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Sentiment aside, what can the banking
community learn from that period dur-
ing which computing power looked to out-
pace common sense? The authors combine
Menkveld’s academic work on securities
markets and Meijer’s banking experience
for this article. They explore the impact
on trading, financial inclusion and final-
ly society when computers take over deci-
sion-making and humans are too slow to
stay in control of the process.

Machines’ first conquest in
finance: securities markets

As a scholar, Menkveld studied securities
markets since the early 2000s. He has
contributed to a body of literature that
provides an economic assessment of the
gradual change from human-intermedi-
ated markets to machine-intermediated
markets. Floor markets were replaced by
computers matching buy and sell orders.
Market-makers quickly typing bid and ask
quotes into their systems could not keep
up with the quote engines operated by
high-frequency traders (HFTs). The ca-
cophony of a floor working orders changed
to the sound of machines interacting: the
steady buzz of CPUs (central processing
units).

Electronic markets seem to perform well
Most of the time. The 2010 Flash Crash
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served as a wake-up call. The E-mini
dropped several percentage points in the
span of just a few minutes. A speed bump
(i.e., circuit breaker) had to stop HFTs that
exchanged E-minis as if they were hot po-
tatoes. Humans could only watch and ex-
perience the pumped-up adrenaline. The
market recovered in about a half hour, ap-
parently the time humans needed to figure
out that Armageddon was not happening.
They reset their machines accordingly.

Machines at the gates of consumer
finance

Conclusions may be drawn and acted upon
in a nanosecond in HFT markets. They
perhaps take somewhat longer in more
old-fashioned areas of finance. The same
trends apply, though. With the introduc-
tion of PSD2 (Payment Services Directive
2), the European Union and the United
Kingdom encourage banking competition
by allowing competitors to access person-
al data following the approval of the client.
Banks have traditionally been sitting on a
goldmine of data, without using it (to its
full extent).

New entrants can and will provide more
attractive banking terms in exchange for
this highly valuable information. A buyer
of non-performing credit-card portfolios
found that a good family relationship is a
solid indicator of willingness to pay—“Did
you call your mother recently?” A con-
sumer-finance company discovered that it
could predict losses on their portfolio based
on social-media data as accurately as they
could on traditional portfolio information.
It is well known that if somebody starts
regularly booking the Travelodge Hotel
within a 10-mile radius of home, this per-
son is having an affair—hold off on the new
mortgage!

As providers of financial products are in-
creasingly using the data that is availa-
ble, counter-“intersurgence” is stepping up.
Companies such as Nudge Global help cor-
porate employees to improve their financial
wellbeing. They inform them that provid-
ing the exact date of somebody’s house pur-
chase instead of “sometime in 2005” saves
on the final mortgage rate. This is because
mortgage companies check information

The impact on trading, financial inclusion and finally
society when computers take over decision-making and humans
are too slow to stay in control of the process.

that is verifiable against the data provided
to predict how accurate the other answers
might be. It will not be long before online
platforms will fill in the forms, based on all
available data, in exchange for a cut of the
savings. There is a risk, though, that just
as the stock markets might miss the sound
judgment of a trader with a good night’s
sleep, financial customers could be at risk
by being forced to fit into a data pool and
being judged without a speed bump.

The risks are high. Booking the nearby
Travelodge might be a good idea for the
corporate break-out sessions but now, in-
advertently, leads to the refusal of a mort-
gage; perhaps even leading to the predict-
ed divorce in a cynical case of self-fulfilling
bias.

The World Economic Forum recently pub-
lished a set of metrics to assess and stimu-
late financial inclusion. These metrics are
helpful, but financial access in itself could
be mute if robo-analytics mechanically ex-
clude people who fall just outside the rele-
vant risk bucket. If done correctly, though,
the benefits could be high: Machines are
clinically focused on the facts and therefore
not subject to the behavioural biases that
humans are prone to, unless explicitly told
to be. For example, a male car-insurance
officer might withhold an offer to a female

client despite his spreadsheet predicting
solid performance.

Machines outside of finance

The risks of robo-analysis are not limited
to the financial world. The recent Cam-
bridge Analytica disclosures highlighted
that traditional speed bumps in the anal-
ysis of world news—where attentive jour-
nalists are replaced by the direct access of
social media—are bypassed. This can influ-
ence the outcome of major political events
and appears to have done so.

The impact can be even more direct. China’s
new social credit system awards or restricts
its citizens’ access to goods such as school-
ing, travel and information based on past
behaviour. Potentially, a speeding ticket on
the road could block Internet access. Deci-
sions are made by algorithms, providing an
advantage to those with the greatest insight
into the code and leaving the rest to the side.
Proponents of the system prefer the objec-
tive nature of the social credit score to the
costly and potentially biased bureaucracy.

When data analytics drive decisions with-
out filters, it requires money, education and
control of your own data to escape the Tru-
man Show of past behaviour. This should
be a basic right, not a sad conclusion of a
study 20 years from now. «
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