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In the proposed project, we seek to understand the empirical link between the riskiness of individuals’ 

human capital and that of their portfolio of tradable assets. Despite a clear theoretical relation between these 

two types of risk that individuals face (e.g., Viceira, 2001), there is a lack of empirical work testing their 

interaction. This may be due to the challenge that “human capital” (and its risk in particular) is not easily 

observable. To circumvent this challenge, we use local labor market integration as a source of exogenous 

variation in human capital risk. When a local labor market is integrated with other labor markets, individuals 

with given human capital (or skill sets) would experience reduction in their perceived human capital risk 

because the potential employers requiring similar skill sets would work as a partial insurance against 

unemployment. To capture such variation, we exploit plausibly exogenous variation in travel time to work 

(i.e., commuting time), which essentially expands or reduces the size of the relevant local labor market 

(Moretti, 2013), due to construction (or destruction) of transportation infrastructures. Using this empirical 

setting, we seek to test the following key prediction: Expanding local labor market reduces human capital risk 

related to individuals’ jobs (e.g., being unemployed or moving to a job that pays lower wages), which in turn 

would allow them to take more risk in non-human (i.e., tradable) assets, such as savings and investment 

portfolios. 

We will employ a unique identification strategy combined with a dataset of individual portfolio 

choices. First, we measure changes in commuting time between two “cities” in the U.S. (in practice, cities, 

towns, or counties) using time-series variation in ground transportation infrastructures. In particular, the 

variation may come from construction or closure of roads (e.g., inter-state highways/beltways, state/county 

highways), bridges, and tunnels. Electronic versions of historical maps with a built-in GPS engine allow us to 

measure the time-series variation of travel times, reflecting changes in infrastructure.1  The identification 

challenge is that any latent variables (such as local economic conditions) may drive both infrastructure 

changes and individual’s risk taking behavior. We, therefore, define the “treated” cities as those experiencing a 

substantial reduction (or perhaps increase) in travel time to other cities in the area, due to infrastructure 

changes that are unrelated to the treated cities (e.g., future economic prospects of the cities). For example, if 

there is a new highway construction that connects two “major” cities, we define our treated cities as those on 

the new road (excluding the major cities by which the construction was originally motivated) and controlled 

cities as those also geographically located between the two now-better-connected major cities but are not 

affected by the construction (in terms of travel time). 

Second, we derive a proprietary dataset of individuals’ financial asset allocations from their 401(k) 

portfolios. Specifically, we are in the process of negotiating with one of the largest 401(k) assets sponsors in 

                                                            
1 We construct the panel data on U.S. maps from Microsoft’s Map Point® from 2000 to 2013 which are available in 
approximately every other year. 
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the U.S. regarding our access to the data. Upon successful negotiation, the data provide us rich individual-

level information such as identifier(s), monthly or quarterly account balance, composition of investment asset, 

gender, overall reported wealth, education, and the location of home and employment. By using information 

on the treated and control cities from the first step, we will be able to construct the panel data on individuals’ 

retirement assets choices in conjunction with the dynamics of their human capital risk. 

The results of this project will have at least three implications for the literature in labor and financial 

economics, as well as for policy discussions. First, the results will highlight a key benefit of local 

“agglomeration” in terms of improved capacity for individuals’ risk-taking. While there is existing evidence 

that large local labor markets (and local economies in general) could lead to increases in productivity 

(Greenstone, Hornbeck, and Moretti, 2010), wages (Glaeser and Maré, 2001) and innovative output (Moretti, 

2011), there is little evidence for increased risk taking by individuals in those markets.2 Second, the results will 

add to the asset pricing literature on portfolio choices and return predictability by providing micro evidence 

that investors consider human capital risk in their aggregated wealth (Lettau and Ludvigson, 2001) and in 

particular, labor income dynamics for their portfolio holdings (Ameriks and Zeldes, 2004; Benzoni, Collin-

Dufresne, and Goldstein, 2007). Third, the results will shed light on the role of transportation infrastructure 

for workers’ commuting patterns, which in turn affect their asset allocations.3 
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Appendix - Itemized budget ($12,800 in total) 

 

 Electronic map software (2000, 2002, 2004, 2006, 2008, 2010, and 2013 editions): $2,800 (i.e., $400 

per edition on average) 

 Research assistants: 

o Student(s): $2,000 (for basic data work) 

o Professional software developer: $5,000 (for building up customized map applications) 

 In-person meeting(s) with the 401(k) provider (who is based in the Philadelphia area): $3,000 (i.e., 

$1,500 for each author) 
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