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Adjusting standard errors for correlations induced by economic distance would often be
desirable, but economic distance between observations is typically not observed. We over-
come this difficulty by exploiting information in auxiliary variables, which we assume to be
persistent in the same latent “economic distance” geometry that governs the correlation
in the target variable. We use the variogram of the auxiliary variables to define a family
of potential covariance matrices for the target variable, and construct a projection-type
HAR t-test. Our main theoretical result shows that this test controls asymptotic size for
general stationary weak dependence in the target variable. In an application to zip-code-
level U.S. socioeconomic data, the new standard errors are substantially larger than those
produced by existing methods, including methods based on geographic locations.
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