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Why in News?

The Reserve Bank of India (RBI) has established an eight-member committee to create a Framework for
Responsible and Ethical Enablement of Artificial Intelligence (FREE-AI) in the financial sector.

Headed by Pushpak Bhattacharyya (IIT Bombay), this panel will assess the adoption of AI in financial services
globally and in India, review regulatory approaches, identify risks, and recommend governance and compliance
frameworks for ethical AI adoption.

RBI’s fintech department will support the committee, which is expected to submit its report within six months.
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Ethical Use of AI in the Financial Sector

Background
The integration of Artificial Intelligence (AI) in the financial sector has revolutionized how institutions
operate, offering benefits such as improved efficiency, better decision-making, and enhanced
customer experiences. 
However, the ethical use of AI is crucial to ensuring trust, fairness, and compliance with regulatory
standards.

Need for ethical use of Artificial Intelligence in the financial sector 
Fairness and Non-Discrimination

AI systems used for credit scoring, loan approvals, and fraud detection must avoid biases based on
race, gender, or socioeconomic status. 
For instance, a biased algorithm that unfairly denies loans to certain groups can lead to legal and
reputational risks.
Hence, a bank using AI for loan approval must ensure that its training data is balanced and does not
perpetuate historical biases.

Transparency and Explainability
Financial institutions must ensure AI systems are explainable to customers and regulators. 
Transparency builds trust and allows users to understand why decisions, such as loan rejections or
credit score changes, were made.
E.g., an AI-based robo-advisor provides clear justifications for investment recommendations instead of
relying solely on opaque algorithms.

Data Privacy and Security
Financial firms handle sensitive customer data, making privacy and security paramount. 
AI models should comply with data protection regulations like GDPR or India’s Data Protection Act to
safeguard consumer information.
Hence, AI-driven fraud detection systems use anonymized datasets to detect suspicious transactions
without compromising customer identities.

Accountability and Oversight
Organizations must ensure human oversight of AI systems to address errors, malfunctions, or ethical
concerns. 
Automated systems cannot operate without periodic audits and accountability measures.

Avoiding Over-Reliance on Automation
While AI enhances efficiency, complete reliance on automation can be risky. Institutions should blend
AI with human judgment to make well-rounded decisions, especially in complex scenarios.
Hence, a system is needed whereAI flags potential investment risks, but final decisions are reviewed
by financial experts.

Steps Taken by India to Promote Ethical Use of AI in the Financial Sector
Formation of RBI’s FREE-AI Committee

RBI has established an eight-member committee to develop a Framework for Responsible and Ethical
Enablement of Artificial Intelligence (FREE-AI) in the financial sector.
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Regulatory Sandbox Initiatives
The RBI has introduced regulatory sandboxes to encourage innovation while ensuring ethical practices
in the financial sector.
AI and Machine Learning (ML) are core areas under these sandboxes, providing a controlled
environment to test AI solutions while addressing risks like bias, security, and transparency.

Guidelines on Data Privacy and Security
India’s Personal Data Protection Act, 2023 (PDP Act) ensures financial institutions using AI adhere to
strict data protection regulations.

MuleHunter.ai
RBI has developed an AI/ML-based model called MuleHunter.ai to tackle the issue of mule accounts,
which are used for financial fraud. 
These accounts help criminals launder money from cybercrimes. 

National Strategy on AI (NSAI)
The Government of India, through NITI Aayog, has introduced the National Strategy on Artificial
Intelligence, emphasizing responsible AI use across sectors, including finance.

Conclusion
Ethical use of AI in the financial sector ensures innovation does not come at the cost of fairness,
transparency, or security. 
By adhering to these principles and leveraging AI responsibly, financial institutions can maintain trust
and deliver sustainable benefits to society.

Q.1. What is the purpose of RBI’s FREE-AI Committee?

The FREE-AI Committee aims to develop a framework for ethical AI use in the financial sector, assess risks, and
recommend governance measures to ensure transparency and accountability.

Q.2. What steps has India taken to promote ethical AI in finance?

India has introduced regulatory sandboxes, guidelines under the PDP Act, and a National Strategy on AI. The RBI
also uses AI tools like MuleHunter.ai to tackle financial fraud.
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