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Abstract 
Artificial Intelligence (AI) is rapidly transforming Nigeria’s financial sector, improving areas 
such as credit risk assessment, fraud detection, customer service, and financial inclusion. 
However, its growing use also raises important ethical and regulatory concerns, including 
algorithmic bias, data privacy risks, lack of transparency in automated decisions, 
cybersecurity threats, and gaps in consumer protection and regulatory capacity. This study 
examines the ethical and regulatory challenges of AI adoption in Nigeria’s financial sector. 
Using legal and policy analysis, the paper reviews Nigeria’s regulatory framework focusing 
on institutions such as the Central Bank of Nigeria (CBN), Nigeria Data Protection 
Commission (NDPC), Securities and Exchange Commission (SEC), and National Information 
Technology Development Agency (NITDA) and compares it with regulatory approaches in the 
European Union, United Kingdom, and United States. The findings show that while Nigeria 
has made progress through initiatives like the Nigeria Data Protection Act 2023 and fintech 
regulatory sandboxes, there are still gaps in AI-specific regulation, accountability standards, 
cross-border data governance, and institutional capacity. The study recommends a risk-based 
regulatory approach that emphasizes transparency, fairness, accountability, and effective 
oversight. It also highlights the need for stronger coordination among regulatory bodies. This 
study contributes to the growing discussion on AI governance in developing economies and 
provides practical insights for responsible AI adoption in Nigeria’s financial sector. 
Keywords: Artificial Intelligence (AI) Governance, Financial Sector Regulation in Nigeria, 
Algorithmic Bias and Data Privacy, Fintech and Regulatory Frameworks. 
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1. INTRODUCTION 

Artificial Intelligence (AI) is transforming financial systems globally by automating decision-

making, improving risk assessment, and enabling real-time data analysis. In Nigeria, AI is 

increasingly used in banking operations such as digital lending, anti-money laundering (AML) 

systems, robo-advisory services, biometric verification, and predictive analytics. These 

developments support the country’s digital transformation efforts and promote financial 

inclusion by making financial services more accessible and efficient. 

However, the use of AI also introduces important ethical and regulatory challenges. Issues such 

as algorithmic bias, lack of transparency in decision-making, data privacy concerns, and 

cybersecurity risks can affect consumer trust and financial system stability. In a developing 

economy like Nigeria where digital financial services are expanding rapidly and regulatory 

capacity is still developing these risks are even more significant. 

In this context, it is important to understand the ethical and regulatory implications of AI 

adoption. This paper examines these challenges using a legal and policy perspective, and 

explores how existing regulatory frameworks and global best practices can be adapted to 

manage risks while supporting innovation in Nigeria’s financial sector. 

1.1 Background to the Study 

Nigeria’s financial sector has experienced rapid digital transformation, driven by fintech 

innovation and regulatory reforms. Initiatives such as the Central Bank of Nigeria’s financial 

inclusion strategy, along with the growth of digital lenders and payment service banks, have 

accelerated the adoption of Artificial Intelligence (AI) across the banking system. 

AI is now applied in several key areas, including: 

• Credit risk scoring: enabling more accurate assessment of borrower creditworthiness. 

• Fraud detection: identifying suspicious transactions in real time to reduce financial 

losses. 

• Customer sentiment analysis: using digital interaction data to improve customer 

service and engagement. 
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• Automated compliance monitoring: supporting regulatory reporting and adherence 

to standards. 

Regulation of AI-driven financial services in Nigeria is handled by multiple institutions, 

including the Central Bank of Nigeria (CBN), Securities and Exchange Commission (SEC), 

Nigeria Data Protection Commission (NDPC), and National Information Technology 

Development Agency (NITDA). However, AI governance remains fragmented, as it is mostly 

addressed within broader frameworks such as data protection, cybersecurity, and financial 

regulation, rather than through specific AI-focused laws. 

At the global level, countries have adopted different approaches to AI regulation. The European 

Union has introduced a comprehensive framework through the EU AI Act, which sets strict 

rules for high-risk AI applications. In contrast, the United Kingdom and the United States rely 

more on principles-based and sector-specific approaches that focus on risk management and 

innovation. 

Nigeria’s regulatory system therefore faces the challenge of balancing innovation with 

accountability, ensuring that the use of AI in financial services improves efficiency while 

maintaining ethical standards, data protection, and financial system stability. 

1.2 Problem Statement 

Despite the increasing adoption of artificial intelligence (AI) in Nigeria’s financial sector, the 

existing regulatory framework remains fragmented and largely not tailored to AI technologies. 

Current regulations tend to be reactive and embedded within broader areas such as data 

protection and financial services, rather than providing clear, AI-specific guidance. 

Several key challenges arise from this situation: 

• Absence of AI-specific legislation: There is no comprehensive legal framework 

governing the development, deployment, and accountability of AI systems in financial 

services. 

• Limited transparency requirements: Financial institutions are not required to clearly 

explain how AI systems make decisions, reducing accountability and oversight. 
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• Weak enforcement capacity: Regulatory bodies such as the Central Bank of Nigeria 

(CBN) and National Information Technology Development Agency (NITDA) often 

face constraints in technical expertise and resources needed to effectively monitor AI 

systems. 

• Cross-border data challenges: The movement of financial data across borders creates 

uncertainty around data privacy, cybersecurity, and legal jurisdiction. 

• Inadequate consumer protection mechanisms: Individuals affected by errors or bias 

in AI systems have limited options for complaint, redress, or compensation. 

Without stronger regulatory and ethical safeguards, the use of AI may increase inequality, 

reduce trust in financial systems, and introduce new systemic risks. These challenges highlight 

the need for a more structured and proactive regulatory approach that promotes transparency, 

accountability, fairness, and consumer protection, while still supporting innovation in Nigeria’s 

financial sector. 

1.3 Research Objectives The main objective of this study is to examine the ethical and 

regulatory implications of AI adoption in Nigeria’s financial sector. Specifically, the study 

seeks to: 

1. Examine the key ethical challenges associated with the use of AI in Nigeria’s financial 

sector. 

2. Analyze the existing regulatory frameworks governing AI in financial services. 

3. Compare Nigeria’s regulatory approach with that of selected global jurisdictions. 

4. Propose a context-appropriate regulatory model for AI in Nigeria. 

1.4 Research Questions 

The study seeks to answer the following questions: 

1. What are the key ethical risks associated with the use of AI in Nigeria’s financial sector? 

2. How adequate is the current regulatory framework for governing AI in Nigeria’s 

financial system? 

3. What lessons can Nigeria learn from other jurisdictions in regulating AI? 
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4. How can an effective AI governance framework be developed for Nigeria? 

1.5 Research Hypotheses 

The study tests the following hypotheses: 

H₁: Nigeria’s current regulatory framework is not adequate for comprehensive AI governance 

in the financial sector. 

H₂: A risk-based approach to AI regulation improves accountability without limiting 

innovation. 

H₃: Effective institutional coordination enhances the overall effectiveness of AI regulation. 

2. LITERATURE REVIEW 

2.1 Conceptual Review 

Artificial Intelligence in Finance 

Artificial Intelligence (AI) refers to computer systems that can perform tasks that normally 

require human intelligence, such as learning, reasoning, and decision-making (Russell & 

Norvig, 2021). In the financial sector, AI is used in areas like predictive modeling, text analysis, 

automation, and fraud detection. These applications help financial institutions improve 

decision-making, automate operations, and deliver more efficient and personalized services 

(Garg, 2024; Shiyyab et al., 2023). 

Ethical AI 

Ethical AI involves the development and use of AI systems in a way that ensures fairness, 

accountability, transparency, privacy, and human oversight (Zhao & Fariñas, 2022). In finance, 

this means ensuring that AI systems used for decisions such as credit approval or fraud 

detection do not produce unfair or discriminatory outcomes, and that their processes can be 

understood and questioned when necessary. 

Algorithmic Bias 

Algorithmic bias occurs when AI systems produce unfair or biased outcomes due to issues such 

as unbalanced data or flawed model design (O’Neil, 2016). In financial services, this can result 
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in unequal access to credit, incorrect fraud alerts, or the exclusion of certain groups. Addressing 

algorithmic bias is therefore important for ensuring fairness and trust in AI systems. 

AI Governance in Financial Services 

AI governance refers to the rules, policies, and practices used to guide the development and 

use of AI systems. In banking, this includes ensuring accountability, monitoring system 

performance, protecting data, and complying with regulatory standards (OECD, 2019). Strong 

governance helps reduce risks while supporting innovation. 

Integration with the Nigerian Financial Context 

In Nigeria, the use of AI in financial services—such as fraud detection, credit scoring, customer 

analysis, and compliance monitoring—has increased significantly. However, governance 

remains fragmented, with oversight shared among institutions like the Central Bank of Nigeria 

(CBN), Securities and Exchange Commission (SEC), National Information Technology 

Development Agency (NITDA), and Nigeria Data Protection Commission (NDPC). The lack 

of AI-specific laws, limited transparency requirements, and enforcement challenges create 

regulatory gaps, highlighting the need for more structured and context-appropriate AI 

governance frameworks. 

2.2 Theoretical Review 

Theoretical Review 

Regulatory Theory: Responsive Regulation 

Responsive Regulation Theory, proposed by Ayres and Braithwaite (1992), supports a flexible 

approach to regulation that combines guidance with enforcement. It suggests that regulators 

should first encourage compliance through education and monitoring, and only apply stricter 

measures—such as penalties—when necessary. In the context of AI in finance, this approach 

allows regulators to guide banks in the proper use of AI while stepping in more strongly when 

risks like fraud or algorithmic bias arise. 

Technology Governance Theory 

Technology Governance Theory focuses on the need for regulatory systems to adapt as 

technology evolves (Rogers & Venkatesh, 2020). Because AI develops rapidly, fixed 
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regulations can quickly become outdated. This theory supports continuous monitoring, regular 

updates, and feedback-based regulation to ensure that AI systems remain aligned with ethical 

and legal standards while still allowing innovation. 

Institutional Theory 

Institutional Theory explains that the success of regulation depends on the strength, 

coordination, and credibility of institutions (DiMaggio & Powell, 1983). In Nigeria, AI 

regulation in the financial sector involves multiple bodies such as the Central Bank of Nigeria 

(CBN), Securities and Exchange Commission (SEC), National Information Technology 

Development Agency (NITDA), and Nigeria Data Protection Commission (NDPC). This 

theory highlights the importance of coordination, technical capacity, and clear responsibilities. 

Weak coordination or limited expertise can reduce the effectiveness of AI regulation. 

Integration of Theories to AI in Nigerian Finance 

These theories together provide a framework for understanding AI regulation in Nigeria’s 

financial sector: 

1. Responsive Regulation Theory supports a step-by-step enforcement approach that 

encourages compliance. 

2. Technology Governance Theory emphasizes the need for flexible and adaptive 

regulation. 

3. Institutional Theory highlights the importance of strong institutions and coordination. 

Together, they help explain the regulatory gaps, ethical concerns, and policy needs associated 

with AI adoption in Nigeria’s financial system. 

2.3 Empirical Review 

Empirical studies show that Artificial Intelligence (AI) significantly improves the efficiency 

and performance of financial institutions, particularly in fraud detection and credit risk 

assessment. Research indicates that machine learning and deep learning models outperform 

traditional statistical methods in detecting fraudulent transactions and predicting loan defaults. 

For instance, Nguyen et al. (2019) and Kiran and Singh (2021) report that AI systems enhance 

fraud detection accuracy, reduce false positives, and enable real-time monitoring. Similarly, 
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Bao et al. (2020) and Lessmann et al. (2015) find that AI-based credit scoring models provide 

more accurate risk assessments than conventional methods, leading to better lending decisions. 

Beyond risk management, AI also improves operational efficiency and financial performance. 

Shiyyab et al. (2023) and Adebisi et al. (2023) show that banks using AI experience higher 

returns on assets (ROA) and equity (ROE), along with improved cost efficiency. AI further 

supports customer analytics, automated compliance, and data-driven decision-making, 

contributing to overall value creation in financial institutions. 

However, empirical evidence also highlights significant risks associated with AI deployment. 

Algorithmic bias remains a major concern, as AI systems trained on biased or incomplete data 

can produce unfair outcomes in areas such as credit approval and fraud detection (Barocas & 

Selbst, 2016; O’Neil, 2016). In addition, AI systems raise concerns around data privacy and 

cybersecurity due to their reliance on large volumes of sensitive financial data (Cath et al., 

2018; Rahwan et al., 2019). These risks can weaken consumer trust and create broader systemic 

vulnerabilities if not properly managed. 

Comparative studies in developed jurisdictions show that these risks can be addressed through 

structured regulatory approaches. The European Union, through its proposed European Union 

Artificial Intelligence Act, adopts a risk-based framework that imposes strict requirements on 

high-risk AI systems, including transparency, accountability, and human oversight, while still 

supporting innovation through regulatory sandboxes (European Commission, 2021; Veale & 

Borgesius, 2021). Similarly, the UK Government applies a principles-based approach that 

emphasizes fairness, explainability, and accountability in AI systems (UK Government, 2020; 

Crootof, 2022). These approaches demonstrate that it is possible to balance innovation with 

effective risk management. 

Empirical research in emerging markets, including Nigeria, reveals regulatory and institutional 

gaps. Studies by Adegbite et al. (2021) and the World Bank (2022) show that although Nigerian 

banks are increasingly adopting AI for services such as digital lending and fraud detection, 

regulatory frameworks remain fragmented and enforcement capacity is limited. Comparisons 

with countries like South Africa (Moyo, 2019) indicate that successful AI governance requires 

not only technological adoption but also strong institutional coordination, clear policies, and 

effective oversight mechanisms. 
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Overall, empirical evidence suggests that while AI improves financial performance, efficiency, 

and risk management, its benefits depend on the presence of strong ethical safeguards and 

regulatory oversight. In Nigeria, the findings highlight both the opportunities created by AI and 

the urgent need for a coherent governance framework that ensures fairness, transparency, and 

financial stability. 

3. METHODOLOGY 

3.1 Research Design  

This study adopts a doctrinal and comparative legal research design, supported by policy 

analysis. The doctrinal approach involves the systematic examination of laws, regulations, and 

judicial decisions to analyze the legal framework governing AI in Nigeria’s financial sector. 

The comparative component evaluates Nigeria’s regulatory approach against international best 

practices, particularly those of the European Union and the United Kingdom, to identify gaps 

and areas for improvement. In addition, policy analysis is used to assess the practical 

implications of existing regulations on ethical AI adoption, governance, and consumer 

protection. 

3.2 Data Sources 

This study relies on both primary and secondary sources of data, including: 

• Primary legal documents: such as the Nigeria Data Protection Act (NDPA, 2023), 

Central Bank of Nigeria (CBN) circulars, and sector-specific fintech or AI-related 

guidelines. 

• Regulatory publications: official reports, supervisory frameworks, and guidelines 

issued by the Central Bank of Nigeria (CBN), Securities and Exchange Commission 

(SEC), National Information Technology Development Agency (NITDA), and the 

Nigeria Data Protection Commission (NDPC). 

• Policy documents and government reports: providing insight into regulatory goals, 

strategies, and policy direction for AI in financial services. 

• Comparative legal instruments: including the European Union AI framework, United 

Kingdom AI governance guidelines, and relevant OECD policy recommendations. 
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3.3 Analytical Approach 

This study adopts a multi-layered analytical approach, combining: 

1. Thematic legal analysis: 

Identification and interpretation of key themes across laws, regulations, and guidelines, with 

particular focus on AI ethics, accountability, transparency, explainability, and consumer 

protection. 

2. Comparative regulatory benchmarking: 

Evaluation of Nigeria’s regulatory framework against international standards to identify gaps, 

strengths, and areas for improvement. 

3. Gap analysis framework: 

Systematic comparison of existing regulatory provisions against core ethical AI principles—

fairness, transparency, accountability, explainability, and privacy—to identify deficiencies and 

recommend targeted reforms. 

This approach enables a structured and rigorous examination of Nigeria’s AI regulatory 

environment, highlighting key ethical and governance challenges while providing evidence-

based policy recommendations. 

4. DATA PRESENTATION AND ANALYSIS 

This section presents and analyzes findings from the doctrinal, comparative, and policy review 

of AI governance in Nigeria’s financial sector. The analysis focuses on the structure of the 

regulatory framework, ethical safeguards, enforcement capacity, and comparisons with 

international best practices. 

4.1 Descriptive Analysis of Nigeria’s AI Regulatory Framework 

Nigeria’s AI regulatory environment is characterized by a multi-agency structure, with 

responsibilities distributed across several institutions. The table below summarizes the roles 

and limitations of key regulators: 
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Regulatory Actor Key Role in AI 
Governance Observations / Limitations 

Central Bank of Nigeria 
(CBN) 

Oversees fintech, digital 
lending, and risk 
compliance 

No AI-specific legislation; guidelines 
embedded within broader banking 
regulations 

Nigeria Data Protection 
Commission (NDPC) 

Implements Nigeria Data 
Protection Act 2023 

Focused on data privacy, limited 
guidance on algorithmic transparency 
or impact assessment 

Securities and Exchange 
Commission (SEC) 

Supervises AI applications 
in capital markets 

Sectoral oversight; no enforcement of 
AI ethics standards 

National Information 
Technology Development 
Agency (NITDA) 

ICT and innovation 
standards, including AI 
ethics 

Limited capacity and coordination with 
other regulatory bodies 

Key Insights: 

• AI governance in Nigeria is fragmented across multiple regulatory bodies. 

• There is no dedicated AI legislation, resulting in regulatory gaps. 

• Core ethical principles such as transparency, fairness, and explainability are not 

strongly embedded in existing frameworks. 

4.2 Comparative Regulatory Scoring Matrix 

A scoring matrix was developed to assess the strength of AI governance across jurisdictions 

using four criteria: algorithmic transparency, risk assessment, enforcement capacity, and 

consumer protection. Scores range from 0 (absent) to 3 (strong). 

Jurisdiction Algorithmic 
Transparency 

Risk 
Assessment 

Enforcement 
Capacity 

Consumer 
Protection 

Total 
Score 

European 
Union 3 3 3 3 12 

United 
Kingdom 2 2 3 2 9 

United States 2 1 2 2 7 
Nigeria 1 0 1 1 3 

Interpretation: 

• The European Union leads due to strong risk-based regulation, mandatory AI 

assessments, and robust enforcement mechanisms. 
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• The United Kingdom adopts a flexible, principles-based approach with moderate 

enforcement. 

• Nigeria records the lowest score, indicating major gaps, especially in risk assessment 

and algorithmic oversight. 

4.3 Thematic Analysis of AI Governance Gaps 

The analysis identifies four key gaps in Nigeria’s AI governance framework:: 

Theme Key Findings Implications 

Absence of AI-
Specific Law 

No standalone AI legislation; 
existing frameworks are reactive 

Limits ability to mandate 
transparency, accountability, or 
ethical standards  

Weak Algorithmic 
Oversight 

Transparency and explainability 
requirements are minimal 

Risk of biased or discriminatory 
outcomes 

Limited 
Enforcement 
Capacity 

Multi-agency oversight, under-
resourced regulators 

Slow compliance monitoring and 
weak deterrence for non-compliance 

Consumer 
Protection & 
Redress 

No AI-specific consumer 
safeguards 

Limited recourse for individuals 
harmed by AI-driven financial 
decisions 

Narrative Insight: 

These gaps expose Nigeria to ethical, operational, and systemic risks associated with AI 

adoption. They also highlight the need for coordinated reforms, stronger oversight, and 

clearly defined ethical standards. 

4.4 Comparative Analysis: EU and UK vs Nigeria 

Table: Comparative AI Governance Indicators 

Indicator EU UK Nigeria 
Mandatory AI Impact Assessment Yes Recommended No 
Algorithmic Transparency Mandatory Encouraged Limited 
High-Risk AI Classification Yes (4 tiers) Sectoral None 
Supervisory Capacity Advanced Strong Developing 
Enforcement Penalties Up to 6% turnover Sectoral fines Limited 
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Key Observations: 

• The EU adopts a structured, risk-based regulatory model with strong enforcement and 

clear accountability. 

• The UK uses a principles-based approach, allowing flexibility but relying heavily on 

compliance. 

• Nigeria’s framework remains fragmented, with limited enforcement and insufficient 

ethical safeguards. 

4.5 Synthesis and Analysis 

• Nigeria’s AI regulatory framework significantly lags behind international best 

practices, particularly in transparency, risk classification, and impact assessment. 

• The multi-agency structure creates coordination challenges, weakening regulatory 

effectiveness. 

• Comparative analysis shows the need for reforms, including: 

a) Risk-based AI regulation 

b) Mandatory AI impact assessments 

c) Stronger consumer protection mechanisms 

d) Improved institutional coordination 

• Overall, the findings highlight the need for a unified and coherent AI governance 

framework that aligns innovation with ethical safeguards and systemic stability. 

5. CONCLUSION, RECOMMENDATIONS, AND CONTRIBUTIONS 

5.1 Conclusion 

Artificial Intelligence (AI) presents significant opportunities for improving efficiency, fraud 

detection, credit risk management, and customer service in Nigeria’s financial sector. However, 

its rapid adoption also introduces critical ethical, operational, and regulatory risks, including 

algorithmic bias, data privacy concerns, and potential systemic vulnerabilities. 



Ethical and regulatory challenges of artificial intelligence in Nigeria’s financial sector: A comparative … 

Volume 3, Number  11, ISSN 3049-8899                                                                                             Page | 68  
 

The study finds that Nigeria’s current regulatory framework is fragmented, largely reactive, 

and lacks AI-specific provisions. Regulatory responsibilities are spread across institutions such 

as the Central Bank of Nigeria (CBN), Nigeria Data Protection Commission (NDPC), 

Securities and Exchange Commission (SEC), and National Information Technology 

Development Agency (NITDA), without a unified or risk-based regulatory approach. 

Comparative analysis with jurisdictions such as the European Union, United Kingdom, and 

United States shows that coordinated, risk-based, and enforceable regulatory frameworks are 

more effective in managing AI-related risks while supporting innovation. 

Overall, the study concludes that Nigeria requires a coordinated, risk-based AI governance 

framework to balance innovation with ethical safeguards, financial stability, and consumer 

protection. 

5.2 Recommendations 

Based on the findings, the following recommendations are proposed: 

1. Develop an AI Governance Framework or Bill 

Establish a dedicated legal framework that defines AI categories, compliance obligations, and 

enforcement mechanisms for financial services. 

2. Institutionalize Algorithmic Auditing and Impact Assessments 

Mandate regular audits of AI systems in banking and fintech, along with impact assessments 

for high-risk applications, ensuring transparency and accountability. 

3. Strengthen Data Protection and Cross-Border Data Governance 

Enhance data protection laws in line with international standards and enforce principles such 

as privacy-by-design and security-by-design in AI systems. 

4. Build Regulatory Capacity 

Create specialized AI units within regulatory bodies and provide continuous training to 

improve technical expertise and oversight capabilities. 

5. Promote Multi-Stakeholder Collaboration 
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Encourage collaboration between regulators, financial institutions, fintech firms, and civil 

society to develop ethical standards and improve early risk detection. 

5.3 Contributions to Knowledge 

This study makes the following contributions: 

1. Contextual Contribution 

Provides a comprehensive analysis of AI governance in Nigeria’s financial sector using 

doctrinal, policy, and comparative approaches. 

2. Policy-Scholarship Integration 

Bridges the gap between legal theory and fintech policy by examining how regulation 

influences AI adoption and ethical outcomes. 

3. Practical Framework Development 

Proposes a context-sensitive AI governance model tailored to emerging markets, focusing on 

risk classification, accountability, and institutional coordination. 

4. Policy and Governance Insight 

Offers evidence-based recommendations to guide policymakers, regulators, and financial 

institutions in developing effective AI governance systems. 

5. Strategic Development Impact 

Supports Nigeria’s broader goals of financial inclusion and digital transformation by promoting 

safe, ethical, and innovation-driven AI adoption. 
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