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What does this paper do?

Ask the question: Do LLMs exhibit disparities in loan origination decisions

LLMs are not optimization-based systems; they generate the
statistically most probable continuation ( “closest token”).
“Predicting the next word is not the same as predicting default”
Metaphor: It is like asking a chess player to perform heart surgery
because they have “learned complex rules.” The domain, objective,
and feedback are entirely different.
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What does this paper do?

Why should we care? Institutions and individuals are using it, so we
need a way to evaluate and improve their performance

NOT TRAINED AS
A LOAN OFFICER

The paper conducts a clean audit study to assess the outcomes produced
by these models when deployed in a quasi-underwriting task.
It creates a practical framework for managing LLM performance
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Main Empirical Findings

The paper shows:

Measuring

Using random simulated data on credit score and race

LLMs produce higher denial rates and higher interest rates for
Black borrowers (not gender or other race differences)

Magnitudes are large — equivalent to a 30-50 point FICO reduction.
Disparities widen at lower credit tiers and appear across models.
Implicit race signals (names, ZIP codes) also induce disparities.

Mitigating
A simple mitigation prompt (“use no bias") sharply reduces disparities.
Validation

LLM outputs correlate with lender pricing and delinquency.

Important, timely, and policy-relevant contribution.
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Timely and moving: Evolution Across Model Generations

LLM behavior is a moving target

© vou

Does ChatGPT discriminate in evaluating loan applications?

@ chataPT
As an Al languag by OpenAl, | to be unbiased and

impartial in my interactions. | do not discriminate based on any personal
characteristics such as race, gender, ethnicity, religion, sexual orientation, or any

other protected characteristic.

When evaluating loan applications or providing guidance related to financial
matters, | rely on objective criteria and general principles of finance. My responses

are based on d do not take int t any personal

characteristics of individuals.

It'simportant to note that while | strive to provide helpful and accurate information, |

am just a tool, related tol licat ultimately made by

human lenders or financial institutions. These decisions should be made in
accordance with applicable laws and regulations, which prohibit discrimination in
lending based on certain protected characteristics. Discrimination in lending is

illegal and unethical.

Figure I: ChatGPT Discusses Discrimination in Lending
This figure presents a conversation between the authors and ChatGPT on its [airness as an
s ker in | loan ications in March 2024.
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