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Abstract: Artificial intelligence (AI) chatbots are increasingly integrated into the operations of small 
and medium sized enterprises (SMEs) in Texas, supporting functions such as customer service, 
marketing, and data management. The introduction of regulatory frameworks, including the Texas 
Responsible Artificial Intelligence Governance Act (TRAIGA), presents a dilemma for these 
enterprises by imposing compliance costs while also offering opportunities for competitive 
differentiation through enhanced transparency, ethical governance, and innovation. This paper 
conducts a systematic policy analysis of state and federal artificial intelligence regulations to assess 
their impact on adoption costs, operational efficiency, and ethical management for small and medium 
sized enterprises. The analysis demonstrates that strategic compliance can foster consumer trust, 
retention, and competitive advantage. Furthermore, the findings suggest the development of a 
governance and return on investment checklist to assist enterprise leaders in balancing regulatory 
requirements with business efficiency. Practical recommendations are provided to enable SMEs to 
leverage compliance as a strategic asset by integrating regulatory and business considerations. 
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Introduction 
Artificial intelligence chatbots in business processes have shifted from a niche role to becoming an 
essential part of customer service, marketing, and data management practices. Small and medium-
sized enterprises (SMEs) worldwide utilize chatbot systems to streamline processes, reduce the 
number of staff required to achieve goals, and enhance customer communication (Brandtzaeg & 
Følstad, 2018; Huang & Rust, 2020). In the United States, the increased adoption of technology 
and rising consumer demand for real-time digital interactions drive this trend, with chatbots 
handling a significant portion of service inquiries previously managed by human staff (Wilson & 
Daugherty, 2018). These systems are especially appealing to SMEs, which often have fewer 
resources compared to large corporations (Rožman et al., 2023; Wang et al., 2024). In Texas, 
SMEs make up over 99 percent of businesses and employ nearly half of the workforce (Texas 
Economic Development Corporation, 2023). Texas exemplifies proactive AI regulation with the 
Texas Responsible Artificial Intelligence Governance Act (TRAIGA, H.B. 149, 2025), which aims 
to foster innovation through regulatory sandboxes while emphasizing transparency, data 
protection, and the ethical use of AI (Papagiannidis et al., 2025). However, compliance costs may 
disproportionately impact SMEs that lack sufficient financial and technical resources (Zeng et al., 
2022). This paper provides a structured policy analysis showing how TRAIGA-style compliance 
can be converted into a competitive advantage for Texas SMEs and proposes a practical 
governance and return-on-investment (ROI) checklist. It addresses the following research 
questions: RQ1: How do state AI policies—especially TRAIGA—shape chatbot adoption costs for 
Texas SMEs? RQ2: Under what conditions does compliance become a competitive advantage? 
This study focuses on policy analysis and synthesis of Texas and federal AI regulation. The paper 
is structured as follows: first, it outlines the policy and regulatory landscape; second, it discusses 
business implications and provides illustrative ROI scenarios for SMEs; third, it analyzes the 
compliance-to-advantage framework; and finally, it provides actionable recommendations to assist 
SME leaders align compliance with their operational and strategic goals. 
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Policy and Regulatory Landscape  
The regulation of artificial intelligence in the United States has evolved within a complex 
environment involving both federal and state efforts. The National Institute of Standards and 
Technology (NIST) has developed the AI Risk Management Framework (AI RMF 1.0), a 
voluntary guideline that federal agencies can adopt to manage AI-related risks (NIST, 2023). This 
framework outlines four key functions—govern, map, measure, and manage—which promote a 
risk-based, lifecycle approach to AI development and deployment. While non-mandatory, it sets 
expectations around fairness, privacy, explainability, and accountability, serving as a reference for 
states and companies (Calo, 2021). However, for SMEs, voluntary guidelines might be less 
effective than formal regulations, raising questions about balancing regulatory flexibility with 
enforceability (Dignum, 2019). 

Texas has taken the lead in AI regulation through TRAIGA (TRAIGA, H.B. 149, 2025). 
TRAIGA features two key components: (1) compliance mandates that ensure transparency in 
chatbot functions, data handling, and user consent, and (2) a regulatory sandbox enabling 
SMEs to test AI applications in regulated settings without severe penalties for initial non-
compliance. This balanced approach aims to foster innovation while protecting consumers 
and promoting ethical AI use (Papagiannidis et al., 2025). Nonetheless, requirements like 
documentation, third-party audits, and algorithmic accountability can be costly for resource-
limited SMEs (Zeng et al., 2022). By comparison, the California Consumer Privacy Act 
(CCPA, 2018) emphasizes consumer data privacy, affording individuals authority over their 
personal information. The framework of data governance is intrinsically linked to compliance 
expenses under the CCPA, potentially exerting considerable strain on SMEs with limited 
resources. TRAIGA distinguishes itself through its provision of a sandbox mechanism that 
fosters innovation while maintaining ethical standards (Jobin et al., 2019). Table 1 
summarizes the three policies discussed. 

Table 1. AI Policies: Binding Obligations and SME Cost Drivers 

Policy or Framework Focus Implications for SMEs 

Texas Responsible Artificial 
Intelligence Governance 
Act (TRAIGA, H.B. 149, 
2025) 

Ethical AI deployment, 
transparency, regulatory 
sandbox for innovation 

Compliance imposes costs but 
provides access to the sandbox for 
innovation and builds trust through 
transparency 

California Consumer 
Privacy Act (CCPA, 2018) 

Consumer data privacy, 
opt-out rights, data 
governance 

High compliance costs for managing 
data may discourage adoption 
among resource-limited SMEs 

NIST AI Risk Management 
Framework (NIST, 2023) 

Voluntary guidance on 
risk management, 
fairness, accountability 

Non-binding but provides best 
practices; useful for alignment 
although it lacks legal certainty 

	
These interstate differences highlight a broader legal uncertainty in the U.S., where inconsistent AI 
regulations complicate operations for SMEs across states (Papagiannidis et al., 2025). TRAIGA 
emphasizes growing recognition that regulation can both encourage innovation and foster 
consumer trust (Tartaro et al., 2023). However, without tools like technical kits, subsidies, or 
established infrastructure to reduce compliance costs, most SMEs will struggle to compete 
effectively. For these businesses, the key issue is not just compliance but finding the right balance 
between cost and maintaining competitiveness in a rapidly changing market environment. 

Business Implications of AI Chatbots for SMEs  
AI chatbots are increasingly recognized as a transformative technology for SMEs, offering 
opportunities to enhance customer service and operational efficiency at a manageable cost. 
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Chatbots automate routine inquiries and transactions, which can reduce reliance on human agents 
and lower labor expenditures, enabling firms to allocate resources to higher-value activities (Huang 
& Rust, 2020). They also offer continuous customer support, which may enhance customer 
satisfaction and retention in retail and professional services (Brandtzaeg & Følstad, 2018; Chen et 
al., 2023). Beyond efficiency, chatbots generate valuable consumer insights, enabling SMEs to 
refine their personalization strategies and respond to evolving market demands (Brynjolfsson & 
McAfee, 2017). This capability is especially relevant in Texas, where SMEs comprise over 99 
percent of businesses, many of which operate consumer-facing ventures requiring digital 
responsiveness (Texas Economic Development Corporation, 2023). 

Chatbots also pose risks that must be balanced against their benefits. AI can 
inadvertently replicate discriminatory effects in areas such as employment or financial 
services (Wilson & Daugherty, 2018). Chatbots can spread misinformation when trained on 
inaccurate data, and the reputational risk involved can be particularly damaging for SMEs that 
heavily rely on local consumers (Jobin et al., 2019). Additionally, excessive automation may 
lead to customer loss among those who prefer human interaction, particularly in sectors such 
as healthcare and finance (Zeng et al., 2022). Evidence from empirical studies is mixed: retail 
SMEs reported a 20-30% reduction in customer service costs within the first year of chatbot 
use, with slight improvements in cross-selling (Gavrila et al., 2023). Conversely, firms 
experiencing ineffective chatbots cited incorrect responses that eroded trust (Nordheim et al., 
2019). These results highlight the importance of governance systems, such as human 
oversight, regular audits, and transparency regarding chatbot use. 

To determine the feasibility of chatbots, SMEs can use a 12-month ROI calculation: 
	

Equation (1): ROI = (Customer Service Cost Savings + Sales Uplift) ÷ Implementation Costs 
	

A hypothetical example illustrating the ROI calculation across differing industries is 
presented in Table 2. The savings in labor and operational costs, the increase in sales 
(additional revenue generated through upselling or enhanced responsiveness), and the 
associated implementation expenses constitute the costs involved in developing, integrating, 
and maintaining chatbots within this customer service framework. The 12-month period 
represents the short-term investment cycle commonly used by SMEs to evaluate the financial 
viability of digital technologies. 

Table 2. The Examples of ROI of SMEs Implementing Chatbots in Texas Industries      
(12-month Perspective) 

Industry Customer Service 
Cost Savings 

Sales/Revenue Uplift Implementation 
Costs 

Estimated 
ROI* 

Retail $120,000 (reduced 
staffing for customer 
queries and returns) 

$80,000 (upselling and 
24/7 availability) 

$70,000 2.86 

Hospitality $95,000 (automated 
booking and guest 
inquiries) 

$65,000 (personalized 
upselling, loyalty 
programs) 

$60,000 2.67 

Healthcare $150,000 (patient 
scheduling and triage 
efficiency) 

$50,000 (improved 
patient retention, fewer 
missed appointments) 

$90,000 2.22 

Finance $110,000 (reduced 
call center volume) 

$100,000 (cross-selling 
of services via chatbots) 

$85,000 2.47 

 
Note: Figures are hypothetical, constructed for illustrative purposes based on secondary estimates of cost savings 
and revenue uplift. Assumptions include stable chatbot performance, 5% sales growth from improved 
responsiveness, and full operational deployment within 12 months. 
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From Compliance to Competitive Advantage  
For SMEs, regulatory compliance has dual implications: it represents not only a cost but also a 
potential competitive advantage (Chima et al., 2022). Meeting TRAIGA standards requires 
investment in documentation, algorithmic audits, and data security measures, which can be 
challenging for resource-limited SMEs, especially early on (Zeng et al., 2022). Nonetheless, 
compliance can give an edge in competitive markets where transparency and consumer trust are 
crucial for long-term success (Papagiannidis et al., 2025). Figure 1 illustrates a generalized 
mechanism for achieving competitive advantage through compliance.  
 

                                      
Figure 1. Mechanism from Compliance to Competitive Advantage 

 
The TRAIGA sandbox model enables SMEs to test their innovations under regulatory oversight 
(Texas Tribune, 2025). This approach minimizes penalties and speeds up innovation by allowing 
companies to uncover compliance issues early in development (Dignum, 2019). Additionally, 
participation demonstrates to customers and partners that the firm adheres to high ethical and legal 
standards, turning compliance into a proactive market positioning strategy (Jobin et al., 2019). 

Transparency and ethical governance strengthen this advantage. Consumers are 
increasingly prioritizing data privacy and algorithmic fairness, particularly in sensitive sectors 
such as healthcare, finance, and education (Yadav et al., 2023). Companies that adopt the 
following practices can turn compliance into loyalty and competitive differentiation. 
	

1. Disclosure with human handoff - Clearly communicate AI use and allow human 
interaction when necessary. 

2. Quarterly bias audits – Regularly evaluate algorithms to prevent discriminatory 
outcomes. 

3. Data minimization and retention policy – Limit data collection and maintain clear 
retention timelines. 

4. Sandbox participation plan – Actively engage in regulatory testing environments to 
demonstrate ethical and compliant practices. 

 
Empirical data supports this strategy. SMEs in financial services that incorporated CCPA 
compliance into trust seals and privacy assurances saw greater customer acquisition compared to 
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less transparent competitors (Wilson & Daugherty, 2018). Using ethical AI consistently boosts 
consumer confidence, highlighting the strategic value of regulatory compliance (Zeng et al., 2022). 
In conclusion, although compliance incurs short-term costs, companies that focus on transparency, 
accountability, and sandbox participation can gain long-term competitive advantages and become 
more resilient within Texas's evolving regulatory landscape. 

Policy Recommendations for Texas SMEs  
The rapid growth of AI chatbots in SMEs presents both regulatory challenges and business 
opportunities, underscoring the need for systematic policy guidelines to support business leaders in 
Texas. The long-term and active involvement of SMEs in regulators and policymakers is a key 
recommendation. Instead of viewing compliance as a legal requirement, SMEs can develop a 
rapport with regulatory authorities through consultation forums, feedback systems, and 
participation in policy trials, such as the TRAIGA sandbox program (Joswig & Kurz, 2025). This 
involvement ensures that the interests of SMEs, particularly their resource-related concerns, are 
considered during the policy formulation process, resulting in more inclusive and feasible 
regulatory solutions (Calo, 2021). The active participation also enables SMEs to predict regulatory 
trends and minimize costly compliance surprises. 

Another key foundation of sustainable chatbot adoption is best practices in operational 
governance. These are practices such as adopting transparency reporting systems where SMEs 
report the role, limitations, and decision-making parameters of their chatbot systems 
(Panigrahi et al., 2023). Routine discrimination check-ups to determine and reduce 
discriminatory tendencies in chatbot feedback are also critical to avoid the reputational risks 
and legal liability (Hari et al., 2024). SMEs can enhance their legitimacy regarding the 
responsible use of AI through third-party verification services, thereby boosting both 
customer trust and reducing information asymmetry between businesses and consumers 
(Jobin et al., 2019). The practices will not only enable SMEs to meet current regulatory 
requirements but also position them as leaders in ethical AI innovation. 

Furthermore, we cannot overlook the human aspect of AI use. Emphasis should be 
placed on workforce upskilling and digital literacy training programs, which will equip the 
SME staff to manage, monitor, and adapt chatbot-based systems effectively. In the absence of 
proper training, workers are likely to remain mere consumers of technology, rather than aware 
actors capable of critical monitoring (Brynjolfsson & McAfee, 2017). These initiatives can be 
supported by state-funded training grants and government-business alliances to lower the 
costs of SMEs. Additionally, policy frameworks must facilitate the joint development of 
compliance toolkits, enabling SMEs to utilize standard, low-cost solutions to address 
regulatory issues (Liang et al., 2022). Lastly, participatory policymaking, user-feedback 
loops, and public consultations should be institutionalized to involve the consumer (Moysan 
& Ródenas-Rigla, 2024). Regulatory requirements factors are not the only aspect by which 
consumer trust in AI leads to business growth; it is also a crucial component of long-term 
expansion. By incorporating the customer outlook into chatbot management, SMEs will be 
able to create more socially responsible, accountable, and competitive AI ecosystems in Texas 
(Kedi et al., 2024). 

Synthesis and Implications 
This analysis reveals a clear trend: SMEs that actively adopt compliance within the framework of 
TRAIGA or NIST AI RMF perform better than those who take a reactive or minimalist approach. 
Evidence from the retail and finance sectors in Texas shows that SMEs that capitalized on 
transparency reports and the consumer feedback loop achieved quantifiable improvements in 
customer retention and satisfaction. These findings support previous research, which states that 
regulatory compliance, when strategically applied, serves as a trust-building mechanism that can be 
converted into long-term market competitiveness (Papagiannidis et al., 2025; Wilson & Daugherty, 
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2018). The evidence also indicates, however, that regulatory compliance costs continue to be a 
significant burden on smaller SMEs, which have limited financial and technical resources. The 
compliance costs imposed and the regulatory sandbox provided by TRAIGA disproportionately 
affect SMEs, highlighting the variation in their capacity to create value under the law. Whereas 
technologically agile SMEs can view compliance as a means to a competitive advantage, resource-
constrained firms risk falling behind. Lack of standardized measures on which to assess the ROI of 
chatbots is also another weakness that is raised. So, even though companies can document cost 
reductions and enhanced efficiency, there is no industry-wide standard to make systematic 
comparisons. Furthermore, the current regulatory environment is also dynamic, making long-term 
strategic planning for SMEs more complex due to the need to operate within state-specific 
frameworks, such as TRAIGA, as well as nationwide programs. Despite these limitations, the 
analysis has shown that in exceptionally competitive markets, regulatory constraints can be 
converted into differentiation opportunities by SMEs capable of aligning compliance with 
innovation strategies. 

Conclusion 
The regulatory pathway for AI chatbots in Texas presents both opportunities and challenges for 
SMEs. TRAIGA must focus on transparency, privacy protection, and ethical guidelines, while 
fostering innovation through its sandbox approach. Although initial compliance costs may appear 
high, SMEs that adopt strategic implementation can leverage these regulations as a competitive 
advantage. Two key lessons for practitioners are highlighted. First, SMEs should plan their 
compliance costs, including documentation, algorithm audits, and data protection infrastructure, to 
ensure resources are allocated efficiently without hindering operations. Second, internal control 
systems should be structured around sandbox milestones, incorporating human controls, bias 
audits, and data governance measures. This approach not only satisfies regulatory requirements but 
also builds trust with consumers. Policy-wise, compliance barriers can be reduced by supporting 
SMEs with technical toolkits, subsidies, or advisory frameworks, all while maintaining ethical and 
legal protections. By viewing compliance as a strategic asset, SMEs in Texas can foster consumer 
trust, enhance their market position, and thrive in the evolving AI economy. 
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