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REAT;?BMCW) This week's FFI Practitioner comes from Jim Grubman, FFI Fellow and family

SHEE wealth consultant. In his article, Jimm considers the origins of the “three-
J\ generation rule,” the ways this axiom has been repeated and used by wealth

consultants, and the research that has followed in its wake.
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I recently had an illuminating conversation with a family patriarch as we discussed
his grandchildren, ranging from late teens to late twenties.

Sitting next to me during a break in a family meeting, this normally cheerful, thoughtful elder commented about how
much he worries that “none of them seems to have that ‘fire in the belly” that he felt was crucial for keeping the
family wealth going. Although | have often heard this concern or its kissing cousin—"How do my grandkids ‘stay
hungry’ so they don’t take things for granted?”—1 knew from working with his family that his offspring were actually
kind, thoughtful, motivated people devoted to strengthening the legacy he had worked so hard to create. We were
making good progress on governance and family communication, and none of the G2s or G3s were over spenders. All
this good work was wrestling with something even stronger in his head. | asked him, “What makes you worry about
that?”

He turned to me with some surprise. “Well, you know. Over 70% of wealth transfers fail by the second generation. It’s
a known fact. Even if we make it to G3 and all our wonderful plans, the odds are still against us. Right?”

What We Have Been Told and What We Repeat about Wealth Across
Generations

In the last few decades, the family enterprise field has made tremendous progress in our understanding of family
enterprises and the wealth they can create. Yet, there are lingering areas where we need more rigor and solid
research to inform our work with clients. One crucial area is in our understanding of family wealth longevity.

“FAMILY WEALTH AND FAMILY BUSINESS ARE NOT SYNONYMOUS,

NOR IS IT GUARANTEED THAT THE PROCESSES IMPACTING ONE
ARE IDENTICALTO THE OTHER”

Several recent professional articles have increasingly called into question the ubiquitous “shirtsleeves to shirtsleeves
in three generations” proverb, as well as the study by John Ward and associates (1987) providing statistics on family
business longevity.” Except for its still-frequent repetition in popular and professional writings, the 30%-13%-3%
decline in longevity of family businesses has largely been dispelled using more thorough research. Stimulated by a
thoughtful, articulate call within FFI for replication using better research design,’ a carefully crafted study by Thomas
Zellweger and associates in 2011 produced much more positive and valid results to help us further develop our
analysis and conceptualization of longevity.*

What lives on is what preoccupied Grandpa: the oft-repeated statistic that 70% of wealth transitions typically fail by
the second generation.” A methodical tracing of citations—verified by reviewing the original sources to see what was
actually said—unearthed a surprising finding. The supposedly universal 70% rule derives primarily from the Ward
(1987) study: a 70% failure rate of family businesses is simply the inverse of a continuity rate of 30%. There is no
other substantiated evidence, only anecdotal comments by early family business consultants.
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Success or Failure? Rethinking the Three-
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An interview with Josh Baron and Rob Lachenauer
FFl Practitioner
Listen to this podcast conversation with family enterprise
advisors, Josh Baron and Rob Lachenauer, who are co-authors of
the article “Do Most Family Businesses Really Fail by the Third
Generation?"” published in Harvard Business Review. In their

Success or Failure? Rethinking the conversation with h(')st Jordan R'ICh, Josh and Rob pl’OVI‘de.

Three-Generation Rule commentary on their recent article that explores the original
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context of the “three-generation rule” and explains why this once

LISTEN HERE

How Do We Answer the Question about Wealth Longevity?

Without our longstanding “statistics” to fall back on, we and our clients are still left with the very legitimate
underlying question: what does happen to wealth across generations? Here are some thoughts outlining
recommendations for stronger, more useful studies about family wealth longevity:

1. The research objective must be clearly defined as investigating what happens across generations to the family
wealth, not to the family business. Conflating the two muddies the picture. Although the family business is often
the driver of significant wealth creation, many families build wealth as high-earning professionals or through
skillful investment or financial windfalls. Wealth may also continue long after a liquidity event removes the
original operating company from family control, altering the paths of future generations. Family wealth and
family business are not synonymous, nor is it guaranteed that the processes impacting one are identical to the
other. We need clarity in studying what happens to family wealth, perhaps with and without family business as
an independent variable.

2. Valid longevity studies must necessarily be longitudinal, following cohorts over a long period of time, rather
than using single assessments or retrospective analyses prone to hindsight bias and error. Although
understandably difficult to implement, longitudinal research is nevertheless a mainstay of many professional
fields that need to answer long-term questions. Family wealth advising needs to secure the funding and robust
planning required for potentially decades-long research. Only then will we get the accurate data we need in our
work with families who are multigenerational themselves.

3. Our field’s traditional reliance on simplistic measures of “success” or “failure” may not reflect the diverse range
of outcomes for families of wealth across time. Squeezing the complexity of multigenerational wealth into only
two outcomes inevitably compromises research design and assessment. It may be more useful to study the
long-term patterns of wealth transition in families. We could then determine the major factors, chronologies,
and inflection points that could potentially serve as course corrections for families to stay on track.



“OUR FIELD’S TRADITIONAL RELIANCE ON SIMPLISTIC MEASURES
OF 'SUCCESS’ OR ‘FAILURE’ MAY NOT REFLECT THE DIVERSE
RANGE OF OUTCOMES FOR FAMILIES OF WEALTH ACROSS TIME.

SQUEEZING THE COMPLEXITY OF MULTIGENERATIONAL WEALTH
INTO ONLY TWO OUTCOMES INEVITABLY COMPROMISES
RESEARCH DESIGN AND ASSESSMENT?

4. The early days of research in our field were noble in their intent but were frequently lacking in sophisticated
research design. Going forward, research protocols will need to employ well-validated measures, appropriate
statistical analyses, and careful avoidance of artifacts or biases that impact the findings. This will be particularly
important for longitudinal studies that risk embedding errors into a lengthy project.

5. More attention should be given to the sample cohorts being studied. “The wealthy” are not a homogeneous
population. What happens over time to a family with US $10 million in investment assets may be very different
than a family with US $200 million largely in real estate. Respondents may need to be drawn from wealth
segments ranging from the mass affluent (US $1 million to US $5 million), high-net-worth (US $5 million to US
$30 million) and ultra-high-net-worth (US $30 million to $500 million+) ranges. There may very well be
different patterns of wealth longevity at different levels of wealth.

Research cohorts should also be representative of the demographics of the current wealth population. Many early
studies relied on a wealth-creating demographic born more than a hundred years ago, around the turn of the 20th
century. Not only did those generations have specific views on family communication and collaboration, but family
wealth advising didn’t yet exist as a field to help guide their transitions. Studying today’s global world of wealth
requires a wide range of family types and constellations, including blended and nontraditional families with
leadership by each gender and with appropriate cross-cultural sampling.

Building the Research Base of Tomorrow

As | explained to the wonderful patriarch that what he had long been told was not as certain as it seemed, he visibly
relaxed. He now had room in his heart for the possibilities we were building. His experience reinforced that, as a
professional field, we have a responsibility to ensure that what we say can be trusted when important decisions are
on the line. We must commit to responsible, well-grounded information and empirically derived research to address
the deep questions families have about their very future. In doing so, we will strengthen our understanding of wealth
longevity for the complex, diverse families of today and tomorrow.
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Related Article

Either something around the concept of “wealth longevity” or passing wealth over generations (probably
more of a conceptual art design would work); or something around improved research methods.
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