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Artificial intelligence is
reshaping the world at an
unprecedented pace but,
as with any revolutionary
technology, there are risks
and trade-offs. We think Al
can only sustain its growth

by respecting environmental,

social and governance
standards. Can Al be
responsible?

As Al systems become more powerful
and deeply embedded in the
economy, careful consideration of
environmental, social and ethical
issues is required. Given the scale

of investment required for Al, it is
important for investors to recognise
and tackle systemic risks if they

are to seize the long-term value
opportunity. Here, we discuss what
is meant by responsible Al, what it
requires of investors, and which core
principles should be integrated into
investment decisions.

From Al to responsible Al

Al systems are machine-based
technologies designed to perform
tasks of varying degrees of autonomy
with human-like capabilities such as

Key takeaways

* Responsible Al aims to apply

standards and safeguards to
maximise the benefits and
minimise the harms caused by
artificial intelligence.
Although there is not yet a
unified global standard on
responsible Al, legislation
such as the EU Al Act provides
guidance.

Far from hindering growth,
we believe a responsible
approach can help to build
trust in Al and ultimately

accelerate growth.
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reasoning, learning, planning and
creativity®. These systems vary in
complexity and function. Machine
learning may identify patterns in
data to help forecasts, deep learning
may use layered neural networks
forimage and speech recognition,
and generative Al may help create

new content.

There is great excitement about

the potential of the technology.

In healthcare, for example, Al is
improving the speed and accuracy

of cancer detection. Proponents of

Al says its capacity to process vast
volumes of data, optimise complex
systems and unlock new efficiencies
presents unprecedented opportunities
across sectors and geographies.

The Al value chain is more extensive
and nuanced than it appears at first
glance. Exhibit 1 provides a summary
of the value chain, which can be
simplified into three core segments:

« Developers and infrastructure
providers — determine fairness,
resilience and footprint of systems

» Deployers - determine the reach of
Al into products and services.

» Users — determines the impact of
the use of Al

Each of these groups bears
responsibility for aligning Al with
environmental, social and governance
standards, and that responsibility is
collective and continuous.

However, Al has the potential to

do harm as well as good. Because
of the way large language models
are trained, there are concerns
these systems may reflect biases

— against marginalised groups,

for example — which may deepen
inequalities. There are also concerns
that Al may be misused by hostile
actors. Cyber criminals are already
using Al to deceive their victims — in

Exhibit 1: Understanding the Al value chain

Al vendors
Infrastructure (hardware
and software) that

support Al technologies

Al developers

Developers of Al models

Al deployers

IT Consulting, Services
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1) What is artificial intelligence and how is it used? European Parliament
2) World Economic Forum - Global Risks Report 2024
3) Overview and methodology of the Al Incidents and Hazards Monitor - OECD.AI

phishing attacks, for example — and
there are fears these methods will
become ever more effective as Al
technology advances.

Indeed, the World Economic
Forum'’s Global Risks Report 2024
ranks misinformation and other
Al-related harm among the top
long-term global threats?. These
risks are no longer theoretical, they
are already materialising into real-
world consequences for individuals,
organisations and the environment.

And the risks are only going to
intensify. According to the OECD, the
rapid and widespread deployment

of Al systems across sectors and
societies is increasing the likelihood
and severity of both Al hazards and Al
incidents®. Where those risks result in
societal and human rights challenges,
the impacts may be hard to quantify —
but deeply consequential.

Al subjects

Individuals or communities
affected by Al applications and
their outcomes

Al users / adopters

Over Al applications

2

Al feeders

Data providers and content
providers to feed models
(machine learning)


https://www.europarl.europa.eu/topics/en/article/20200827STO85804/what-is-artificial-intelligence-and-how-is-it-used
https://www3.weforum.org/docs/WEF_The_Global_Risks_Report_2024.pdf
https://oecd.ai/en/incidents-methodology
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How can these tools be used
responsibly?

There is clearly a need for standards
and safeguards to minimise harms
from Al. Responsible Al is about
striking a balance — maximising the
benefits of innovation while mitigating
its risks. We argue that this represents
not only a technical challenge but

a moral imperative — to ensure Al is
developed and applied in ways that
align with human values and serve
the public good.

However, the pace of Al innovation
makes this a formidable task

given that technical advances are
outpacing governance and relevant
policymaking. Diverse regulatory
strategies are evolving in different
regions, as regulators rise to the
challenge of creating frameworks
that balance technological progress
with accountability. The most
comprehensive and structured Al
governance framework currently
appears to be the EU Al Act*.

The EU Al act provides guidance on
unacceptable risks, transparency
requirements and how to balance Al
innovation in Europe with appropriate
safeguards. This regulation

is complemented by existing
frameworks from the likes of the
OECD and UN on human rights, data
protection and cybersecurity. It can be
further supported by best practices on
resilience and readiness.

Although there is not yet a unified
global standard on responsible Al, we
believe that these existing resources
constitute a useful guide to navigating
the challenges. It is only the start, but
it is a foundation we can build on.

Our contribution: a
responsible Al investment
framework

As an investment company that
manages assets across a range of
regions and sectors, it was important
for us at AllianzGl to develop a
sustainable approach to investing

in this emerging technology. After
reviewing key guidance and operating
standards, we have developed a
responsible Al investment framework,
with a focus on the social implications.
Our view is that Al needs to be trusted
to fulfil its potential, and that trust
spans users, developers, regulators
and governments.

Our framework is underpinned by
three dimensions:

* Robustness - resilience, reliability
and safety of systems

+ Ethical integrity — ensuring
accountability and fairness for
social outcomes

« Sustainability - managing the
environmental and social impact of

Al development

A truly responsible approach to Al
requires a coordinated and cohesive
approach to all three dimensions to
maximise socioeconomic benefits over

the long term.

It is important to recognise that the
adoption and use of Al differs across
sectors. Within our sector frameworks,
we perform a materiality assessment
and prioritise the topic of responsible
Al where it is most impactful, guided

by our Al value chain.

An example of a sector that will be
heavily impacted by Al is banking
and insurance, where customer
service, inclusive credit policies and
the effectiveness of cybersecurity and
data privacy all depend on Al being
implemented responsibly. Following
our analysis, best or lagging practices
will influence a company’s final score.

Exhibit 2: Responsible Al treats human needs and trust as priorities
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4) EU Al Act: first regulation on artificial intelligence - European Parliament


https://www.europarl.europa.eu/topics/en/article/20230601STO93804/eu-ai-act-first-regulation-on-artificial-intelligence
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Engagement with companies Responsible Al can Al, not hinder it. As Al enters its

making or using Al accelerate growth next phase of mainstream growth,
investors can help shape and direct

Engagement with investee companies  We view responsible Al products capital to the most responsible and

on the topic of responsible Al will be and services as critical to long-term successful operators.

critical in establishing appropriate financial performance. We see three

standards. We find that genuine focus areas of responsible products

dialogue and sharing perspectives and services:

can be highly constructive — for

both investors and investees. * Environmental - full environmental

We have already seen a number of footprint life-cycle assessment and

Al-related shareholder resolutions, strategic planning.

which typically fall into three major * Human-centred - fair, transparent,

categories: inclusive and respectful to all
stakeholders.

* Board oversight and accountability « Regulatory-compliant —

+ Disclosures on impact of Al prioritisation of robust governance
* Disclosures on risk frameworks frameworks directs capital to more
and management. effectively risk-managed operators,

who can unlock opportunities with
To date, most shareholder resolutions confidence in regulatory oversight.

have focused on Al developers,

primarily on the topics of product Al remains divisive, marked by

and service safety (including both promise and concern. But we
misinformation). However, we believe that resilient and innovative
expect this to broaden to those technologies are key to long-term
enterprises deploying Al solutions. economic and social development.
Exhibit 3 illustrates our engagement In our view, the effort to make Al
framework on responsible Al. responsible will aid the growth of

Exhibit 3: Framework for discussing Al with makers and users

Policy & Governance Risk & opportunities Prevention & mitigation Transparency

Al makers Al users
? How does your board guide the development of Al technology and manage associated risks? ? How does the board ensure that it has sufficient knowledge and understanding of Al?
) How do you engage with end users to educate them about the Al capabilities and limitations ) How does your company manage the degree of control over Al applications used by
®  within your products? ®  endusers?
) How do you ensure transparency on capabilities, limitations, and intended uses of your Al ) What are your plans to ensure responsible use of Al towards customers (especially for
. ®  respecting consumer rights and data privacy)?

solutions to your customers?

N

How do you develop Al skills of existing workforce and attract as well as retain Al experts to implement your Al strategy?

N

How are identified failures or issues from your Al solutions reported internally and externally, and what mechanisms are in place to ensure accountability and continuous improvement?

Source: Allianz Global Investors - Sustainability Research
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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