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There are large income-based disparities in households’ use of / outcomes with 
financial products. Low-income neighborhoods have: 

More unbanked households

 Reduced access to credit, higher cost of credit, and higher defaults

Financial services in low-income neighborhoods appear to be of lower quality. 

More CFPB complaints against banks and other financial institutions

 Fewer bank branches per capita, and more alternative finance providers (payday 
lenders, pawn shops, etc.) 
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Consumer Outcomes 
w/ Financial Products

- Lower overall demand for products?

- Less sophisticated use?

- Greater exposure to economic shocks?

Supply-side Demand-side

Firm policies, product 
menus, costs, regulation, 
etc.

Human Capital

Finance labor market



We study the effect of workforce human capital on the 
quality of mortgage lending services. 

 Build a novel nationwide panel of mortgage loan officers using data from the 
Nationwide Mortgage Licensing System (NMLS).

 Covers over 350,000 loan officers from 2014-2019

 Includes employer, worksite, years of experience, and misconduct information

 Link loan officers to the mortgages they originate (from CoreLogic) and subsequent 
foreclosures (from Zillow).

 We evaluate the quality of service that officers provide based on their ability to avoid:

1) Misconduct cases – Examples

2) Early defaults – mortgages that foreclose within a year

3) CFPB complaints – available at the ZIP code level
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Starting Point

Mortgage lending quality appears lower in low-income ZIP codes.
 Misconduct, early defaults, CFPB complaints

Main Findings

1) There is persistent heterogeneity in loan officers’ quality/performance. 
 Good vs. bad apples

2) Lenders put their most experienced and skilled loan officers in branches that 
service high-income customers.
 Hiring, promotion, and firing practices

3) The resulting allocation of human capital contributes to disparities in the quality of 
financial services customers receive.
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Related Literature

 Broader literature on households’ access to financial services: 

 Celerier and Matray (2019), Morse (2011)

 Studies of mortgage fraud leading up to the 2008 financial crisis:

 Griffin and Maturana (2016 a,b), Mian and Sufi (2017)

 Recent literature on financial advisor misconduct and labor markets:

 Egan, Matvos, and Seru (2019), Dimmock, Gerken, and Graham (2018), Dimmock, Gerken, 
and Van Alfen (2021).

 Nascent literature on the quality (not quantity) of financial services based on income:

 Begley and Purnanandam (2021)
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Mortgage lending quality appears worse in low-income ZIP codes.

 Sample: ZIP code-year panel from 2014-2019

 Outcomes are scaled by the number of mortgage originations in the ZIP-year
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Table 1



Loan officers affect lending quality, and there is 
persistent heterogeneity in their performance.
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Loan officer performance is persistent.

 Sample: Loan officer-year panel from 2015-2019 (need 1 lag)
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Table 3



In fact, it is very persistent.
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1) Residualize outcomes wrt branch-year

2) Sort officers into high/low portfolios at t=0

3) Track the portfolios for five years

See Early Defaults



Loan officer fixed effects have tremendous explanatory power.

 Sample: Loan officer-year panel from 2014-2019
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Table 3



Experienced, high-volume officers deliver higher quality lending. 

 The patterns look similar for Early defaults (here)
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Next, we look at how firms allocate this human capital to 
high vs. low-income areas.

- Hiring

- Promotions
- Firing
- Equilibrium allocation
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Firms are more likely to hire experienced and skilled loan 
officers in wealthy areas.

 Column 1 sample: all new hires

 Column 2-4 sample: seasoned hires
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Table 4



Firms promote their best loan officers into wealthy areas.

 Move up within firm = Indicator for moving to firm’s branch in a higher income ZIP code

 Sample: Loan officer-year panel from 2014-2019 16

Table 5



Firms fire underperforming loan officers, particularly in wealthy areas.

 Separation = indicator for not working at the firm next year

 Sample: Loan officer-year panel from 2014-2019 17

Table 6



Underperforming officers are reemployed in lower income areas.

 Move down to lower income area = indicator for being reemployed in lower income ZIP

 Sample: Loan officers experiencing a separation from their firm (2014-2019) 18

Table 7



New: Reemploying “bad actors” has negative peer effects 
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In equilibrium, experienced and skilled loan officers end up 
working in high income areas.

 Doubling ZIP code income reduces the chances of working with an officer with no 
experience, prior misconduct, or prior early defaults by 15%, 19%, and 22%. 

 Sample: Loan officer-year panel from 2014/15-2019
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Table 8
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Finally, does this allocation of human capital affect 
the quality of financial services?



Yes, it does.
Table 10 - The impact of human capital on the quality of mortgage lending

 Samples: Col 1; Loan-officer year panel,  Col 2; Loan-level data,  Col 3; ZIP-year panel 22



Three Takeaways:

1) The human capital component of financial services is critical.

 Performance varies quite dramatically across loan officers.

2) Financial institutions put their most experienced and skilled workers in branches 
that service high-income customers.

3) This allocation of human capital is an important supply-side factor contributing to 
income-based disparities in financial services.
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Thank You!



Additional Material
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Examples of loan officer misconduct:

 Originating loans without a proper/current license

 Failure to renew a license

 Failure to complete mandatory training/continuing education

 Forging customers’ or managers’ signature on documents

 Customer lawsuits

(go back)
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Summary Statistics
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Persistence in Early Defaults (Portfolio Approach)

(go back)
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Experience, Volume, and Early Defaults

(go back)
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Variable Definitions
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Are these income-based disparities due to 
Supply or Demand?

 Demand-side factors:

 Low income households may have greater exposure to negative economic shocks

 Lower demand for financial services

 Less sophisticated use of the same product offerings

 Supply-side factors:

 Predatory lending

 Taste-based or statistical discrimination

 Incentives due to regulation

 Differences in workforce human capital (and how workers are deployed)

31



Financial services in low-income neighborhoods 
appear to be of lower quality.

Low-income neighborhoods have: 

 Fewer bank branches per capita

More unbanked households

 Reduced access to credit, higher cost of credit, and higher defaults

More CFPB complaints against banks and other financial institutions

More non-bank alternative finance providers (payday lenders, pawn shops, etc.) 
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