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Artificial intelligence has become a very real part of
modern life. The hype that once surrounded it has now
been replaced by hard use cases, from self-driving cars
to robot advisors and the fight against cyber crime.

The financial services industry is no stranger to the
technology. Many banks and insurance companies are
busy testing the waters with standard AI use cases such
as chatbots and next best offers. But, like many other
industries, it is yet to fully embrace the opportunities Al
presents. In years to come, Al-enhanced services are
likely to turn the industry on its head, and time is run-
ning out for those who want to stay ahead of the compe-
tition.

But with little experience, limited internal expertise and
an overwhelming number of increasingly powerful Al
solutions, the difficulty for financial services providers
is knowing where to start and how to plot a way forward.
The purpose of this report is to help providers do just
that.

First, we explain that, in our view, Al is more than just a
technology to be implemented in random use cases — it is
a mindset, and has the potential to completely transform
the business model of financial services firms. This
means companies need a strong Al strategy to succeed.

Then we present an Al framework setting out four ap-
proaches to AL These range from the simplistic "Don't
miss the hype" model, involving experimenting with
standard AI solutions, to the advanced "Data is king"
model, the transformative option in which most busi-
ness functions are taken over by AL In either case it is
clear that the move to Al doesn't have to be sudden, dis-
ruptive and fully comprehensive from the start; it can be
gradual, considered and focused.

Finally and most importantly, we help companies assess
their current positioning within the AI framework, and
provide guidance on which approach will best help
them meet their strategic goals. We lay out key points to
consider when choosing an approach, and provide
recommendations and a roadmap to achieve it. These
include vital factors such as HR challenges, data sourc-
ing and cost implications.

In summary, this Roland Berger Focus report highlights
the need to act quickly to benefit from Al-driven change
- or risk being left behind.
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1. Not just a technology

Why financial institutions need a clear Al strategy

Everyone is talking about AL But in most cases they do
so only in terms of technology. We believe this is a mis-
take, and that Al is a strategic asset that permeates far
beyond its technological uses - especially when it
comes to financial services. This belief is deeply rooted
in a vision of the role AI will soon play in our everyday
lives.

However, Al is not the solution to all of the indus-
try's requirements and problems. This means compa-
nies need to make a strategic decision about its use. In
this chapter we highlight the three key arguments that
could influence such a decision, and outline the way
forward.

THREE REASONS TO STRATEGIZE

First, Al is a great fit for financial services. Banks and
insurance companies have a strong focus on data and
no tangible products of the kind found in other indus-
tries such as automotive or retail. This suits AI perfectly,
as the technology is rooted in digital data, requiring a
considerable amount to excel and outperform other an-
alytics techniques.

Next, Al can generate significant savings. The in-
dustry is facing a range of cost pressures from low in-
terest rates to growing regulation, complex legacy IT
and increasingly burdensome branch networks. But Al
could help cut costs and increase efficiencies via intel-
ligent process optimization or the replacement of man-
ual labor.

Third, AI can make money. It promises new revenue
sources via personalized offerings, location-based cus-
tomization or even completely new services.

But with opportunity comes risk: The financial ser-
vices industry faces specific challenges related to Al It
is more difficult for tightly regulated industries to
make use of the technology, for example, and firms
face internal restrictions against on-premises solu-
tions that don't ensure data security and protection.

The growing focus on data privacy is another compli-
cating factor, especially as financial information is still
a well-guarded secret for many people.

SO WHICH WAY FORWARD?

Several different approaches to Al are currently in place
in the financial services market, from experiments with
chatbots to using AI in credit scoring or fraud detection
and next best offer solutions. But most of these
appear ad hoc, reactive or opportunistic, with little sign
of broader strategic goals.

We believe that if financial services firms want to use
Al as avehicle, they must swap experimentalism for stra-
tegic self-clarification. So the purpose of this study is to
give more clarity on the different approaches to AI by
structuring them in a framework.

There is no right or wrong approach; it depends,
among other factors, on the individual situation of each
financial institution, its client base, internal competen-
cies. The right way and its internal competencies can be
evolutionary or revolutionary, small steps or all in.

The risks of implementing AI solutions must also be
carefully taken into consideration. For example, operat-
ing an Al-run call center that communicates unsuper-
vised with clients could mean significant workforce sav-
ings. But it could also mean risking client relationships
and even your reputation if the technology falls short.
To help you decide which approach is best for you, we
suggest clustering the different possible positions in our
AI framework.
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A: Buying a new car
How Al can improve financing and insurance offers

Danny
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and Lisa

CORE

INTERACTION

Bank Car dealer Insurer

Source: Roland Berger

Danny and Lisa, a young couple living in a
village, want to buy a new car. But they don't
want to spend too much time comparing
different financing and insurance options.
So they ask their personal Al bot JENI to

do this.

From now on, the core interaction takes
place between JENI and selected compa-
nies' Al bots — Danny and Lisa are not
involved in any requests, analysis or negotia-
tions. JENI has autonomous problem solving
skills, combined with deep insights into the
couple's preferences, life circumstances,
future plans, financial situation, risk appetite
and other relevant data.

Based on this, JENI evaluates various

offers that fit Danny and Lisa's criteria - to
sell their current car, buy a new one and find
different financing and insurance options.
Danny and Lisa can at any time ask their
personal Al bot for more detailed informa-
tion or alternatives.

After just a few hours, JENI has sold the
old car and presents a shortlist of up to
three packages consisting of a new car with
financing and insurance options. Using the
couple's digital signature, JENI buys the
new car and completes the financing and
insurance transactions.
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B: The end of the experimental phase
Relevance of current Al applications in financial services

Al RELEVANT FIELDS OF APPLICATION® Al RELEVANT PRODUCTS
Data management and analyses Financial advisory
D s % 4%0% % 34% 2%
|
2%
Information services Investments/asset management

S %8 44% 8% [10%  [IEs% L 24% 6% [(112%

Closing transactions (new business) Lending/financing

S ss% 42% 8% 2%  [1N26% 1 48% 16%  [10%:

Comparison services Payments

4% 52% 6% (8%  [A8% 36% 32% I 2%
2%

Aftersales processes (existing business) Current accounts

s% 36% 18% [8%  [A8% 34% 38% 110%

Internal processes Savings accounts/term deposits

o 20% 44% 0%  [2%1  [98% 1 22% 48% i 0%

2%

Product development and design

4% 44% 32% fs%

2%
[ Very relevant Relevant Less relevant
B Notrelevant [ No answer

1 Data base: All banks that see Al at least as a relevant trend with future potential (h=50)

Source: 3" Roland Berger Retail Banking Survey



2. The right approach
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Our Al framework for financial services companies

Our framework comprises four different business
approaches to Al each representing a different level of
complexity and ambition. These range from "Don't
miss the hype", involving off-the-shelf solutions for
simple use cases, to "Data is king", in which AI be-
comes part of the DNA of an organization. In this chap-
ter we describe each approach.

DON'T MISS THE HYPE

Most banks and insurance companies already have ex-
perience of "Don't miss the hype", the most simplistic
approach to Al It involves experimenting with the tech-
nology, mainly in opportunistic and standardized solu-
tions. External providers with a track record of success-
fully implementing plug-and-play solutions supply all AI
know-how and algorithms. Fraud detection and chat-
bots are typical use cases.

The strategy is driven by a reactive, risk-averse mind-
set: the goal is to not fall too far behind on Al while keep-
ing risks minimal. It does not view Al as a key business
success factor and implements Al only in limited use
cases. Overall, AI has no significant impact on team
structure, governance or corporate culture.

AUGMENTED HUMAN INTELLIGENCE

"Augmented human intelligence" is the next level of AI,
with the technology used as a tool to enhance efficiency
and performance. Players use data and smart algorithms
to automate processes and support their employees,
for example by suggesting the next best offer or creating
real-time ratings.

But AI is not used to radically change the business
model or value chain. Decision making is still strictly
limited to humans. And as the company needs to be in
full control of the AI augmentation of its workforce,
there is a strong preference for in-house expertise. The
corporate culture embraces cooperation between the
two.

Thus, the player builds up a dedicated AI team, support-
ed, where necessary, by external solution providers.

MACHINE KNOWS BEST

Banks and insurance firms in the "Machine knows best"
category believe AI can fully replace manual processes
and, to a large extent, human decisions. As such, it uses
robots trained on sets of internal and external data in a
wide range of use cases.

However, Al does not fundamentally change busi-
ness processes - rather it radically alters the way they are
executed. Risk is limited by implementing standard
solutions internally or with external solutions providers,
and the company avoids becoming strategically depen-
dent on the latter. An automated call center could be a
use case.

In addition, accumulated AI know-how is leveraged
to differentiate from the competition and strengthen in-
house teams.

DATAIS KING

The "Data is king" approach is built around the vision
that smart use of data can radically change the banking
and insurance industries. Al becomes part of the corpo-
rate DNA, and the entire strategic business model uses
data and AI to create value.

The player offers solutions that are not possible
without Al, such as an assistant that takes over all finan-
cial decisions. It could even consider non-financial deci-
sions, based on a customer's financial situation and
preferences. Aggressive hiring of external talent enhanc-
es the company's technological skillset, and it acquires
Al solution providers and startups. This again helps the
company differentiate from the competition.
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C: Approaches you can bank on
Our Al framework consists of four different Al strategies

HOLISTIC
(revolutionary)

Don't miss
the hype

USE CASE The company experiments
opportunistically with

(evolution) Al solutions based on standard
algorithms
STANDARD INDIVIDUAL
SOLUTIONS SOLUTIONS

Source: Roland Berger
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INTERVIEW

Roland Berger: How strong do you think the influence of arti-
ficial intelligence is in the financial services industry? And
how strong will it be in the future?

How will customer expectations of financial services change
as aresult of AlI?

Which approach to Al do you think most of Germany's finan-
cial institutions are taking?

What opportunities does Al present, especially in the "Data is
king" approach?

What role do standardized Al solutions play in the financial
services industry? And how important will it be to develop
individually tailored Al solutions?

Is there a danger that technology companies like Apple,
Google or Amazon will expand their Al offering to include
financial services?
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3. The road ahead

How to choose and apply your Al approach

Our framework gives financial institutions a good idea
of the different approaches available to exploit AI, and
the interview above provides incentive to act quickly.
But which approach is the right one for you, and how
should you go about implementing it? In this chapter
we seek to answer these questions and help plot a way
forward.

There are three key steps involved, from assessing
your current Al positioning to developing an implemen-
tation roadmap for the future. Below we provide guid-
ance on each.

1. ASSESS YOUR CURRENT POSITIONING

The starting point should be to perform a true and fair

assessment of your Al status by determining your cur-

rent positioning in our framework and your existing

Al capabilities. To do this, consider the following key

questions:

>Where do you currently apply AI?

> What are the potential use cases? Where and how do
you want to leverage Al in the value chain?

> How does Al align with your overall strategy?

> Who decides on the use cases and the application of Al
and what does the decision-making process look like?

>Which competencies do you have in the technology,
and which don't you have?

2. DEFINE A TARGET APPROACH

Armed with answers to these questions and a good idea
of your current AI status, the next step is to define a
vision of your future Al positioning. This involves deter-
mining how AI affects the mid- to long-term goals of
your company.

Companies need not automatically opt for the bold-
est option. Rather, they should consider important as-
pects such as maintaining brand credibility, customer
openness to Al solutions and honestly assessing inter-
nal capabilities and readiness for change. Ultimately,

their chosen approach should, above all, strengthen
their USP and ensure profitable client relationships.

There are dangers here. While to succeed a company
must clearly define its approach and resist the tempta-
tion of aiming too high, there is still a risk of over-
stretching itself. Specific risks need to be addressed
and mitigated as soon as a strategy is chosen, such as
setting clear review points that allow for "go” or "no go"
decisions.

It is important to note that there is no generic "best
fit" solution - different AI strategies will fit different
business strategies. However, there is one non-solution:
the "Don't miss the hype" approach, with its limited
ambition, cannot be a real option for success. Instead,
financial institutions should position themselves in one
of the other three framework options dependent on
their individual circumstances. Below we outline key
points for consideration and action plans for each of
these approaches.

This joint interaction whereby algorithms support hu-
man workers is in many ways a completely new mindset
for employees of financial institutions. For example,
imagine a traditional banking relationship manager
who has his schedule and actions suggested by a ma-
chine. To achieve this mindset, you need to establish
trust in the recommendations of the algorithm (is it a
"can do" or "must do"?) and ensure reliability. So you
need strong, well-trained Al and near real-time feedback
to constantly improve the algorithms.

Augmented human intelligence can be widely ap-
plied within financial institutions, from giving product
recommendations at the point of sale to advising on
claim decisions. But the approach requires planning -
you need to identify potential areas for application early
and build up data sets quickly to develop trusted and
reliable algorithms.



The integration of Al into IT systems is also key. Algo-
rithms that support human workers across different
business areas need to be integrated into either a di-
verse (consisting of several different applications, e.g.
for sales, underwriting, claims management) or very
rigid IT and system architecture (typically the core
banking or insurance system). This makes early con-
sideration of Al infrastructure in current systems and
workflows vital.

This approach also requires fail safes. Even if Al does
not execute final decisions, the complex integration and
individual application of AI in this positioning mean fi-
nancial institutions should have AI experts in house.
They can intervene and readjust algorithms at short no-
tice, avoiding, for example, consistently inappropriate
suggestions for sales people that could impact the
"trust” relationship between them and the Al assistant.

So what action should financial institutions considering

this approach take?

I. Identify areas in which humans and Al can best work to-
gether to reduce time-consuming manual activities or
offer new client services.

Il.  Recruit internal Al experts or identify external service
providers early in the process to ensure the required
mindset and expertise. Establish an in-house center of Al
excellence.

Ill. Evaluate available data sets in the chosen areas of appli-
cation and define a data collection strategy for areas that
have potential but insufficient data.

IV. Develop the first algorithms in priority areas/use cases
and test them with human workers. Start with "can do"
rather than "must do" cases.

V. Address the change in mindset that Al demands of an or-
ganization; demonstrate the benefits of algorithms and
humans working together.

VI. Constantly identify and evaluate new areas of application
for Al. Implement these through the process of identifica-
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tion, classification, assessment of potential and data his-
tory, build and test, feedback and improvement.

Rather than merely augmenting human intelligence,
this approach is about completely replacing humans in
entire processes or functions. A wholly Al-run call center
is a good example. But while it sounds appealing, this
position requires radical changes to financial institu-
tions' current business processes.

The strategic implications for companies taking the
"Machine knows best" approach are manifold. This ho-
listic use of Al means big changes in company staffing,
for example, with the technology able to replace whole
teams. Fewer and fewer employees will be required
over time, and those that remain will have a difficult
transformation path ahead of them as they adapt
to new Al-driven tasks. Ultimately they will also be
responsible for AI-based decisions, meaning a new set
of KPIs may be necessary to enable them to critically
assess these.

As this approach requires a strong reliance on exter-
nal providers, another key consideration is finding the
right partners - and price. You must decide whether to
employ a patchwork AI solution from a variety of provid-
ers, or establish deeper links with only a few. A critical
success factor here will be the compatibility of the AI
solutions, and how they are able to work with a common
data pool. Interfaces and systems that ensure a seam-
less, uncomplicated interaction and exchange of data
will be vital.

How the data is collected is also important. In order
to outsource entire processes and functions to Al solu-
tions, you need strong training data. This means storing
all possible training information and data so that Al can
access it. Data collection in general will also need to ex-
pand so that it covers not just customer information but
also information about the company itself.
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The "Machine knows best" approach has external impli-
cations, too. The more financial institutions use Al, the
more uniform they will become. So firms taking this ap-
proach will need to differentiate from competitors run-
ning the same standard Al solutions. In short, they will
need a USP to compete.

After considering these points, we suggest

the following action plan:

I. Have a clear grasp of your processes and functions
and know where you can create the greatest value and
benefits.

Il.  If you cannot make clear cuts, redefine processes and
organizational design so that outsourcing to Al is
possible in the near future.

Ill. Develop a clear transformation path for your work-
force. Create dedicated roles to "control and steer"
Al solutions (especially in the transition period) while
also developing an incentive system that keeps your
workforce motivated.

IV. Start data collection as soon as possible. Be aware
that this may become a substantial time and cost driver,
especially at the beginning.

V. Ramp up your procurement department and reach
out to potential suppliers of standard Al solutions.
Choose wisely.

VI.  Think how you will differentiate — having more and better
data is good, but to truly outpace rivals you will need to
find clever ways to keep clients loyal to your company.

This position is the most radical in the framework -
"Data is king" companies will have few things in com-
mon with financial institutions as we know them today.
Instead of experts in asset management, real estate fi-
nancing or personal liability insurance, they will count
highly sophisticated AI solutions and specialized Al
technicians as their most valuable resources.

Naturally, opting for this position requires a strong will
and ability to change. Unlike the other approaches, the
attitude should be "where does AI not fit?". In the long
term, humans will fulfill only control and AI expert func-
tions, while AI will run everyday business - up to strate-
gic decisions at management level. Decision makers
could become superfluous - if regulators allow it.

But first consider the shorter-term effects. Corporate
culture will have to shift quickly: as AI begins to replace
employees, there will be an increasing demand for IT
experts, consigning the traditional model of financial
institutions as stable employers to history. Longstand-
ing values such as hierarchies, risk aversion or loyalty
may also be swept away by an entrepreneurial, tech-sav-
vy mindset. Ensuring continued cooperation between
the old and new worlds will be critical.

The move to Al will fundamentally change the compa-
ny's DNA, meaning employees, management, sharehold-
ers and customers must be on board. As such, clearly map
out the transformation for stakeholders and explain that
it will be an evolutionary rather than sudden process.

Strategic investments and M&A should receive partic-
ular attention. Companies can't build up tailored Al solu-
tions using only external partners, necessitating the scal-
ing up of in-house capabilities through acquisitions. As
with Google's takeover of DeepMind in 2014, firms must
be willing to invest boldly in specialized AI boutiques.

As the name of this approach suggests, huge data
volumes will become your company's single most valu-
able resource. This may mean buying data from external
parties or collecting it yourself. Sales channels and inter-
actions with customers offer many potential sources of
data - and there are many more if you think outside the
box. Accessing customers' behavioral data to under-
stand how they make decisions is one example. But be-
fore embarking on such initiatives, draw up a clear data
collection strategy to ensure the right mix of data and a
universally accessible central data pool.
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Taming the machines (or not)
Competition through regulation

"Skeptics" of an Al-driven financial services offering will point out the limitations of current regulation. They are right: regula-
tion will have a significant impact on the way in which and the pace with which Al solutions are implemented. However, Al
and regulation is clearly on the agenda of the financial regulators, though there is still no dedicated and formal regulation.

Developing a sound and suitable regulatory framework quickly can and will be vital for the competitiveness of the addressed
institutions. For example, more "relaxed" approaches by the Asian regulators could strongly benefit the Asian financial
services providers in building seamless and Al-driven offerings. Similar developments as currently seen in social scoring or
payments could be the logical consequence.

"The next big step is to apply intelligent technologies - like Al, robotics, natural language processing and
machine learning — so that firms can spot suspicious transactions in real time from unstructured account
and transaction data."

"How should machine learning sit alongside human decision making? We see it as complementing,
not replacing, human judgment.”

"From BaFin's point of view, it is of fundamental importance that the machines can't be allowed to assume
responsibility, even in automated processes. Responsibility definitely remains in the hands of management."

"Al-based transaction monitoring models have a demonstrated advantage over the status quo."

"By leveraging high-quality AML data and restructuring IT systems to accommodate the new wave of
artificial intelligence-powered regtech applications, financial institutions can ensure more accurate and
effective customer identification at the front end."

Source: euroforum/Artificial Intelligence in Banking (www.euroforum.de/veranstaltung/pdf/p1200755.pdf)
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Finally, be patient. The transformation into a fully
Al-driven "Data is king" financial services provider will
take time. Many requirements may also appear unrealis-
tic, especially when faced with current regulatory hur-
dles. But it's worth staying optimistic: just 20 years ago
few would have predicted that the most treasured asset
of today's most valuable companies would be data.

The transformation need not take place at once, although you
should initiate the first steps today to avoid becoming the
next Blockbuster Inc.

I. Identify Al target areas and define the roles and control
points requiring human intervention. Agree on a concrete
target vision and ensure relevant decision makers are
signed up to it.

Il.  Draw up a transition timetable to meet the target vision.
Set ambitious goals for Al solutions to take over functions
and processes. Create a convincing storyline for this plan,
and communicate it clearly to shareholders.

Ill. Develop a sound communications strategy to engage
employees and the workers' council. List jobs seen as
viable in the future, and agree plans for those jobs that
will likely become redundant or refocused toward Al
tools.

IV. Set up a data collection task force as early as possible.
Identify potential data sources, both internal and exter-
nal. Think creatively beyond current data collection
norms; for example, some lending companies already
analyze customer mouse speed and movements during
credit applications as an indicator of credit default rates.

V. Become active in the M&A market. Acquiring entire
teams or companies will become necessary to gain the
skills needed to become a "Data is king" company. Have
a clear strategy on how to integrate acquisitions.

VI. Develop a lobbying team. Regulators will not readily al-
low for "black box" Al decision making, and may want
clear explanations of decisions. Start the necessary dia-
logue early and be persistent.

3. DEVELOP A CLEAR ROADMAP

You've assessed your own Al capabilities and decided on
an approach from our framework. Now what? Indepen-
dent of the target model and current starting point, a
clear roadmap is required to ensure successful execu-
tion of the chosen strategy.

Derive your implementation roadmap from the gap
between the Al status quo at your company and your tar-
get approach. Critically assess dimensions such as tech-
nology, human capital, financial resources and organi-
zational flexibility to develop a clear plan. Be aware that
there are complex dependencies at work - be it between
the dimensions or additional factors such as economic
developments or technological breakthroughs. To navi-
gate these, establish periodic review points to ensure
enough flexibility to react to unforeseen developments.

Most importantly, don't hesitate to begin implemen-
tation. Insurers and banks deal in intangible and data-
driven products, making their industry one of the most
susceptible to attack by tech-savvy Al players.

Ultimately, it's clear that up until now, a "Don't miss
the hype" strategy might have been sufficient to keep
clients, employees and shareholders happy. But with big
data, cloud computing and machine learning advancing
at an unprecedented pace, financial services may be
overhauled much more quickly than most players would
like. To remain competitive, they must act just as quick-
ly and begin work on a more advanced approach - a de-
cisive strategy to tackle the big buzz.



The road to Al success:
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Our roadmap outlines the steps needed to achieve Al implementation

TRANSPARENCY

Ensure a comprehensive view on:

> Internal capabilities

> Strengths and weaknesses

> Competitor positioning

> Customer needs and expectations

> Cost structure

> Willingness to invest

> External technological dependencies

{.........

TARGET DEFINITION

Define a vision for general positioning:
> Cost leadership

> Differentiation

> Other niche

Define Al goals

ececccce

eccoe

eccoe

.......}

IMPLEMENTATION ROADMAP

Identify gaps in regard to:
> Technology

> Human capital

> Partnerships

> Processes

> Financial resources

> Organization

Define implementation plan

4.........

EXECUTION

Implement changes:
> Ongoing tracking of progress

> Continual review of target strategy
to match market development

Review and adjustment
(if necessary)

Source: Roland Berger
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