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What is Intergenerational Equity?

The Trustees of endowed institutions are the guardians of the future against the 
claims of the present. Their task is to preserve equity among generations.

- James Tobin, Economist and Nobel Laureate

The Trustees of endowed institutions are the guardians of the future against the 
claims of the present. Their task is to preserve equity among generations.

- James Tobin, Economist and Nobel Laureate

Intergenerational Equity Illustration
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Land Trust Missions

Key Objectives

1. Provide income to support the needs of current beneficiaries

2. Preserve the value of the corpus to support the needs of 
future beneficiaries

3. Provide sound stewardship and preserve the health of land 
assets for use of future generations

Core Economic Objective: 
Intergenerational Equity
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Ideal Inputs to Gauge Intergenerational Equity

Asset Valuations

Total Return Expectations

Yield Expectations

Inflation Expectations

Governance

Investment Flexibility

Valuations for all assets (land, minerals, natural resources, real estate, and 
financial investments) are regularly updated and reasonably reflective of 
current market values.

Long term total return expectations are regularly updated and properly 
customized to represent the unique assets held by the trust.

Long term yield expectations for all assets are regularly updated and properly 
customized to represent the unique assets held by the trust.

Long term inflation expectations are properly reflective of the unique 
sensitivities of Trust beneficiaries.

Governance across all trust assets is well coordinated or centralized to 
ensure a holistic evaluation of investment strategy and decisions.

Trust maintains sufficient flexibility to make adjustments to investments to 
optimize intergenerational equity and maximize risk-adjusted returns.
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Current 
Valuation 
($M)

Allocation 
(%)

Expected 
Long Term 

Yield

Expected Long 
Term Return

Benefit Source
Annual 
Estimate

Land $500  20% 0.5% 4.0% Current Beneficiaries Income 2.4%
Minerals/Natural Resources $750  30% 2.0% 8.0% Future Beneficiaries Capital Appreciation 4.0%
Commercial Real Estate $250  10% 5.0% 8.0% TOTAL Return 6.4%
Financial Assets $1,000  40% 3.0% 6.0%

Expected Inflation 2.0%
Total $2,500  100% 2.4% 6.4%

Yield Required for 
Intergenerational Equity

4.0%

Allocation of Total Return to 
Current Beneficiaries

30%

Allocation of Total Return to 
Future Beneficiaries

70%

Current Intergenerational Equity Balance

Hypothetical Framework

6.4% 6.4%

Ideal Allocation of 
Return for Inter-

Generational Equity

Actual Allocation 
of Return

Capital Appreciation

2.0% 4.0%

2.4%4.4%

Current allocation of total return is strongly biased toward 
future beneficiaries as capital appreciation exceeds the 
expected rate of inflation by 240 bps.

Income

Analysis of Intergenerational Equity

Key Assumptions and Valuation Data
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Real World Challenges for Land Trusts

Concentration of assets in illiquid land and natural resource investments creates several unique 
challenges for land trusts:

1. High Level of Valuation Uncertainty

2. Returns from Illiquid Assets are Structurally More Beneficial to Future Generations

3. Financial Investment Constraints Limit Strategy Adjustments

4. Decentralization of Asset Class Management May Impede Decision-Making
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Challenge 1: Valuation Uncertainty

Asset Type
Percent Reporting No 
Formal Valuation 

Method

Average Age of Most 
Recent Valuation for 
Those Conducting 

Valuations

Land 28% 1.25 years

Commercial Real Estate 43% 1 year

Natural Resources 28% 2 years

Financial Assets 100% Current

Sources of Valuation Uncertainty
1. Future prices for natural resources
2. Value of undiscovered natural resources
3. Future market value and/or income from raw land assets
4. Future returns for various liquid asset classes (e.g., equity, fixed income) 
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Challenge 2: Structural Bias Toward Future Beneficiaries

Stated
Objective

Self Assessment 
of Strategy

Actual Expected 
Distribution of 

Benefits1

Current Beneficiaries 51% 54% 38%

Future Beneficiaries 49% 46% 62%
1 The average total return expectation among respondents was 6.38% and the average expected long-term yield was 3.63%. Assuming 
a 30-year inflation rate of 1.61% (consistent with current breakeven rates), intergenerational equity would be achieved with a payout 
rate of 4.71%. Given that the payout rate is only 76% of the required rate, we have estimated that current beneficiaries are only 
receiving 38% of the benefit from the total return. 
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Challenge 3: Investment Constraints

1. Financial assets restricted to only fixed income

2. Restrictions on investments in foreign assets

3. Restrictions on the use of higher yielding, non-government securities

4. Restrictions on the use of alternative asset classes (e.g., MLPs)

5. Restrictions on the use of private assets
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Challenge 4: Governance Decentralization

1. Separate governance structures for different trust assets

2. Incomplete control over asset allocation 
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Discussion

IV

Decentralization of Trust 
Governance

 Lack of recent comparable 
transactions

 Uncertainty of future 
commodity and natural 
resource prices

 Uncertainty of expected 
financial asset class returns

 Low income yield on land 
assets

 Low income yield on equity‐
oriented and private 
investments 

 Low income yield on fixed 
income securities

 Separate oversight over asset 
pools (e.g., Land vs. Financial 
Assets)

 Constitutional constraints 
on investment options

 Institutional constraints on 
investment flexibility

II

Structural Bias of Illiquid Assets 
toward Future Beneficiaries

III

Financial Investment 
Constraints

I

Asset Valuation Uncertainty

 Income‐Enhanced Investment 
Portfolios

 Land Exchanges
 Total Return Distribution 

Method

 Colorado Investment 
Management Legislation

 Colorado Comprehensive 
Asset Valuation Study

Potential Tactics

 Comprehensive Investment 
Committees

Discussion Framework
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Distribution Methodologies

1. Income Only
Annual distributions are restricted to only 
income portions of return (interest, rent, & 
dividends).

2. Moving Average
Annual spending is based on a set rate that is 
applied to an average market value over 
various time periods (typically 3-year quarterly 
average).

3. Hybrid (Yale Rule)
Spending is based on 80% of the prior year’s 
spending adjusted for inflation and 20% passed 
on fixed spending rate multiplied by the market 
value of the endowment.

Benefits Drawbacks

 Easy to calculate

 Can help force conservative-
ness with investments (if this is 
needed)

 Less flexibility with asset 
allocation

 Potential shortfalls in stressed 
markets

 Greater flexibility of asset 
allocation

 Greater stability of annual 
spending distributions

 Implementation challenges 
with illiquid portfolios

 Risk of overspending in low 
return environments 

 Greater stability in annual 
spending

 Risk of overspending in 
sustained bear market

 Greater complexity

	
∑
12

80% 20% 	 	
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Appendix A: Colorado Asset Valuation Report
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