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How Artificial
Intelligence Will
Change Payments
META:

Artificial intelligence is already playing a big role in the payments
space - from predictive analytics to fraud prevention and beyond.
Here’s a look at some of the ways this technology is slated to
grow in the world of payments.
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Introduction

Both consumer and business payments have been moving full steam
ahead, catapulted by innovations like big data, open banking, and other
advancements in technology. Artificial intelligence (AI) has played a big
role in the payments evolution thus far and will continue to be a main player
moving forward. IDC projects that financial services companies will spend
$11 billion on artificial intelligence next year. While financial services and
payments certainly stand to benefit from the AI revolution, all industries
will experience benefits from these developments. Accenture reports that
AI can boost rates of profitability by 38% on average by 2035 and could
lead to an economic boost of $14 trillion among 16 industries across 12
economies by that time, too
In order to understand exactly how AI has the power to change payments, it is important to clarify what is meant by AI. More
specifically, it’s essentially to examine the difference between machine learning and AI, which can often be confused with
one another. The former is a subset of AI, where computer algorithms have the ability to analyze and compare large data sets, and
then identify patterns and anomalies. AI is the broader umbrella under which machine learning is one branch. It is the theory and
development of computer systems in a way that enables them to complete tasks that would normally require human intelligence. The
applications of AI are seemingly endless and the benefits within the payments ecosystem could be vast.

Operational Efficiency
Both fintechs and incumbent FIs stand to benefit from applications of AI to payments-related operations. Reduced processing times,
less human error, better insights, and increased automation will all drive a restructuring a business models and processes. The impact
of AI will be significant; KPMG predicts that AI will replace up to three quarters (75%) of outsourced financial services jobs in the next
decade and a half. Not only could this drastically reduce operational costs for businesses, but it would enable them to shift the focus
to growth within other areas of the business. Both consumer and business payments have been moving full steam ahead, catapulted
by innovations like big data, open banking, and other advancements in technology. Artificial intelligence (AI) has played a big role in
the payments evolution thus far and will continue to be a main player moving forward. IDC projects that financial services companies
will spend $11 billion on artificial intelligence next year. While financial services and payments certainly stand to benefit from the AI
revolution, all industries will experience benefits from these developments. Accenture reports that AI can boost rates of profitability by
38% on average by 2035 and could lead to an economic boost of $14 trillion among 16 industries across 12 economies by that time,
too.
The other side of that coin is the humans involved in payments and business...what of them? Questions remain around how much of
the job force will be impacted by AI and in what way; however, it’s hard to make the case that productivity will suffer in an AI-driven
world. According to Forbes research, AI may boost labor productivity by nearly 40% by 2035. By unburdening humans of repetitive,
labor-intensive tasks, it frees them up to be more strategic and take on increasingly engaging roles.
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Robotic Process Automation (RPA)
AI has already provided substantial benefits in the realm of operational efficiency, with additional room for advancement in our sites. AI is keen on
automating repetitive, resource-draining, rules-based tasks. In turn, the outputs are improved, human error decreases, and labour is freed up to
focus on more complex processes where additional value can be added. Robotic Process Automation (RPA) is one application of AI and has been
instrumental in streamlining processes and reducing costs. RPA is projected to be worth $3.97 billion by 2025.
We’ve already seen RPA applied to automate accounts payable and invoice processing for some businesses. These payments and business
processes continue to advance but still face inefficiencies revolving around manual tasks, which can lead to delayed payments or errors. Through
RPA, businesses have found a way that doesn’t upend existing systems infrastructure to automate this process and derive accounting efficiencies.
Rather than having humans perform highly transactional processes at huge volumes, RPA takes on these tasks to improve reconciliation.

Regulatory Technology (RegTech)
One of the biggest areas where financial institutions (FIs) are improving operational efficiency via AI is in the Regulatory technology (RegTech) arena.
Obviously, there is a crossover where RegTech also contributes to streamlined risk management, but we find the operational benefits to be strong, too.
This field utilizes information technology to enhance regulatory processes like monitoring, reporting and compliance. A recent report by IBM looked
at how FIs are adopting AI tools and techniques within risk and compliance areas. Its findings reflect that efficiency and accuracy are the biggest
forces behind implementations of AI in RegTech solutions, which are employed by FIs to meet compliance requirements, reduce costs, and improve
accuracy within process and analysis. On this stage, AI is incredibly useful at helping FIs innovate, automate, and streamline operations.
Regulatory changes are spreading like wildfire. Boston Consulting Group reported in 2018 that banks were experiencing up to three times the
number of individual global regulatory changes as they were in 2011. BCG noted that these institutions averaged 200 regulatory revisions per day in
2017. RegTech can help institutions and other impacted enterprises to identify and track compliance requirements as well as any changes to these
regulations. This is a big win in terms of operational efficiencies, though it has risk management components as well. Organizations will be able to
identify gaps in compliance and other policies in real-time, enabling them to prioritize and address critical issues more quickly.

Growth and Innovation
While operational efficiency is a step in the right direction, more will be
required of successful payments companies. In the ever-increasingly
competitive world of payments, growth and innovation have become table
stakes. How, then, can incumbent banks, other FIs, and fintechs use AI
to spur additional growth and innovation? The customer experience is
Ground Zero. Traditional banks will need to be especially cognizant of this
as younger, digitally native generations flood the customer base. Digital
natives have different behaviour patterns and expectations when it comes
to payments. Smart banks have zeroed in on this behaviour and adapted
accordingly; smarter banks have realized these trends apply to businesses,
too. United Overseas Bank partnered with a fintech to apply an AI-based
credit assessment tool that delivers fast loan approvals for small businesses.
Meanwhile, Commonwealth Bank of Australia (CBA) redesigned its mobile
app, leveraging machine learning and advanced data analytics to enhance
personalization and improve speed.
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Chatbots

Chatbots leverage AI to improve the customer experience while increasing
operational efficiency. These tools use natural language processing to
engage in conversations with consumers and sometimes, to help them
make purchases. Not only does this create a scalable, automated
customer service tool for businesses, but it also provides a more
customized and personalized experience for customers.The impacts to
the bottom line are self-evident, too. It costs roughly $6 to process phone
payments. Creating a chatbot system can be more cost effective than
staffing a call centre.
While it may seem counterintuitive, chatbots may be the preferred way for consumers to interact with companies and make payments.
Studies illustrate that most people do not like calling into banks or other payment providers due to quirky automation hoops they have
to jump through and long wait times. No one prefers a tedious phone call to find an answer to a simple question. Chatbots, on the
other hand, enable consumers to interact with familiar interfaces in a seamless way. Chatbots can facilitate status checks, payments,
or other inquiries in a fast and easy-to-use way.
Ultimately, AI-powered chatbots will reduce barriers to communication between FIs and other payment institutions and consumers.
Organizations that adopt this technology sooner rather than later will surely have a leg up on the competition thanks to the increased
speed and simplicity of communication.

Churn Prediction
Churn/attrition rate is a key KPI in every industry. Retention is critical, so the ability to predict churn is highly valued as it allows FIs to
take proactive actions to avoid churn. AI is supporting these predictions by analysing data to create lists of clients that show signs
that they may be considering cancelling. This gives managers the ability to improve the offering or provide a higher level of service to
avoid churn.
AI models can analyse customer behaviour data-based explainer variables (e.g. statement downloads, unsubscriptions, other churn
indicators) to determine how likely a person is to cancel. The model would be trained on historical data of clients that cancelled in
the past along with others who may have considered leaving but did not. The output enables banks to better serve customers with
personalized offers and pricing. In this way, marketing programs can get really segmented and specific with how they market to
particular groups of people.
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Sales
Enhancing the customer experience is just a tip of the iceberg when it comes to useful applications of AI that grows businesses. AI has the power to
help businesses switch from rear view mirror thinking to foresight mode. In the hyper-competitive payments landscape, that could mean the difference
between life and death. AI-derived triggers can inform sales forecasting and retention strategies, and it can be used to keep an eye on trends and
compare them against company goals. AI can get really specific and analyse CRM systems to create pitch points to sell, upsell or cross-sell prospects
and customers.
Predictive analytics in financial services can significantly improve :

Overall business strategy

Revenue generation

Sales &
This technology enables payments companies and fintechs to create and deploy highly personalized products and solutions for each customer based
on large volumes of complex customer data. By finding patterns and predicting insights, predictive analytics can predict what customers will buy,
among other important items.

Risk Management
Risk management and fraud prevention are perhaps two of the most explored
areas for AI applications within payments. RegTech was touched upon earlier
and those applications will continue to evolve to ensure that businesses
that process payments remain compliant to various regulatory bodies.
AI will deliver new efficiencies in compliance, automating the monitoring,
analysis, and implementation of regulatory changes. This minimizes the risk
of non-compliance and promotes timely regulatory adherence. We will see
this niche continue to unfold, especially as new pressures and regulations
like the General Data Protection Regulation (GDPR) and the 2nd Payment
Services Directive (PSD2) roll out overseas. However, that hardly scratches
the surface of ways payments need to be shielded from nefarious forces.

Authentication
Authentication is an area ripe for additional disruption with AI technology. LLoyds Bank recently partnered with cybersecurity company Callsign to
deliver an improved mobile banking experience that adheres to new regulations while delivering on high customer expectations. Using AI-driven tools
to improve both security and authentication, LLoyds Bank enables its customers to log into the mobile account with a simple finger swipe. Given that
more than half of its 15 million online banking customers are strictly mobile users, ease-of-use without sacrificing security is a top priority.

Fraud Prevention
Machine learning has been leverages by many FIs and payments companies in an effort to reduce fraud across the board, especially in the cardnot present (CNP) space. The sheer volume of transaction data that exists makes it difficult for humans to comb through transactions and identify
anomalies that could signal fraud. Machine learning and AI, however, can scan quickly and accurately to identify inauthentic transactions or other
reasons to throw alerts. The ability to analyse large volumes and various types of data make these tools an excellent foundation upon which fraud
prevention systems can be built and improved over time.
As we shift from fast payments toward real-time payments (RTP), leveraging machine learning in fraud detection will become especially important. The
quickening pace of transactions will require an identification system for potentially problematic transactions that can keep up. Shrewd fraudsters are
keen on adapting in real time to evade detection, so an anti-fraud system that can also adapt is paramount.
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Feedback loops are an integral part of successful, fraud-free payments. Machine learning fits into this scheme by feeding on the information provided
within these loops by processing what bad transactions looks like and continually learning from them. The risk scoring algorithms can consume this
(and other) relevant data to learn how to identify fraudulent patterns and adapt quickly. As historical data grows, machine learning systems can
analyze all of it, learning from more data than any manual system could ever consume. The amount of detail that can be processed and the accuracy
and speed with which machine learning can flag suspicious behaviour is astounding. In some cases, these systems can make highly accurate
decisions founded upon complex criteria in just a fraction of a second.

CONCLUSION
AI is a paradigm-shifting technology that will have ripple effects for years and decades to come. It will
spur a new industrial revolution that will be strongly felt in the banking and fintech realms — a revolution
that is just starting to take shape. Forward thinking institutions and executives will continue to actively
look into AI models, implementations, and applications that enable them to gain a competitive edge on
the market. Forbes reports that 65% of senior financial management expects positive changes from the
use of AI in financial services.
We expect that AI will continue to disrupt payments financial services in a variety of ways, but especially
in the three broader areas outlined above. Automation, accuracy, and cost reduction should spur
operational efficiencies, growth, and improved risk management across the entire industry. Banks and
payments companies must avoid erring “on the side of caution” and delaying AI implementation due
to fears around time and cost restraints. While we may be years away from widespread adoption, big
changes are afoot. Industry leaders that have already taken the plunge into this disruptive technology
will stand to gain the most.
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