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Artificial Intelligence with Insight’s April LaRusse  
Interviewer: 

Artificial Intelligence can be found almost everywhere nowadays. From Siri on our iPhones to security surveillance, AI 
has revolutionised how technology is used today and it doesn’t show any signs of slowing down in the future, but what 
is the best way for businesses to invest in it? In BNY Mellon Investment Management’s “Agents of Change” podcast, 
Insight’s April LaRusse explains the impact AI has on the corporate bond universe.  

April LaRusse: 

The more you look into the potential technological impact and how companies will behave the more you realise that it 
will be absolutely transformational for most sectors. I came across some you know highly respected comments 
regarding AI and a lot of them are really negative you know the world's gonna end, computers are gonna take over the 
world and if you're a lover of movies as I am there's plenty of good films out there which will scare the living day lights 
out of you.  But Douglas Adams, if you've read any of his books which I am a great lover, he did make me laugh 
because he does say that any technology that exists before you're born is normal, anything that comes around when 
you're around 35 is exciting and anything that comes after that is treated with suspicion and I do think that a lot of the 
uses of AI or the attempted uses, early uses for me feel a little invasive and actually slightly annoying and so I think 
I'm beyond that 35 cut off point. When you look at technological change through time you can see there's always 
somebody who's going to talk negatively about it on how destructive a force it can be. Apparently email hurts your IQ 
more than pot. So really it's natural that we're treating this new idea of a thinking computer, an algorithm which is 
going to tell you what you want before you even know you want it, that is a daunting prospect.   

And the other interesting thing about AI for me was it isn't a case that we are going to have to learn how to use it, it's 
going to learn how to use us and that is really the magic of it.  It will...according to Google anyway it's going to get to 
this level where the algorithms will reach our level of intelligence apparently by 2029. There is some concern about job 
destruction but of course you could easily argue that many new jobs will be created, many of which don't exist 
currently.  And actually the really interesting thing because it's not all negative some of it has come out as being 
exciting the productivity problem that we all seem to be concerned about where's all the productivity we're growing but 
we can't seem to be more productive? Well actually there are some out there who think that it will absolutely give us a 
second wind when it comes to being more productive in all different industries.  So good scope for companies. In 
terms of AI and I said some of the early things that they've tried to do. Apparently there's AI on your email already, 
filtering out emails that look like they're probably not for you and sometimes that goes wrong.  Autopilot is another 
form of AI which has been in place for many decades now.  It's terrifically successful and apparently your average pilot 
only flies seven minutes of every flight so really they're more for emergency rather than necessity.  And then of course 
traffic prediction AI which Uber is using to great effect and quite a few other transport systems are using and actually I 
think quite successfully. 

In terms of how companies are gonna use AI two big schools of thought some will use it to grow and some will use it 
to cut costs. The ones who are using it to grow probably gonna get more out of it than those who are using it to cut 
cost because if you cut costs you just do it the one time and which is nice but it wouldn't necessarily transform your 
business.  And the companies who are likely to use it most successfully are of course companies who are most 
digitally mature they have the data; they know how to manipulate the data, use the data. In terms of which sectors are 
kind of at this moment the most enthusiastic adopters of AI of course it's your tech companies who are spending a lot 
of money also the automotive and just generally assembly businesses are using it but they're not using in the sort of 
auto, you know like the sort of robotic way fine that's kind of been around for a while, they're trying to use it for 
predictive maintenance which is a, if you start looking at this concept at trying less downtime for machinery breaking, 
fixing it before it breaks.  And obviously machines, fixing machines ideally, financial services using it a bit particularly 
the banks.  Media is really struggling because they haven't quite gotten to grips with how we want to use the content 
that they provide and in what way and Netflix is obviously a really tremendous example of AI in terms of trying to give 
you a suggestion of what you might want to watch. They say that if you don't find something to watch in 90 seconds 
you go off the app.  And if you don't find anything for three or four times when you go on you're likely to cancel your 
subscription.  So for their perspective they spend a lot of time and effort agonising over how they're going to make 
sure that you find what you want right when you get on there so you don't have to sort of search around too hard.  
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Travel companies, they're interesting because they fall into these low adopters they have really terrific algorithms for 
helping you understand and predicting what kind of holiday you might want and how to book it but whenever people 
need sympathy and compassion which can often happen when you're booking a holiday because it goes wrong or you 
haven't received the confirmation or the date's wrong, something horrible happened, you need a human being.  And 
the chatbot those things that pop up and go oh we can provide customer service just don't work you need sympathy 
and you're not gonna get sympathy from a chatbot or at least not yet.  Alan Turing in 1950s the Turing Test says that 
you, if a computer can convince you it's human when you're speaking to it then you have reached sort of a level of 
artificial intelligence.  We're not quite there yet because people don't find those chatbots particularly nice to interact 
with. 

Areas where there hasn't been much in the way of adoption education which is kind of sad because I think there could 
be really interesting ways of tailoring and adopting and predicting how people learn best and so we will see how that 
evolves. In terms of the medical sector lots of potential interesting opportunities here in all different ways. So drug 
reactions is a big one for artificial intelligence being able to understand and predict different drug interactions, that 
seems to be a big problem for physicians and even chemists to identify which drugs are going to cause problems 
together and which doses are appropriate.  And in fact John's Hopkins University says it's the third largest cause of 
deaths in the US is medical error and the vast majority of that is prescription drug conflicts.  Also when is the best time 
to take a drug? It's different for everyone apparently some drugs are more effective for some people in the morning, 
sometime in the afternoon so how to understand how drugs should be taken. 

Transport is always the one that comes up when you look at artificial intelligence and you may have heard a talk about 
transport systems in smart cities but really the idea of being able to predict traffic flow and adjust the timing of lights 
alone, if they could have changed the timing of lights or where traffic is permitted to go in a kind of smart way, they 
could've actually improved well people's experience but also obviously wasting people's time sitting in traffic, excess 
pollution and so on. 

Tesla are trying to convince some of the major cities in America don't invest in rail you know don't try and retro fit 
mass transport it's expensive, don't do that we'll give you a nice electric mass transit system of cars which we'll be 
able to take over for the developed urban population of significant portion of journeys and we'll make it much more 
efficient than a bunch of human beings driving cars around.  They claim they can actually make it as cost effective as 
you owning our own car so if they can do that that's terrific because car ownership apparently costs $5,500 dollars for 
an American per year.   

So the other thing that's happening is of course AI being used to drive cars independently.  And then really 
transformationally if you're thinking about corporate bonds and corporate bond issuers the car companies are big 
issuers of corporate bonds. They're trying to figure out if they're car companies or they're transport companies and so 
in order to sort of hedge their bets they are all trying to invest in mass transit or you know shall we say the Ubers, the 
lifts to try and make sure that in case people in the developed market are not buying so many cars they are able to sell 
cars through this other way through this other mass transit type approach.  So the technological changes are really 
making companies examine if things are gonna change faster and I have a risk as a business of not being relevant 
anymore how can I make sure I'm kind of one step ahead of the game? The retail sector is interesting it's, you know 
we hear a lot about people talking about you know getting products to market quickly and that's terrific, But really the 
really interesting thing is what is an intelligent price? And an intelligent price that you are willing to pay depends on so 
many things, it depends on what time of day you're buying something, what device you're buying it from, apparently 
you're willing to pay a different price if you're buying something from your phone and standing at the bus stop than if 
you're sitting at home.  It depends on the weather, it depends on so many factors and so what's really smart about AI 
is it's going to offer you a price when you, you know, try and buy something on a device which is slightly better than 
you deserve as a way of giving you brand loyalty because you will think oh god I can see that actually you know if I 
went to another place I could've paid slightly more but these people are trying to make me come back by offering you 
an incentive to feel loyal to that business.   And so I think that is what's you know for me interesting in the retail sector. 

The other interesting thing as I mentioned earlier is predictive maintenance you see it also trying to be used in mass 
transit so subway systems, trying to predict when something's going to break down and then sending a maintenance 
crew in there to fix it. Well there was a study and I think it was in St Luis, Missouri where they were using it to replace 
parts before they were, the machine, the algorithm told them the part was going to break but what they found is the 
part next to it would break the next day and I went what's going on, why is...? 

Is it because these two parts were installed at the same time and therefore they're both wearing out at the same 
because the algorithm wasn't predicting that part would go only this one.  Were they having a data problem they really 
couldn't figure out what was the problem, the problem was the maintenance crews who were stealing a part from the 
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machine next door to repair the part that broke because they had a very short period of time to make the repair and in 
order to comply with the service level agreement for the maintenance crew.  So actually the AI was working it was the 
maintenance crew who was sneakily stealing parts from the machine next door. 

In terms of communication software lots to be done here you could definitely improve not only just translating word for 
word which if you've used Google translate and I'm a big user of it, it's hilarious, it's just a disaster.  It comes up with 
the most absurd translations but you know that's kind of the best we have.  So you need to actually try and add a bit of 
sort of understanding and so it's not just a case of translation it's a case of getting the nuance of the translation and 
that's where it moves from being kind of mechanical to being AI.  And you can see quite a few historic examples of 
perhaps translations if they had been done shall we say more intelligently could have stopped certain world events 
and the Khrushchev one is an interesting one because it does 'we will bury you' was the translation but actually it 
means 'we will be present when you are buried' which means we will outlast you.  That's quite different from saying we 
will bury you.  So apparently you can go through history and find quite a few examples of translations which if they had 
been done better might've improved things. 

You can also find lots of hilarious bad translations that exist because of using presumably Google translate or 
something similar. Microsoft have said ah we've got it, we've got this deep learning thing which is going to solve 
translation and make it more elegant and they claim they have tackled English to Chinese and back which is 
apparently the two most difficult languages to go between and now they only have a 7% error rate which is better than 
I don't know 50%.  But anyway it is definitely an area ripe for opportunity. 

The issue of course with AI is it's a little scary and it's scary because it will cause well big changes in companies but 
also in society. Artificial stupidity is quite funny; the idea that you know you ask the computer to do something and it 
does something but in a sort of sub optimal way so if you ask a computer to cure cancer it could decide to kill 
everybody which is one way to cure cancer. So also AIs have bias if it's using historic data to create a prediction the 
historic data could naturally lead to certain biases. So Amazon got in trouble because it was excluding certain 
postcodes from Prime in the US because oh people in that postcode don't buy things from us or certainly wouldn't pay 
extra for Prime and they actually got into trouble for that because it looked like bias and it was, it was economic bias. 
But the criminal justice system in the US tries to use it for predicting if you're gonna reoffend and funnily enough it 
assumes certain types of people will reoffend more frequently than others.  So really if you put certain biases, if certain 
biases are in the data they will come out in the algorithm.  So who is policing the algorithm who makes rules about 
how this thing is going to predict? 

Obviously security is hugely important and its amazing science fiction's really a way ahead of things.  In 1942 Isaac 
Asimov came up with the three rules for robots which was used in I-Robot, a terrific movie with Will Smith.  The three 
rules actually may in some context be used and actually if you hear the talk by Elon Musk about make sure we've got 
some rules for AI before it actually exists.  This is something that gave me some pause for thought.   

But for really for now we say to ourselves okay well obviously technological change is speeding up and it means that 
problems can emerge much more quickly than you would normally expect for an investment grade corporate bond. 
Where a company is situated now in terms of the cycle they're actually in pretty decent shape, growth is good it's 
above trend, inflation is not a problem in most parts of the world and interest rates are still pretty low.  And companies 
are actually sitting there with a reasonable amount of leverage i.e. not a level where we think it becomes 
unsustainable and a perfectly average level of interest cover.  So if you were saying okay technology is not changing 
how are companies now?  They're fine in other words they're likely to not default from where we stand. The issue for a 
credit analyst is what's going to make this company die? Well any number of things can actually cause problems with 
the business and come out of nowhere But certainly on two to three year views, you've got to be thinking about 
technological change and what are competitor firms in the sector doing and how can that kill your business? And 
normally you worry about that more for high yield because those businesses have all sorts of events all the time and 
they're more highly levered, they're more cyclical, they're more focused businesses they're, maybe they're a single 
market. But it, it's likely to also creep into investment grade because of the pace of technological change.  We know 
that the markets are getting more volatile, there's definitely more idiosyncratic risk here some of it's coming from rating 
agency changes, some of it's coming from merger and acquisition activity which is rising as businesses are feeling 
they need to do more to grow.  And ultimately we sit here with credit spreads where they are and people ask well is 
that enough, am I getting paid enough to buy a corporate bond well yes in terms of if you're concerned about default.   

Ultimately default risk in the very near term is unlikely to be the thing that derails you.  The thing which will derail you 
could be political risk which is always there in different forms now we have the lovely Mr Trump who provides lots of 
exciting opportunities to get worried particularly about protectionism and trade wars but some of the other issues that 
we were looking at last year have faded. 
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Interviewer:  

So when we talk about artificial intelligence are we talking about the physicality that we see in robots or behind the 
scenes algorithms? 

April LaRusse: 

Well algorithms are probably more what is going to transform businesses the use of good robotics is kind of a well-
trodden path and many companies are already utilising those to improve logistics and packing and assembly.  But the 
really interesting thing is to get the algorithms to predict how the robots can be better utilised, to predict how a robot 
might break down and fix it before it breaks down.  And ultimately really to get beyond the sort of the doing and 
assembly type work but actually thinking about forecasting and improving the offering sort of asking questions before 
you've even thought to ask them yourself, predicting what you might want before you actually need it you know that is 
really where smart algorithms will change businesses. 

Interviewer:  

Because arguably robots who do the logistics as you just pointed out, they're not actually featuring in productivity 
statistics, a robot doesn't earn a salary and then spend it on goods to stimulate the economy so therefore artificial 
intelligence will it ever replace the non AI? 

April LaRusse: 

From my perspective artificial intelligence is likely to have, give companies a second wind when it comes to 
productivity.  We've been complaining for several years we have growth but where's the productivity and the central 
banks have been quite nervous about that and what this will do is this will enable businesses to be more efficient, 
better, faster and actually quite creative in how they transform their offerings so that is likely to lead to faster growth 
therefore hopefully job creation but different kinds of job creation, new product creation and you know I actually think 
it's going to improve growth and productivity and transform companies for the better not for the worse. 

Interviewer:  

So therefore is the adoption of artificial intelligence key to a company's growth and development particularly because 
it's an equaliser? 

April LaRusse: 

I think it's even more of an equaliser, it's a necessity.  It will determine who stays in business and who doesn't so from 
what we are looking at when we're analysing corporate bonds are the ability of companies who use AI to grow, the 
ability of companies to use AI to cut costs and to make sure that their business model is relevant.  So it's survival it's 
not levelling. 

Interviewer:  

Okay so you're talking about relevance there let's drill down to the credit markets in particular what are the benefits to 
AI to that particular market? 

April LaRusse: 

Well it's more company specific than for the market as a whole because for bond investors the key is to find 
businesses that will survive.  We don't participate in the up side in the way in equity does so we are trying to 
understand how new technology will change the competitive landscape and so for credit markets it is always the case 
of looking for how a company will stack up against the competition and others in the sector and ultimately be able to 
pay us back because that's what fixed income is you get your coupon and you get your principle back and that's it.  
And if you manage to find companies who can do that you've done a good job. 
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Interviewer:  
That was April LaRusse of Insight, part of BNY Mellon Investment Management on Artificial Intelligence. Thank you for 
listening.  
 

-END- 
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