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COVID-19 HAS MADE SOME FEEL THE OPENING UP OF ASSET CULTIVATING SOUND BANK
"NAKED"” WITHOUT DIGITAL MANAGEMENT CULTURE IN HONG KONG
TRANSFORMATION AND Al AICs to Invest in Debt-to-Equity A Reform with Self-Assessment and

The Urgency to go Fully Digital Assets Enhancements

Acting to Avoid “Green Swan” Events:
The Emergence of Climate-Related Risks
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Without Digital

Transformation and Al
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Covid-19 has changed consumer behaviour forever and the Hong Kong banking and financial services
industry urgently need to cope and adapt. Digital transformation with Al has quickly become the top
priority for those that do not want to be left behind by the new wave of digitalization.
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Covid-19 has changed consumer
behaviour forever and the Hong
Kong banking and financial services
industry urgently need to cope

and adapt. Digital transformation
with Al has quickly become the

top priority for those that do not
want to be left behind by the new
wave of digitalization. “Necessity

is the mother of invention,” as the
old English proverb goes. With the
current Covid-19 pandemic, the
struggle for business survival is truly
the mother of innovation and digital
transformation. Warren Buffet once
said, “Only when the tide goes out do
you discover who's been swimming
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naked.” Many businesses suddenly
find themselves quite “naked”
without the use of physical sales and
distribution channels, and the only
way to connect with customers is
digital.

The world witnessed the nearly
overnight adoption of WFH (work
from home), Zoom meetings,
food/grocery deliveries, cashless
payments, online banking/
investment/insurance, and

virtual events/webinars, i.e. the
“new normal.” Although a large
percentage of Hong Kong's finance
industry have already embarked

on their digital transformation
journey, many are not far along
enough to avoid negative impact
from Covid-19. Besides, for digital
transformation to truly benefit

and support business, artificial
intelligence (Al) is a crucial
component. However, many in
banking and financial services were
still starting or in the middle of their
adoption of Al and machine learning
when Covid-19 happened. For those
fortunate early adopters of Al, they
are now reaping the rewards.

Last year has been a busy year
for Al development around the
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“Post Covid-19 has caused CXOs to reprioritize

and move up their digital transformation plans and

shorten timelines.”

world, and particularly for the
financial services industry. We

saw rapid growth in Al awareness
and understanding, as well as the
development of new Al and data
capabilities among banking and
FSI'in Hong Kong. Customer service
with chatbots, money management
with robo-advisors, and automation
with robotic process automation
(RPA) have been some of the key

Al focuses. Although businesses

did not realize it then, but all

those Al applications paved way

to alleviate the problems caused

by Covid-19, such as coping with
reduced staffing in the front-line

and customer service centres, as
most have to work from home
and customers avoided going

out. Gartner previously predicted
that "25% of customer service and
support operations will integrate
virtual customer assistant or chatbot
technology across engagement
channels by 2020." | believe that
prediction needs to be doubled or
tripled now.

Post Covid-19 has caused CXOs
to reprioritize and move up their
digital transformation plans

and shorten timelines. There is
now a sense of urgency to have
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the capability to go fully digital
whenever needed. That means
using Al to streamline processes
and reduce or eliminate humans
in the loop as much as possible.
With maturing of Al knowledge
and capabilities over the past year,
as well as improved data-readiness
for machine learning, | believe the
Hong Kong banking and financial
services industry is well poised to
deploy Al and machine learning

in many more business functions,
as well as use more sophisticated
forms of Al, such as cognitive
computing, to handle harder and
more complex business needs.
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Even for companies with existing
chatbots and RPA systems, | believe
they will be upgrading to more
sophisticated forms of chatbot
that are better at natural language
understanding to process dynamic
changing policies, regulations, and
guidelines, as well as Al problem
solving to resolve more complex
customer issues. Newer chatbots
will be context-aware, stateful and
more human-like. Robo-advisors
will be more intelligent, leveraging
additional structured and
unstructured knowledge sources
and alternative data as well as
covering more products. There will
also be more expansive use of RPA
across the entire organization to
further reduce the need for human
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intervention when performing
mundane and routine tasks.
Chatbots and robo-advisors may
further be integrated with RPAs for
fully digital self-service processing.

Many believe the “new normal” will
be here to stay, and companies
that are not willing or able to adapt
will be displaced. The convenience
of online banking and investment
trading, together with online
shopping and food delivery may
have a lasting impact on consumer
behaviour as well as retail strategies
in Hong Kong. The Hong Kong
Monetary Authority, Hong Kong
Insurance Authority, and other
regulatory bodies have been quick
in creating new guidelines and

temporary measures to support
new consumer demands for digital
services. For financial institutes in
Hong Kong, Covid-19 will propel
growth in Al technologies like
biometric facial recognition and
eKYC for remote account opening
and onboarding, as well as Al fraud-
detection to support AML/CFT.
Insurance companies are also quick
to integrate Al and video chats to
support non-face-to-face remote
sales for certain approved products.

Because of Covid-19, companies
are also rushing to expand their
portfolio of products that can be
offered fully digitally, without
needing human interventions.
Fully digital products will require

extensive use of Al throughout

the sales, onboarding, and
servicing process to provide a

truly frictionless and personalized
customer experience and satisfy
modern consumer expectation on
digital performance. In the digital
world, people expect responses in
seconds, not minutes and definitely
not days. Gone are the days when
potential customers are willing to
wait a couple of weeks for insurance
offers. In a study by Amazon, it
found that even if page load time
slowed down by just one second,

it could cost Amazon $1.6 billion in
sales over a year.

Without humans in the loop, we need
Al to personalize product/service
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offered and automate underwriting
and scoring/rating as well as generate
dynamic and personalized pricing
as well as content. We will probably
also see additional use of chatbots
in support and servicing, invoking
associated processes with RPA, such
as in automated claims processing
and other types of transactions.

FSI companies will also use Al to
create feedback loops to improve
internal operational efficiencies
and effectiveness. There will also

be increased use of Al to monitor
processes and detect anomalies/
outliers for AML/CFT and fraud
detection.

Companies that are born-digital
are at an advantage in coping with

situations like Covid-19. Hong
Kong's recent launches of virtual
banks and virtual insurers are major
milestones in Hong Kong FSl’s
evolution history. These new totally
digital companies will rely heavily
on technologies like Al, machine
learning, blockchain, and biometrics
identification, to automate and
remove the need for humans in

the loop. | expect the development
of virtual banks and insurers, with
their future market share growth,
will further drive Al development

in Hong Kong across the financial
services industry

There will also be increased use
of Al for digital marketing and
customer acquisition. Without the
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use of physical storefronts during

a pandemic, companies need Al

to identify potential customers
digitally. With the enormous

data available through consumer
interactions in social media and
digital ecosystems, Al can perform
big data-driven precision-targeted
marketing campaigns that pinpoint
exactly the right persons to offer the
right products, at the right prices
and time in their life.

Hong Kong FSl is also advancing
rapidly in the understanding

and governance of Al ethics and
related issues. Last year, the Hong
Kong Monetary Authority (HKMA)
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released high-level guidelines

and principles relating to Al and
governance, accountability, fairness,
transparency, data privacy, etc. The
HKMA also released an extensive
whitepaper “Reshaping Banking
with Artificial Intelligence” to help
raise awareness as well as promote
adoption of Al in the banking
industry. The Hong Kong Securities
and Futures Commissions (SFC)
also issued guidelines on the use
of Al algorithms and robo-advisors.
In 2018, the Office of the Privacy
Commissioner for Personal Data
released a document on “Ethical
Accountability Framework for
Hong Kong.” Even though a lot of

groundwork has been established,
this area of Al development is

still an evolving topic globally, so
much more work remains. With
Covid-19 and as more and more
tasks are delegated to Al, the issues
of Al governance will become
increasingly more important,
particularly around potential Al
biases in decision making. Take

the highly reported incident last
year with the Apple Card launch
when its Al credit scoring algorithm
supposedly exhibited gender bias,
offering a male customer twenty
times more credit limit than his
wife who has a similar income and
background profile. Companies

need to carefully examine data used
for machine learning so that it not
influenced by human prejudices,
comprehensive, complete, and
properly cleaned.

The experience of the Covid-19
pandemic will transform Hong
Kong’s FSI permanently and give
newfound momentum for digital
transformation and Al. As one of the
world’s leading financial centres,
Hong Kong has already been
aggressive in taking advantage of
new technologies. Covid-19 has now
made digital transformation and Al
more of a necessity than a luxury for
many companies.
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“Robo-advisors will be more intelligent, leveraging
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additional structured and unstructured knowledge

sources and alternative data as well as covering

more products.”
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