportunities for regulatory arbitrage, undermines the global response against the illicit use of digital assets, and jeopardizes cross-sectoral domestic coordination and international cooperation. The launch of a new round of mutual evaluation by the FATF and its global network will help exert further pressure on countries to strengthen their AML/CFT systems, including for crypto-assets. In the EU, MiCAR and the Transfer of Funds Regulation (TFR)35 are aligned with FATF standards, and the new EU Anti-Money Laundering Authority (AMLA) will improve supervision and cross-border cooperation.36 

			Importantly, AML/CFT and tax authorities face similar challenges nationally and internationally, particularly due to the decentralization and a-territoriality of many digital assets and payments. While these issues are being addressed within their respective regulatory domains, effective cross-sectoral coordination is essential to maximize synergies and face emerging risks.

			Conclusions

			Digital assets are reshaping the payment and financial industries, offering new opportunities but also posing new risks or exacerbating traditional vulnerabilities.

			In this rapidly evolving landscape, the development of new approaches to regulation and taxation, alongside the traditional ones, is crucial to avoid undue constraints on innovation while safeguarding financial stability and integrity, the proper functioning of markets and payment systems, the protection of individuals’ rights, and the fulfilment of tax obligations. Rules should be simple, fair, clear, consistent, and future-proof; they should also exploit synergies across domains where possible. 

			Central banks and regulators play a key role in balancing innovation with secure, efficient financial and payment services that support the economy, while providing a solid anchor for tax systems. Banca d’Italia is committed to this mission, working within the EU’s new frameworks for digital assets while encouraging innovation and ensuring the effectiveness of new rules.37 Tax policymakers may contribute to designing a clear legal framework for digital assets through straightforward rules that also maintain fairness with traditional instruments. 

			This conference provides an opportunity to discuss these issues and emphasize the need for rules fit for the digital age. I look forward to a productive and engaging discussion.
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