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Abstract

Based on administrative data from Statistics Norway, we find economically significant

shifts in households’ financial portfolios around individual structural breaks in labor-income

volatility. According to our estimates, when income risk doubles, households reduce their risky

share of financial assets by 5 percentage points, thus tempering their overall risk exposure.

We show that our estimated risky share response is consistent with a standard portfolio

choice model augmented with idiosyncratic, time-varying income volatility.
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Mark Bils, Marcus Hagedorn, Grey Gordon, Per Krusell, Ben Moll, Luigi Pistaferri, Kjetil Storesletten,

Morten Ravn, Alex Wolman and other participants at U of Oslo, Econometric Society China Meeting 2018

in Shanghai, SED 2018, the 12th Nordic Summer Symposium in Macroeconomics, EEA/ESEM 2018 in

Cologne, AEA 2019, Rochester, Yonsei, Seoul National U, Pittsburgh, Richmond Fed, SHUFE, Tsinghua

PBC and ITAM. Yicheng Wang acknowledges financial support from the European Research Council

((FP7/2007-2013)/ERC grant n.324085, Principal investigator: Kjetil Storesletten at the University of Oslo).


