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Why Does the EU Tell Banks to Collect Everything AND Collect Nothing?

The Dual-Mandate Paradox
Two EU laws. Same bank. Same customer data. Opposite
instructions.

GDPR (2018) — Article 5(1)(c) — Data Minimization:

® Collect only what is necessary

® Delete when no longer needed

® Purpose limitation and storage limitation
® Privacy by design and by default

6AMLD (2021) — Article 13 — Customer Due Diligence:

® Know your customer and the beneficial owner
® Know the source of funds

® Know the purpose of the business relationship
® Monitor transactions continuously

The contradiction: GDPR says “minimize.” 6AMLD says “maximize.”
Both are EU law. Both carry massive fines. Both apply to the same

customer data. There is no mathematical resolution — this is a constrained

optimization with conflicting objectives issued by the same regulator.

s 6AMLD:

GDPR: Customer
Minimize 7l Record
500M rows

GDPR fine:
4% of global revenug
Same data. Opposite mandates.
Same regulator.

criminal liability

¥ Maximize

GDPR Atrticle 5(1)(c) mandates data minimization. 6AMLD Article 13 mandates comprehensive customer knowledge. Both are EU law. Both apply to

every bank.



Have You Ever Been Asked to Do Two Contradictory Things by the Same Boss?

Reflection Prompt

Your manager says: “Clean your desk — nothing visible.” Then five minutes later: “Have every document instantly
accessible.” You cannot do both. Now imagine the desk is a database with 500 million customer records, the manager
is the European Commission, and failing either instruction costs you billions.

Daily reality for every EU compliance officer:

® The GDPR team demands deletion schedules; the AML team demands retention policies — for the same data

® Real case (2020): A German bank was fined EUR 14.5M by BaFin for inadequate customer data (AML failure) AND investigated
by Hamburg DPA for excessive customer data (GDPR violation) — same data, same quarter

® The DPO and MLRO sit in the same building, report to the same board, and give contradictory instructions to the same data
engineers

® A bank that deletes too early violates AML; a bank that retains too long violates GDPR. The “right” retention period is a narrow
window that varies by jurisdiction, data type, and customer risk level

The paradox is not theoretical. It plays out in every compliance department, every quarter, across every EU bank.

German bank fined for inadequate AML data AND investigated for excessive GDPR data — same data, same quarter. The paradox is not theoretical.



What Makes Privacy-Preserving Compliance Different from Regular Compliance?

Dimension

Traditional

Privacy-Preserving

Data approach

Storage
Processing

Sharing
Risk model
Regulator
Technology

Legal basis

Collect everything, sort later

Retain indefinitely
Raw data analysis

Direct exchange

Maximize detection

Single mandate (AML)

Rule engines, ML on raw

data
Legitimate interest

Collect minimum, maximize
utility

Purpose-limited retention
Anonymized

pseudonymized
Privacy-preserving computa-
tion

Balance detection vs. pri-
vacy

Dual mandate (AML +
GDPR)

DP, k-anonymity, fed. learn-
ing

Proportionality per field

Three enabling technologies

® Differential privacy (DP): Add calibrated noise to query
outputs so no individual record can be reverse-engineered
from aggregate results. The privacy guarantee is
mathematical, not policy-based.
® k-Anonymity / I-Diversity: Generalize quasi-identifiers until
each record is indistinguishable from at least k—1 others.
|-Diversity ensures diversity within each equivalence class.
Federated learning: Train models across institutions without
sharing raw data — only model parameters cross
organizational boundaries. Each bank keeps its data; the
model learns from all of them.

The shift: From “collect and protect” to “extract intelligence

without identification.”

Privacy-preserving compliance is not about collecting less data — it is about extracting the same intelligence from data that cannot identify individuals.



What Happens to One Customer's Data in the GDPR-AML Collision?
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Field-level collision examples

°
name, DOB, ID, source of funds
L]
DPO removes unnecessary fields
.
MLRO demands fields back
°

Source of funds: AML requires it for due diligence. GDPR
says it is sensitive (financial data) and must have explicit
legal basis. Resolution: retain under Article 6(1)(c) legal
obligation.

Transaction history: AML requires 5-year retention. GDPR
requires deletion when purpose ceases. Resolution: retain 5
years, then mandatory deletion.

Beneficial ownership: AML demands full chain. GDPR
demands minimization. Resolution: collect only what the
directive specifies — nothing more.

Device fingerprint: AML uses for fraud detection. GDPR
classifies as personal data requiring consent. Resolution:
proportionality assessment per use case.

Key insight: The collision is not at the database level — it is at the

field level. Each of 200+ customer data fields requires an

pseudonymize for analytics individual proportionality assessment with documented legal basis.

AML 5yr / GDPR delete

The GDPR-AML collision happens at the field level. Each of 200+ customer data fields requires an individual proportionality assessment with documented

legal basis.



How Do You Build a System That Knows Everything but Remembers Nothing?

(1. Raw Data Layer (encrypted, access-controlled)
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2. Pseudonymized Layer (tokens, linkage table)

‘ 3. Anonymized Layer (k-anonymized, no re-link)

¥
[ 4. DP Layer (noised query outputs) ]
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[ 5. Federated Layer (model params only) }
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Five layers, one principle

® Raw data: Full customer records. Encrypted at rest, strict
access control. Used only when the law explicitly demands it
(e.g., SAR filing).

® Pseudonymized: Identifiers replaced with tokens. A separate
linkage table enables re-identification only under controlled
conditions.

® Anonymized: k-Anonymized so no individual can be

distinguished from at least k—1 others. Linkage table

destroyed — re-identification impossible.

Differential privacy: Queries return noised aggregates. The

privacy budget (¢) constrains total information leakage.

® Federated: Only model parameters leave the institution.
Raw data never crosses organizational boundaries.

The rule: Use the lowest privacy-risk layer that satisfies the
analytical need. Never escalate to raw data unless the law demands

it.

Five layers, one principle: use the LOWEST privacy-risk layer that satisfies the analytical need. Never escalate to raw data unless the law demands it.



Four Risks That Keep Privacy Engineers Awake

® Re-identification attacks: Combining transaction timestamps,
amounts, and merchant categories can re-identify 99.98% of
“anonymized” individuals. Three data points are often enough to
uniquely identify a person.

® Privacy budget exhaustion: Every differentially private query
consumes part of the privacy budget (¢). Once exhausted, no further
queries can be answered without violating the privacy guarantee.
High-frequency AML monitoring burns through budgets rapidly.

® Model accuracy degradation: Adding noise for privacy reduces model
accuracy by 5-15% AUC. In AML, that means more false negatives —
missed suspicious activity — or more false positives flooding
investigators.

® Regulatory uncertainty: No EU regulator has formally accepted
differential privacy as sufficient for GDPR compliance. Banks
investing in PETs operate in a legal gray zone.

What Goes Wrong When Privacy Technology Fails in a Compliance System?
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Attackers need only find one

Combining transaction timestamps, amounts, and merchant categories can re-identify 99.98% of “anonymized” individuals. Privacy is harder than it looks.



Which Countries Lead in Privacy-Preserving Compliance — and Which Are Still Stuck?

Jurisdiction comparison

The Privacy-Compliance Paradox: ® EU (GDPR + 6AMLD): Maximum paradox. Strongest
GDPR vs 6AMLD Requirement Intensity privacy law meets strictest AML regime. Banks face dual
fines from two separate authorities with no coordination
mechanism.

Switzerland (FADP 4+ AMLA): More pragmatic. FINMA

provides integrated guidance that addresses both privacy and

AML in a single framework.

® Singapore (PDPA + PSA): Technology-forward. MAS
actively encourages PET adoption and has issued sandbox
guidelines for privacy-preserving analytics.

® UK (UK GDPR + MLR): Post-Brexit flexibility. The FCA

has signaled openness to PET-based compliance as a

competitive differentiator.
® US: No paradox — because there is no comprehensive federal

privacy law. AML dominates without a counterweight.

6AMLD

Gap

GDPR - AML

N The pattern: The paradox is strongest where privacy law is
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The paradox is strongest where privacy law is strongest. The US has no paradox because it has no comprehensive privacy law. The EU has the most acute

paradox because it has the most demanding laws on BOTH sides.



Who Wins and Who Loses When Privacy Meets Compliance?

Winners

+ Citizens: Double protection — privacy rights AND financial
crime prevention. If PETs work, customers get both without
sacrificing either.

+ Privacy tech firms: The PET market is projected at
EUR 2.5B by 2028. Every bank needs these tools; few can
build them in-house.

Losers

— Small banks: Cannot afford EUR 5-10M for PET
infrastructure. May exit markets or be acquired. The
paradox is a consolidation engine.

— AML investigators: Less access to raw data. Must learn to
work with anonymized analytics. Detection may suffer
during transition.

PRIVACY
MEETS
COMPLIANCE

Mixed

Investigators
Regulators: Must coordinate across DPA and FIU —
something they have never done well.

Large banks: Can afford PETs but face years of
implementation and regulatory uncertainty.

Privacy-preserving compliance could reduce de-banking — but only if regulators accept that anonymized analytics is sufficient for AML purposes. No

regulator has done so yet.



The Privacy-Compliance Dial — Where Should Your Institution Sit?

Five-Step Framework

© Map the collision per field: Most EU banks Where PETs
For each of 200+ customer data fields, document the GDPR legal basis and the sit here could move them
AML retention requirement. ldentify every conflict explicitly.
@ Layer your architecture: l
Assign each data use to the lowest privacy-risk layer that satisfies the analytical
need. Raw data only when the law mandates it. MAX AML PROPORTIONAL MAX PRIVACY
e Quantify the tradeoff: MIN PRIVACY COMPLIANCE MIN AML

Measure AUC with and without differential privacy. Document the detection cost

of each privacy increment. Make the tradeoff visible to the board. . X
There is no right answer — only

@ Test re-identification quarterly: documented trade-offs.
Run linkage attacks against your own anonymized data. If re-identification
exceeds threshold, increase k or reduce ¢.

@ Engage both regulators jointly:
Present a unified position to DPA and FIU simultaneously. Force them to
coordinate rather than issuing contradictory guidance.

There is no right answer — only documented trade-offs. The bank that can explain WHY it sits where it does on the dial is the bank that survives the next

regulatory audit.



Can You Design a GDPR-Compliant AML System?

Mini-Challenge (15 minutes)

You are CDO of a mid-sized EU bank. The DPA orders you to reduce data retention. The AML authority orders you to

improve transaction monitoring. Both letters arrive the same week. You cannot comply with one without risking the
other.

Your deliverable: A four-part technical memo.

© Data architecture: Design a layered privacy architecture for 5M customers. Which of the five layers handles each data type?
® Raw layer: which fields, and why?
® Pseudonymized layer: which analytics run here?
® Anonymized / DP / Federated: what moves down?

@ Retention policy: Create a field-level retention matrix for five key fields (name, DOB, source of funds, transaction history, device
fingerprint). State the GDPR basis and AML requirement for each.

© Privacy budget: At € = 1.0 total and equery = 0.01, how many queries per day can your AML system run? What happens when the
budget is exhausted mid-quarter?

@ Regulatory defense: Write a 3-sentence response to the DPA explaining your retention policy, AND a 3-sentence response to the
AML authority explaining your monitoring approach. Both must be defensible — and not contradict each other.

The hardest question in EU compliance: which fine do you prefer — the GDPR fine for keeping data, or the AML fine for deleting it?



