Accepted Manuscript

Loan Prospecting and the Loss of Soft Information

Sumit Agarwal , ltzhak Ben-David

Pl S0304-405X(18)30127-2

DOI: 10.1016/j.jfineco.2018.05.003
Reference: FINEC 2898

To appear in: Journal of Financial Economics
Received date: 19 November 2015

Revised date: 16 January 2017

Accepted date: 23 June 2017

Please cite this article as: Sumit Agarwal , ltzhak Ben-David , Loan Prospecting and the Loss of Soft
Information, Journal of Financial Economics (2018), doi: 10.1016/j.jfineco.2018.05.003

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


https://doi.org/10.1016/j.jfineco.2018.05.003
https://doi.org/10.1016/j.jfineco.2018.05.003

Loan Prospecting and the Loss of Soft Information

Sumit Agarwal
National University of Singapore, ushakri@yahoo.com
15 Kent Ridge Dr, Singapore 119245

Itzhak Ben-David
Fisher College of Business, The Ohio State University, and NBER, bendavid@fisher.osuzedu
2100 Neil Ave., Columbus OH 43209

Corresponding Author

November 2017
Abstract

We study a controlled experiment in which a bank’s loan offieers wer¢ incentivized based on originated
loan volume to encourage prospecting for new businesse=While treated loan officers did attract new
applications, both extensive and intensive margins of loan origination expanded (+31% new loans; loan
size +15%). We find that loan officers gave greater weight to hard information in approval decisions.
Despite no change in the observable characteristics 'of approved loans, their default rate increased
(+24%). Finally, the bank’s imputed credit default model lost its predictive power. Overall, loan
prospecting incentives led to unfavorable softinfermation being overlooked in the origination process.
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