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Al adoption continues despite investor skepticism

US deregulation poses dilemma elsewhere
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US deregulation poses dilemma elsewhere

Since returning to office, US President Donald Trump and his administration have
embarked on a campaign of wholesale deregulation in areas related to banking and
finance. These measures have far-reaching and profound implications across the sector
and for jurisdictions elsewhere.

The US deregulation drive has industry-wide and global implications for financial services.
Perhaps the most significant changes relate to the Basel |lIl “endgame” proposals - recent updates
to the post-2008 Basel Il framework, designed to further strengthen bank capital positions.

Softening of capital adequacy and leverage requirements

The amounts of capital a bank holds directly influence its ability to lend and take on risk, making
capital adequacy rules a core part of bank regulation. The Trump administration has signaled a
lighter touch than the 2023 Basel Ill proposal, which would have raised capital requirements for
large banks.

In a related move, the FDIC finalized rules on the enhanced supplementary leverage ratio (eSLR),
reducing capital requirements for certain exposures. According to some estimates, these changes
lower overall capital for large global banks by USD 13 billion (under 2%), while depository
subsidiaries see a 27% reduction, equivalent to USD 213 billion.

Consumer protection in retreat

US consumer protection has seen a major rollback. Last May, the Consumer Financial Protection
Bureau (CFPB) revoked nearly 70 guidance documents covering retail financial services, including
fair lending guidance.

Supervision of crypto and digital assets has also eased considerably. The US appears to be
positioning itself as a more permissive environment for issuance, trading, and onshore structuring
of crypto and digital assets.

Enforcement has followed suit. Over the past year, the Department of Justice’s crypto
enforcement team has effectively disbanded, while the SEC has paused or dismissed several
high-profile cases, signaling a markedly lighter regulatory stance.
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Lighter regulation for digital assets

The Office of the Comptroller of the Currency (OCC) is making it easier for banks, FinTechs, and
other nonbank companies to launch digital asset businesses - including via full-service or limited-
purpose bank charters.

In December, the OCC conditionally approved five applications to charter or convert institutions
into national trust banks focused on digital asset activities. Critics argue these banks face lighter
requirements than full-service banks, suggesting that regulatory discipline is being relaxed in
pursuit of a specific style of regime.

The US is also diverging from global norms in anti-money laundering (AML) and beneficial
ownership. FINCEN removed beneficial ownership reporting requirements for US companies and
US persons, while resetting deadlines for foreign entities, as part of a broader “reduce burden”
agenda.

Regulation of Al follows a similar pattern. The US largely relies on existing frameworks for model
risk, operational risk, and consumer protection, rather than comprehensive Al legislation. This has
created a patchwork landscape compared with the EU, with strong indications that the
administration favors a federal approach, limiting states’ ability to implement stricter rules.

Challenge posed to other jurisdictions

The US deregulatory push has significant knock-on effects. Major jurisdictions are hesitant to
implement global standards when the US has a different view.

Capital requirements illustrate the dilemma. The EU has postponed market-risk implementation
to 1 January 2027, explicitly citing delays and divergences in other major jurisdictions. Similarly,
Canada and the UK have paused implementation.

Last summer, Claudia Buch, Chair of the Supervisory Board of the ECB, highlighted the EU’s
approach in a speech titled “Simplification without deregulation: European supervision,
regulation and reporting in a changing environment.”

She framed the challenge clearly:

“Simplification means maintaining resilience with a more effective and efficient
supervisory and regulatory framework; deregulation means weakening regulation and
supervision at the expense of resilience. In practice though, it can be difficult to draw a
clear line between simplification and deregulation.”

Buch acknowledged the perception of an EU “addicted to complex rule-making” that can seem
disadvantageous, while underscoring the difficulty of balancing efficiency and regulatory

strength.
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Conclusion

It's impossible to say where this all leads. At one extreme, a lax regulatory environment could set
the stage for financial shocks or crises, reminding everyone why rules exist and why they tend to
get tightened after major financial crises.

At the other end, markets and institutions may adapt smoothly, in which case the post-2008
regulatory framework will be judged to have been overly draconian.
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Al adoption continues despite investor skepticism

The Al-powered stock market boom in the US has lost momentum as investor concerns
grow over whether massive capital expenditure will translate into sustainable profits and
justify sky-high valuations. But the rapid rollout of Al across the real economy - most
notably in banking - tells a very different story. What explains this divergence?

2025 marked the first year in several where non-US markets outperformed the US - a notable
shift given the outsized role of US technology and Al-linked firms in global indices. With Al and
related technology accounting for a substantial share of the US equity market, it's safe to assume
waning enthusiasm for Al is at least a factor contributing to relative weakness in US asset
markets. This tallies with growing caution on the Al boom even among those at the center of it,
with Alphabet boss Sundar Pichai recently pointing to “irrationality” and saying that a bust would
affect everyone.

Investor concerns

What explains the diminishing enthusiasm among investors? Many factors have been cited, but
the themes that recur most frequently in the investor community are:

Valuations: Al-linked equities are priced for exceptional outcomes, implying rapid and
widespread adoption, sustained pricing power, and a short path from investment to profitability.
Such valuations leave little margin for error - even modest delays in monetization or lower-than-
expected margins can prompt sharp reassessments.

Capital expenditure and overcapacity: Investment in Al infrastructure has surged to
unprecedented levels, spanning data centers, specialized chips, energy supply, and cooling.
Investors fear that constraints around power availability, grid connections, supply chains, and
environmental limits will further raise costs and threaten returns on invested capital. While this
capex is often framed as long-term investment, there is growing concern that it could result in
overcapacity if demand scales more slowly or less broadly than expected.

Productivity translation: Al has demonstrated impressive capabilities in areas such as writing,
coding, and analytical support, but productivity gains at this level do not automatically translate
into economy-wide improvements. Realizing meaningful benefits requires process redesign, data
standardization, sound governance, workforce training, and organizational change - these are
potential frictions that suggest it could take much longer for current market valuations to
materialize, if they materialize fully at all.

Competition and commoditization: As Al models and tools proliferate, and as open-source or
“good enough” alternatives become widely available, pricing power may prove difficult to sustain.
In this environment, Al risks becoming a broadly accessible input rather than a durable source of
competitive advantage. The emergence of lower-cost platforms, including from China, has
sharpened concerns that rapid commoditization could compress margins across the sector.
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Al adoption in banking

While investor enthusiasm for Al may have waned, adoption of Al across the economy - including
in banking - continues unabated. In banks, Al is increasingly viewed as a practical tool to enhance
efficiency, risk management, and control. Early deployments focused on machine learning (ML),
but advances in generative Al (GenAl) and large language models (LLMs) extend Al capabilities
into language processing, document analysis, and customer interaction. Adoption remains
incremental and task-specific, with different Al techniques applied where they add most value.
The following areas illustrate this shift:

Credit risk analysis: Al is used throughout the credit lifecycle: origination, underwriting,
monitoring, portfolio management, and collections. ML models handle large, structured datasets
(credit scores, income, debt) and capture complex, non-linear relationships, improving risk
assessment and early-warning signals. GenAl and LLMs complement ML by processing
unstructured data such as bank statements, customer communications, supporting documents,
and narrative credit notes. In corporate and SME lending, LLMs can summarize financial
statements, extract key risk factors from long documents, and assist relationship managers by
synthesizing qualitative information, all while leaving final credit decisions to human reviewers.

Trading and markets: Al extends decades of trading technology evolution, from floor-based to
electronic to algorithmic execution. Machine learning adapts to historical patterns for execution
optimization, market-impact modelling, and liquidity analysis. GenAl and LLMs analyze
unstructured and semi-structured data - news, earnings calls, research reports, images, or
satellite data. These tools help traders and risk managers summarize information, identify
emerging trends, and stress-test portfolios against hypothetical scenarios, enhancing situational
awareness without claiming to “predict” markets.

Customer service and client interaction: Generative Al and LLMs power chatbots, virtual
assistants, and roboadvisors, enabling banks to respond to customer inquiries quickly and at
scale. These tools handle routine questions, provide personalized guidance on products, and
support investment or savings advice, while humans retain oversight for complex or high-risk
interactions.

Fraud detection and financial crime: Traditional rules-based systems classify transactions but
grow overly complex and brittle over time. ML models detect evolving patterns across large
transaction datasets, improving detection and adaptability. GenAl/LLMs analyze unstructured
inputs - customer communications, alerts, case notes - helping investigators prioritize cases,
reduce false positives, and highlight key risk indicators. These models maintain auditability and
human oversight, critical in regulated environments.
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A pragmatic path to adoption

While Al has fueled dire predictions about job losses - Citibank research suggests it could
automate or materially augment over half of banking roles, particularly in back-office, operations,
and data-heavy functions - its deployment in banking has been evolutionary rather than
revolutionary. Banks are taking a pragmatic, risk-aware approach, combining established ML
techniques with emerging GenAl capabilities in tightly controlled use cases, with humans
remaining in the loop to provide oversight and final authority across the board but particularly in
governance, explainability, data quality, and regulatory compliance.

To summarize, even as investors debate the pace and profitability of Al at the market level, its
practical adoption within banks continues to expand - driven less by speculative expectations
and more by tangible operational benefits.

Conclusion

There's nothing unusual about the growing gap between market expectations and continued
real-world adoption. In fact, such divergences are a recurring feature of major technological
shifts, such as the railroad or the Internet. The dotcom boom of the late 1990s led to
overinvestment, overcapacity, and ultimately a market crash, with telecoms and internet
infrastructure hit especially hard. Yet this did little to prevent the internet from reshaping
commerce, communication, and daily life. Al may follow a similar path. A bear market in equities
- or even a crash - would not imply failure of the technology itself, but rather a repricing of
unrealistic expectations around timing, margins, and winners. For firms and workers alike, the
more relevant question is not whether Al valuations hold up, but how deeply the technology
becomes embedded in everyday business processes.
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