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Al Paves the Road
to Smart Banking
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Today Al is transforming the banking and financial services industry, allowing institutions to better
understand individual customer needs and offer innovative products and services as well as improve
customer experiences through “hyper personalisation”.
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To bankers and investors, the term
artificial intelligence (Al) may be

a source of great excitement or
great confusion. Most executives
agree that Al has the power to
radically change and transform
how companies do business. PwC's
Global Al Study projects Al to
contribute US$15.7 trillion to the
global economy by 2030. Practically
most, if not all, tech companies and
new startups nowadays claim that
they are using or working with Al
in one form or another. Some may
indeed be genuine Al innovators,
while others may be using the term
in hope of a significant increase
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in valuation. In fact, in a recent
study by VC investor MMC Ventures
of 2,830 European companies

that claimed to be “Al startups,”
only 60% had some evidence of

Al that is material to company’s
value proposition. A July 2018
Guardian article highlighted the
rise of “pseudo-Al” chatbots where
tech firms quietly use humans to
do bots' work, basically “faking

it until they make it” For non-
technical bankers and investors, it is
indeed a challenge to see through
the marketing spiel to properly
understand the true underlaying
value of Al startups.

Applications of Al to Banking/
Finance

Today Al is transforming the
banking and financial services
industry, allowing institutions

to better understand individual
customer needs and offer
innovative products and services
as well as improve customer
experiences through hyper
personalisation. Al proves insights
into operations so that institutions
can rethink, redesign, and optimise
processes and flows to improve
productivity.

Al is the heart of digital
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“Possible applications of Al in asset, wealth, and

investment management are also endless and impact

the entire value chain, ranging from porttolio

construction and optimisation, development

of investment and risk strategies, to predictive

forecasting of long-term price movements.”

transformation (DX) — using
digital to innovate and transform
what products and services are
offered and how to offer them,
while at the same time enhancing
user centricity and operational
efficiency. For example, machine
learning recognizes patterns

and anticipates future events.

For customers, this Al ability
allows institutions to better
understand and accurately predict
customer needs, and recommend
the right product to the right
person, at the right time and

price, and right now without
friction, hence greatly improving
customer experience (CX) in

a hyper-personalized manner.

On the business end, Al allows
institutions to better understand
itself, its business operations, and
improve operational efficiencies.
On investments, Al has a much
better gripe for market conditions
and better at predicting market
trends. In short, Al enables firms
to dramatically deliver new kinds
of value and reshape operating
modes like never before.
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Al robot process automation (RPA)
can eliminate human intervention
in front/mid/back office processing
by automating repetitive tasks
that are traditionally done
manually due to siloed systems
that require manual data entry.

Al chatbots and conversational
agents can streamline customer
service. Al is also streamlining
and automating governance, risk,
and compliance (GRC) activities,
such as assisting with compliance
reviews, monitoring regulatory
changes, evaluating changes in
risk profiles, etc. Natural language
processing (NLP) and machine
learning can help discover
linkages between regulations,
requirements/obligations, and
business processes and controls.
Al can also learn from past risk
cases and identify early signs of
potential future issues. Al deep
learning, and graph analysis can
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automate anti-money laundering
(AML) and fraud detection by
examining all data points in
real-time. With abundance of
user data collected from multiple
touchpoints, the field of KYC is
also being transformed by Al,
allowing institutions to create
precise customer profiles and
automatically vet new or existing
customers.

Possible applications of Al in
asset, wealth, and investment
management are also endless

and impact the entire value
chain, ranging from portfolio
construction and optimisation,
development of investment

and risk strategies, to predictive
forecasting of long-term price
movements. It is quite impossible
for human asset managers

to analyse years of financial
statements and investment data
in detail for all companies in

their portfolios. But this critical
mass of data is exactly what Al
machine learning needs to develop
accurate insights. Furthermore, Al
recommendations are personalized
based on specific investor’s short-
and long-term goals. In addition,
fund managers are also using NLP
in asset selection, uncovering
insights and relationships in
unstructured data.

Automated, algorithmic,
quantitative or high-frequency

56

trading, all can benefit from Al to
monitor and analyse structured
(databases, spreadsheets, etc.) and
unstructured (social media, news,
etc.) data to make split-second
decisions. Al combines real-time
market data with machine learning
to identify patterns in price
movements for highly accurate
market predictions. Furthermore,
accuracy of Al trading algorithms
can be tested and verified with
historical data.

Why the Sudden Interest in AI?
The interest in Al skyrocketed
over the past few years after
DeepMind’s AlphaGo program
beat humans at Go; a game that
was previously thought to be
impossible for Al to solve. Modern
Al systems can now routinely out-
perform humans at many tasks,
such examining medical images
to detect cancer or recognizing
people in crowds. Current Al
systems are many orders of
magnitude more powerful than
their predecessors in terms of
functionality, performance and
accuracy. What has caused this
explosive growth in capabilities?
Humans have not gotten better nor
faster at programming. So, what
has changed?

Turns out Al algorithms are very
CPU-intensive and data-intensive.
The main hindrance in creating
smarter Al systems in the past was

the lack of affordable processing
power and the ability to store
and process enormous amounts
of data. With the advent of highly
scalable cloud computing as well
as infrastructure for big data
processing, Al programs can

now perform to their maximum
potentials and at scale. What

this means is that instead of
performing machine learning
with small sample subsets, Al can
now learn from entire datasets,
sometimes involving hundreds of
millions or even billions of data
points, and within acceptable
response time. The need for faster
Al processors, have propelled
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hardware companies that
manufactures graphics processing
units (GPUs) and specialized Al
chips, such as Nvidia, Intel, Huawei,
Amazon, Cerebras, etc. Machine
learning algorithms that are based
on artificial neural network (ANN),
such as deep-learning, requires a
tremendous amount of float-point
computations, which Al processers
are good at.

Another reason for the explosive
growth is the commoditisation of
Al. Over the years, Al algorithms
have become readily available as
open source and/or open APIs. In
addition, cloud-service providers
such as Amazon, Google, IBM, and
Microsoft, are offering Al-as-a-
service, allowing natural language
understanding, computer vision,

face recognition, chatbots,
machine learning, data analytics,
etc. to be as easy to access as
simple URLs and with very little
programming. What that means to
investors is that even if a company
produces seemingly amazing Al
capabilities, they might not have
the IP rights to the technology.

If so, the barrier of entry will be
very low, as another company can
easily replicate the Al functionality
with minimal effort using the same
cloud service.

This is especially true with deep
learning. What once took an army
of developers coding hundreds
of millions of lines of program
over years of time, now might
take only a few pages of code
while letting Al learn by itself

from millions of examples. That’s
why we hear amazing stories of
high school students creating
incredibly powerful Al programs
that outperforms humans, such as
the story of 15-year old Abu Qader
who used Al machine learning cloud
service and open source data, to
develop a program that was better
than doctors at detecting breast
cancer from mammogram images.

Another factor for Al growth is the
availability of high-quality private,
commercial and public datasets for
machine learning. In the age of Al/
ML, data is still king. Without at-scale
data to learn from, Al algorithms

will not be able to make accurate
predictions. For the financial services
industry, they are at a tremendous
advantage as they have access to
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“No matter how sophisticated or how advanced

a company’s Al technology might be, the most

important consideration is how Al helps the

company achieve its core value proposition, which

usually translates to more innovative and better

products and services lo ils customers.”

the most important data, a vast
amount of historical financial

data on customers, such as credit
card spending behaviours and
savings/investment patterns. Most
institutions supplement customer
data with external datasets, such

as those from Nasdaq, The World
Bank, IMF, Financial Times, Google,
etc., as well as alternative data. With
comprehensive financial datasets,
institutions are now better equipped
to use machine learning to predict
economic indicators, stock prices,
etc. as well as predict customer
investment behaviours.

Conclusion

Having said all the above, no
matter how sophisticated or
how advanced a company’s Al
technology might be, the most

important consideration is how
Al helps the company achieve

its core value proposition,

which usually translates to more
innovative and better products
and services to its customers. In
fact, many Al projects are on how
to improve customer experience
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and making the customer journey
as frictionless as possible. It is
important to always remember
the age-old question: Are you just
using technology for technology's
sake (or valuation’s sake) or are
you using technology to truly
transform business?
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