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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.! 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

'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.



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.? 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.?
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Appendix - Itemized budget ($12,800 in total)

e Electronic map software (2000, 2002, 2004, 2006, 2008, 2010, and 2013 editions): $2,800 (i.e., $400
per edition on average)
e Research assistants:
0 Student(s): $2,000 (for basic data work)
O Professional software developer: $5,000 (for building up customized map applications)
e 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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Finalist, Olin Business School Best Finance Ph.D. Dissertation Award 2013

Winner, KAFA Best Doctoral Dissertation Award 2013

Abstract: This paper studies whether credit rating agencies applied consistent rating standards to U.S.
corporate bonds over the expansion and recession periods between 2002 and 2011. Based on esti-
mates of issuing firms’ credit quality from a structural model, I find that rating standards are in fact
procyclical: ratings are stricter during an economic downturn than an expansion. As a result, firms
receive overly pessimistic ratings in a recession, relative to during an expansion. I further show that
a procyclical rating policy amplifies the variation in corporate credit spreads, accounting for, on aver-
age, 11 percent of the increase in spreads during a recession. In the cross section, firms with a higher
rollover rate of debt, fewer alternative channels to convey their credit quality to the market, and firms
that are more sensitive business to economic cycles are more affected by the procyclical rating policy.

Grant: W. Edward Deming Doctoral Fellowship

Presentation: Financial Friction Colloquium at Columbia University (Department of Economics), Finance
Lunch Seminar at Columbia GSB, Olin Business School Corporate Finance Conference (Ph.D. poster session),
Georgetown University, University of Rochester, University of Washington, Boston University, University of Hong
Kong, Nanyang Technological University, Federal Reserve Board, SKK GSB, Midwest Finance Association 2014,
Deming Center Seminar at Columbia University 2014, SES Finance Cavalcade 2014, Western Finance Associa-
tion 2014

“Repo Runs and the Bankruptcy Code",
with Suresh Sundaresan

Abstract: When the bankruptcy code protects the creditors? rights with no impairments to secured
creditors, issuance of debt with exemption from automatic stay adds no value. When the Code ad-
mits violations of absolute priority rules or results in collateral impairments to secured creditors, the
liability structure includes short-term debt, with safe harbor protection when the pledged collateral
satisfies a minimum liquidity threshold. Safe harbor rights lead firms to issue more short-term debt,
less long-term debt, and increases the long-term spreads. Using the 1984 reform of the Code, we offer
empirical evidence consistent with the predictions of the model.

Presentation: Boston University, University of Washington, Harvard Law School, American University, SFS Fi-
nance Cavalcade 2015, Western Finance Association 2015, European Finance Association 2015

“The Role of Margin and Spread in Secured Lending: Evidence from the Bilateral Repo Market",
with Mattia Landoni
Winner, McGraw-Hill Distinguished Paper Award

Abstract: We study bilateral repurchase agreements in a novel database with one borrower and many
lenders. Margins and spreads increase together with lender risk as collateral quality declines. We ob-
serve different margins and spreads for contemporaneous contracts on identical collateral, with one
point of spread substituting for nine points of margin. Lender characteristics drive substitution: we
observe lower margins and higher spreads with (i) less creditworthy lenders, and (ii) lenders with more
funding from money market funds. As borrower default risk increases, margins (but not spreads) rise
faster when the collateral is more opaque, suggesting a special role for margin.

Presentation: Federal Reserve Board, University of Colorado Boulder, Lone Star Finance Conference, University
of Washington Applied Econometrics Conference 2015, Singapore Management University, Hong Kong Univer-
sity, Peking University, ECB Money market workshop 2015
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