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I.​ Abstract 

The paper explores whether AI-powered "regulators" can autonomously enforce compliance in 
financial technology (fintech), focusing on the legal and operational implications of delegating 
regulatory authority to algorithms. It starts with an overview of the origin and background of the use 
of Artificial Intelligence in the Fintech sector. After that, the paper delves into understanding key 
concepts such as Autonomous compliance, AI Regulators, etc. The paper then examines the legal 
implications, including frameworks for algorithmic accountability, liability attribution, and the legal 
personality of AI systems. The study then highlights the benefits, as well as challenges, of delegating AI 
in the Finance sector. A comparative review of global regulatory approaches—such as OECD 
principles, risk-based frameworks, and regulatory sandboxes—underscores the need for international 
collaboration. The paper then concludes with recommendations for ethical and responsible integration 
of AI in fintech regulation and compliance. 

Keywords: Artificial Intelligence, Fintech Sector, AI Regulators, European Union, Legal Personality of 
AI 

II.​ AI in Financial Technology (Fintech) 

The usage of Artificial Intelligence (AI) in financial technology can be described as nothing short of 
revolutionary. With advanced algorithms and machine learning, AI systems are automating 
financial processes by streamlining multiple tasks, increasing efficiency, and reducing manual 
efforts. AI has enabled better personalisation in financial services, tailoring recommendations and 
offerings to each customer’s unique needs and preferences, such as the services of chatbots, which are 
powered by AI and provide 24/7 customer support by engaging in natural-language conversations, 
delivering instant responses to inquiries and issues. 

Artificial Intelligence algorithms are also used in analysing customer data, subsequently identifying 
spending habits and financial transactions, predicting future financial behaviour, and offering 
personalised financial recommendations.  

Furthermore, AI is being employed in other interlinked jobs, such as the detection of fraud, risk 
management, assisting fintech firms with regulatory compliance, etc. 

The origin of Artificial Intelligence (AI) in the fintech industry traces back to foundational 
developments in computing and machine learning from the mid-20th century. As the advancements 
began to appear in data analytics and predictive modelling, the transformative application of AI in 



Finance picked up speed in the 1990s. Financial institutions, then, gradually implemented automated 
systems to enhance decision-making, improve efficiency, and manage risks. 

By the early 21st century, AI-driven algorithms started to be used for the detection of fraud, finding 
credit scores, and algorithmic trading. The groundwork for further innovation was laid by the 
evolution of AI technologies, particularly natural language processing and deep learning. 

Simultaneously, the growing complexities in financial regulations were addressed by the rise of 
AI-powered regulatory technology (RegTech) in financial regulations. RegTech solutions, which 
emerged in response to the 2008 financial crisis, upscale AI to automate compliance monitoring and 
detect anomalies. 

III.​ Key Concepts and Definitions 

A.​ Definition and Scope of AI Regulators 

AI regulators, often termed AI-powered regulatory technologies or "RegTech," are systems that 
make use of artificial intelligence to upscale and automate regulatory processes within the financial 
sector. AI regulators focus on overseeing and managing AI applications to address challenges 
such as the "pacing problem" and the "black box1" issue. Their scope includes regulating AI 
inputs (training data and copyrights), outputs (automated decisions and generated content), and 
processes (models and algorithms). 

B.​ Applications of AI in Fintech 

Certain key applications of AI have revolutionised the fintech industry by automating complex 
processes and enhancing decision-making. This includes fraud detection (identifying anomalies in 
real time), whereby analyzing transaction patterns, machine learning identifies anomalies 
instantaneously, reducing financial crime. By relying on alternative data sources, AI-driven credit 
scoring models evaluate borrower risk more accurately. Furthermore, in trading, AI enhance 
strategies, predictive analytics2 and algorithmic execution.  

2 The application of AI and machine learning algorithms to analyse large datasets of financial data, and thus identifying 
patterns and trends to forecast future customer behaviors, dynamics of the market, and potential risks in the market is 
referred to as “predictive analytics”. It allows financial institutions to make informed actions and thus manage operations 
based upon the predicted outcomes.  

1 In AI Fintech, a “black box” issue refers to the lack of transparency in the process of how an artificial intelligence 
algorithm makes decisions, thus making it uneasy to decipher how an outcome was arrived at, especially when used in 
financial applications like loan approvals or recommendations related to investment, thus raising concerns about potential 
bias and unfair treatment of users because of the ambigous decision making process.  
 



C.​ Understanding Autonomous Compliance 

The usage of AI and machine learning in the fintech industry to automate regulatory tasks, such as 
Know Your Customer (KYC) checks, Anti-Money Laundering (AML) monitoring, fraud 
detection, etc, is known as Autonomous compliance. Such processes ensure that regulatory tasks 
are adhered to complex and varying rules with minimal human intervention. 

IV.​ Legal Implications of Delegating Regulatory Authority to Algorithms 

Apropos to the discussions related to the fintech firms, the legal accountability of AI in financial 
services means deciding the responsibility for the outcomes produced by AI systems, that is, 
whether the blame lies with developers, operators, or users. This question becomes complicated 
and of great importance when AI operates autonomously or when decisions emerge from 
multi-factorial data interactions.  

For example, if a biased outcome is produced by an AI-driven lending platform, accountability shall 
depend on how the preventive measures were enforced by a financial institution and with what 
transparency the algorithms were designed. 

In addition, what further complicates the landscape is liability for AI errors or regulatory 
breaches. Inadequate oversight or discriminatory algorithms can make financial institutions bear 
penalties. Nonetheless, attributing fault is often unclear due to AI’s opaque decision-making models.3 

A.​ Frameworks for Legal and Algorithmic Accountability 

In the fintech sector, the frameworks of legal and arithmetic accountability are important for 
determining the ethical and responsible usage of AI systems. By incorporating multiple laws and 
guidelines, these frameworks ensure adherence to evolving regulatory standards by 
counterbalancing consumer protection and innovation. Key aspects include: 

3 In 2022, SafeRent Solutions, an AI powered tenant providing service company for landlords, was sued on the allegation 
that its algorithm disproportionately assign scores for black, Hispanic applicants and the ones with the house vouchers. 

The appellants argued that the algorithm of SafeRent, which evaluated factors like credit history, penalized the minority 
communities applicants which generally possess housing vouchers resulting in systematic bias against these groups violating 
the Fair Housing Act and Massachusetts state laws. 

Subsequently as an outcome of the legal proceedings, SafeRent agreed to a $2.3 million settlement in November 2024. 
Further, as part of the agreement, the company agreed to eliminate the use of AI-powered scoring for accessing tenants 
utilizing housing vouchers and implement changes in the AI system to ensure compliance with the housing laws. 



1.​ Data Protection Laws: These regulations include safeguarding sensitive customer data and 
information from digital threats. An example of it is the Digital Personal Data Protection 
Rules, 2025 in India, which mandates significant data fiduciaries to conduct Data Protection 
Impact Assessment,  annual audits to ensure that algorithmic software protects data rights, and 
compliance with data transfer restrictions outside India. 

2.​ Consumer Protection Laws: These laws protect consumers from discriminatory practices. A 
regulation under it would require financial institutions to disclose how AI influences decisions 
like loan approvals and credit scoring. Further, mechanisms for consumers to challenge 
AI-driven decisions are also mandated. 

3.​ Liability Laws: These laws define who is accountable when AI systems cause harm or 
regulatory violations. Depending on jurisdiction, liability may be strict (holding institutions 
accountable regardless of fault) or based on negligence, addressing product liability and 
vicarious responsibility. 

B.​ Legal Personality of AI Systems 

The granting of a status to an Artificial Intelligence system, which allows it to have rights as well as 
obligations in accordance with a legal framework, is referred to as the legal personality of the AI 
system. As the concept is applied to AI systems, it raises complex questions because previously, the 
scope of the concept was limited to an organization. 

In financial services, where AI autonomously influences decisions, the lack of a clear legal 
personality creates accountability gaps. However, critics4 argue that assigning such status may 
dilute human responsibility, complicating regulatory enforcement.   

C.​ Challenges in Liability Attribution 

1.​ Allocation of Responsibility in Self-Learning Systems 

Self-learning AI systems adapt autonomously based on data input and feedback, creating 
unpredictable behaviours. Unlike traditional software, they evolve beyond their original 
programming, complicating liability assignments. Conventional models hold developers or 
users responsible, but these frameworks fall short when AI decisions deviate from initial design 
intentions, necessitating legal reforms for clearer accountability5. 

5 Von Bodungen, B. and Steege, H. (2024): Liability for automated and autonomous driving in Germany, in Data science, 
machine intelligence, and law, pp. 279-320 

4 Solaiman (2017). Legal personality of robots, corporations, idols and chimpanzees: a quest for legitimacy 



2.​ Lack of Clarity Regarding Third-Party Liability 

AI systems often depend on third parties, such as data providers or software vendors, whose 
contributions influence outcomes. Current laws struggle to determine liability when errors 
arise due to faulty external data. Distributed systems, including blockchain and cloud-based 
AI, further diffuse responsibility, making it difficult to pinpoint culpability. 

3.​ Technical and Legal Difficulties in Traceability of Decisions 

The "black-box" nature of AI systems obscures decision-making processes, posing a significant 
barrier to accountability. In financial services, opaque algorithms hinder applicants from 
understanding loan rejections, emphasising the need for transparent models (De Sio & 
Mecacci, 2021). 

4.​ Algorithmic Bias 

The bias in AI systems is a reflection of the societal inequalities embedded in training data. The 
result of which is discriminatory outcomes, for example, bias in credit scoring. 

V.​ Benefits of AI for Regulatory Compliance in Fintech 

A.​ Enhanced Efficiency and Risk Management 

The financial sector has been revolutionised by Artificial Intelligence as it has enhanced efficiency 
to a great extent in mitigating risks. Be it speed or precision, Automation by AI has surpassed 
human limitations. This efficiency reduces costs for financial institutions and enables swift, 
accurate decision-making. 

B.​ Regulatory Compliance at a greater pace 

AI presents incomparable dexterity when it comes to regulatory compliance. The domain of 
financial regulation is dynamic and non-static. It is where AI surpasses human auditors in 
detecting anomalies in real time from the large volumes of data, making corrective action an 
immediate feature. Moreover, AI can anticipate compliance challenges by using predictive analytics 
as it analyses evolving market trends. 

C.​ Proactive Fraud Detection 

AI’s dynamic learning model significantly outpaces static security systems. By continuously 
analysing transaction data, AI evolves its fraud detection mechanisms, identifying suspicious 



activities even when they deviate from known patterns. This proactive approach strengthens 
financial security. 

D.​ Enhanced Customer Experience through personalised services 

AI-driven interfaces are designed in such a manner as to decipher the needs, preferences, and 
behaviours of customers at an individual level. The capabilities of AI systems enable them to offer 
services that are tailored to the anticipation of customers’ needs before they even articulate them. 
For example, AI can break down a user’s expenditure patterns and, apropos to it, offer 
insights, recommendations, or alerts about potential savings or investment opportunities. 

VI.​ Challenges in Implementing AI-Powered Regulators 

A.​ Resistance from Traditional Regulatory Bodies 

Resistance from traditional regulatory bodies means hesitation or pushback from established 
financial regulators when AI-driven regulatory technologies are adopted. Certain aspects of 
resistance of such type include fear of losing human judgment in critical decision-making, lack 
of trust in automated compliance, and the difficulty of establishing legal standards for AI-driven 
processes.   

For example, regulators who deal with system errors or data biases shall scrutinise entities that 
integrate AI for real-time fraud detection. Regulatory frameworks like the EU’s GDPR emphasise 
data protection, further complicating AI adoption.6 

B.​ Data Quality and Availability 

A key requirement of an AI model for effective training is extensive datasets. The authenticity and 
accuracy of that model are up-scaled in the existence of large volumes of data, thus allowing the 
model to break down complex patterns and chains deftly. 

But here lies the catch. Though the financial industry retains extensive data reserves, a large 
portion of it is unsuitable for AI training because of the restricted digitalisation among 
established service providers. 

6 Netherlands' System Risk Indication (SyRI). SyRI was an automated system implemented to detect welfare fraud by 
profiling individuals based on various data points. However, it faced significant criticism for disproportionately targeting 
low-income and minority communities, raising concerns about transparency and fairness. In 2020, a Dutch court ruled that 
SyRI violated human rights due to its lack of transparency and potential for discrimination, leading to its discontinuation. 



Additionally, the performance of the model is undermined, with the issues ranging from 
incompleteness, bias, and inaccuracy to inconsistency, thus impacting data quality and eventually 
leading to unreliable or biased predictions. This makes the presence of well-structured and 
good-quality data crucial.  

C.​ Algorithmic Bias and Errors 

In the fintech industry, when AI decision-making is widespread, Algorithmic bias and errors 
present critical challenges. Biases occur when training data reflect existing historical inequities, 
causing the algorithm to show inequalities while determining credit scoring or loan approvals. 

The lack of transparency in the models further compounds the issue because many AI models 
function as black boxes, making it hard to detect bias and to explain decisions. For example, many 
users do not trust opaque recommendations given by robo-advisors, making them face greater 
scrutiny. 

Furthermore, incomplete or poor-quality data may result in inaccurate financial predictions, 
incorrect categorisation of risk or failure to detect fraudulent activities. 

D.​ Technical Challenges and Limitations 

Multiple challenges and hindrances arise when Fintech entities integrate AI into their services; the 
prominent ones are discussed as follows. 

A necessity of an authentic and accurate AI system is high-quality, structured data, but what often 
happens is that data comes from multiple sources, is incomplete and reflects inequities. Eventually, 
if the very required input data isn’t accurate, it translates a model to one which produces unfair 
outcomes and wrong predictions. 

Another area is the bias in Algorithms. Since AI models are trained on historical data, they often 
transmit the bias or inequities which is found in that data. 

Another challenging aspect is Regulations. Though financial services are tightly governed, many of 
the existing regulations were not crafted keeping AI in consideration. This leads to the creation of a 
grey area where entities must be careful about compliance while innovating. 

Furthermore, as AI systems store and handle sensitive financial information, they are susceptible to 
cyber attacks. 



Lastly, the complexity of AI models can be a hindrance. The interpretation of many advanced 
models, such as neural networks, is difficult, making the justification of any outcome from such 
models hard to believe because transparency and trust are the two key pillars in the  Fintech 
industry. 

E.​ Ethical and Societal Concerns 

Ethical considerations in AI models’ implementation are important for ensuring accountability, 
authenticity, and fairness in the system. However, as previously discussed, a key concern is the bias 
which often gets transmitted to the AI models from the historical datasets in its training duration. 
Another concerning area is data privacy because AI systems rely on a large quantity of personal 
financial information, making it vulnerable to breaches. 

Additionally, the effects of a particular societal development, such as job displacement or even 
unequal access to resources, require responsible AI governance.  

VII.​ Global Approaches to AI Regulatory Compliance 

 

7 AI Compliance: A Must-Read for Fintechs Using AI, InnReg, Jan 2025 

Country/Region​       Regulatory Approach​  Impact of Compliance 

United States of America (USA) The United States regulates artificial 
intelligence (AI) through a 
decentralised framework, combining 
federal agency guidelines with 
state-level legislation.  
 
While no overarching federal AI law 
exists, agencies such as the Federal 
Trade Commission (FTC) and the 
Department of Commerce emphasise, 
in their guidelines,  transparency, 
accountability, and fairness in AI 
governance.7  
 
At the state level, California leads 
with stringent data privacy laws, 
including the California Consumer 
Privacy Act (CCPA) and its successor, 

The recent deregulatory 
measures dismissing major 
lawsuits against tech firms 
under the Trump 
administration shall prove 
advantageous for fintech 
companies integrating AI, as it 
reduces compliance burdens 
and encourages innovation.  
 
However, the dissolution of 
consumer protection agencies, 
such as the Consumer 
Financial Protection Bureau 
(CFPB), raises concerns about 
the potential for increased 
financial exploitation 

https://www.innreg.com/blog/ai-compliance-a-must-read-for-fintechs-using-ai?utm_source


11 AI Watch: Global regulatory tracker - India, White & Case, May 2024 

10 Reuters, February 2025 

9 Artificial Intelligence Law: India, Lexology, December 2024 

8 Reuters, February 2025 

the California Privacy Rights Act 
(CPRA). 
 
Also, the US Securities and Exchange 
Commission (SEC) has asked public 
companies to adhere to certain 
AI-related disclosures, such as clearly 
defining AI, disclosing risks, etc., in 
annual reports (10-K filings).8 

India Currently, there are no specific 
codified laws, statutory rules or 
regulations in India that directly 
regulate AI. Nevertheless, various 
frameworks are being formulated to 
guide the regulation of AI. 
 
The Digital Personal Data Protection 
Act (DPDPA) 2023 mandates fintech 
companies to obtain explicit consent 
for data processing, uphold data 
subject rights and implement robust 
security measures.9 This legislation 
ensures that AI applications in fintech 
operate with stringent data privacy 
safeguards.  
 
The Securities and Exchange Board of 
India (SEBI) has implemented 
regulations requiring brokers offering 
algorithmic trading services to obtain 
approval for each specific algorithm 
from stock exchanges, ensuring 
transparency in AI-driven trading.10 
 
The Principles for Responsible AI 
(February 2021) serve as a guideline 
for fintech firms to ensure that AI 
applications uphold user rights and 
operate within ethical boundaries.11 

Fintech firms collaborating 
with regulated financial 
institutions will now be 
designated as ‘data processors’ 
and are required to adhere to 
the provisions outlined in the 
Digital Personal Data 
Protection Act (DPDPA).  

This regulatory shift is poised 
to redefine the partnership 
dynamics between FinTechs 
and regulated entities, 
introducing enhanced scrutiny 
over data governance 
frameworks.  

Consequently, FinTech firms 
demonstrating stringent 
compliance and 
well-structured data 
governance mechanisms are 
likely to emerge as preferred 
collaborators within this 
evolving regulatory landscape 

https://www.whitecase.com/insight-our-thinking/ai-watch-global-regulatory-tracker-india?utm_source
https://www.reuters.com/world/india/india-markets-regulator-sets-track-trace-rules-retail-investors-algo-trading-2025-02-04/?utm_source
https://www.lexology.com/indepth/artificial-intelligence-law/india?utm_source
https://www.reuters.com/legal/legalindustry/10-takeaways-addressing-artificial-intelligence-10-ks-2025-02-21/?utm_source


 

Whether it is the European Union (EU), the United States, Japan, or China, different countries across 
the globe have diverse and distinct approaches in the way they formulate policies and regulations in the 
case of employment of artificial intelligence in multiple domains. This could be, in large part, explained 
because countries assign unalike priorities and values to multiple stakes associated with the usage 
of AI in varied domains. However, after an analysis of the jurisdictions of the countries mentioned 
before, certain common trends and approaches could be identified, which are listed below. 

13 AI Regulatory Approaches of Singapore, the EU, China and the USA, OrionW, March 2024 

12 The EU AI Act, ratified in March 2024, establishes a four-tier risk system: unacceptable-risk AI (banned), high-risk 
AI (subject to strict compliance requirements), limited-risk AI (transparency obligations), and minimal-risk AI 
(no obligations). High-risk AI systems, such as those used in law enforcement, require rigorous assessments and 
compliance measures. 

https://www.orionw.com/news-insights/ai-regulatory-approaches-of-singapore-the-eu-china-and-the-usa?utm_source


A.​  OECD Principles as a Foundational Benchmark 

The AI Principles, which were adopted by the OECD and G-20 Nations in 2019, set out to be a 
global benchmark for many countries. These principles advocate for “transparency and responsible 
disclosure” in the AI outcomes and a “robust, secure” framework for AI systems. For example, EU 
policymakers have proposed to bar the usage of AI for facial recognition in public places to adhere 
to the “red lines”, which found their base in the OECD principles. Similarly, governments in 
Japan, Singapore and the UK provide guidelines to their industries which resonate with the OECD 
principles. 

B.​ Risk-Based Regulatory Frameworks 

Jurisdictions across the globe are adopting a risk-based approach to AI. It involves molding 
regulations and rules in accordance with the risks posed by AI-related activities, such that a balance 
is achieved between reducing AI-centric risks and promoting the adoption of AI. Further, in April 
2023, G7 Digital and Technology ministers called for having a risk-based approach to AI systems 
and frameworks. EU’s AI act and Canada’s AI and Data Act are a couple of prominent examples 
that adopt a risk-based approach to AI.  

C.​ Sector-Specific and Sector-Agnostic Regulations 

There is a growing recognition among countries such as China, the US, EU countries, Singapore, 
UK, etc. that sector-specific regulations are required in the AI policymaking. It is because in AI 
technology, different sectors pose different and unique risks. Consider the banking sector, which 
shall require sector-specific regulations so as to minimize the risks banks pose to consumers when 
AI is employed in cases like lending or approving loans. 

D.​ Intersections with Broader Digital Policies 

AI regulation increasingly integrates data privacy, cybersecurity, and intellectual property 
protection. The EU leads with expansive frameworks, including the Digital Services Act 2022, 
which governs algorithmic content management. Korea’s Digital New Deal 2020 promotes data 
access for AI development while addressing market concentration. 

E.​ Regulatory Sandboxes for Innovation 

Sandboxes allow regulators and companies to test AI systems in controlled environments. 
Pioneered by the UK’s Financial Conduct Authority, this concept fosters safe innovation and 
collaborative rulemaking. Singapore’s AI Verify platform and similar initiatives in Spain and 



Sweden prepare for AI Act implementation, enabling policy refinements through real-world 
application. 

F.​ International Collaboration on Frontier AI Risks 

Global initiatives aim to manage generative and general-purpose AI risks. The G7 Hiroshima 
Process and the UK AI Safety Summit have propelled collective efforts toward common 
governance standards. Agreements on guiding principles and codes of conduct signify progress in 
aligning international responses to AI safety and ethics. 

VIII.​ Future Outlook and Recommendations 

A.​ Promoting Fairness in AI-Driven Decision-Making 

1.​ Accountability: 

It is crucial to establish clear accountability protocols for instances when AI systems 
produce incorrect or contentious decisions. This involves designing user-centric mechanisms 
that allow individuals to appeal to AI-generated outcomes and ensuring a responsive 
resolution process. A mechanism shall include developing a direct and accessible appeals 
procedure, crafting specialised teams that shall investigate and resolve grievances of users, and 
frequently conducting audits of the AI decision-making systems and frameworks to uphold 
the authenticity and accuracy of the model. 

2.​ Ethical and Regulatory Alignment: 

AI models should be frequently updated when the data distribution on which the model is 
trained on changes, the performance level of the model falls on new data, or to maintain 
business relevance.  

A forward-looking approach includes (i) stationing of real-time monitoring systems to rapidly 
identify and solve ethical concerns, (ii) frequent refinement of AI models to encompass current 
market situations, and (iii) requiring the model to pass through periodical reviews by 
outsourcing specialists to upscale ethical governance. 

These steps ensure that AI systems remain both adaptable and responsible 

B.​ Protecting Customer Data Privacy 



Ensuring the privacy of the customer’s data is a top priority for the fintech entities which handle 
large personal financial information on a day-to-day basis. This requires the implementation of 
resilient data security measures, tight access control, and compliance with data protection 
regulations. 

Further strategies include (i) the application of end-to-end encryption to protect users’ data 
lifetime, (ii) conducting privacy impact assessments when the latest AI technologies are 
deployed, and (iii) frequently revising privacy policies to match the evolving regulatory needs. 

C.​ Enhancing Transparency in AI Operations within the Fintech Sector 

1.​ It is of fundamental importance to ensure that AI-driven decisions and outcomes are made 
transparent to the end users. The very first step includes providing comprehensive explanations 
of how any AI-generated outcome is arrived at, giving access to the criteria and data points 
crucial in determining the outcome. Moreover, explaining recommendations through 
comprehensible user interfaces fosters users’ trust and confidence in any financial entity and its 
services of AI models. 

2.​ Another key measure includes drafting a data protection framework that aligns with the 
requirements of the fintech sector and legal structures and regulations, which ultimately back 
the framework. Focusing on India, the work done by the Justice Srikrishna Committee and the 
Digital Personal Data Protection Rules, 2025, marks a key progress in this direction, but 
eventually, more needs to be done. 

3.​ Apart from a central Data protection framework, sector-specific regulatory laws/frameworks 
should be worked out by the government to leave no stone unturned in mitigating data privacy 
risks. For example, Israel’s Ministry of Innovation, Science and Technology, in collaboration 
with the Ministry of Justice, released its first policy on AI regulations14 in 2023, which 
encourages a sector-specific regulatory approach using soft tools, such as non-binding ethical 
principles and voluntary standards. 

4.​ Another crucial recommendation is to benchmark the country’s data protection 
framework with global standards, such as with the European Union’s General Data 
Protection Regulation (GDPR). Benchmarking helps in identifying gaps and areas of 
improvement in a country’s data protection framework, further, it fosters greater trust among 
international businesses which operate in multiple jurisdictions. 

14 https://www.whitecase.com/insight-our-thinking/ai-watch-global-regulatory-tracker-israel 



5.​ Additionally, what should be done is to encourage AI developers to adopt the best 
models/systems/practices available globally. For example, IEEE’s Global Initiative on Ethics of 
Autonomous and Intelligent Systems provides recommendations to ensure that ethical 
considerations are prioritised in AI systems. 

D.​ Addressing Biases in AI Systems 
1.​ It is important to address bias in AI systems relating to gender, race, or socioeconomic status. A 

key step to mitigate bias includes mandating regular audits of AI algorithms to ensure it 
does not have any anomalies and uphold inclusivity. Periodical auditing of AI systems also 
ensures a commitment to the continuous refinement of AI systems.  

Through frequent bias assessments, implementation of fairness checks throughout the 
development and deployment phases, and utilising diverse representative datasets for training 
models, the risk of biased decisions can be minimised to a great extent. 

2.​ The development and enforcement of descriptive guidelines for bias testing are equally 
important. AI models should be rigorously evaluated to prevent unintended consequences that 
may restrict financial access for marginalised groups, minorities, or individuals with limited 
proficiency in dominant languages. Setting predefined variance thresholds is a proactive 
measure that can flag potential biases, prompting human oversight for decisions with 
significant user impact.  

Moreover, collaborating with advocacy organisations and experts can help Fintech firms 
recognise subtle biases and refine their systems accordingly. By identifying embedded biases 
and assessing their impact, companies can adopt a reactive, use-case-driven strategy until more 
advanced methods for creating neutral AI solutions are developed. 

3.​ In addition to addressing bias directly, thoughtful data ownership and governance are crucial. 
While big data and AI have revolutionised financial inclusion and operational efficiency, overly 
restrictive measures could stifle innovation and negate their benefits. Instead of banning 
or excessively limiting AI usage, a balanced approach emphasising personal data 
protection and consent frameworks is preferable. 

The introduction of initiatives like the RBI-approved Account Aggregators demonstrates 
how technology can facilitate data sharing while respecting user consent. However, challenges 
persist with current consent-based models, including consumer burden, limited choice, and 
unaccounted externalities. Enhancing governance frameworks to mitigate these issues will help 
protect individuals while supporting responsible innovation. 



E.​ Algorithmic Fairness in AI Systems 

The European Union promotes algorithmic fairness by providing templates and proposals for 
companies to audit AI systems for compliance with GDPR and transparency requirements. 
Such policies foster trust, reliability and ethical use of AI systems. Further, Fintech firms should 
integrate these inclusive, non-discriminatory frameworks to upscale the authenticity in the 
AI-driven financial services. 

F.​ Community-Centric Data Ownership for Fairer AI 

Countries must explore community-based data ownership models that empower individuals to 
derive value from their data in beneficial ways. By collectively owning data, communities can 
choose to share it only with responsible service providers or develop public insurance products, 
reducing private-sector dominance in data exploitation. India’s fintech sector offers examples, such 
as the RBI’s public credit registry, which highlights the potential for the public provision of 
essential data infrastructure services for broader societal benefit. 

G.​ Regulating AI Algorithms in the Fintech Sector 

1.​ The regulation of AI algorithms is crucial, regardless of the frameworks governing data 
ownership. There are several approaches to achieve effective oversight.  

First, regulators can demand algorithmic transparency to ensure appropriate data usage in 
delivering financial products. However, transparency as a regulatory tool has inherent 
limitations. Excessive information can overwhelm stakeholders, compromise privacy, expose 
trade secrets, and create false perceptions of agency where none exists, especially when sensitive 
financial data is involved. Hence, transparency must be applied judiciously. 

2.​ Second, regulators can enforce output-based standards, ensuring that algorithmic decisions 
adhere to minimum benchmarks. Alternatively, they may require algorithms to outperform 
random decision-making processes. However, this approach has a risk of bureaucratic 
inefficiency and regulatory overreach, compelling such approaches to remain under the scope 
of elected legislative bodies rather than unelected agencies. 

3.​ Lastly, as AI-led models and systems become increasingly complex, regulatory agencies must 
integrate and adopt likewise high-tech tools. Reserve Bank of India’s Data Sciences Lab (DSL) 
make use of data analytics to enhance surveillance, forecasting, policy formulation, etc.  

H.​ Enhancing Consumer Protection through Disclosure Requirements 



1.​ Disclosure requirements make it obligatory for the fintech providers to present offer 
information about the products and services transparently, enabling consumers to make 
informed decisions. Providers must clearly disclose comprehensive details, including 
product features, terms, fees, interest rates, repayment conditions, and potential risks, 
in straightforward language accessible to all users. 

2.​ In addition, consumers should be enabled to access return on risks, trade-offs, and suitability of 
a product by mandating fintech providers to show relevant risks, for example, credit, liquidity, 
and regulatory risks. Further, it shall be clearly communicated to the consumer about their 
rights,  and mechanisms for sorting out disputes should be obligatory because an opaque 
complaint resolution mechanism fosters the trust of a user upon the services offered by AI 
technology. 

IX.​ Conclusion 

This research demonstrates that while AI-powered regulators hold significant potential to 
autonomously enforce compliance in the fintech sector, several critical challenges must be addressed 
for their responsible integration. These systems can revolutionise regulatory processes by enhancing 
efficiency, mitigating risks, and ensuring real-time adherence to complex rules. However, the legal 
implications of delegating regulatory authority to algorithms, such as accountability frameworks, 
liability attribution, and ethical concerns, require robust country-specific governance mechanisms.  

Furthermore, overcoming barriers like resistance from traditional regulators, data quality issues, and 
algorithmic bias is essential. By adopting a balanced, globally benchmarked approach, including 
regulatory sandboxes and risk-based frameworks, stakeholders can foster innovation while safeguarding 
fairness and transparency. Ultimately, thoughtful policies and international and domestic cooperation 
will determine the success of AI-powered regulators in fintech compliance. 
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