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INTERVIEW

Automating operations: understanding the need versus
want, picking suitable software and developing oversight
structures for daily management and risk mitigation
Interviewer

Interviewee
David Grana,
Head of North
American Media,
Clear Path Analysis

Barb O’Malley,
Manager of Client
Technology Solutions,
Northern Trust

SUMMARY
•

Financial services is in a maturing stage of
automation

•

Automation will free up people so they can create
more value

•

It is key to not automate a bad process

•

•

Involving people who aren’t a part of the daily
process is important when validating a new
platform implementation

At the rate that everything is changing, anything
that seems impossible today may be very
possible within a year or less

David Grana: At what stage are we in right now when it comes to
mainstream automation in the financial services industry?

David: What considerations are most important when deciding
to automate a process?

Barb O’Malley: We are in a maturing stage, where there is a lot of
good press around new tools and ways of automating. Everyone is
very excited about what these new tools can do. Reality has now
settled in, the euphoria has worn off a little, and we are now figuring
out how to move forward.

Barb: The most important point is not to automate a bad process.
This seems obvious, but sometimes people have been doing a process
for years without understanding why, or they have forgotten why. We
have developed a number of templates or decision sheets that help us
to look at something and see whether the process is a good candidate
for automation or if we should consider changing the process before
we then try to automate it. You can get an inaccurate outcome more
quickly by automating a bad process.

David: What are some of the ways in which automation can
move forward from where we are now?
Barb: Everyone was excited about the idea of robotic process
automation and its various applications but upon further review,
realized that there are some processes that can be automated and
some that aren’t ready for that yet. There are various tools that
leverage machine learning and AI, and companies are working to bring
these two areas together.
People are realizing that there isn’t a “silver bullet”, as you still need to
take the time to figure out what you need. In any automation project,
you get out of it what you put in. You can’t skip to the end. You have to
put in the work to get to the outcome you want.
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David: What criteria should an organization consider when
selecting software solutions?
Barb: Particularly because the capabilities are changing fairly rapidly,
one of the things that you need to do is plan for obsolescence. If I
am using tool A, but realize that it may be superseded by another
tool in 18-24 months, I want to leverage the capabilities of the tool
without becoming so dependent on it that it is then hard to unwind
if we decide later that there is a better solution. We call it “loosely
coupling”. You want to use the automation capabilities, but develop for
portability.
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David: Can you walk me through what the typical lifecycle is for
an integration of a solution?
Barb: First, we lay out what we feel is our problem statement. Then
we validate our assumption. After validation, we engage the process
automation specialists to design how the automation should work.
Another way we have done it is to have automation specialists come
in and watch how the operational people do their work. The specialists
ask questions as to why staff has been doing a process in a certain
way. It is important to engage people who aren’t part of the daily
operational group and who aren’t as close to the process. Oftentimes
they can see the little things that may not necessarily make sense. The
specialists then suggest changes, we implement them and then test
them out.
It is very helpful to bring in that objective set of eyes to look at
whatever process you are trying to automate to make sure that you’re
automating it in the most effective way possible.
David: Is a layman always better than a technical person when
looking at the interface of the solution and testing it?
Barb: Absolutely. As an example, we have a machine learning exercise
going on right now within our Securities Lending area. We brought in
our data analytics staff that asks the questions and then runs the data.
The Securities Lending team then looks at it to verify if it looks right or
if it may need to be tweaked a little bit.
The team in the Lending area came in with a bit of a preconception,
but the analytics people are neutral. They just keep running the data
in order to find an answer and continue to refine it. This is where it is
great to have that objective party working with whoever is automating
a process to really help find a better solution.
David: Once a solution has been integrated, what are some of
the failsafes that need to be in place in order to make sure that
the newly operated process doesn’t fail and start to create
issues for the organization?
Barb: You have to build fail-safes in up front. You have to think of all of
the different ways that the process could fail and then build in ways of
measuring, so that you can determine if either the process is reaching
capacity or the data has changed so that the process is unable to
effectively manage it. This goes into the machine learning mindset,
where you have to continually learn.
For many of these automations, the machine has to continually learn
so that it can adjust to changes in the data or in the environment.
But you have to build it in upfront. If you implement something and
just let it run and then check on it in 6 months, you might not get the
outcome you were hoping for.
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David: What structural changes from a staffing standpoint
has automation changed in recent years and what has been
the end result?
Barb: You need more people looking at and overseeing the
automation to make sure that it is meeting your needs. There are
fewer people doing the raw work and more people supervising and
checking to ensure that things stay on track.
It has created changes in how we approach business continuity,
and even auditing some of the processes. A lot of the oversight and
governance functions have had to expand and evolve, because the
automation is going to do what it has been asked to do. So if you
haven’t built in the right fail-safes, or the ability for it to learn, you still
need to have people who are overseeing it to ensure that you don’t go
off track.
David: What further changes do you see in the area of
automation and what impact do you foresee for the industry?
Barb: Automation is going to get rid of processes that can be
automated, which hopefully frees up people to move up the value
chain. For instance, we wanted to do more pricing of hot stocks, but
today it takes those traders a lot of time to figure out what might
be something that they need to pay attention to. If we can get the
automation to identify the 100 stocks that we should be considering,
they could spend their time thinking about the right way to do it and
creating more value.
David: What do you see the impact that automation has on cost?
Barb: I believe it becomes part of the expectation for how we do
business. The result could mean driving down the costs for the higher
volume, lower variability processes, so that you can apply more
resources to the high value activities.
I feel that it becomes table stakes for remaining competitive.
David: Do you have any final words of wisdom that you can
impart on organizations that are considering automating
processes of their operations?
Barb: The one point I would recommend, given that things are
continuing to change as fast as they are, is that if you’ve initially
decided that something isn’t feasible, wait 12 months and then ask
the same questions again. Capabilities are going to continue to evolve
quickly, and things that seem impossible today, may not be 12 months
down the line. You have to keep an eye on anything new that is coming
in that might help and not give up.
David: Thank you for sharing your thoughts on this topic.
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ROUNDTABLE DEBATE

Leveraging artificial intelligence
(AI) and technology to improve
retirement outcomes
Moderator
David Grana,
Head of North
American Media,
Clear Path Analysis

Panelists
Mike Srdanovic,
Innovation & Emerging
Technology Thought
Leader, Northern Trust
Asset Servicing
Sabrina Bailey,
Director, Digital
Investment Advice,
Northern Trust Asset
Management
Brendan Sweet,
Co-Founder,
Dream Forward

POINTS OF DISCUSSION
•

Pension plan members will benefit greatly from improved
outcomes using this technology

•

There are growing opportunities to collaborate with big tech
firms such as Google, Amazon and Facebook

•

People should not be afraid of AI - it is used to augment, not
replace, a person's capabilities

David Grana: What are the main functional areas within financial services firms that AI
could be best applied?
Mike Srdanovic: We view AI through several different streams, but we certainly see it
impacting front, middle and back offices. The first stream that we view AI impacting is
within the client-facing or user experience area. This is where AI is used to develop that
360-degree, personal view of the client. We experience this currently in our day-to-day
lives, such as when we see recommendations pop up on Amazon, Google, etc. You are really
providing intelligent insights. And things are now moving towards natural language interfaces
as well, like chatbots and virtual assistants.
The second area is around operational augmentation and operational efficiency. This is in both
business and technology processes. It’s also where many firms initially started off with robotic
process automation (RPA). We consider this to be almost basic AI, since you’re really starting to
mimic the rote work that people have doing in the past.
RPA is starting to be married with classical machine learning algorithms – AI. And you are going
to see a move towards cognitive automation, which will further increase the quality, scale and
service level agreement (SLA) activities.
The final stream is around strategic information insight, which is classical data analytics and
predictive analytics. This field will be augmented with the latest AI. We will see this within
fraud, risk, cyber security, and searching for strategic information which will be of value to an
organization.
Brendan Sweet: We see AI being used in the marketplace a lot already. The most obvious
example that comes to mind is algorithmic trading and pattern recognition. AI is extremely
good at pattern recognition; it’s something that it can do much better than humans. You can
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THIS MIGHT REQUIRE A CULTURAL SHIFT
FROM FINANCIAL INSTITUTIONS TO EMBRACE
THEM, BUT ANY BANK WILLING TO DO SO WILL
BENEFIT IN THE LONG-RUN

see this technology in use in areas like trading in the front office, and
performance analytics in the middle and back office. Usually, there
is a human guiding the process, but a lot of this algorithmic trading is
becoming very AI-driven. In the back office, AI can support activities
like data consolidation, integrating non-standard data sets.
David: What is the difficulty level for financial services firms to
embrace AI in an effective and distinguishing manner?
Brendan: The difficulty level is as hard as they want it to be. AI is a
big, expensive problem, and large financial services firms are uniquely
suited to handling these expensive problems.
There are a lot of individuals who are now very good at AI, and many
more people who are in higher education are learning more and more
about AI every day. A lot of people who work in AI as a profession are
non-standard bank employees. This might require a cultural shift from
financial institutions to embrace them, but any bank willing to do so
will benefit in the long-run.
Mike: At the moment, the development of world class AI is being
primarily accomplished by the big technology firms. It is going to be
difficult for any organization, not just financial service firms, to try
and match the level of sophistication and quality of AI that is being
achieved by these technology firms. That being said, there is certainly
plenty of room for financial services firms to target the specific niches
they have via AI. These companies need to be looking for where they
can find the most value and competitive advantage and focus on
these areas.
There will definitely be a dual approach to this. Big tech companies and
start-ups are focused on areas where there are broad implications and
large payoffs, like chatbots. These are not the areas where financial
services firms will want to compete but should focus where they
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see value for their products, services and operations, and hire the
appropriate resources to leverage the latest AI to create this.
David: What is the likelihood that the financial services space
will have the ability to hire the necessary skilled professionals
to compete in this space?
Mike: For the best AI talent in the world, there is currently a massive
resource war going on. The big tech companies are hiring people
and buying startups to build world class products, so there is a large
demand for this talent.
That doesn’t mean there isn’t plenty of opportunity and resourcing
available to focus on specific-use cases where financial service firms
can find business value. There is certainly opportunity, but it is more
focused on the business outcome, the resources required for it, versus
trying to get resources that are going to compete with world class
talent that is in the tech space.
Brendan: There are a finite number of resources, and currently, the
tech firms are leading the charge in AI. This is both from a hiring and
development standpoint. Hiring the right people for AI in financial
services is core focus for my firm, because we are a tech firm that also
works in the space.
As I mentioned before, one of the issues that we see is that people
who work in AI tend to be unlike a typical bank employee and this can
create challenges in the hiring process. But at the same time, from a
hiring perspective, one of the elements that many financial services
companies have going for them is a lot of really exciting data. This
raw material can be very appealing to data scientists who work in AI.
Leveraging this appeal is important, so long as companies have a good
hiring strategy.
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David: How is AI being viewed by regulators and what are
the potential changes that might be required as a result of
the proliferation of AI based advice/decisions? (i.e. If two
investment advisors, using similar data, produced different
investment advice to a participant, how would this be regulated
if it was a machine that came up with the advice?)
Sabrina Bailey: One of the ways regulators are looking at AI is
as a benefit to individuals. It is seen as an expansion of advice
to underserved populations, at a reasonable cost, given the AI
interaction. There are concerns about how AI operates and what
the compliance protocols are. As a result, we look to regulators and
believe there will be more guidance on how to set up AI, including a
deeper review of the algorithms driving the advice provided to the
end customer.
Brendan: For regulators, AI is still very new. An important goal of
a regulator is to protect the average financial customer, as well as
to make sure that financial services firms are operating in the best
interests of their clients at all times. AI has an incredible opportunity,
particularly when looking at the client service and client facing aspects
of financial services, to provide a tremendous amount of value for
the unbanked and underbanked people. In asset management, these
clients historically wouldn’t have had enough assets to work one on
one with a financial planner. AI can augment the reach of a financial
planner to connect with people who have smaller balances. As long as
banks are doing this in a proper regulated way, I think regulators will
start opening up a bit more to AI. But as Sabrina mentioned, there are
still a lot of question marks in this area and more guidance is needed.
Mike: Their big fear is that they want to make sure they know what
is going on in the AI black box. From a regulatory perspective it does
have to be explainable.
Sabrina: Yes, they do see it as a black box and want to understand it.
One of the issues regulators are concerned about is the inconsistency
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of advice, or the notion that two people with the same financial
situation receive different advice. Is one right and the other wrong?
How do you monitor these inconsistencies to ensure advice is in the
best interest of the customer? However, this issue already exists today;
all one has to do is consider how human advisors are interacting with
clients to recognize these inconsistencies. In fact, it could be argued
that this scenario would happen more frequently with human-driven
advice than technology-driven advice. It is likely that AI will bring more
consistency, rather than less, to advice that is given at scale, as long as
it is maintained and regulated appropriately.
David: Are roboadvisors considered AI, and what is the
regulatory oversight over these platforms?
Mike: It depends on the roboadvisor. Some are starting to leverage
AI, but many of them are not AI-enabled and are more automated
operationally and implement algorithmic strategies.
Sabrina: Market regulation is still light in this space. Although,
from an advice and communication perspective, roboadvisors with
registered investment advisors on staff fall under the same regulations
as any financial advisor would. Oversight is increasing; the SEC has
been taking a much closer look at these organizations, conducting
reviews of the new roboadvisors to ensure consistency of advice and
adherence to current advice rules.
Brendan: It is definitely on everyone’s radar; the SEC has issued a few
perspectives in the last few years. They are certainly working on how
AI might need to be regulated.
David: How big is the threat to established financial services
firms from big technology companies like Google, Amazon etc.
Mike: They are going to be and already are a threat. You can see this
clearly in the Asian market, with Tencent and some of the other fintech
firms that have grown up from the big tech players in that market.
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They’re active in the retail space with payments, lending, etc. and
really driving and setting the bar for fintech in Asia. We are going to see
some of this, and a big part of what is going to help move this forward
is the Open API Initiative. The technology firms will most likely start
around the retail banking area as they have in Asia and open API will
certainly help to accelerate this.
They have the technology, visibility, and more personal information on
users, such as their purchasing habits, than a classical financial service
provider. It really is just a matter of time. The one hurdle they might
face is that right now, they have been unregulated. It will be interesting
to see what happens if they do start crossing that chasm with
regulations and the necessity to comply. We’ll get to see how much of
a speed bump it will become for them.
Sabrina: The biggest threat the industry is facing right now is the
threat of disruption to the product delivery model. There is an asset
management, custodial, and even record keeping perspective and big
technology companies will avoid competing with established financial
service firms because of the increased regulation they may face. It is
difficult to argue with this perspective.
However, there are ways that big technology firms can disrupt the
financial services industry without providing the services themselves.
For example, big tech companies have the power to distribute financial
service products in a client-centric, data driven approach. This client
centric distribution model could disaggregate the product centric
distribution model we have historically seen from financial service
firms. We are already witnessing this in banking, insurance, and
retirement plan sectors.
The expansion of this client centric distribution model will make
a difference in how the market operates. It is a threat to financial
service firms because many are still focused on the product-centric
distribution model with little understanding of how to operate, from
both a cost and efficiency perspective, in the new world.

AI HAS AN
INCREDIBLE
OPPORTUNITY,
PARTICULARLY
WHEN LOOKING
AT THE CLIENT
SERVICE AND CLIENT
FACING ASPECTS
OF FINANCIAL
SERVICES...

Mike: Some of the financial services firms will be forced into these
core network service offerings. They will be part of the larger
network ecosystem that many of these large financial institutions
will basically enable.
Brendan: As a co-founder of a startup that’s working to rethink
distribution models for 401(k)s, I do fully agree with the other
panelists. If you think about Amazon, and particularly Google and
Facebook, they deal in data. Asset managers and financial services
firms, as a whole, are sitting on a treasure trove of data. Because
of this data, there is the potential for a symbiotic relationship
between these entities, the tech start-ups of the world, and the
financial services firms.
You can already start to see bridges forming between these two
spaces. There was an article in the Wall Street Journal earlier this
month claiming that Facebook is trying to partner with financial
services firms to get access to data. It is an interesting frontier. If you
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look at all the other areas where you get data, like Facebook accounts,
Google searches, and public records, all of the big players already
have a lot of data in this space, but are still working to get a little bit
more financial services data. This could provide some pretty valuable
insights on both sides.
David: What are some of the benefits of AI to pension plan
members and retirement platform users?
Sabrina: The largest benefit of AI is that it can lead to improved
outcomes, adjusting advice and services depending on individual
needs and goals. Whether it is reduction of debt, saving for retirement,
or other specific goals, the ability to have real time, 24/7 access to
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information communicated in a language that the average American
can understand will enable people to increase the effectiveness of
how they are managing their financial situation.
From a financial service perspective AI is moving towards a holistic
financial wellness approach because individuals are becoming more
responsible for their own destiny. It is taking all of the information
available and using it to help individuals understand the trade-offs
between decisions like saving for retirement versus saving for their
children’s college education. It’s the increased personalization of
asset deployment and allocation without the individual bearing sole

decisions are being made based on a portion of their financial
portfolio. Making it easy and safe for individuals to aggregate assets
will be a critical component of providing holistic advice that will help
them reach their goals.
David: AI is going to observe and come up with solutions
based on an individual’s behaviour within that platform. Is
this a limited scope to be able to get a good idea of what that
individuals needs are? Does it need to have a broader look of
the financial behaviour of an individual in order to be effective?

The biggest threat the industry is facing right now
is the threat of disruption to the product
delivery model
responsibility for such decisions. In addition, it offers time saving, since
it provides people with access to information at the time and place
that best fits their personal circumstances. These communication
tools, AI in particular, help drive people towards better outcomes.
Mike: Thinking about the network model and the distribution via the
big technology players, it is going to be the platforms on the back end,
the service providers of those financial service firms who are able
to deliver this in the lowest cost, fastest and best way, who will help
benefit the consumers. They will most likely be the ones to succeed
and drive the competition.
Brendan: A lot of the firms, especially the larger ones on the back end
who are able to help drive costs down, are definitely going to have
the best footing as entities start to re-think the distribution model.
In terms of the benefits of AI for retirement platforms, as retirement
has become more self-directed, it is super important to have an AI
that can effectively act as something that can help you through the
retirement process to improve customer outcomes. There are a lot
of great benefits to AI, particularly within the retirement space in the
self-directed area.
David: Are there inherent risks around influencing investment
decisions with the use of AI in pension plan platforms?
Sabrina: One of the risks is the potential inaccuracy of the data inputs.
If the data isn’t accurate, the investment decisions made based on the
data will likely be suboptimal. A firm’s ability to ensure data accuracy
will be crucial.
The other risk components are the potential for incomplete
information about an individual, as well as the security risk associated
with the collection and storage of personal information and data. For
instance, if someone has 3 retirement accounts in 3 different places,
we have an incomplete view of the individual, therefore investment
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Mike: When it comes to AI being able to function correctly and
provide good answers, it needs to have a feedback loop. You
constantly have to be directing it and measuring the outcomes to
ensure that it is doing what you want it to do. It isn’t a technology
where you can simply set it and forget it. You want to ensure that you
provide guidance into it and not just rely on it to find all the information
for you. There needs to be a constant feedback loop in order for it to
work effectively.
Sabrina: I agree. We currently have a lot of vital data, particularly
in the financial wellness and retirement space for individuals,
that is not being utilized effectively. One of the challenges we
have as an industry as we move into the AI space is that we have
incomplete historical data on financial behavior tied directly to
an individual. An individual’s decisions will certainly drive their
financial outcomes. For instance, the more we know about an
individual’s spending habits versus their saving habits, the more we
can encourage saving. This is important because individuals can’t
invest their way out of a lack of adequate savings.
Earlier we spoke about the threats of companies like Amazon,
Google, Facebook, etc. The reality is that there is a large opportunity
to collaborate with these big tech firms. If these firms become
distribution vehicles, they have historical data on individuals that could
be leveraged more effectively. It is similar to how consumer companies
sell retail clothing online to an individual; the companies use AI to see
changes in individual spending habits or purchasing interests and
adjust recommendations accordingly.
To that end, within the financial services industry we could use AI on a
real-time basis to communicate the impact of an individual’s spending
habits. The opportunity exists today and will become much more
common, if not standard, as we move into the future.
Mike: Being able to consume and utilize that cloud data will be key.
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THE LARGEST BENEFIT OF AI IS THAT IT CAN
LEAD TO IMPROVED OUTCOMES, ADJUSTING
ADVICE AND SERVICES DEPENDING ON
INDIVIDUAL NEEDS AND GOALS

Brendan: The more that you know about a client, the better the
experience can be. But you can still do a good job driving better
retirement outcomes with a limited amount of data by leveraging
behavioural finance principles to convince people to save a bit more.
And it’s worth remembering that on a macro level, if you don’t fix the
savings gap, you are dead in the water already.
David: How far along and perfected is the use of AI in
retirement plan platforms, and in what will we see its use in
the coming years?
Mike: In general, AI is just beginning to emerge and has yet to reach its
full potential. We are just seeing the beginnings of what will be AI, and
its real capability in the future. Within the retirement platform right
now, we are really looking at self-service and personalization. That
is where energy is being focused, since we are trying to make things
fairly easy and efficient for clients.
In the near future we will see virtual assistants using natural language
interfaces for people to be able to request information, initiate actions,
perform transactions etc.
Bio authentication is coming as well, and AI will start getting smart
on the back end of things. It may start to come out with trading
recommendations based on goals and holdings.
Brendan: We offer a turnkey 401(k)/401(b) solution for small and
medium sized businesses that uses AI to help people deal with the
entire retirement process. It deals with the human aspects of saving
by asking more diligent questions like, “Why aren’t you saving 5-10% of
your salary?” and “What are the challenges and how might we help to
overcome them?”
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We’re also offering analytics on the back end of our user interactions.
Our AI allows us to deliver insight to plan sponsors and financial
advisors who might be affiliated with the 401(k)/401(b) plan. This
allows them to provide a lot more targeted service outreach to their
clients.
David: Has the ROI of AI usage been quantified as of yet?
If not, what are the expected costs savings and over what
length of time?
Brendan: I see AI being helpful to access those people who previously
wouldn’t necessarily have been targeted by financial services firms,
either because they don’t have enough assets, or they have a noncomplex financial situation.
AI is going to expand the reach and allow different financial
services firms to achieve a little more scale when it comes to client
management. This will be super valuable over the next several years
and the ROI on this is the amount of money you can make off of the
smaller plans. As long as you achieve enough scale and are able to
keep costs down, it means that there is quite a lot of money to be
made in this space.
The other area is in reducing the administrative burden. For 401(k)s
in particular, a lot of people who work in this space will say that plan
participants have the same 20-30 questions that they ask about their
plan on a frequent basis. Our AI using natural language processing is
helping to answer a lot of these administrative questions before they
talk to a human being, which allows us to reduce call centre times and
administrative staffing. We have noticed a significant dip in the amount
of time it requires to service and interact with our plan participants,
and there is a fairly significant cost savings there for us.
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Mike: We are all aware of much of the commentary thus far on the
coming 4th industrial revolution and the potential impact to jobs.
It is going to be dramatic in one form or another. We looked at the
robotic process automation space, and for RPA, estimates are between
30-200% efficiency gains depending on the process and how
sophisticated it is. Given that the RPA is going to be enhanced with
AI, it is only going to go up from there. The real answer is that we are
still trying to understand what the long-term impacts are going to be
and the actual ROI impact. It will probably be much larger than most
people realize.
Sabrina: Cost savings is one component of the ROI. The ROI will
be much greater than most anticipate when one considers the
combination of cost savings and better financial management. We are
engaging with people and giving them the personalized attention that
they need in order to improve their situation.

Mike: I agree that people are worried about those issues, although I
would say that is more of a general intelligence concern. The AI that
we are talking about now is narrow AI, task-based type of intelligence.
This technology is best used to augment a person, not replace them.
With this augmentation, you have the broad intelligence of a person
coupled with the specific task-based AI that can turn you into a ‘super
human’ for a given task.
Sabrina: We can’t opt out because the next generation has never
experienced anything but personalization. This is the operating
environment we are moving toward – one of immediate feedback,
personalized to the individual. Successful companies will shift their
focus towards viewing today as an opportunity to turn potential
threats into the greatest opportunities; not only for individuals, but for
organizations as a whole.
David: Thank you all for sharing your thoughts on this topic.

For example, in the managed account space, a smaller component of
the defined contribution (DC) space today, companies are taking the
opportunity to engage with individuals during critical life inflection
points. Empirical evidence suggests improvement in a person’s
retirement outcome is between 1-3% per annum. This equates to 2-5
years of potential additional retirement income.
As an industry, we are still in the infancy of quantifying and qualifying
how we determine what success looks like and how to measure that
ROI. It is important to note that there are multiple components, and
cost is just one of those factors.
Mike: If you are an organization and you are looking at your top
line revenue, I would break it down into three areas. One of those is
expense. With automation and the expense component, AI is going
to have a big impact. Another area is products and services driving
revenue. AI is going to have a big impact here as well. You want
to be competitive and start leveraging this for those reasons that
Sabrina mentioned. The third is in the risk area. AI can help improve
cybersecurity and fraud prevention measures, credit rating etc.
David: Do you have any final thoughts for organizations
considering implementing AI into their infrastructure?
Mike: The advice I would give is that you can’t opt out of this
revolution/evolution. If you want to be competitive and be in the game
long-term, you need to be in this space.
Brendan: The questions I field a lot around AI are about people who
feel a little intimated by it or afraid that it is coming for people’s jobs.
But I don’t feel that is the case.
I feel that AI is going to help a lot of people augment their skills and
be more effective, as well as help them to extend their personal
reach, whether it be in the front or back office. In this way, people
should really start to embrace AI as a tool to augment their current
profession, rather than worrying about whether or not they are
going to lose their job.
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SUMMARY
•

The financial industry has been doing a lot
behind the scenes to keep up with the changes
in our world

•

Advancements in data management come along
with increased regulatory requirements.

•

Allowing investors to have fully-digital access to
semi-annual and annual reports is an example of
the SEC embracing the digital age

With a focus on “Investors, Innovation, and Performance”, the U.S.
Securities and Exchange Commission (SEC) released their five-year
Strategic Plan draft in June 2018. The plan outlines three key goals,
and offers information on initiatives that the SEC has identified to
pursue these strategic goals.
It’s no coincidence that the goals of the regulators align with the trends
in our industry.
The key themes of “Investors, Innovation and Performance” that have
driven the regulatory environment for the past few years continue to
align with the evolution of our business, and our world, generally.
It’s a new world of ease and simplicity. Information is at our fingertips
in our day-to-day lives and retailers can identify things we might be
interested in purchasing based on our “likes” and our interests. We can
have everything delivered to our doorsteps with the click of a button,
the exchange of currency (or crypto-currency) is largely electronic,
and we rarely have to search for long to find exactly what we are
looking for. Advancements in technology and a focus on the end-user
experience have created a world where things are made simple and
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•

Industry management principals must evolve with
technology and regulation

•

Today, we are balancing the power of data and
technology with the art and nuances that human
discretion brings to the process

convenient. We have become accustomed to being able to find what
we want, when we want it.
The irony is that in order to simplify things for our target audience,
there is increasing complexity behind the scenes. Our industry has
been undergoing significant changes to keep pace with the technical
advancements of our larger society.
In addition to the pure data management capabilities that are required
to deliver a user friendly experience, we have the layered complexity
of regulatory requirements to consider. We have seen a myriad of new
rules over the past few years which have targeted the accessibility
of information, the consistency of information, and the delivery of
information to both clients and regulators.
Our leaders have to navigate not only the current complexities, but the
rapid pace of change. They need to be technically savvy – seeing data
and technology as part of a tool kit that will guide compliant processes
and procedures. With disruption comes opportunity, and we have
to rethink not only the way we work today, but the way we will work
tomorrow. In order to move forward, we have to let go of outdated
practices while retaining our core values and integrity.
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Focus on Investors
The SEC’s first stated goal is to “Focus on the long-term interests of our
Main Street Investors.”
This focus has been clearly stated in past years, and continues to be
the backbone of the business. Our collective objective as an industry
is to serve the investing public. While the SEC’s focus is primarily on
the transparency of fees and disclosures, the interests of investors also
extend to making that information easily accessible. To succeed, we
have to meet the needs of our clients.
The way we deliver information to our clients has evolved. We’re
applying principles of human centered design and updating the
look and feel of our online tools. We’re making it easier for clients
to navigate through sites, using more aesthetically pleasing ways to
represent data using images, and allowing for intricate levels of drill
down detail for those who are looking for it. We’re giving clients access
to what they want, anywhere and anytime they want it, using mobile
technology and customizable, personalized site settings.
Regulations such as new Rule 30e-3, which will allow, but not require,
U.S. mutual funds to provide investors with online access to annual
and semi-annual reports as a default method, are reflective of this
evolution. The rule includes specific requirements around the ease
of navigation, and around the accessibility of the reports, that Funds
must adhere to in order to avail of the rules. Investors retain the option
to receive paper copies of reports via the mail, or to affirmatively opt in
for fully electronic delivery. For investors who do not make an election
of either option, the Funds may meet the delivery requirements by
mailing a notice that the reports are available, with instructions as
to how to access the documents online and how to elect for paper
delivery in the future.
This nod to the digital age is reflective of the evolving preferences of
the investors, but preserves customizable options for the audience
(paper delivery for those who want it).

Recognize Trends and Adapt Resources
The SEC’s second stated goal is to “Recognize significant
developments and trends in our evolving capital markets and adjust
our efforts to ensure we are effectively allocating our resources.”
This goal, succinctly stated, could be lifted and dropped into the
strategic plan of most, if not all, participants in the financial services
industry. Asset manager, asset servicer, or technology provider, we
must all pay close attention to what’s happening now, project what
we think might happen, and make necessary adjustments to how we
leverage both our technology and our human resources.
So how do we recognize the trends? It’s simpler than it seems –
just pick up your smart phone, and you’ll see news on emerging
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technologies, as well as emerging risks. Our connectivity affords us the
awareness of global events, developments and advancements.
We can also spot trends via the advertisements we see. With
increasing focus by the regulators on the transparency of fees and
the clarity of disclosures to investors, commercials highlight financial
advisers discussing fees with their relieved clients. On the back
end, this translates to fee compression, as investors seek lower cost
products and services. Fee compression begets cost compression, and
cost compression increases the urgency of improving efficiency.
In the drive for efficiency, robotics process automation and artificial
intelligence are changing not only operational processes, but are
increasingly being used in other areas of our industry, leveraging a
machine’s ability to retrieve and sort through data to present results
for review, and even write reports using natural language generation.
The application of these technologies allows us to revisit long standing
processes, and in many cases allows us to streamline how we handle
information. We can redesign workflows to ensure stronger controls
and more practical, efficient processes. At the same time, we can
reenergize our teams. Machines will take over the repetitive processes,
allowing people to focus on work that is engaging and invigorating.

Looking to the Future
The SEC’s third stated goal is to “Elevate the SEC’s performance by
enhancing our analytical capabilities and human capital development.”
Data analytics capabilities are more critical than ever before to
facilitate trend spotting, and the SEC’s goals acknowledge this reality.
Regulators have the ability to set a standard for data formatting and
collection, and industry participants step up to comply. This simple
fact, the standardization of data, gives the regulators a significant head
start when it comes to their ability to perform the analysis necessary
to meet their objectives. In other parts of the industry, we continue to
focus on normalizing disparate data, increasing the speed at which we
can find the answers we seek.
Two years ago, when we started preparations for Form N-PORT, the
task before us seemed momentous. The volume of data required
was unprecedented, and the 30-day turnaround seemed tight. Fast
forward to today, and with the tools, the expertise, and our improved
abilities to extract, normalize, and review data, we have effectively
implemented the new reporting process.
Importantly, though, we must recognize that the human analytical
capabilities remain as important as the technical ones. The leaders of
the future must have the ability to create harmony between man and
machine, and to leverage the capabilities of both effectively.
The way we look at recruiting and talent management must evolve
significantly. Interestingly, the needs for innovative thinking and
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creativity in our teams align well with the way that students are
being educated today. Gone are the days of rote learning and
repetition. Students are encouraged to actively solve problems,
and that skill will go far in the workplace. Our management
principles need to evolve as well.
We have to recognize that our upcoming leaders will not follow the
same paths that we did. It’s not uncommon to hear managers of my
generation bemoan how quickly their “new” people want to move
from job to job. It’s important that we distinguish between stability
and stagnation – creative thinkers who want to be challenged will be
the cornerstone for our future success, so it will benefit us to change
our approach to make roles more challenging and to encourage and
reward innovative thinking
Flexibility and resiliency are important. We cannot be stuck in our
ways, but need to continuously look to the future.

How Does it All Come Together?
If we track the evolution of the Liquidity Risk Management Program
rule (22e-4), over the past several years, we see a perfect illustration of
the evolution of our thinking around the harmony between data and
man. Initial proposals for the rule included methods of classification
of securities into specific liquidity “buckets.” Periodically, the historical
aggregate liquidity classification for the fund portfolio would be made
publicly available. The proposal drew swift reaction from the industry.
Comments highlighted that over-prescriptive methods of managing
liquidity risk would detract from the discretion and expertise of asset
managers, and would ultimately not mitigate the risks that the rule
intended to address.
The adopting release of Rule 22e-4 was adapted from the original,
making the categorization less rigid. Public disclosure of liquidity
classification data was retained. Comments continued to roll in,
focused on the costs, the risk of public disclosure causing confusion,
and questioning the necessity of ensuring data protection.
Subsequent updates were made, allowing the industry time to develop
the tools needed to perform securities classifications, and replacing
the requirements for public disclosure of classification data with
written disclosure to investors instead.

In this example, automation and human interaction work together.
The bucket classifications inform the Liquidity Risk Management
Program administrators and regulators, but the use of the data,
the assessment of the effectiveness of the programs, and the
determination of what is in the best interests of a fund and its
investors remain a human process.
How does this illustrate what we’ve seen more broadly with regards
to man, data, and machine? First reactions to our increasing reliance
on data and technology were often met with visceral reactions –
robots can’t possibly do what humans can do, data cannot effectively
communicate a story – and fear – will a robot replace me? Our thinking
has evolved slowly but surely – data is great, but how do we use it
effectively when there’s so much of it? Where can we use robots to
replace more mundane tasks and lower costs? Today, we are balancing
the power of data and technology with the art and nuances that
human discretion brings to the process. The data informs the decision
making, the robots facilitate the processes, but human oversight and
discretion remain critical to the successful use of data and technology.
Transparency of information to investors related to fees, transparency
of information to regulators related to portfolio construction and
risk, presentation of data on screen --- all rely on the accessibility
and flexibility of the underlying data. We have to be aware of events
around us – regulatory change at home and abroad will continue
to impact how we do business. The drive for transparency and the
focus on clarity of costs will continue, making efficiency and effective
management critical to success.
Our core tenets remain the same – our industry and our regulators
share the objectives of mitigating risk and protecting the interests
of investors. The clients of the future are not the clients of the past,
and we have to anticipate, meet, and exceed their expectations.
The leaders of the future must create harmony between man and
machine, leverage the capabilities of both, and continue to invest in
sophisticated technology and talented people. To position ourselves
for success, we must deliver leading technical capabilities with
maximum data protection to provide an exceptional experience.
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