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This book began as an academic inquiry: the author’s LLM dissertation (with Golden Gate University, San Francisco) exploring the legal frameworks around Artificial Intelligence in financial services. But the more we researched, the clearer it became that this topic was too important to remain buried in academic archives. AI is changing the way we bank, invest, insure, and borrow. These changes affect how money flows, who gets access to credit, and how risks are distributed in society. 

India stands at a turning point. With its vibrant fintech ecosystem, large population, and complex regulatory landscape, the country has both the opportunity and the responsibility to lead the way in building a legal and ethical framework for AI in finance. Yet most discussions so far have remained confined to tech conferences, regulatory press releases, and scattered guidelines. There is a need for a comprehensive legal approach that bridges all the gaps and learns from efforts elsewhere in the world and apply to the Indian landscape. This book aims to fill that gap.

Written in an accessible, explanatory style, this book is meant for law students, technology professionals, policy thinkers, regulators, journalists, and anyone who wants to understand the intersection of AI, finance, and justice in India. It is not a textbook but rather a journey through ideas, examples, laws, and ethical questions that shape this emerging field.

This book is not just about technology, but is more about fairness. It is about how we ensure that tools related to AI in finance serve the common people, and not just profit, and curb possibilities of misuse by different actors. It is about how we can build systems that are not only intelligent, but also just and ethical.
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Artificial Intelligence, or AI, is no longer a futuristic concept. It is already being used in the financial world in many ways. When you apply for a loan through a banking or personal finance app and get a decision in seconds or minutes, chances are, an AI system made that decision. When your credit card company sends you a fraud alert, or your investment app suggests where to put your money, AI is working in the background.

These AI systems are fast and efficient. They can handle large amounts of data, spot patterns, and make predictions. Because of this, banks and financial companies are using them more and more. But with this rapid growth, some serious legal and ethical questions are coming up.

For example: What if the AI system makes a mistake? What if it unfairly denies a loan to someone? What if it collects personal data without proper consent? Can we ask for an explanation? Who is responsible when things go wrong?

In India, different laws cover parts of these issues. The Reserve Bank of India (RBI), the Securities and Exchange Board of India (SEBI), and other bodies have issued some guidelines. The Digital Personal Data Protection Act 2023 (DPDP Act) also plays a role. But we still do not have a single, clear law that deals with different aspects of AI in finance. Other countries are already ahead in this area. For example, the European Union has passed the AI Act, and Singapore has its own clear guidelines.

This book looks at these legal questions in detail. We will focus on the Indian system, but we will also learn from international examples. Our goal is to understand how AI is changing finance, what legal protections people need, and how we can make sure the technology is used in a fair and responsible way.

This book is for everyone who uses financial services. If AI is part of your financial life, it is important to know what rights you have, what risks you face, and how the law can protect you.
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In this chapter, we explore the meaning of Artificial Intelligence (AI) in the context of financial services and the legal questions that arise from its use.

1.1 What is Artificial Intelligence?

Artificial Intelligence, or AI, refers to computer systems that can perform tasks typically requiring human intelligence. These tasks include decision-making, pattern recognition, language understanding, prediction, and problem-solving.

Some examples of AI in finance include the following:


	A machine learning model that approves or rejects your loan.

	A fraud detection system that flags suspicious credit card transactions.

	A chatbot giving you investment advice.

	An automated stock trading algorithm.



These systems often use large datasets, learn from patterns, and make decisions with minimal or no human intervention.

1.2 Financial Services and the Role of AI

The financial services sector includes Banks, Insurance companies, Investment firms, Credit bureaus, Payment platforms. 

In this sector, AI is used in multiple applications such as the following:


	Score creditworthiness

	Detect fraud

	Manage investment portfolios (robo-advisors)

	Conduct algorithmic trading

	Provide automated customer service



This use of AI brings both opportunities and risks. While AI improves efficiency and reduces costs, it also raises concerns about privacy, discrimination, lack of transparency and legal accountability.

1.3 Legal Issues Arising from AI Use

Traditional financial laws in India were designed with human decision-makers in mind. But AI systems often have some shortcomings, such as the following:


	They lack transparency (they are “black boxes”)

	They do not explain their decisions

	AI systems can unintentionally discriminate

	They do not fit neatly into existing legal categories



This creates a legal gap that affects consumer rights, data protection, anti-discrimination enforcement and algorithmic accountability. 

1.4 Legal Framework in India

As of now, India does not have a dedicated law for AI. India’s 2023 National AI Strategy and NITI Aayog’s Responsible AI Framework, while aspirational attempts, are not codified laws as such. The regulation of AI in finance is scattered across different acts and guidelines:


	The Digital Personal Data Protection Act, 2023 (DPDP Act): Regulates personal data use.

	RBI Guidelines on Digital Lending (2022): Controls digital loan apps.

	SEBI Guidelines on Algorithmic Trading (2025): Regulates trading bots.

	The Indian Constitution (Articles 14 & 21): Provides rights to equality and privacy.



However, these laws do not always directly address AI, and some concepts (like algorithmic audits or explainability) are missing.

1.5 International Context 

Countries like the European Union, USA, and Singapore have started implementing AI-related financial laws. These include the following:


	EU’s Artificial Intelligence Act (2024): This comprehensive act classifies high-risk AI systems like credit scoring and mandates transparency.

	General Data Protection Regulation or GDPR (EU): This gives people the right to contest automated decisions.

	USA’s Equal Credit Opportunity Act (ECOA): This prevents algorithmic discrimination in credit.

	Singapore’s FEAT Principles: These principles enforce fairness and transparency in AI used by banks.



India can learn from these examples to strengthen its own regulatory framework.

1.6 Everyday Example: AI Loan Rejection

Let’s say Ms. Meena applies for a home loan in Bangalore using a banking app. Her application is rejected immediately. She is confused because her credit score is good. She wants to know the answers to questions such as why was she rejected, who is responsible: the bank or the app company and whether she can challenge the decision. 

Currently, there is no law in India that guarantees Meena a right to an explanation or to appeal an AI decision, unlike in the EU. This shows the urgent need for stronger AI laws.

1.7 Importance of Studying AI and Financial Law

Understanding the intersection of AI and financial law helps us to do the following:


	Protect consumers from unfair treatment

	Ensure that AI promotes financial inclusion, not exclusion

	Maintain trust in the financial system

	Design better legal frameworks for the future



This book aims to explore all these topics in a structured and accessible manner.
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Chapter 2: History and Research Related to AI in Finance
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To understand the present, we must take a quick look at the past. The use of technology in finance is not new. Banks have used computers for decades to keep records, run transactions, and manage accounts. But the last fifteen years have brought something very different: machines that can learn, predict, and make decisions. This is what we now call Artificial Intelligence (AI).

This chapter explores how AI came to be used in finance, how laws around the world have responded to it, and how India is catching up. It also discusses a few studies on the same. 

2.1 From Paper Records to Robo-Advisors

Financial services have always relied on information. In the past, this meant collecting documents, filling out forms, and meeting face-to-face with bank officials. Over time, this changed. Core banking software made it possible to access your account from any branch. Online banking removed the need for physical visits. Mobile apps brought the bank into your pocket.
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