How Wealthy Families Actually Lose Money
Across Generations

A Client Report for InVestra

Executive Summary

While many families accumulate substantial wealth within a single generation, preserving that
wealth across multiple generations proves significantly more difficult. Studies consistently show
that a large percentage of affluent families lose most of their wealth by the second or third
generation.

This report outlines the primary causes of multigenerational wealth erosion and provides

strategic recommendations to help InVestra clients sustain and grow their legacy capital over
time.

The Reality of Generational Wealth Decline

A commonly cited pattern:
¢ 1st Generation: Creates wealth
« 2nd Generation: Maintains wealth

¢ 3rd Generation: Diminishes or loses wealth

This phenomenon is not primarily driven by poor investment returns, but by behavioral,
structural, and governance failures.

Key Drivers of Wealth Erosion

1. Lack of Financial Education

Subsequent generations often inherit wealth without the knowledge required to manage it
effectively.

Common issues:



e Poor investment decisions
e Over-reliance on advisors without understanding strategy
o Inability to assess risk

Impact: Capital misallocation and avoidable losses.

2. Absence of Governance Structures
Families without clear decision-making frameworks face internal conflict and inefficiency.
Examples:

e No defined roles or responsibilities

o Disputes over asset allocation or distributions

e Lack of succession planning

Impact: Fragmentation of assets and inconsistent strategy execution.

3. Lifestyle Inflation
As wealth passes down, spending often increases faster than asset growth.
Patterns include:

o Expanding real estate portfolios without income support

e High recurring lifestyle costs

e Social pressure to maintain or elevate status

Impact: Gradual depletion of capital, even with moderate investment returns.

4. Dilution of Wealth Across Heirs
With each generation, wealth is divided among more beneficiaries.
Example:

e $100M split among 2 heirs — $50M each
e Next generation (4 heirs) — $12.5M each

Impact: Reduced financial resilience and increased vulnerability to poor decisions.



5. Overconfidence and Risk Mismanagement
Later generations may take excessive risks or, conversely, become overly conservative.
Two extremes:

e Speculative investments without discipline
e Excessive cash holdings due to fear of loss

Impact: Either capital destruction or failure to grow wealth in real terms.

6. Tax Inefficiency
Without proactive planning, taxation significantly erodes generational wealth.
Key exposures:

o Estate taxes

o Capital gains taxes

o Inefficient trust structures

Impact: Preventable loss of capital during wealth transfer events.

7. Breakdown of Family Values and Vision
Wealth is often created with a strong sense of purpose, which diminishes over time.
Consequences:

e Lack of shared financial philosophy

e Misalignment on spending vs. investing

e Reduced long-term thinking

Impact: Short-term decision-making replaces strategic stewardship.

The InVestra Perspective: Preserving Generational Wealth



At InVestra, we view wealth preservation as a multidimensional challenge, not purely an
investment problem.

1. Education as a Core Strategy
o Structured financial literacy programs for next generations

o Early exposure to capital allocation principles
e Mentorship alongside advisory services

2. Family Governance Frameworks
o Establish family councils and investment committees

e Define decision rights and accountability structures
o Formalize succession planning

3. Institutional-Grade Investment Discipline
o Diversified, risk-managed portfolios

e Long-term allocation strategies
e Clear investment policies to avoid emotional decisions

4. Tax-Aware Structuring
e Optimized trust and estate planning

o Intergenerational transfer strategies
e Ongoing tax efficiency reviews

5. Controlled Distribution Policies
e Sustainable withdrawal frameworks

e Alignment between spending and portfolio performance
e Quardrails against lifestyle-driven capital erosion

6. Legacy and Values Alignment



e Define a shared family mission
o Integrate philanthropy and impact investing where appropriate
o Reinforce stewardship mindset across generations

Conclusion

Wealth rarely disappears due to a single catastrophic event. Instead, it erodes gradually through a
combination of:

e Behavioral missteps
e Structural weaknesses

e Lack of long-term alignment

Families that succeed across generations treat wealth as a system to be managed, not simply an
asset to be inherited.

How InVestra Supports Clients

InVestra partners with families to:
o Build resilient financial structures
e Educate future decision-makers

e Align wealth with long-term purpose

Outcome: Not just preserving capital—but sustaining a legacy.
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