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investors get older, their Human Capital will 

reduce and their Financial Capital will increase. 

They will therefore gradually scale back the 

amount invested in growth assets.

At the same time, the ‘risky’ Human Capital of 

the mining contractor is much more exposed to 

global economic volatility, a sharp downturn in 

global growth having the potentially negative 

knock-on effects of mine closures or cutbacks to 

staff employment. In this example, the mining 

contractor’s Human Capital is more equity-like and 

‘risky’. Therefore, with the capacity to take risk 

being reduced signi�cantly, the same desired total 

portfolio allocation leads to more conservative 

allocations of Financial Capital (Table 4).

Taking these variations in Human Capital into 

account produces more appropriate asset 

allocations re�ecting not only the risk preference 

but importantly the effective risk capacity of 

our two average Australian individuals. Ignoring 

the Human Capital-de�ned risk capacity may 

lead to investing in portfolios that are either too 

conservative (in our example both the ‘safe’ and 

‘risky’ Human Capital at the age of 25 or 45) or 

too aggressive (in our example the ‘risky’ Human 

Capital at age 65). 

Conclusion 

The concept of Human Capital is very important 

for building more appropriate investment 

portfolios. The asset allocation of Financial 

Capital should be managed in conjunction with 

Human Capital, taking explicitly into account not 

just risk tolerance or age, but also occupation 

and other factors affecting an individual’s 

earning ability. We consider the individual 

balance sheet approach as a genuine total 

portfolio perspective, including shares and bonds 

as well as that other important and highly-

valuable asset, Human Capital. 

The Ibbotson individual balance sheet approach 

is designed to assist advisers and investors 

balance these complex factors when determining 

the most appropriate asset allocation for an 

individual’s needs. 
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An individual with more job security, such as a 

teacher, has more sustainable Human Capital.

An individual with variable compensation or who 

works in a quickly changing industry, such as a 

mining contractor, could face a rapid decrease of 

Human Capital.
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