/ o 02.432

CENTRAL BANK OF EGYPT ;""'\:2 l\ s —al) 55 S ol
.: §:: Egyptian Banking Institute k} )_al\ —2 el o= Ll

L N
am _ Emm
LN -n
am _ mm
am _ mm
nm

=

am

am

C

EmsnmE "
-

E,“ Bl
= 2
LN

SEPTEMBER 2026

Responsible Al Governance
N Banking

Current Trend

K WWwWWw.ebi.gov.eg /




EEEEEEEEEEEEE

Current

Trends



Current Trends

September 2026

Background
and Concept

Benefits of
Responsible Al
Governance

Responsible Al governance in banking is the discipline of
ensuring that artificial intelligence systems are designed, and
monitored, in a manner that is lawful, explainable, secure, fair,
and accountable. It turns Al from an isolated technology
project into a controlled banking capability with clear
ownership, documented decisions, tested controls, and
effective customer remedies.

To be effective, responsible Al must govern the full Al lifecycle,
from business case and data collection to model validation,
deployment, ongoing monitoring, and retirement. This
oversight already applies to critical day-to-day operations,
including credit scoring, AML fraud detection, customer
support, and regulatory reporting. However, as institutions
move from traditional machine learning to Generative Al, the
regulatory backdrop grows more complex. Reports from the
European Banking Authority (EBA) and Bank for International
Settlements (BIS) highlight a clear divergence: while
traditional Al enjoys broad industry adoption, Generative Al
requires far greater caution due to amplified model,
operational, third-party, and hallucination risks.

Ultimately, a robust governance framework serves as the
enterprise operating system that enables banks to scale Al
safely without compromising financial stability, customer
trust, or regulatory compliance. To remain future-proof, this
framework must extend across all tiers of intelligence,
encompassing legacy statistical models, foundation models,
Generative Al, and autonomous agentic systems.

Responsible Al governance ensures that innovation does not
come at the expense of safety, ethics, or compliance, delivering
awide range of operational and societal benefits:

e Improved customer outcomes and trust: Transparent and
explainable Al-assisted decisions can help customers
understand why an outcome occurred and how to request
areview.

Clear accountability mechanisms also make it easier for
banks to identify recurring problems and correct them
before they become systemic customer harm.

e Fairer access and stronger financial inclusion: Testing for
bias, monitoring outcomes across relevant customer
groups, and reviewing proxy variables can reduce the risk
that historical inequalities are reproduced in credit,
onboarding, fraud, or service decisions. Properly governed
Al can therefore support more consistent treatment and
help banks serve customers with limited or non-traditional
financial histories.
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Steps of
Implementing
Responsible Al
Governance in
Banking

More effective risk management and compliance: Al can
improve the detection of fraud, money laundering, cyber
threats, and unusual activity when it is supported by
governed reliable data, validation, human escalation, and
ongoing monitoring. Responsible governance ensures
that efficiency gains do not undermine due process,
privacy, or the ability of investigators and supervisors to
challenge an alert or recommendation.

Operational efficiency and controlled innovation:
Documented ownership, risk tiering, approved
environments, and lifecycle monitoring allow banks to
experiment and scale useful applications without relying
on informal controls. This reduces duplicated effort,
clarifies decision rights, and makes it easier to compare
performance and risk across the Al portfolio.

Greater resilience and accountability: Inventories, audit
trails, fallback procedures, third-party oversight, and
incident-response plans help banks respond to model
failure, dataleakage,and other disruptions. These controls
support regulatory compliance while protecting the
continuity and integrity of critical banking services.

Implementing Responsible Al Governance in banking
requires a structured, staged framework across three
primary phases:

Phase 1: Design and Setup

Governance & Accountability: Assign asenior accountable
executive (e.g., CRO or CTO), define cross-functional roles
across risk, technology, and audit, and establish formal
issue escalation paths.

Inventory & Risk Tiering: Register all internal and third-
party Al tools in a central inventory and tier them by risk
based on potential impact to capital, liquidity, and
customer well-being.

Intended Use & Data Safeguards: Define permissible use
cases, human intervention requirements for high-stakes
decisions, initial legal/security assessments, and strict
data governance (e.g., removing proxy variables and
tracking training set provenance).

Phase 2: Validation & Pilot

Built-in Controls & Model Validation: Build privacy-by-
design and secure APl gateways, implement vendor
safeguards, and perform independent validation including
macroeconomic  stress-testing, explainability, and
robustness checks.

Controlled Pilot & Approval: Roll out the Al tool in a
limited environment (e.g., single branch or customer
segment) with explicit override rules, rollback conditions,
and complete evidence sign-off before full production
approval.



Current Trends

September 2026

Challenges of
Deployment

Phase 3: Operations & Monitoring

Lifecycle Monitoring & Drift Control: Continuously track
accuracy, fair lending metrics, drift from changing
economic conditions, error/override rates, and system
changes over time.

Incident Response & Safe Retirement: Maintain formal
redress processes to remediate customer impact from
algorithmicerrors, report material incidents to regulators,
and ensure safe decommissioning of obsolete models.

The benefits of responsible Al governance are substantial, but
implementation is difficult because banking Al combines fast-
moving technology with highly regulated decisions and
sensitive data. Some of the challenges accompanied with the
implementation are related to:

Appointment and Structure of the Governance Team:
Executive leadership must determine the optimal
institutional design for Al oversight, specifically whether
to establish a dedicated Al Governance Office, augment
the mandate of established Model Risk Management
(MRM) committees, or deploy specialized risk officers
directly within operational business units. The core
challenge lies in appointing cross-disciplinary leaders who
possess both the technical authority to challenge data
science teams and the executive power to halt non-
compliant deployments. Without a clearly defined
mandate, adequate resource allocation, and structural
independence from commercial revenue drivers, the
governing body is rendered vulnerable to functioning as
either an administrative impediment to innovation or a
superficial oversight mechanism.

Fragmented accountability: Al projects cancross business
lines, risk, compliance, technology, procurement, data
offices, and external providers. Without a named
accountable executive and a clear three-lines-of-defense
model, responsibility can become diffuse precisely when a
customer or regulator needs a decision owner.

Legacy model and data estates: Many banks cannot
quickly identify where models run, which data they use, or
which downstream processes depend on them.
Inconsistent metadata, duplicated customer records,
weak lineage, and undocumented spreadsheets make it
difficult to reproduce or challenge outcomes within the
process of Al governance.

Explainability versus performance: The most accurate
model is not always the easiest to explain. Post-hoc
explanations for Al governance can be incomplete or
misleading, particularly when a model is used for high-
impact decisions. Banks must demonstrate that
explanations are stable, meaningful, and connected to the
actual decision process.
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Fairness and financial inclusion: Al governance may face
the challenge of continuously auditing legacy datasets for
implicit proxies (like zip codes or shopping habits), deciding
acceptable trade-offs between model accuracy and
disparate impact, and proving compliance with anti-
discrimination laws to regulators when using complex
black-box models.

Generative-Al reliability and confidentiality: Large
language models can produce plausible but false answers
or, reveal confidential information. Hence, the governance
challenge here lies in establishing effective oversight
mechanisms, such as human-in-the-loop (HITL) approval
gates, automated guardrails, enterprise DLP (Data Loss
Prevention) rules, and accountability protocols for when a
generated response leads to financial harm or breach of
confidentiality.

Third-party concentration and limited visibility:
Responsible Al governance mandates that a bank remains
liable for automated outcomes, even if the model comes
from a third-party vendor (e.g., OpenAl, Microsoft, AWS).
The governance hurdle is creating enterprise vendor risk
management (TPRM) frameworks that can enforce
compliance and secure rights to audit proprietary third-
party systems

Cross-border legal and supervisory divergence:
Governance boards must build an enterprise-wide Al
policy that is flexible enough to comply simultaneously
with divergent global standards (such as the EU Al Act and
local privacy laws) without creating fragmented,
unmanageable operational silos across different national
branches.

Skills and change-management gaps: The primary
governance obstacle in addressing skills and change-
management gaps is the structural challenge of
operationalizing policies across complex bank hierarchies.
Effective Responsible Al governance cannot remain a
static policy document held by an ethics committee; it
requires building cross-functional risk committees where
legal, compliance, cybersecurity, and data science teams
speak a unified language. Therefore, governance leaders
must design enterprise-wide education strategies, clear
lines of individual accountability for Al-assisted decisions,
and continuous training programs that bridge the divide
between technical Al engineering and everyday banking
operations.
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Successful
Responsible Al
Governance
Cases

| llustrative video

The following examples illustrate how responsible Al
principles are being translated into banking and financial-
sector practice:

DBS Bank’s Responsible Al and Model Governance: DBS
formally shifted to viewing Al as an enterprise-wide
capability with the buildout of its enterprise data platform
(ADA). DBS codified its internal ethical governance
framework, known as P-U-R-E (Purposeful, Unsurprising,
Respectful, Explainable). Then the bank adapted the P-U-
R-E framework to accommodate Generative Al risks via
its enterprise gateway (GenAl Flock).

HSBC'’s Al Governance and Explainability Work: HSBC'’s
case highlights how a major global financial institution
transitioned from static, rules-based transaction
monitoring to an intelligence-led, Explainable Al (XAl)
model. Known internally as its Dynamic Risk Assessment
program (developed in collaboration with Google Cloud),
the bank treats Al models under a unified horizontal risk
framework rather than anisolated ethical process.

JPMorgan Chase’s Model Risk Management and Al
Controls: JPMorgan Chase built OmniAl, an enterprise-
wide machine learning platform launched to standardize
processes and accelerate Al adoption across all lines of
business, including fraud detection. The system
encompasses the bridge between OmniAl, its users, and
governance and compliance controls to AWS cloud
services, achieving secure, managed access to
computational tools for data scientists, engineers, and
other employees at JPMorgan.

Union Bank of Switzerland Framework: Employs a global
Al governance framework with internal controls covering
all stages of machine learning from ideation to monitoring.
It uses tools like UBS Red to give employees secure access
to historical data while complying with strict data
residency laws.

Mashreq Bank: The bank develops governance
documentation, validation records, feature impact
analysis, and auditable decision trails alongside every
model. This absolute traceability allows risk management
teams and frontline personnel to see the exact reasoning
behind an automated decision (such as credit underwriting
or fraud detection) rather than just an abstract score

Al Governance and compliance in Banking
https://youtu.be/bGMnbNJHPKY?si=exAXQuvIK4ANLfEP2
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