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Investors need ‘science’ skills to
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enable the artist in them to shine

The smart-enabled investor will implement decision support tools to harness
the knowledge of big data in any decision making

very finandal services firm todayis desperately

rying toprovehow tech savyy theyareby display-

ing robots and posting blogs with futuristic pic-
tures of AL Buthow much of this is advertisement gim-
micks, and howmuch will itreall yimpactthe gkill of in-
yvestingmoney, at leastin our lifetime?

What is investing?

Anykind ofinvesting, beitbyindividuals or professicn-
als, follows the same basic steps: digestall releyantin-
formation to understand the curent stats, predict
what will happen in the future, and buy what you think
will goup. Sounds simple, butits not

The problem with the first step, inves ment anal ysis,
is that thereis a deluge of data thatexists with more be-
caning available every minute, soits impossible to di-
gesteverything

The problem with the second step, investment fore-
casting, is thatno one has a aystal ball toknow what
willhappen in the fumre. And the third step,implement-
aticn, has significantcosts and hundles toimplement an
investment decision, although thislaststep has benefit-
ted memendously recently from using technology.

All of this means thatmanaging money has always
been very much an art, not a perfect science, similar to
making amovie, where there maybe a given saipt, but
amovie's success is determined by the actors and direct-
ors.

Enter big data, Al, robotics, and more

In reality, all of these tools have been around for dec-
ades. Far example, in the course of my own career, my
cdleagues andIhave designedrobots far a Japanese car
company in the 1980s, used databases (now refash-
ioned as big data) for the manufacture of missile sys-
tems in the 1990s and used artifidal intelligence and ma-
chine learning technigues tomanage over US$25S billion
in pension assets in the 2000s. So what's all thenew fuss
about?

The big difference now is that these tocls have be-
come pervasive in every mainstream industry as they
are cheap enough even for small organisations to imple-
ment

Investment analysis

In thelast decade, the systematic capture of every
possible kind of data has increased exponentially. This
‘big data' ranges from capturing what almost every
singlehurman on our planet feels, thinks, canmunicates
and does every minute to every non-human facetof our
surroundings, celestial or terrestrial, natural or
man-made The captureand analysis of this data means
that there is remendous knowledge that can be har-
nessed, not cnly to improve every single machine pro-
cess we have, butalso to analyse how every facet of
eyery business is likely to perform.

Whileitwas already difficultfor an analyst to digest
the plethora of informaticn available in his mind, its
now simply impossible. Analysis has become far more
rigarous, butalso more difficult

Investment forecasting

The availability of big data means that sophisticated
mathematical technigues, such as Al and machineleam-
ing, and programming are necessary tounderstand pat-
terns and make farecasts. Itcannolagerbedaneona
spreadsheetusing just udgment This allows not only
for improved forecasting, but also to confinucusly im-
prove the process beingused tomake the forecast, sim-
ilar to how our brain learns fram our mistakes.

Risk management

While forecasting attempts to predict the future, risk
management focuses ¢ managing the impact of what
we don't know abaut the future. Howeyer, unlike fore-
casting, risk management has toindude the numercus
scenarios which may eventually never happen. The
availabili ty of big data empowers risk management with
an unparalleled toolkit to understand and managerisk,
but to harness this knowledge, investors need to wrans-

ition from the single risk management tool structure
which is prevalent today, to using multi-dimensional
risk diagnostcs.

The new ‘'smart-enabled’ investor

Traditional fundamental managers daim an edge by
blending qualitative analysis with depth of understand-
ing about spedfic assets, and guantitative managers
claim an edge with the ability to digesta large breadth of
data, and tfake unemotional investment dedsions using
algonithms. Big data and AI will giverise to a third, per-
haps more successful investor category: the smart-en-
abled investor.

The smartenabled investor will implement dedsion
support tods to harness the knowledge of big data in
any dedsicn making -beit the stodk tobuy, therisk to
manage, the product tolaunch, the dients to target or
the allocaticn of resources.

Dafa and technology will no langer be just tools, as
they are in today's crganisations, they would be at the
care of the organisaticn in every aspect, to enable better
dedsicns. This requires theintegration of quantitative,
technology and finandal analysis skills to areate a core
infamaton and analytics hub. Theidea of blending fun-
damental and quantitative skills isnot new, but the dif-
ference this imeis the scale of integration reguired,
and the falloutif theyignore the presence of big data
and AL

Most importantly, it requires a cultural shiftin al-
most every investment firm, where quantitative and
technology personnel are not the geeks siting in the
camer, butthe central core of the organisaticn, enabling
humans tomake better decisions. Far the incumbents,
perhaps this requires the comfort that AI is unlikely t©
replace portfolio managers any time socn, and using an
iPhone, Google ar Uber doesn'tmake us anyless human,
orinvestmentless of an art, butit does make us more
effective.

Asset managers today generally solve the invest-
mentproblemusing only good udgment, butgoeing for-
ward, if they ignore the knowledge possible from big
data, they would be playing with only half a ded. One
may still choose for dedsicns tobe taken by ahuman or
a machine, butignonng big data and AI would simply
mean that the firm will soon become ineffective or
worse, chsolete,

Butbefore you getexdted that your investmentpro-
vider is at the forefront of this revdution, ask them —
Howmany of their portfdio managers and analysts un-
derstand programming or the mathematics of aneural
network algorithm, or even what percentage under-
stand and use infonmation from big data?

Talking aboutbig data and Al is easy, implementing
itin an organisaticn and changingits cultareis very dif-
ferent If your provider is still not able to deliver online
acoess to your account, online ransactions, and on-call
multi-dimensicnal analytics on markets and portfolios,
they are unlikely to be anywhere near harnessing big
data and AL no matter how many photo-ops and blogs
they have with robots.

Iremember watding adventre cowboymoviesasa
Kid, where the actors and their artin aeating the movie
madeitahitora flop.In the adventure movies of today,
the arthas notdecreased in importance, butitweouldn't
beamovie warth watchingif there werenointricate spe-
cal effects made possible by data, mathematics and
techndogy. Similarly, investing will always remain an
art, butinyvestars will now require the scence of invest-
ing to be the core skill of their pecple and organisations,
if the artistin them is to fruly shine.
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