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Abstracts of the Job Market Papers:

Labor Income Risk and Asset Returns

This paper shows, from the consumer's budget constraint, that expected future labor
income growth rates and the residuals of the cointegration relation among log
consumption, log asset wealth and log current labor income (summarized by the variable
cay of Lettau and Ludvigson (2001)), should help predict U.S. quarterly stock market
returns and explain the cross-section of average returns. I find that @) fluctuations in
expected future labor income are a strong predictor of both real stock returns and excess
returns over a Treasury bill rate, b)) when this variable is used as conditioning information
for the Consumption Capital Asset Pricing Model (CCAPM), the resulting linear factor
model explains a large fraction of the variation in observed average returns across the
Fama and French (25) portfolios and prices correctly the small growth portfolio. The
paper also finds that about one third of the variance of returns is predictable, over a
horizon of one year, using expected future labor income growth rates and cay jointly as
forecasting variables.

Human Capital and International Portfolio Choice

This paper shows that in a non-representative agent model in which households face short
selling constraints and labor income risk, in the form of both uninsurable shocks and a
common aggregate component, small differences in the correlation between aggregate
labor income shocks and domestic and foreign stock market returns lead to a very large
home bias in asset holdings. Calibrating this buffer-stock saving model to match both
microeconomic and macroeconomic U.S. labor income data, I demonstrate that,
consistent with the empirical literature, a) investors that enter the stock market will
initially specialize in domestic assets, b) individual portfolios become more
internationally diversified, adding foreign stocks one at a time, as the level of asset wealth
increases, and ¢) most importantly, the implied aggregate portfolio of U.S. investors
shows a large degree of home bias consistent with observed levels.



