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Executive Summary

Artificial intelligence (AI) is a rapidly evolving family of 
technologies. In particular, the use of AI can foster 
positive social and environmental outcomes and 
provide key competitive advantages to businesses 
and the economy and can entail new risks or 
negative consequences for individuals or for society 
(e.g. safety and protection, fundamental rights, 
difficulty in verifying compliance with current 
regulations, legal uncertainty for businesses, lack of 
trust between businesses and citizens, regulatory 
responses that fragment the EU market). This JIT shows 
that ML techniques have already permeated the 
financial sector to a considerable extent and 
highlights the main aspects for establishing an 
effective development and validation framework. 
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• Artificial intelligence (AI) is a rapidly evolving family of technologies. In particular, the use of AI:

▪ Can foster positive social and environmental outcomes and provide key competitive advantages to businesses and the economy

▪ Can entail new risks or negative consequences for individuals or for society (e.g. safety and protection, fundamental rights, difficulty in verifying

compliance with current regulations, legal uncertainty for businesses, lack of trust between businesses and citizens, regulatory responses that

fragment the EU market)

• Machine Learning (ML) is defined as the "method of designing a sequence of actions to solve a problem, known as algorithms, which automatically

optimize through experience and with little or no human intervention"

Main Evolutions of the European Regulatory Framework and Literature

December 2018

First Coordinated 

Plan on AI as a joint 

commitment with 

Member States

December 2019

Corporate default

forecasting with 

machine learning

February 2020

The Commission publishes the 

"white paper on AI" to evaluate 

how to achieve the dual 

objective of promoting the 

adoption of AI and addressing 

the risks associated with it

April 2021

The European Commission

publishes a proposal for a 

regulation on artificial

intelligence that introduces a 

complete and harmonized 

regulatory framework for AI

June 2021

The EBA publishes 

an analysis of the 

current RegTech

landscape in the EU

July 2020

AI HLEG (high-level expert group on artificial 

intelligence) publishes the "Assessment List 

for Trustworthy Artificial Intelligence for self-

assessment", ethical guidelines that 

introduce the concept of reliable AI

June 2021

BaFin publishes the document "Big data and Artificial

Intelligence: Principles for the use of algorithms in 

decision-making processes" to promote the 

responsible use of Big Data and AI (BDAI) and 

facilitate the control of associated risks

January 2022

The EBA publishes a 

discussion paper 

(EBA / DP / 2021/04) to 

evaluate the possible use 

of Machine Learning in IRB 

models

March 2022

Explainable Artificial 

Intelligence: 

interpreting default 

forecasting models 

based on Machine 

Learning

Focus Annex

Focus Annex
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The white paper (1) shows that ML techniques have already permeated the financial sector to a considerable extent and highlights three

main aspects for establishing an effective development and validation framework:

• Team qualification: the development and validation team must acquire sufficient knowledge and practical experience in ML 

techniques

• End-to-end review: The entire model validation framework needs to be reviewed and adapted to the fact that machine learning 

algorithms are starting to be reviewed and approved

• “More complex is not always better ": an appropriate balance must be found between the model's performance and all other factors 

(i.e. interpretability, feedback from the supervisor, costs and efforts to implement, maintain and monitor the model)

The main implications for the use of ML models in the phases of develop and validation of risks model are presented below:

Data Model Conceptual Soundness
Model Implementation and 

Continuous Validation

Documentation and Use of the 

Model

• Verification of the data set that 

the ML intends to model

• Data traceability control

framework

• Quantitative and qualitative

analysis of the engineered 

variables

• Review of exploratory data 

analysis techniques

• Verification of the choice of 

algorithm

• Verify that limits and 

assumptions have been well 

identified and documented

• Evaluation of the dynamic

recalibration methodology

• Periodic checkpoints to test the 

latest recalibrated version of the 

model

• Evaluation of the interpretability

of the ML model

• Evaluation of the correct

implementation of the model

by:

o verification of the 

correspondence of the results

between the observations 

(real and synthetic) and the 

versions of the algorithm

o review of the set of KPIs and 

integration of potential

additional indicators to be 

monitored periodically

Thorough review of model

documentation to ensure clarity, 

interpretability and traceability. To 

this end, a deep understanding of 

these techniques is required, 

beyond traditional statistical and 

computer knowledge
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• Considering the regulatory requirements and in order to govern the risks deriving from Artificial Intelligence applications and
guarantee their monitoring, some key reliability indicators (KTI - Key Trustworthy Indicators) are formalized, which satisfy the
requirements of measurability and independence from the underlying Machine model Learning

• In particular, within the framework of Machine Learning models, the following areas of analysis have been identified:

Model Structure

Documentation

Complexity/Efficiency

Stability/Robustness

Data Quality/Data Governance

Human Oversight

Interpretability/Explainability

Representativeness

Overfitting

Fairness



iason is an International company that provides 

its clients with highly specialized consultancy in 

the fields of finance and risk management

Our Services & Solutions 

Strategic advisory on the 

design of advanced 

frameworks and solutions to 

fulfil both business and 

regulatory needs

Strategy Methodology & Governance 

Implementation of the 

designed solutions in bank 

departments

Technology  

Design, development and 

implementation of advanced 

software solutions for modelling, 

forecasting, calculating metrics 

and integrating risks
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https://t.me/iason_consulting
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iason is an international firm that consults 
Financial Institutions on Risk Management.

Iason integrates deep industry knowledge 

with specialised expertise in Market, Liquidity, Funding, 

Credit and Counterparty Risk, in Organisational Set-Up 

and in Strategic Planning.

This is a iason creation.

The ideas and the model frameworks described in this document are the fruit of the intellectual efforts and of the skills of the

people working in iason. You may not reproduce or transmit any part of this document in any form or by any means,

electronic or mechanical, including photocopying and recording, for any purpose without the express written permission of

Iason Consulting ltd or Iason Italia Srl.
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