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Summary: Artificial intelligence early adopters have much to share on their
learnings. We give you the highlights.
HR firm Mercer did a study last year that looked at what employees really want from their companies. For the
financial services industry in particular, the following surfaced: 64% of employees say state-of-the-art digital
tools are important to their success; 51% want more flexible work options; 44% are worried though that flexible
work options negatively impact promotions; only 31% say their company makes it easy for them to innovate.
As you chew on that this morning, consider that banks are trying to innovate too with artificial intelligence (AI)
to expedite decision-making and improve the customer experience too.
In a report by Accenture, 800 global bankers shared some of their findings on AI, as early adopters. We thought
their input could be interesting for community bankers who are following developments in and around AI.
Surveyed bankers found the best uses of AI were: building customer trust and confidence (71%); cost and
operations optimization (63%) and improving compliance and regulations (62%). Yet, 75% conceded that they
weren't fully prepared to handle all of the "societal and liability issues" that could arise if most of the bank's
decisions pertaining to customer accounts were being made by AI tools on a daily basis.
While AI is everywhere and influencing everyone these days, even the biggest banks still seem to be grappling
with the complex issues of this relatively new technology. For instance, it is likely a waste of time, money and
effort to incorporate sophisticated AI algorithms to answer simple questions such as, "How do I pay a bill"
according to the findings. These questions are handled more efficiently with links to your website.
Yet, AI tools used for decision-making in loan applications could be more useful with the right data. This could
sometimes be a challenge though, as banks often interface with several third-party data sources (such as
government databases and vendor systems). Here the survey found 34% say their bank has been the victim of
adversarial AI at least once. Adversarial AI is a malicious input fabricated to trick AI programs. Not surprisingly,
78% believe that automated systems give rise to new risks, including outside data manipulation, false data and
bias.
It has also been found that the wrong data or faulty underwriting algorithms can lead to bias. For example, an
auto lender asked loan applicants for their state of residency and the vehicle's mileage. This information, when
combined in an algorithm, inadvertently declined more minority applicants.
When working out these kinks, it's good to always have "explainability" of AI tools in mind. Virtually all of the
bankers surveyed agreed that it is imperative for regulators and customers to understand the decisions AI
makes. To that end, about 33% said their AI decisioning tools would have complete transparency within the next
2Ys. Undoubtedly, transparency is key for the growing acceptance of AI in banking and the financial industry.
These tools will succeed best if decisions are based on "symbiotic human-machine interactions, not binary
human-versus-machine choices," according to Accenture, so take note.
Early adopter banks have shown a balanced approach is the best and once your bank gets involved you will
probably too.
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ECONOMY & RATES
Rates As Of: 01/16/2019 12:05PM (PST)
Treasury

Yields

MTD Chg

YTD Chg

3M

2.41

0.06

0.06

6M

2.49

0.01

0.01

1Y

2.56

-0.04

-0.04

2Y

2.55

0.06

0.06

5Y

2.55

0.03

0.03

10Y

2.73

0.04

0.04

30Y

3.08

0.06

0.06

FF Market

FF Target

Fed Disc

2.40

2.50

3.00

SOFR

Prime

Unemp

2.46

5.50

3.90

More Market Rates

BANK NEWS
M&A Activity
1) First Financial Bank ($3.0B, IN) will acquire Heritage Bank USA ($904mm, KY) for $128.3mm in cash (50%)
and stock (50%). 2) VyStar CU ($8B, FL) will acquire Citizens State Bank ($280mm, FL) for an undisclosed
sum. 3) NorthSide Bank ($126mm, GA) will merge with and into First National Community Bank ($162mm, GA)
for an undisclosed sum in stock. 4) First-Citizens Bank & Trust Co ($35B, NC) will acquire First South Bank
($237mm, SC) for about $37.5mm in cash and stock. 5) State Bank of Southern Utah ($1.1B, UT) will acquire
Gunnison Valley Bank ($71mm, UT) for an undisclosed sum. 6) State Bank of Cross Plains ($977mm, WI) will
acquire Union Bank & Trust Co ($259mm, WI) for an undisclosed sum. 7) PNC Bank ($369B, DE) will acquire
investment banking and capital markets services company Ambassador Financial Group (PA) for an
undisclosed sum.

M&A Off
Pacific Western Bank ($24B, CA) announced the termination of the previously announced agreement to acquire
El Dorado Savings Bank ($2.2B, CA). El Dorado shareholders did not approve the transaction given an
unexpected recent decline in bank stocks that significantly reduced the nominal value of the proposed stock
and cash transaction.

Fewer Publics
The number of public companies in the US has decreased by almost 50% from 1996 to 2016 (7,322 to 3,671).

DEPOSIT OPPORTUNITY YIELDING 2.55%
In an effort to expand our relationships, PCBB is pleased to offer community banks a money market deposit
account rate of 2.55%, subject to availability. Contact operations@pcbb.com.
Copyright 2018 PCBB. Information contained herein is based on sources we believe to be reliable, but its accuracy is not guaranteed.
Customers should rely on their own outside counsel or accounting firm to address specific circumstances. This document cannot be reproduced
or redistributed outside of your institution without the written consent of PCBB.
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