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Executive Summary

This paper discusses the impact of the rapid adoption of artificial intelligence (Al) and machine learning (ML) in the financial
sector. It highlights the benefits these technologies bring in terms of financial deepening and efficiency, while raising
concerns about its potential in widening the digital divide between advanced and developing economies. The paper
advances the discussion on the impact of this technology by distilling and categorizing the unique risks that it could pose to
the integrity and stability of the financial system, policy challenges, and potential regulatory approaches. The evolving nature
of this technology and its application in finance means that the full extent of its strengths and weaknesses is yet to be fully
understood. Given the risk of unexpected pitfalls, countries will need to strengthen prudential oversight.

Al and ML are technologies with the potential for enormous societal and economic impact, bringing new opportunities and
benefits. Recent technological advances in computing and data storage power, big data, and the digital economy are
facilitating rapid AI/ML deployment in a wide range of sectors, including finance. The COVID-19 crisis has accelerated the

adoption of these systems due to the increased use of digital channels.

Al/ML systems are changing the financial sector landscape. Competitive pressures are fueling rapid adoption of Al/ML in the
financial sector by facilitating gains in efficiency and cost savings, reshaping client interfaces, enhancing forecasting
accuracy, and improving risk management and compliance. Al/ML systems also offer the potential to strengthen prudential
oversight and to equip central banks with new tools to pursue their monetary and macroprudential mandates.

These advances, however, are creating new concerns arising from risks inherent in the technology and its application in the
financial sector. Concerns include a number of issues, such as embedded bias in AlI/ML systems, the opaqueness of their
outcomes, and their robustness (particularly with respect to cyber threats and privacy). Furthermore, the technology is
bringing new sources and transmission channels of systemic risks, including greater homogeneity in risk assessments and
credit decisions and rising interconnectedness that could quickly amplify shocks.

AI/ML in finance should be broadly welcome, together with preparations to capture their benefits and mitigate potential risks
to the financial system’s integrity and safety. Preparations include strengthening the capacity and monitoring frameworks of
oversight authorities, engaging stakeholders to identify possible risks and remedial regulatory actions, updating relevant
legal and regulatory, and expanding consumer education. It is important that these actions are taken in the context of

national Al strategies and involve all relevant public and private bodies.
Cooperation and knowledge sharing at the regional and international level is becoming increasingly important. This would

allow for the coordination of actions to support the safe deployment of AlI/ML systems and the sharing of experiences and
knowledge. Cooperation will be particularly important to ensure that less-developed economies share the benefits.
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Al Artificial Intelligence
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OECD Organisation for Economic Co-operation and Development
Regtech Regulatory Technology

Suptech Supervisory Technology

©lnternational Monetary Fund. Not for Redistribution





