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What	is	a	robo advisor?

• An	automated	service	that	ranks,	or	matches	consumers	to,	

financial	products	on	a	personalized	basis,	embedded	in:

• Consumer	financial	product	intermediaries:
• Insurance	exchanges,	brokers	&	companies:

• Financial	advisors	&	broker	dealers
• Mortgage	brokers	

• Lead	generation	services:
• Domain	specific	media	companies:		Zillow

• Web	based	financial	advice/mgt services:		Mint.com,	NerdWallet

• Web-based	advertising	aggregators



















In	theory,	robo advisors	are:

• Always	on
• 100%	competent	at	the	(really	difficult)	math

• Immune	to	the	paradox	of	choice

• Unbiased
• Transparent
• Scalable:	marginal	cost	rapidly	approaches	$0



Core	components	(regulatory	focal	points)

• Algorithms

• Data:
• Financial	products	&	attributes
• Consumer	attributes

• Choice	architecture	(user	interface)
• IT	infrastructure



Regulatory	focal	points

Core	component
1. Algorithms:

2. Data:

1. Financial	products	&	attributes

2. Consumer	attributes

3. Choice	architecture	(user	

interface)

4. IT	infrastructure

Regulatory	concern
1. Bias,	competence,	fairness

2. Access,	quality,

1. Producers	won’t	provide

2. Consumer	data	incomplete,	

biased

3. Bias,	competence

4. Security,	privacy,	reliability



Questions	about	algorithms

• What	is	the	objective?

• What	are	the	product	and	consumer	attributes	taken	into	account?

• Are	there	any	other	factors	taken	into	account?
• What	are	factors	you’d	like	to	take	into	account	but	cannot?

• What	factors	did	you	consider	and	reject?		Why?

• How	were	the	weights	assigned	to	attributes?
• Data	and	methodology	follow	ups

• How	do	you	identify	edge	cases?	What	do	you	do	about	them?

• How	is	success	measured	&	improved	over	time?



Questions	about	data

• Where	do	you	get	your	product	(customer)	data?

• What	other	sources	of	data	are	there?

• What	data	about	product	attributes	do	the	manufacturers	have	that	

you	do	not?

• What	data	about	customer	attributes	would	you	like	to	get	but	

cannot?

• How	do	you	check	quality	of	the	data?		
• What	problems	have	you	found	and	how	have	you	overcome	them?		

• What	do	you	do	about	missing	data?



Questions	about	choice	architecture

• Did	you	follow	recognized	best	practices?
• What	do	you	track	about	progress	through	the	choice	environment?

• What	patterns	do	you	see	in	variance	between	recommendations	and	

choices?		What	do	you	learn	from	them?



Beyond	basic	competence

• Challenge:
• Promoting	diversity	and	quality	among	robo advisors

• Contests	(and	contests	of	contests)
• Opportunities:
• Greater	intermediary	accountability

• Greater	product	diversity	without	the	paradox	of	choice



Who	are	the	regulators?

• Financial	services	authorities:
• CFPB
• State	insurance	departments

• Other	agencies:
• FTC	– UDTPA
• State	level	consumer	protection	agencies

• Self	regulatory	organizations:	FINRA
• Accounting	firms:		will	there	be	SOC	4	&	SOC	5?

• Other	certification	entreprenuers
• Large	contracting	partners
• Insurance	companies	(cyber	insurance)


