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Abstract 

Innovation is widely recognized as a primary driver of economic growth, yet the translation of 

scientific and technological advances into sustained economic activity remains structurally 

limited. Significant public and private investment in research, combined with extensive 

intellectual property protection, has not produced commensurate levels of broad 

commercialization or capital participation across innovation stages. 

This paper examines the economic architecture underlying innovation capital formation. It 

analyzes the structural conditions required for innovation to function as a governable economic 

asset capable of sustained participation in capital allocation systems. The analysis identifies key 

requirements including asset governance, economic measurability, risk segmentation, discovery 

and comparability, liquidity plausibility, and structured economic optionality. 

Together, these conditions define the structural foundation through which innovation assets — 

including patents, technical knowledge, and related forms of intellectual capital — can 

transition into economically integrated participation in production, exchange, and capital 

formation. 

This paper forms part of the IPX Foundation research program Architectures for Innovation 

Capital Formation. Subsequent publications examine the corresponding market, system, and 

liquidity architectures required to operationalize innovation capital markets. 

. 
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Introduction and Architectural Framework 

The IPX Foundation is a Washington, D.C.–based nonprofit research and standards organization 

dedicated to the development of institutional frameworks that support the economic 

translation of innovation. 

The Foundation’s research originated from two persistent structural observations: 

• A significant share of patents and innovation outputs remain economically dormant 

despite sustained public and private investment. 

• Capital participation across innovation stages remains discontinuous, with limited 

scalability beyond selective venture and corporate channels. 

These observations prompted a structured inquiry into whether the constraint on innovation 

translation is primarily technical, legal, or economic in nature. 

This paper presents the resulting economic architecture — an analytical framework describing 

the structural conditions under which innovation becomes sustained economic activity. 

 

Economic Architecture Defined 

For purposes of this research, economic architecture refers to the structural conditions under 

which innovation translates into sustained and scalable economic activity — i.e., the conversion 

of knowledge and invention into production, adoption, revenue generation, and broader 

economic contribution. 

In this paper, those conditions are examined through the lens of how innovation becomes more 

economically productive across stages of development, and why translation constraints persist 

despite significant investment and well-established legal protection frameworks. 

 

Architectural Framework 

The IPX Foundation’s research distinguishes between three interrelated architectural layers. 

Together, these layers describe how innovation translates into sustained economic activity and 

how that translation may be structured, expressed, and implemented at scale. 

1. Economic Architecture 

Defines the structural conditions under which innovation translates into sustained and 

scalable economic activity. It focuses on productivity, measurability, stage-based 
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development, and the continuity of economic participation from research through 

market integration. 

2. Market Architecture 

Defines the mechanisms through which those structural conditions are expressed in 

markets. This includes how innovation becomes discoverable, how economic signals are 

formed and interpreted, how participation pathways are structured, and how economic 

units interact within broader systems of exchange. 

3. System Architecture 

Defines the institutional, legal, data, and technological infrastructure through which 

market architecture is implemented in practice. It concerns governance frameworks, 

standards, data structures, and the layered system stack required to support sustained 

translation at scale. The system architecture corresponding to this framework has been 

fully developed at the conceptual and design level and is institutionally prepared for 

phased implementation. 

These layers are complementary and sequential in analytical logic. 

Economic architecture establishes the structural foundation. 

Market architecture articulates how those conditions operate in market environments. 

System architecture operationalizes those mechanisms within durable institutional frameworks. 

This paper focuses exclusively on economic architecture — the foundational layer. Subsequent 

research papers in this series address market architecture and system architecture in greater 

detail. 
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I. Innovation and Economic Growth Under Increasing Technological Complexity 

Innovation is widely recognized as a primary driver of long-term economic growth. Productivity 

gains, industrial competitiveness, and national income expansion increasingly depend on the 

successful development and deployment of new technologies. 

Over the past several decades, the structure of economic value creation has shifted. Intangible 

capital — including intellectual property, software, data, and organizational capability — now 

constitutes a substantial share of enterprise value and market capitalization across advanced 

economies. Growth in research and development expenditure, both public and private, reflects 

this structural transition. 

Estimates frequently indicate that intangible assets represent more than 80% of enterprise 

value among major publicly traded firms in the United States. Annual U.S. research and 

development expenditure exceeds several hundred billion dollars, reflecting sustained public 

and private investment in knowledge creation. At the same time, global patent systems 

encompass millions of active patents, and intellectual property–intensive industries account for 

a significant share of GDP across advanced economies. Even under conditions of this scale of 

investment and legal protection, only a small fraction of patents generate broad commercial 

deployment or sustained revenue. 

At the same time, modern technologies have become increasingly layered and interdependent. 

Contemporary products and production systems integrate multiple technological domains, 

specialized components, and cumulative knowledge inputs. Economic value creation is less 

frequently the result of a single invention and more often the result of coordinated application 

across complex technological stacks. 

In this environment, innovation is not merely the generation of new ideas. It is the capacity to 

translate knowledge into productive economic activity at scale. 

Even with sustained investment in research and strong intellectual property regimes, translation 

rates remain structurally constrained. A significant share of patented technologies never reach 

broad commercial application. Public research investments frequently struggle to bridge the gap 

between discovery and market deployment. Private capital participation remains concentrated 

in selective channels rather than broadly distributed across the innovation landscape. 

This raises a central economic question: 

If innovation is the engine of growth, why does the translation of innovation into measurable 

economic activity remain limited? 

To address this question, it is necessary first to clarify what innovation represents as an 

economic process. 
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II. The Economic Process of Innovation 

Innovation is not a discrete event. It is a staged economic transformation process through which 

knowledge becomes productive economic activity. 

This process can be described in five broad stages: 

1. Knowledge Creation — the generation of new scientific or technical insight through 

research and experimentation. 

2. Rights Formalization — the establishment of legal control over knowledge, including 

patents, trade secrets, and other protective mechanisms. 

3. Technical Maturation — the development of knowledge toward practical usability, 

reliability, and integration into production systems. 

4. Market Integration — the incorporation of developed technology into goods, services, 

or industrial processes. 

5. Revenue Realization — the generation of measurable economic return through 

participation in production and exchange. 

Each stage represents a transformation of uncertainty and risk. Early-stage research involves 

high technical uncertainty. Maturation reduces technical uncertainty but introduces market and 

scaling risks. Market integration introduces competitive and operational risk. Revenue 

realization exposes innovation to financial and macroeconomic variability. 

Crucially, research output alone does not constitute economic activity. Patent issuance alone 

does not constitute economic output. Economic value emerges only when innovation 

participates in production, generates revenue, and contributes to measurable economic 

exchange. 

This staged process has important implications. 

First, innovation requires capital at each stage. Research funding supports knowledge creation. 

Development capital supports maturation. Commercial capital supports market integration. 

Growth capital supports scaling and expansion. 

Second, each stage involves distinct risk characteristics. Capital providers allocate differently 

depending on risk visibility, measurability, and expected duration. 

Third, the transition from one stage to another depends not solely on technical feasibility but on 

the availability and continuity of capital. 
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Innovation, therefore, is not merely a technological progression. It is a sequence of capital-

dependent risk transformations. 

If capital is discontinuous, innovation stalls. 

If risk cannot be measured or segmented, capital allocation hesitates.   

If capital cannot recycle, participation declines. 

Understanding innovation as a staged economic process clarifies why capital formation is not 

incidental but structurally necessary. 

The next question follows logically: 

What conditions must exist for capital to engage consistently across these stages? 

 

III. Capital Formation and Its Economic Preconditions 

Capital formation is the process by which savings are transformed into productive investment 

through structured allocation to defined economic units. It is the mechanism through which 

economic potential becomes economic activity. 

Capital allocation, particularly at institutional scale, is governed by recurring structural 

requirements observable across asset classes. Investors must be able to identify enforceable 

claims on economic output, distinguish and classify risk characteristics, measure and verify 

performance over time, and anticipate credible pathways for capital recycling. These 

requirements are not specific to innovation; they reflect the general operating logic of modern 

capital markets and structured investment practice. 

For capital formation to function at scale, several conditions must be present: 

1. Defined Economic Rights — clarity regarding ownership, control, and claims to 

economic benefit. 

2. Risk Segmentation — identifiable and classifiable risk characteristics across stages. 

3. Economic Measurability and Auditability — the capacity to attribute, observe, verify, 

and model value contribution over time through consistent and traceable economic 

records. 

4. Governance Structure — enforceable rules governing participation, transfer, and dispute 

resolution. 

5. Transferability or Structured Participation — the ability for economic units to enter 

exchange or structured contractual frameworks. 
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6. Liquidity Plausibility — a credible pathway for capital recycling without structural dead-

end. 

When these conditions are met, an economic unit qualifies for scalable capital allocation. 

In this framework, an asset is not merely a legally recognized right. It is a governable economic 

unit with measurable and auditable value characteristics, structured for participation within 

capital allocation systems. 

Under this definition, a significant portion of the innovation landscape remains pre-asset. 

The innovation substrate includes: 

• Patent records 

• Trade secrets 

• Tacit knowledge and know-how 

• Human capital and organizational capability 

• Undocumented technical integration processes 

These elements are economically valuable and essential to productive activity. However, in 

many instances, they are not structured in ways that support standardized measurability, 

traceable economic attribution, or governed participation across capital allocation frameworks. 

Legal recognition establishes control and exclusion rights, but it does not by itself create 

structured economic units capable of supporting systematic measurement, comparability, and 

portfolio construction. Economic valuation may occur through negotiation or litigation, yet such 

processes do not necessarily generate standardized, forward-looking performance frameworks 

compatible with scalable capital allocation. 

As a result, capital participation in innovation remains concentrated within specific channels — 

most commonly venture equity, corporate integration, or individually negotiated licensing 

arrangements — rather than operating through broadly comparable and systematically 

structured economic units. 

This structural reality explains a central economic observation: 

Innovation is economically rich yet structurally under-formed as a capital-compatible asset base. 

If innovation does not satisfy asset threshold conditions, capital formation cannot occur 

systematically or continuously. 
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Between early-stage knowledge creation and sustained economic participation lies a structural 

transformation. In other asset classes, this transformation is supported by institutional 

mechanisms that establish governance, measurability, comparability, and structured 

participation frameworks. 

The innovation economy lacks a comparably standardized transformation mechanism. 

This raises a structural question: 

What institutional layer is required to enable sustained economic translation across stages of 

innovation? 

 

IV. The Missing Layer: Asset Governance, Legibility, and Measurability 

The constraint on innovation translation is not solely technical or scientific. It is structural. 

The innovation economy lacks a standardized layer that provides: 

• Asset formation discipline 

• Governance clarity 

• Economic measurability and auditability 

• Economic lineage and attribution continuity 

• Risk classification 

• Disclosure structure 

• Capital compatibility 

In many industries, asset classes evolved through the development of institutional frameworks 

that established standardized definitions, valuation practices, disclosure norms, and governance 

rules. Real estate, infrastructure, and corporate securities each developed institutional 

architectures that enabled scale, comparability, and liquidity. 

Innovation has developed strong legal protection mechanisms. It has not developed equivalent 

capital formation discipline. 

Legal protection secures exclusion and control. Capital formation requires structured economic 

participation. A legally defined patent establishes boundaries of ownership and enforceability; it 

does not, by itself, establish standardized economic rights capable of supporting measurement, 

auditability, comparability, and portfolio construction. Asset formation occurs only when legally 
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protected innovation is translated into governable economic units with defined participation 

mechanisms, traceable economic lineage, and verifiable performance characteristics. 

The absence of standardized governance and measurability has several economic 

consequences: 

• Capital cannot compare innovation assets at scale. 

• Risk modeling remains inconsistent. 

• Portfolio construction is constrained. 

• Institutional capital participation remains limited. 

• Valuation is frequently negotiated rather than systematically derived. 

The result is structural dormancy. A large share of innovation potential remains economically 

latent because it does not satisfy capital-compatible asset conditions. 

Importantly, this does not imply that innovation lacks value. 

It implies that value is insufficiently structured to support scalable capital allocation. 

The absence of structured governance, measurability, and asset definition does not merely limit 

valuation precision. It disrupts the continuity of capital participation across innovation stages. To 

understand how this discontinuity operates in practice, it is necessary to examine a central 

economic mechanism: liquidity. 

 

V. Liquidity as Capital Continuity 

Liquidity, in economic terms, is the capacity of invested capital to be reallocated predictably 

without excessive loss of value or delay. 

Liquidity enables: 

• Capital recycling 

• Risk rebalancing 

• Portfolio management 

• Continuous capital supply 

In conventional markets, liquidity is often associated with tradability. In the context of 

innovation, however, liquidity must be understood more fundamentally as capital continuity — 
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the structural ability of capital to move across stages of development without structural 

interruption. 

Innovation unfolds across stages: knowledge creation, technical maturation, market integration, 

and revenue realization. Each stage requires distinct capital profiles. Capital continuity exists 

when participation at one stage can transition — through structured pathways — into 

participation at subsequent stages or into alternative forms of economic engagement. 

Where such transitions are credible, capital supply remains continuous. Where transitions are 

uncertain or structurally blocked, capital participation becomes episodic. 

Liquidity is often realized downstream as a consequence of successful commercialization. 

However, the plausibility of liquidity functions upstream as a condition for sustained capital 

engagement. Capital providers allocate based not only on current performance but on expected 

duration, risk profile, and the credible ability to recycle capital over time. 

When liquidity plausibility is weak: 

• Capital supply becomes intermittent. 

• Risk accumulates in early stages. 

• Maturation slows. 

• Translation rates decline. 

Where innovation assets lack measurable performance attribution, governance clarity, and 

transferable participation rights, liquidity plausibility is discounted. When liquidity plausibility is 

discounted, capital participation contracts. When capital participation contracts, innovation 

translation remains structurally constrained. 

Liquidity plausibility, however, depends on more than theoretical exit pathways. It depends on 

whether innovation assets are sufficiently legible to be identified, classified, and evaluated at 

the point of allocation. Without legibility, capital cannot enter systematically — and without 

systematic entry, capital continuity cannot be sustained. 

 

VI. Discovery, Comparability, and Capital at Scale 

Capital formation at institutional scale depends not only on asset definition but on legibility. 

Legibility, in economic terms, refers to the capacity of economic units to be discovered, 

classified, compared, and incorporated into portfolio construction frameworks. 
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Capital at scale does not allocate through isolated, bespoke evaluation. It allocates through: 

• Screening mechanisms 

• Classification systems 

• Portfolio models 

• Risk aggregation frameworks 

• Performance tracking over time 

Without discoverability and comparability: 

• Assets cannot be screened efficiently. 

• Risk cannot be diversified systematically. 

• Capital cannot be deployed at scale. 

In the innovation landscape, information exists in fragmented form: 

• Patent databases 

• Technical publications 

• Corporate filings 

• Confidential development pipelines 

• Unstructured tacit knowledge 

While these sources contain economic value, they are not organized into capital-compatible 

discovery frameworks. 

As a result: 

• Capital injection remains selective and episodic. 

• Institutional portfolio construction is constrained. 

• Smaller innovation assets remain invisible to scalable capital. 

Discovery, therefore, is not a matter of informational convenience. It is a prerequisite for capital 

allocation at scale. Where innovation remains undiscoverable in structured, measurable form, 

capital participation remains structurally limited. 

However, legibility alone does not determine capital behavior. The capacity to discover and 

compare economic units enables allocation, but allocation decisions are shaped by the range of 
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structured participation pathways available to economic actors. Capital may see an opportunity 

— yet whether and how it engages depends on the options through which participation can 

occur. 

Legibility enables allocation; optionality shapes participation. 

This leads to a further structural condition: the architecture of economic optionality. 

 

VII.  Economic Optionality and Capital Behavior 

Capital allocation is influenced not only by risk but by available economic pathways. 

Economic actors — including inventors, universities, corporations, venture investors, and 

institutional capital providers — respond to the set of options available to them. 

Options may include: 

• Licensing agreements 

• Strategic integration 

• Joint development 

• Spin-out formation 

• Portfolio aggregation 

• Structured financial participation 

Optionality affects economic behavior in several ways: 

• It alters risk perception. 

• It influences investment timing. 

• It changes bargaining dynamics. 

• It affects capital supply elasticity. 

Where innovation pathways are limited to narrow channels — such as litigation-based 

enforcement or equity-based venture exits — capital participation becomes concentrated in a 

narrow set of participation pathways, limiting risk segmentation and reducing the diversity of 

capital engagement. Broader, structured optionality increases capital willingness to engage 

across stages. 
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However, optionality does not operate in isolation. Liquidity plausibility, legibility, and 

optionality are structurally interdependent conditions of capital formation. 

Legibility enables capital to identify and compare economic units. 

Liquidity plausibility enables capital to recycle participation across stages. 

Optionality defines the structured pathways through which participation can occur. 

When any one of these conditions is weak, capital continuity becomes constrained. When all 

three are underdeveloped, innovation translation remains episodic rather than systemic. 

The structural constraints described in this paper are therefore not theoretical abstractions. 

They manifest in observable patterns of capital concentration, limited portfolio construction, 

stalled maturation, and uneven participation across the innovation economy. 

This leads to a final question: 

If structural conditions are misaligned, what empirical signals should we expect to observe? 

 

VIII.  Observable Signals of Structural Strain 

The structural limitations described above are reflected in observable market and policy signals. 

Across jurisdictions, policymakers and regulators confront persistent uncertainty in the 

valuation and accounting treatment of intellectual property. Debates surrounding the 

measurement of intangible capital reveal the absence of standardized economic attribution 

frameworks. 

Transfer-pricing practices often treat intellectual property as accounting abstraction rather than 

measurable economic unit, obscuring real value contribution. 

Valuation disputes frequently arise in litigation contexts, suggesting that price discovery occurs 

reactively rather than through structured market comparability. 

Private capital initiatives focused on intellectual property have emerged, indicating demand for 

structured participation.  

These developments do not represent isolated events. They reflect systemic strain arising from 

the absence of a coherent economic architecture for innovation capital formation. 

When valuation lacks standardization, 

when disclosure lacks comparability, 

when risk classification remains inconsistent, 

and when liquidity plausibility is episodic, 
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innovation remains economically fragmented — visible in legal form yet insufficiently integrated 

into structured systems of production, exchange, and capital continuity. 

The consequence is not merely limited financial participation. It is constrained economic 

translation: research that advances but does not scale, invention that is protected but not 

measurably integrated, and value that exists but is not structurally organized for sustained 

participation. 

These signals point to a structural condition rather than a cyclical fluctuation. They indicate that 

innovation translation is limited not by innovation itself, but by the architecture through which 

innovation is organized as economic activity. 

 

IX. Structural Implications 

The analysis above yields several structural conclusions: 

1. Innovation is a staged economic process requiring capital participation at each phase of 

risk transformation. 

2. Capital formation depends on defined asset conditions, including governance, 

measurability, auditability, risk segmentation, and liquidity plausibility. 

3. A significant portion of the innovation substrate remains pre-asset under these 

conditions. 

4. Discovery and comparability constraints limit capital participation across risk stages. 

5. Structured optionality influences participation breadth and capital allocation behavior 

across stages. 

6. Liquidity plausibility is a prerequisite for capital continuity, not merely an outcome of 

successful commercialization. 

Taken together, these findings indicate that the constraint on innovation translation is not 

primarily technological. It is structural. 

The gap is not a shortage of innovation, but the absence of a coherent economic architecture 

through which innovation can function as a structured, governable economic unit across stages 

of development. 

Such architecture establishes the structural conditions under which markets can emerge and 

capital can participate coherently across the innovation lifecycle. 
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Within the broader research framework of the IPX Foundation, this economic architecture 

provides the analytical foundation for corresponding market and system architectures. 

To situate this conclusion more broadly, it is necessary to consider innovation capital formation 

within the general function of economic coordination itself. 

 

X. Economic Coordination and Capital as Organizing Mechanism 

At its core, an economy is a system for organizing scarce resources — knowledge, labor, time, 

facilities, and capital — toward productive use across time and uncertainty. Finance and capital 

markets function as coordinating subsystems within that broader system, transforming savings 

into structured investment. 

Capital operates as a scalable organizing mechanism. It aggregates dispersed resources, prices 

uncertainty, and enables reallocation across stages of development. However, capital can only 

coordinate what is economically structured. 

Where innovation remains insufficiently measurable, governable, auditable, or comparable, 

capital cannot allocate at scale — regardless of aggregate liquidity conditions. The constraint, 

therefore, is not simply financial. It is organizational: the absence of structured economic 

conditions under which innovation can participate coherently within capital allocation systems. 

Innovation capital formation infrastructure should therefore be understood as economic 

coordination — the disciplined structuring of innovation so that scarce resources can be 

organized productively across stages of development. 
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Appendix A — Summary Table: Structural Components of Innovation Capital   

 

Structural Economic 

Condition 

Economic Function Observable Economic Output 

Defined Economic 

Rights 

Clarifies participation and 

claims 

Reduced dispute cost; improved 

allocation clarity 

Measurability & 

Auditability 

Enables attribution and 

verification of value 

Reliable valuation, balance-sheet 

recognition, comparable reporting 

Economic Lineage Preserves traceability 

across stages 

Continuity of economic history; 

improved risk modeling 

Risk Segmentation Aligns capital to stage-

specific uncertainty 

Stage-appropriate financing; improved 

capital efficiency 

Discovery & 

Comparability 

Enables scalable screening 

and classification 

Broader capital participation; portfolio 

construction 

Liquidity Plausibility Supports capital recycling Continuous capital supply; reduced 

financing friction 

Economic Optionality Expands participation 

pathways 

Greater investment elasticity; 

diversified exit routes 

Governance Structure Enforces participation rules Lower transaction cost; increased 

institutional trust 

 

When these structural conditions are present, innovation assets transition from dormant legal 

records to governable economic assets capable of sustained participation in production, 

exchange, and capital formation. 
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Appendix B — Schematic Representation: Economic Architecture of Innovation 

Capital Formation 

 

 

 

The figure presents the structural economic conditions under which innovation transitions from 

legally protected knowledge to capital-compatible economic participation. Market and system 

architectures operationalize these conditions. 
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IPX Foundation Research Program 

Architectures for Innovation Capital Formation 

The IPX Foundation is a Washington, D.C.–based nonprofit research and standards organization 

dedicated to developing institutional frameworks that enable innovation assets to participate 

within coordinated capital markets. 

The Foundation’s research program examines the economic, market, and system architectures 

required to support scalable innovation capital formation, as well as the liquidity dynamics 

through which innovation capital markets sustain capital participation across stages of 

development. 

The publication series Architectures for Innovation Capital Formation develops this analytical 

framework across four complementary perspectives: 

Research Paper No. 01 — Economic Architecture of Innovation Capital Formation 

Research Paper No. 02 — Market Architecture for Innovation Capital Formation 

Research Paper No. 03 — System Architecture for IP Capital Markets 

Research Paper No. 04 — Liquidity Dynamics of IP Capital Markets 

Together, these publications examine the institutional conditions under which innovation 

assets—operationally expressed through intellectual property and technological development—

can participate coherently within capital allocation systems. 

Future publications in the research program will examine the macroeconomic implications of 

innovation capital market formation. 

. 
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