
FAMILY GOVERNANCE 
Whether you are an entrepreneur or an established 
wealthy family, firm foundations are essential  
in managing a fortune, so as to provide the basis  
for a successful wealth transition strategy over 
the longer term.
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FAMILIES & MULTI- 
 GENERATIONAL WEALTH

INVESTMENT GOVERNANCE 
Understanding your requirements is the very first 
step in providing you with advice on investments 
in all market environments. Then, the practical 
arrangements for implementing your strategy  
are critical to its success.

OPERATIONAL GOVERNANCE 
Administering your investment portfolios will 
help to control and minimise your costs. It will also 
provide assurance that your assets are in safe hands. 
Complexity is simplified as you have a transparent 
and coherent view of your overall assets. 
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Pictet has a long-standing tradition in working with wealthy families  
for the prosperity of future generations. We are proud to support the 
Financial Times with the launch of this supplement for FT Wealth which 
shares some of our expertise.

No two families are the same, and nor are the family offices which 
manage their wealth. What does prevail, however, is that the successful 
management of wealth needs to draw on a diverse range of services.  
In an increasingly complex world, the protection, control and growth  
of a fortune has multiple angles that need to be addressed.

We hope that you find this supplement interesting and helpful.

Rémy Best 
Managing Partner
Pictet Group

10 Ricardo Salinas
Philanthropy

12 Alexandre Semboglou
Wealth Structuring

14 Grégoire Imfeld
Financial Governance

6 John Davis
Family Governance

22 Pierre-Alain Wavre 
Entrepreneurial Investments

19 Christophe Donay  
and Philippe Dubey 
CIO Model

16 Patrick Thullen 
Investment Governance

24 Nicolas Campiche 
Alternative Investments

30 Marc Briol 
Operational Governance

32 Nishita Shah Federbush 
Next Generation

34 Nicolas Pictet 
Conclusion

28 Etienne Eichenberger  
and Maurice Machenbaum 
Impact Investing

families & multi-generational wealth   |  autumn 2015



Advertising Feature

 

 ABOUT 
PICTET

MANAGEMENT OWNED 
Pictet is a partnership of seven owner- 
managers responsible for the entire business 
of the Group. Our principles of succession and 
transmission of ownership have remained 
unchanged since foundation in 1805. 

THREE BUSINESSES, ONE FOCUS
As an investment-led service company  
we offer only wealth management, asset 
management and related asset services.  
We do not engage in investment banking, 
nor do we extend commercial loans.  
The partnership ethos of Pictet ensures  
that we remain committed to preserving  
the integrity of the Group. 

Founded in Geneva in 1805, Pictet is today one of Europe’s  
leading independent wealth and asset managers, with more  
than €400 billion at the end of June 2015. The Pictet Group  
is owned and managed by seven partners with principles of 
ownership and succession that have remained unchanged  
since its foundation.

These principles encourage a spirit of collegial management 
and entrepreneurship, a long-term vision and commitment  
by the partners as well as a prudent risk-management policy. 

The Pictet Group, headquartered in Geneva, employs more 
than 3,400 people. It is also present in Amsterdam, Barcelona, 
Basel, Brussels, Dubai, Frankfurt, Hong Kong, Lausanne, 
London, Luxembourg, Madrid, Milan, Montreal, Munich, 
Nassau, Osaka, Paris, Rome, Singapore, Taipei, Tel Aviv,  
Tokyo, Turin, Verona and Zürich.

INDEPENDENCE 
We are able to set our own business strategy 
without pressure from external shareholders 
or creditors. Our financial independence goes 
hand-in-hand with independence of mind, 
exacting risk management and freedom from 
the temptations of short-term fashion. 

CONTINUITY 
Over the past 210 years there have been only 
40 partners, each with an average tenure of 
over 21 years. Because the terms of the partners 
overlap, their knowledge, experience and 
values are absorbed and passed on without 
interruption. Successive generations 
therefore act as custodians as much as owners 
of the Pictet Group.
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INTRODUCTION

“THERE’S NOBBUT 
THREE GENERATIONS 

ATWEEN A CLOG  
AND CLOG”

Family offices come in many forms but have several 
characteristics, says Grégoire Imfeld. They are also 

evolving to reflect changes in the lives of their owners 
and the different priorities of the next generation

 
Today there are as many definitions as there are family offices. 
There are also many proverbs that relay the same message: wealth, 
more often than not, does not go beyond three generations. Can a 
family office save the day? Today, they come in three broad types. 
There is the single family office, serving just one family. The 
multiple family office serves several families, pooling their 
resources to benefit from economies of scale. Then there is the 
investment office, growing in trend, which focuses on the 
investment decisions for the family. 

 LANCASHIRE PROVERB
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No family is the same, and since a family office 
is there to serve the family, no family office 
should be the same, although they often have 
a similar life-cycle. They usually start as a sin-
gle family office (SFO) centred on the business 
which is the source of the family’s wealth.  

As the 2nd generation emerges, the family 
office becomes more independent, profes-
sional and increasingly handles the financial 
affairs. By the time the family reaches the 3rd 
generation, the family office’s task is becom-
ing more complex. Branches of the family 
may start to make their own arrangements, 
probably using the services of the main fami-
ly office but adding other service providers 
that they feel closer to them. It is on the way 
to becoming a multiple family office (MFO), 
but for a single family. 

The other type of a multi-family office is 
one that uses the knowledge acquired through 
serving other clients as well as to its connec-
tions with specialists (investments, legal, trusts 
etc.). More mature family offices may decide to 
spin off their financial investments with dedi-
cated independent teams to manage that func-
tion as investment office.

In this special edition we are looking to 
provide guidance through the maze of the 
family office world, from three perspectives:  
family governance, investment governance 
and operational governance. Each offers solu-
tions to the complex challenges families face 
in managing and safeguarding their assets for 
the next generation. 

 
FAMILY GOVERNANCE
Family governance has recently attracted a lot 
of attention. Offering a framework to help 
families understand that transmitting wealth 
to the next generation is not just about finan-
cial capital but also about social capital,  
intellectual capital and emotional capital. 
Nurturing the different forms of capital will 
increase the success of a smooth transition to 
the next generation.

Formalising the family’s values, and objec-
tives in a family strategy – non-legally binding 
– usually provides a solid platform to iron out 
potential conflicts, decrease family disputes 
and increase family harmony. This includes 
the wide variety of issues outlined in Professor 
John Davis’s paper on integrated strategic 
planning for a family. 

The fast-growing number of family offices 
around the world present many interesting 
challenges which are explored in the rest  
of this supplement. Alexandre Semboglou, 

whose firm advises many families on structures 
to protect their wealth, provides his insights 
on how to best tackle the initial steps of creat-
ing a family office. 

A brief section reviews how to best bridge 
family objectives with investments.

 
INVESTMENT GOVERNANCE
Investment governance is often at the heart of 
many family offices. Pictet specialists share 
some views on the suitable structures to man-
age the investments of family offices profes-
sionally. Including strategies for selecting 
portfolios of investments that meet the  
family’s needs and diversify risk.The benefits 
of outsourcing the chief investment officer’s 
role are also explored. In a low interest rate 
era, the recent attraction towards alternative 
investments such as hedge funds, private eq-
uity and real assets is also explained.

Today’s next generation family members 
are increasingly interested in socially respon-
sible investments and impact investing. The 
options in this new investment area are out-
lined by Etienne Eichenberger and Maurice 
Machenbaum, whose firm advises clients on 
philanthropy. More concretely, a description 
is then provided of the wide range of social 
action programmes focused on impact which 
have been set up by one of Mexico’s most suc-
cessful entrepreneurs.

OPERATIONAL GOVERNANCE
Operational governance in turn describes two 
structures that family offices can adopt to  
improve the management of their wealth. 

While many family feuds are publically 
exposed, some families do manage to stand 
the test of time. An example is provided of the 
6th generation member of an Indian trading 
dynasty who has become the public face of its 
Bangkok-based corporate empire.

The bond created through a family spirit, 
which is still much felt today, has helped us 
succeed through the ancestral, political and 
financial turmoil of history. We therefore 
conclude with an account by a Pictet partner 
of the unique family business model that has 
helped Pictet grow and prosper for 210 years.

Indeed, throughout these generations, 
families have entrusted Pictet with the  
management of their wealth. Today, those 
with over €100 million represent more than 
half the total assets in our wealth manage-
ment business. 

We have come a long way from what we 
were at our conception as we have moved  
forward flirting with innovation but always 
in a cautious manner, always staying true to 
our roots. 

Grégoire Imfeld is Head of Family Office  
Services at Pictet
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When Alice asks the Cheshire Cat for directions in Alice in Wonderland, 
he tells her: ‘If you don’t know where you are going, it doesn’t matter 
which road you take.’ But even if you are unsure of your exact destina-
tion, it does matter which road you take.

If you take a road leading in the right direction (knowing that 
many things may change over time) you are more likely to meet 
your goals. The ‘wrong’ road generally leads to misfortune and  
sometimes even demise.

Spending time in a disciplined way on route-finding is important 
for individuals, families and organisations of all kinds. In business, 
we accept this principle. We analyse our industry and our company’s 
place in it. We develop a sense of mission (our purpose) and a vision for 
our company. We define our core values. We set important goals and 
measures of success. And we create a strategy (what actions to take 
over time) for pursuing the company’s mission, achieving important 
goals and realising our vision, acting according to our values. In large 
companies, whole departments of people facilitate this work. 

FAMILY GOVERNANCE

FAMILY  STRATEGIC 
PLANNING
Planning for growth, talent, unity and continuity is as essential 
for families as it is for businesses, says John Davis. The strategic 
plan of a family serves as a roadmap to achieve the family’s goals  
– all guided by the family’s mission, vision and core values

Advertising Feature
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It’s not a big leap to argue that business- 
owning families also benefit from the 
same process. Every family has a responsi-
bility to its own family members to employ 
family assets well, develop the talents of 
family members and build a family life that 
nurtures healthy and productive indivi-
duals. In addition, how business families set 
their course has important consequences for  
everyone who depends on them to act as 
responsible owners and leaders.  

It is highly useful to get alignment 
among the missions and strategies of the 
business, the ownership group and the 
family that form the family business system. 
When these three groups are mutually 
supportive, each group advances toward its 
goals with less friction among the parties.

The strategy of a family generally covers 
more than its connection to a business. Most 
families in business have a broader set of 
interests and stakeholders than just a busi-
ness. The business family should be devel-
oping clear direction and plans for all of its 
activities, captured in the Family Enterprise 
framework in the diagram above.

If a business family desires to stay 
successful over generations, it needs to do 
even more strategic planning. My research 

on multi-generational family wealth clearly 
indicates that such families need strategies 
to grow (and control consumption of ) their 
assets, build useful family talent (including 
wealth creators) and maintain family unity 
(including safeguards to buy out owners 
when needed). Stumbling in just one of these 
areas slows the family down; fall behind in 
two areas for a number of years and it’s gener-
ally ‘game over’ for the family’s wealth.

A family strategic plan – like its business 
analogue – starts with articulating:

•   A statement of the mission or purpose of 
the family – what does the family want to 
accomplish? What value does it want to add 
to the world?

•   A statement of the core values and expected 
behaviours at the heart of the family’s 
culture. For instance, the family might 
stress individual responsibility, integrity, 
humility, honesty and mutual loyalty.

•   A vision statement – what all of the family’s 
key activities and assets will look like at 
some point in the future.

•   Key family goals over the short and medium 
term, including financial and social impact 
goals, unity goals and talent goals.

‘Every family has a 
responsibility to its own 

family members’ 

ALIGNMENT

ALIGNMENT

AL
IG

NM
EN

T

MISSION AND
STRATEGY

MISSION AND
STRATEGY

MISSION AND
STRATEGY

FAMILY BUSINESS

OWNERSHIP

FAMILY
ASSETS

PHILANTHROPY
& SOCIAL 

ENTERPRISE

IMPORTANT
FAMILY

ACTIVITIES

FAMILY
LIFE

FAMILY
TALENT

FAMILY
COMPANY

NON-CORE
BUSINESSES

FINANCIAL
ASSETS

FAMILY
ENTERPRISE

ALIGNMENT

ALIGNMENT

AL
IG

NM
EN

T

MISSION AND
STRATEGY

MISSION AND
STRATEGY

MISSION AND
STRATEGY

FAMILY BUSINESS

OWNERSHIP

THE THREE-CIRCLE MODEL OF THE FAMILY BUSINESS SYSTEM FULL SCOPE OF ACTIVITIES OF A FAMILY ENTERPRISE

Source: John A. Davis, 2013Source: Tagiuri and Davis, 1982

Advertising Feature

family governance   |  investment governance   |  operational governance  7 family governance



The strategic plan then includes a set of 
specific actions, activities and budgets to reach 
the family’s targets:

•  Plan for the Growth of Family Assets:  
What assets will the family own? How 
should they be governed and managed to 
achieve returns that can sustain the family 
and its enterprise? 

•     Plan for Family Activities: What activities 
should the family engage in to achieve its 
goals? How will the family’s organisations (its 
companies, philanthropic activities, family 
office, etc.) be owned, governed and led?

•  Plan for Family and Non-Family Talent: 
How will the family build the types of talent 
it needs to contribute to its important activi-
ties? How can the family shape the work and 
financial habits of family members so the 
family can be productive and contribute to 
its Enterprise?

•  Plan for Family Unity: How does the 
family build unity? How do we build rela-
tionships within and across generations? 
How do we communicate adequately 
about the business, our other activities 
and about the family? What disciplined 
discussions need to happen, among whom 
and how often? Which governance forums 
are needed? How should family members 
work together to achieve family goals and  
act responsibly?

A separate, but complementary, body of work that busi-
ness families benefit from creating is a Family Constitu-
tion. Often, the family’s mission, vision and values are 
included in its Constitution. Otherwise, this is largely 
a compendium of policies and rules that guide family 
behaviour concerning its Enterprise, such as criteria 
for family members to be employed in the business or 
ground rules for how family members treat one another, 
including how they mediate or arbitrate disputes.

To some, the family strategic planning process can 
seem artificial and even out of place – the bureaucratisa-
tion of the family, I once heard it called.

That is understandable. People around the world see 
the family as an ‘organic’ group that develops naturally 
and largely uncontrollably. We have little control over the 
growth of the family and only limited influence over the 
education of children and development of family talent. 
But this makes it even more important to use the levers 
one has to steer and nurture the family.

Appreciating the organisational and planning needs 
of your family doesn’t interfere with its emotional bonds. 
Developing your family strategy is another way of caring 
for one another. 

Dr. John A. Davis is Chair of the Families in Business Program 
at Harvard Business School, and Chairman of the Cambridge  
Institute for Family Enterprise

‘Often, the family’s 
mission, vision and  

values are included in  
its Constitution’ 
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WHY IS FAMILY GOVERNANCE IMPORTANT?
It increases the chances for a smooth transition,  
from one generation to another, by:

• Facilitating family communication, understanding 
and harmony 

• Increasing fairness to respond to everyone’s aspirations
• Including the next generation in drawing  

the future of the family, their future
• Offering a realistic perception of how it will  

be once the older generation is no longer there
• Formalising a legacy, a ‘family value will’  

for future generations
• Creating a family ‘glue’, across family branches 

through generations
 

It also offers guidance for defining objectives for the 
wealth of the family, in terms of:

• The business objectives
• The financial objectives
• All other types of wealth

 
And finally it provides a framework for building the 
relevant organisational family set-up.

WHAT IS A FAMILY STRATEGY? 
The nature of a family strategy is geared towards 
processes, rather than nominative responsibilities. 
We assume that its exhaustiveness and binding terms 
increase with the family’s complexity. The latter usually 
relates to the number of family members.

It is recognised in the industry that the process 
of creating the document is more important than the 
document itself. Consequently, in the longer term, one of 
the key challenges is to keep the document alive.

A family is a core unit evolving in a dynamic 
environment. The family strategy has to reflect this. In the 
process of moving towards long-term objectives, external 
factors (new family members, change of leadership, 
additional objectives, market factors) may necessitate 
some adaptations to ensure continuous relevance. In a 
nutshell it should answer the basic question ‘what we the 
family x stand for and how we do things around here?’

FAMILY GOVERNANCE

IS THERE SUFFICIENT COMMONALITY?
And is there sufficient desire from the family to maintain it 
amongst family members? Family members must have sufficient 
commonality in order to warrant a family strategy.

In a situation where conflicts are prevailing over commonality, 
we strongly suggest resolving the conflict prior to initiating the 
process. The process of creating a family strategy should not be a 
disguised alibi for personal conflicts. There are other better means 
to solve those conflicts.

IS ‘THE FAMILY’ READY TO INITIATE SUCH A PROCESS?
We need to ensure that the family is mature for the process and that 
it has understood and agreed to it. 

Sharing information is a key factor in the success of establishing 
a family strategy. How much information is the family prepared  
to provide?

HOW TO DEFINE ‘THE FAMILY’?
Identifying who is and who is not to be part of the process: 
generations, spouses, degree of parentage and any other person who 
is ‘close to the family’.

Depending on the number of individuals involved and the ties 
amongst them (emotional and financial), it may be possible/necessary 
to split the family into several branches.

HOW TO COMMUNICATE WITH ‘THE FAMILY’?
Defining the style of communication, content, frequency and recip-
ients are paramount to the success of the process. Communication or 
the lack of it is too often the cause for (perceived) disparities and can 
annihilate hard work and viable solutions.

It is also important to determine who will be the main conta ct(s), 
assess the level of interaction required and the confidentiality degree 
in respect of third parties.

AND WHAT THEN…
Once the family strategy is established and formalised, we suggest 
that the next phase is to implement it, organisationally.

This will be done in two ways: firstly to set up a professional 
governance structure which must implement and respect the new 
strategic framework (family organisation). Secondly, to provide an 
institutional investment framework, in terms of investment and 
operational governance.

PICTET'S VIEW

Advertising Feature
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Ricardo Salinas is one of Mexico’s most 
successful entrepreneurs, creator of a fast-
growing group of companies which includes 
retail, media, telecommunications and finan-
cial businesses. Focused on supplying the 
goods and services sought by the burgeoning 
middle classes in Latin America, his Grupo 
Salinas has not forgotten those who have 
yet to participate in the region’s economic 
growth. Fundación Azteca, which he founded 
in 1997, has helped tens of thousands of 
people in disadvantaged communities.

The Group’s philanthropic activities began 
following the acquisition in 1993 of two 
national television licences. When Azteca 
was launched, Grupo Salinas was already 
a power in retailing through Elektra, the 
country’s largest specialty retailer, but the 
move into broadcasting gave Ricardo Salinas 
a new perspective.

‘We are invited into people’s homes and 
we touch millions of lives,’ says the softly-
spoken entrepreneur. ‘In retailing, we were 
used to the idea of taking good care of our 
customers and employees. But in television, 
I thought we should take on this responsi-
bility in a different way, and that was how we 
started our social action shows.’

The first was Vive sin Drogas (Live drug-
free), a programme targeting 10–15 year-
olds. ‘We were trying to scare them off using 
drugs, using the network to tell them it was 
a bad idea and not to try them. That was very 
satisfying for us, and we eventually saw the 
need for a foundation, which led to the crea-
tion of Fundación Azteca.’

One of the foundation’s first initiatives 
was to set up Plantel Azteca, a secondary 
school with a technology focus for disadvan-
taged children. It takes in 2,000 children a 
year, who must pass an admission test and 
are taught in two shifts during the day. The 
foundation pays for all the costs of running 
the school, including the teachers’ salaries, 
books and school uniforms. The ethos of 
the school is excellence: pupils who fail to 
achieve top grades are excluded.

Now rated among the country’s best 
schools, it is a unique model for Mexico. 
Families are encouraged to become 
involved, so that they understand its values 
and the importance of education. More 
than 10,000 children have graduated from 
the school, and its alumni have gone on  
to graduate from some of the country’s  
leading universities.

The founder of Grupo Salinas has set up a foundation  
in Mexico which runs 20 different programmes to  

help children in need and improve the environment.  
He sees a private sector approach to social issues as  

more effective than government action

SOCIAL ACTION WITH 
A FOCUS ON RESULTS

A COMMON FAMILY VALUE:  
GIVING BACK
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‘I wanted to have maximum impact on 
communities in need,’ says Ricardo Salinas. 
‘I concluded that if we take their brightest 
minds and educate them to the highest stand-
ards, they can provide leadership for change.’

Another project supported by the foun-
dation are the Esperanza Azteca Symphonic 
Orchestras, which train children from the 
poorest communities to play musical instru-
ments in symphonic orchestras. The project 
is modelled on Venezuela’s El Sistema, a 
network of more than 125 youth orches-
tras founded over 30 years ago by José 
Antonio Abreu, one of which is the Simon 
Bolivar Orchestra whose conductor is 
Gustavo Dudamel.

‘We decided to copy that and make it 
even better,’ says Ricardo Salinas. Today there 
are over 16,000 boys and girls in more than 
80 orchestras, financed by the foundation 
with contributions from the Government  
and Grupo Elektra, the Salinas Group’s  
retail business.

The foundation now has 20 different 
social action programmes. Some are fully 
funded, while others are jointly funded with 
other organisations or the Government. 

Public fund-raising — for example, through 
television appeals — is another source of 
finance. The most successful programmes 
have been taken to other Latin American 
countries, such as Guatemala, El Salvador 
and Peru. And he is delighted that other busi-
nesses are beginning to follow Fundación 
Azteca’s example. 

‘We expect governments to do 
everything,’ he says, ‘but public spending is 
tight all around the world. Business founda-
tions are more results-oriented, and govern-
ments – which tend to be process-oriented 
– need to see this trend as positive. We can 
leave activities to governments that only they 
can do, such as security and justice. But it is 
time to demand that public money is well 
spent, and that private sector programmes 
can get results.

‘To put it simply, children in need and 
other social problems can be helped more 
effectively through private organisations.’ 

To read the full article please visit  
http://perspectives.pictet.com

‘I concluded that if we 
take the brightest minds 
and educate them to the 
highest standards, they 
can provide leadership 

for change’

 11 philanthropy
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WEALTH STRUCTURING

PROTECTING  
THE  ASSETS
Alexandre Semboglou sets out the challenges involved in structuring 
wealth to achieve a family’s objectives, and emphasises the importance 
of selecting the best advisers for every area of expertise

Family offices have been working to protect the value of the assets 
of wealthy people for many generations, and come in many forms. 
Some work for single families, though there can be many benefi-
ciaries – I recently came across one serving 1,200 family members 
– others serve several families, helping to reduce the costs of admin-
istration and professional advice.

There are a number of well-known tools they can use to protect 
family assets, including trusts, foundations, life insurance and 
captive insurance which has become an increasingly popular 

mechanism for business planning in the last ten years. Investment 
options include closed funds owned by family members and simple 
investments in asset classes like real estate, derivatives and alterna-
tive finance platforms.

One serious challenge for family offices is to avoid conflicts of inter-
est among their advisers, including trustees, bankers and real estate 
agents. The solution is to ensure that there is total disclosure of such 
conflicts, especially among advisers who may earn commission for their 
recommendations. I believe it is important to have a lawyer at the fore-
front of setting up a family office, before seeking any investment advice.

Advertising Feature
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A second challenge is to find top class profes-
sionals to advise the family office. I am often 
amazed at the lack of professionalism in key 
roles, with a degree of amateurism that can be 
frightening. Clients need highly professional 
services, but sometimes ultra-high net worth 
individuals are advised by old friends with no 
qualifications, or by former business partners 
from the early days who have no experience  
of managing large fortunes.

Third, the administrative burden is 
increasing all the time as new laws demand 
scrutiny and compliance with legislation 
such as that on money laundering. Costs rise 
and profitability becomes a challenge which 
may require new family office models and 
strategies – perhaps merger or even closure.

One other important decision for a 
family office is the choice of a jurisdiction 
with competent advisers and appropriate 
local regulations which is close to the bene-
ficiaries. Switzerland is still the gold stan-
dard: home to hundreds of family offices, 
it has a huge pool of professional talent and 
supporting institutions such as banks, wealth 
managers and asset managers. It also offers 
a business-friendly environment in a juris-
diction noted for its political, economic and  
financial stability.

There is a trend towards using multiple juris-
dictions – adding Asian financial centres to a 
US or European centre, for example. But I see 
this as a wasteful strategy, which is costly and 
can lead to loss of control. In a global econ-
omy, different jurisdictions can be used for 
particular purposes from a single centre.

There are increasing numbers of wealthy 
people around the world who need a family 
office as wealth management becomes more 
complex. And as families have lost trust in 
some of their advisers, they wish to take 
control of protecting their assets by creat-
ing their own investment structure. It must, 
however, be professional in its approach, 
avoiding conflicts of interest and seeking out 
the best specialists in every area of expertise.

A family office should be a lean opera-
tion, with competent and intelligent people 
who choose the best advisers for particular 
purposes from outside. Trying to employ the 
best in every profession in-house does not 
add value for families. 

Alexandre Semboglou is Chief Executive Officer of 
Rhone, a Geneva-based group which advises clients 
on structuring wealth

KEY CHALLENGES FOR WEALTHY FAMILIES
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Once a coherent family strategy is 
established you need to protect it as 
all the family assets could dwindle if 
badly ring-fenced.

Furthermore, whatever the chosen 
family office organisation, it 
needs to find an appropriate legal 
structure, taking also into account 
tax considerations, which vary greatly 
according to the chosen location. 

Creating an organisation

•  Determine the appropriate family 
structure (board, council, committees)

•  Determine the suitable organisational 
set-up (single family office, multiple 
family office, investment office  
or banker)

•  Coordinate the current structure so it 
can run smoothly

•  Introduce change management 
procedures to achieve the family’s 
agreed strategy 

We attach considerable importance 
to governance as it has played a 
significant role in shaping our own 
history over nine generations. This 
experience has led us to believe that 
long-term success is dependent 
on the conscious alignment of the 
organisation with the objectives and 
the values of the family. 

PICTET'S VIEW

From multiple providers to a single institutional platform
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As a quick browse in any airport bookshop 
will show, much has been written about the 
management of business. Entrepreneurs 
may have found some of this great collection 
of wisdom helpful, though most are natur-
ally blessed with the skills and instincts that 
create wealth. But when it comes to manag-
ing their wealth, entrepreneurs need to 
develop very different skills – and there are 
few books to help them make the transition 
and devise strategies for managing it.

The story usually starts with an entre-
preneur who was previously nonchalant 
about investments and is now planning 
an initial public offering (IPO). The inten-
sity of the final moments, often associated 
with last-minute twists, further shields the 
owner who will exclusively focus on getting 
the deal done. 

Once the euphoria of the sale of the 
company fades, time becomes more abun-
dant and venturing into the uncharted 
world of finance seems a natural next step. 
Buoyed up by business success, entrepre-
neurs confidently expect to deploy their 
business acumen into the financial world. 
This is where dreams become costly, as 
the financial world unleashes its differ-
ences – moving from the ‘one stock control 
it all approach’ to a ‘multiple stock with 
no control’ world. The 2008 crisis was the 
theatre of many tragedies during which 
some endured unnerving experiences.

Managing financial assets can be compli-
cated, but sometimes its complexity is 
magnified. Drawing up a family strategy 
will involve setting objectives for the family 
on the management of its global wealth – 
financial and non-financial. The nature of 
those objectives will depend on the evolu-
tion of the business that is the source of the 
family’s wealth: one that is still in its growth 
phase may require liquid investments to 
preserve flexibility; with a well-established 
business, the priority may switch to preserv-
ing wealth over the longer term.

So what should be an entrepreneur’s 
approach? The golden rule is to keep it trans-
parent and promote accountability: the 
creation of a robust structure for making 
investment decisions is essential for preserving 
or growing wealth through the generations.

One reason for the business success of 
entrepreneurs is hiring capable and trust-
worthy employees and delegating, partly  
or fully, some of the important tasks to  
them. Interestingly, while appointing a chief  

FINANCIAL GOVERNANCE

Investing family wealth requires very different  
skills to managing a business, says Grégoire Imfeld.  

An investment committee secures an effective strategy 
and brings peace of mind to families 

RE-ALIGNING 
INVESTMENTS TO THE 

FAMILY STRATEGY
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executive officer, chief financial officer or 
chief operating officer is the norm in corpo-
rate governance, creating a similar profes-
sional management structure in the private 
sphere is less common.

Such a divergence between the busi-
ness world and private organisations is 
surprising: although entrepreneurs have 
the size of assets of some of the institutional 
endowment funds, most of the time it is 
not managed in an institutional way. Many 
either take full responsibility, or pay for 
advisory services or delegate management 
of their wealth – most commonly, to a private 
bank. Any of these may serve them well up to 
a given point, but not necessarily beyond it.

When and how can an end be put to 
such unfounded organisational dichotomy? 
As a rule, the advice is to set up a finan-
cial platform prior to an IPO, sale or other 
such event. One of the initial purposes of 
this platform will be exploratory, with the 
objective of feeling comfortable before any 
substantial event arises. It is an opportunity 
to understand its new financial structure, 
manage its dynamics, identify its strengths 
and then grow it organically, increasingly 
fine-tuning it to the family’s objectives.

Organisationally, it is usually a blend 
between a private banking model – where 
the entire investment process is delegated 
to a single party, and an institutional one 
– where the investment process is unbun-
dled to specialist providers. While removing 
the threat of unpleasant surprises, it offers 
greater stability, serenity and coherence 
once the new capital flows come in.

As the story evolves and wealth accumu-
lates, the original platform may develop and 
mature, becoming more like an institutional 
endowment fund. There comes a phase in 
our tale when thinking about outsourc-
ing the chief investment officer function 
becomes an increasingly relevant debate.

Although the private banking model 
offers flexibility and may be suitable in many 
cases, the bank will invest using a tradi-
tional risk tolerance grid. At some point,  

an entrepreneur is likely to query whether a ‘one size fits all’ solution 
is suited to their situation. At this stage and for most entrepreneurs, 
the main risk still lies in the business which is their principal source 
of wealth. This is when having a chief investment officer dedicated 
to managing the family wealth becomes relevant and appealing. 
Whether employed directly or outsourced, the role will be to take 
a holistic perspective on the family’s overall wealth and cash flow 
streams and to then reflect those accordingly in the investments.

While most banks will focus solely on asset management, few 
realise the importance of having a complete view on the family 
wealth. Unlike other types of assets (eg. business, real estate), financial 
assets are flexible and can be moulded to deal with any existing risk 
exposure, and they are divisible which can be useful in the event of 
distributions or successions. Each asset has its own characteristics and  
the family must build on their different strengths to ensure a coher-
ence within the family wealth.

Some family governance models assign a number of responsi-
bilities to an investment committee, ranging from strategic asset 
allocation to a simple controlling and reporting role. Based on the 
established wisdom that as wealth evolves, family members come to 
depend more on financial assets, some families may also use the invest-
ment committee as an educational platform for the next generation.

When it comes to preserving family wealth for future genera-
tions, the feuds of others are an important reminder of how crucial 
it is to protect financial capital. Setting up comprehensive gover-
nance arrangements from the very beginning of wealth creation, 
in line with the family strategy, whether it is investment commit-
tee or a CIO, will ensure success for an entrepreneur in the financial 
world. More so, this will increase the likelihood for the family to live 
happily ever after. 

Grégoire Imfeld is Head of Family Office Services at Pictet

‘Why such organisational  
dichotomy between business 

and personal wealth?’

A HOLISTIC VIEW OF A FAMILY'S WEALTH

COLLECTIONS FINANCIALS GADGETS BUSINESSES REAL ESTATE
Liquid/Divisable/

Mouldable
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Patrick Thullen describes the best approach for creating  
an investment portfolio, noting that a longer-term  

strategic asset allocation is very likely to produce better  
returns than a shorter-term tactical approach

Strategy outperforms  
tactics when selecting 

investments

INVESTMENT GOVERNANCE
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The goal of any investor is to invest in a diversified port-
folio of assets in order to achieve high absolute returns. 
The main tool for achieving this goal is asset allocation, 
but choosing the right approach to selecting the portfolio 
is the key to managing wealth successfully.

Happily, there is a body of research that indicates which 
approach will be most successful. Analysis of large diver-
sified portfolios by Gary P. Brinson, a former investor 
and investment manager, found that the biggest factor 
in performance is the strategic asset allocation – the 
choice of investments to meet the investors’ immediate,  
medium-term and long-term objectives.

Many investors devote time and effort to shorter-term 
approaches such as market timing (trying to buy low and 
sell high) and tactical investing (picking sectors or partic-
ular assets). This involves an ever-changing collection of 
adjustments in the portfolio dictated by short-term shifts 
in fundamentals or expectations of changes.

But the research shows that most active investors will 
generally underperform their chosen benchmarks over 
the longer term. It is hard to deliver systematically supe-
rior outperformance over the long run solely courtesy of 
tactical investment decisions.

And tinkering with allocations in this way tends 
to lead to much greater volatility in portfolio perfor-
mance than a ‘buy-and-hold’ strategy. Returns in recent 
years by equity funds and balanced investment funds 
bear this out: over 80% of them have underperformed 
their benchmarks.

For wealthy individuals and families, strategic 
asset allocation starts by analysing their financial situa-
tion. This involves quantifying their income and living 
expenses using the past and current level of each, and 
then projecting them forward on given assumptions.

CHOICE OF SECURITIES 2.50%

MARKET TIMING OF TACTICAL 
ASSET ALLOCATION 1.70%

ASSET ALLOCATION 93.60%

INDETERMINATE 2.20%

The next step is to divide the wealth into 
three buckets:

•   Financing capital to meet expected 
requirements over the next few years. 
These might include buying a home, fund-
ing the education of a family member and 
perhaps making contributions to some 
form of provision for old age.

•   Reserve capital for the medium term – 
after the next five years and up to 15 years 
hence. This could be to build up a nest-egg 
for a future home, for example, or for capi-
tal to invest in new projects.

•   Surplus capital is what remains after 
putting aside the first two types – it is free to 
use for any other objectives. For example, it 
could be used for philanthropy, immediately 
if desired. And it could be seen as a long-
term family pension fund, or to provide 
opportunities for the next generation.

The investment time-frames will vary 
between the buckets: financing capital will 
mostly be invested for up to five years, while 
the time horizon for surplus capital will be 
much longer.

Research supports the saying that invest-
ment is for the long term: the longer the 
investment is held, the more likely it is that 
the return will approach the average for the 
asset. Conversely, the longer an asset is held, 
the more likely it is to experience a loss along 
the way, though it should recover over the 
longer term.

In other words, long-term investors must 
be ready to go through periods of losses, 
but if they react to them by selling the asset, 
they will miss the rally that usually follows a 
period of heavy losses.

Before selecting investments, one more 
variable must be assessed: the family’s atti-
tude to risk. The returns that investors aim to 
achieve must be weighed against the degree 
of risk that they are prepared to tolerate.

When it comes to constructing portfolios, 
managing risk and managing uncertainty are 
two quite distinct processes. Risk is a ‘known 
unknown’ which can be assessed by looking 
at historical data and using probability analy-
sis to calculate expected returns on assets.

Uncertainty cannot be measured and 
its repercussions must simply be endured. 

DETERMINANTS OF PERFORMANCE DISPERSION ACROSS PORTFOLIOS

Source: Brinson et al, Financial Analysts Journal 1986

‘A crucial step of 
strategic asset 

allocation is 
establishing the 
characteristics 

of the prevailing 
economic climate’
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FROM CATEGORISING CAPITAL TO DETERMINING THE OVERALL ASSET ALLOCATION
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But as overall risk can be calculated, it can 
be reduced when constructing the asset allo-
cation through diversification – the corner-
stone of portfolio management.

When it comes to selecting assets for the 
portfolio, strategic asset allocation is not a 
passive style of management. There are deci-
sions to be made, and the chosen style for 
making them will, to a large extent, explain  
its performance.

A crucial step in deciding the style is estab-
lishing the characteristics of the prevailing 
economic climate. This involves defining the 
regimes of real growth and inflation and how 
they will change over the lifetime of the port-
folio. The economic regime will determine 
which asset classes are correlated and which 
are not – and optimal risk diversification 
combines uncorrelated assets in the portfolio.

Even after a strategic asset allocation is 
put in place, it does not mean that it is set 

in stone. Whenever there are changes in the 
economic regime, the correlations of asset 
classes change and the strategic asset alloca-
tion has to be adjusted.

However, the monitoring should not be 
done too frequently, as there is a danger of 
being sucked into hyperactivity that damages 
performance. Once or twice a year is enough 
to maintain a good asset allocation.

A structured approach which divides 
wealth into three buckets is a precious step in 
selecting an investment portfolio that meets 
different objectives now and in the future. 
But it is the analysis of the economic climate 
at the onset and at the end of the investment 
horizon that should then shape the invest-
ment process. 

Patrick Thullen is Head of Investment Specialists  
at Pictet Wealth Management

The strategic asset allocation is of 
paramount importance in setting 
a framework and objective for your 
financial assets. Such assets have 
multiple purposes, which may 
include both safeguarding the living 
standards of the beneficiaries and 
preserving the assets in their entirety 
so that they can be passed on to the 
next generation. 

The approach should take 
this into account. Defining the 
strategic asset allocation is not as 
straightforward as some approaches 
might suggest. It involves a 
combination of methodology, beliefs, 
convictions and choices. 

PICTET'S VIEW
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CIO MODEL

MANAGING FAMILY 
WEALTH IN A WORLD 
OF LOW RETURNS
Christophe Donay and Philippe Dubey consider that outsourcing  
the chief investment officer’s role can give family offices access to 
independent advice, specialist knowledge and best-in-class asset  
managers, as well as economies of scale

As the global economy gradually recovers 
from the financial crisis of 2008–09, economic 
growth is slowly normalising, but at unspec-
tacular and fragile levels. This new world is 
not promising for investment returns. Equity 
valuations are stretched and bond yields have 
been pushed below fundamental levels.

Expected returns for almost all asset classes are 
lower over the next ten years than in the past. 
For equities, stretched valuations make future 
gains subject to P/E growth that will be diffi-
cult to support. We project nominal returns on 
US equities at an annual average of 4% over the 
next ten years — well below the average of 8.9% 
between 1871 and 2014.

Moreover, as interest rates rise, investors 
will no longer be able to rely on high bond 
yields, which have played a key role in support-
ing portfolio returns in recent years. We expect 
a traditional 60/40 portfolio (60% equities, 
40% government bonds) to return just 3.9% 
annually on average over the next ten years  
(assuming a split between the S&P500 and US 
Treasuries), compared with 10.9% between 
1981 and 2012.

Unless a radical innovation shock deliv-
ers a lasting boost to economic growth — 
which would considerably alter the picture 
for returns — investors will have to adapt 
to a situation where there is no ‘free lunch’. 
One way of seeking to generate comparable 
returns to the past will be to take on more 
leverage, but that means accepting higher 
risk, especially if there is a shock to long-
term interest rates.
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UNBUNDLING RISK PREMIUMS — THE EXAMPLE OF HEDGE FUNDS
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such as value or small-cap; a targeted search for alpha, 
and not relying on market timing (the fundamental  
law of active management); and the ability to take  
contrarian views.

Family offices can follow a similar philosophy by 
adopting a global fiduciary management model — also 
called an ‘outsourced chief investment officer’ (OCIO) 
model, or implemented consulting. The family gives up 
direct family control and privacy in return for economies 
of scale, independent advice, specialist knowledge and 
access to best-in-class asset managers based on thorough 
due-diligence processes.

Outsourcing also shields the beneficial owners from 
key human risk. This allows for better decision-making: 
in a family-dedicated structure, the family officer has too 
strong an incentive to please the dominant patriarch or 
matriarch, and may struggle to provide unbiased advice. 
Independent advice can be fostered by the use of a strict 
open-platform architecture.

Another response might be to seek to profit 
from the illiquidity risk premiums asso-
ciated with private equity and real estate. 
These asset classes offer superior returns, 
but also lower liquidity. The full investment 
cycle for private equity, for example, is seven 
to eight years, so the payback on this invest-
ment will only be realised in full at the end of 
that period — demanding a long-term invest-
ment horizon. However, we project returns 
over the next ten years, on an annual aver-
age basis, of 13% for private equity and 8% for 
real estate. In an environment of low returns, 
this is a compelling case, especially for  
large portfolios.

New challenges for family 
wealth management 
Dealing with lower returns across asset 
classes is difficult for families and institu-
tions with fixed and demanding return 
objectives or liabilities. Their quest for supe-
rior returns may require a shift from passive 
to active management, from public to non- 
public markets, and/or from benchmarked to 
absolute return strategies — all of which need 
to be carefully implemented.

At the same time, in a world of fast-mov-
ing markets and an increasingly complex 
financial environment, traditional family 
offices — with a predominantly self-directed 
investment philosophy — are experienc-
ing fiduciary fatigue. Time-to-market and 
specialised know-how are increasingly vital, 
and quarterly investment committees with 
multiple decision-makers who lack key 
skills belong in the past.

For private investment offices with 
insufficient size and resources, having to 
deal with more complex, specialised and 
diverse assets means outsourcing invest-
ment management so that asset allocation 
becomes a practical option. Even the largest 
family offices will need to assess whether to 
outsource some or all of their services.

The endowment fund philosophy
The endowment fund philosophy — which 
originated with Yale’s CIO, David Swensen, 
in the 1980s — outsources almost the entire 
management of the various asset classes to 
specialised asset managers. This enabled the 
fund to adopt specialist investment prin-
ciples, including: long-term focus; equity 
bias and the use of concentrated bottom-up 
portfolios; large allocations to illiquid 
strategies; recognition of style premiums 
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‘The quest for superior 
returns may require a 
shift from passive to 

active management, from  
public to non-public 
markets, and/or from 

benchmarked to absolute 
return strategies’

The global fiduciary management approach 
gives family offices the opportunity to adopt 
the strategies available to specialist invest-
ment funds, such as harvesting risk premi-
ums while pursuing a focused search for 
alpha. For alternatives, risk premiums are 
unbundled. Finally, the large asset base allows 
for sufficient pricing power to reduce costs, 
implement bespoke investment management 
agreements with third parties, and operate 
tax-optimised co-mingled vehicles.

Global fiduciary management’s
modus operandi
The core activity of the Global Fiduciary 
Manager is providing investment manage-
ment services, while accompanying bene-
ficiaries and/or their representatives 
throughout the investment process as a 
trusted partner, and applying a transpar-
ent and step-by-step approach that allows 
them to select and adapt their involvement 
level (up to complete outsourcing of the CIO 
function). Success depends on close commu-
nication between the Global Fiduciary 
Manager and the principal of the family.

Trust is also a pre-requisite for outsourc-
ing investment management, and can only 
be established over time. The global fiduciary 
management model addresses trust in two 
ways. The decision-makers keep full over-
sight — often via a lean, in-house structure 
that acts as a day-to-day interface and secures 
the ‘four eyes’ principle — while the fiduciary 
manager provides complete transparency, 
including over costs.

A world of low expected returns 
demands more complex investment 
approaches that can easily be overwhelm-
ing for traditional family offices. Outsourc-
ing through a global fiduciary management 
model offers an effective solution. 

Christophe Donay is Head of Asset Allocation  
and Macroeconomic Research and Philippe Dubey 
is Head of Global Fiduciary Management,  
Pictet Wealth Management
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Families which have limited liquidity needs 
can achieve superior long-term performance 
if they are prepared to accept potentially size-
able unrealised short-term losses. But what 
long-term investment strategies should they 
consider? The answer is to invest in a highly 
researched, entrepreneurial way. The objec-
tive should not be to do everything, but to do 
things in depth in a rather concentrated way.

Most families have their wealth in one busi-
ness. A very diversified portfolio may be 
good for the 2nd and 3rd generation, but the  
portfolio needs to be more concentrated for 
entrepreneurs who want their wealth to pros-
per and enjoy strong returns. Professional 
investors must and can manage that risk.

The management of global multi- asset 
class mandates that range from US$100 
million to multi-billion dollars should focus 
on several key investment strategies:

•  Core equities – ‘buy-and-hold’
•  Hedge funds – long/short equity and 

multi-strategy
•  Private equity and co-investments
•   Credit opportunities.

A ‘buy-and-hold’ approach
The investment strategy for core equities 
should use a ‘buy-and-hold’ approach: if a 
family invests in a good business which is 
well-managed, they should keep it rather 
than sell just because it has outperformed 
an index. Usually the reinvestment risk is 
massive, and the best way to avoid that is to 
stick to what you like – good managers or 
good investments. Don’t sell just because 
performance has been good; try to stick with 
the winners and not trade too much.

People usually sell to realise a profit, not 
because they have another opportunity as 
good as the one they are selling. Experience 
shows that the best way to get good perfor-
mance over time is not to try to find the next 
horses if you already have good horses.

There are tremendous companies around 
the world which are public and liquid. Invest-
ing in companies with strong free cash-
flow will provide long-term investors with 
a fantastic return. Investors have to accept 
some volatility, but if they stick to ‘buy-and-
hold’, they will do very well.

The core equities ‘buy-and-hold’ strat-
egy uses a disciplined approach to invest 
in a concentrated portfolio of high quality 
companies with low turnover, a long-term 
investment horizon and resilience when 

ENTREPRENEURIAL INVESTMENTS

LONG-TERM 
INVESTMENT 
STRATEGIES  

FOR FAMILIES
Family offices can profit handsomely from markets  

if they invest in a concentrated portfolio of core  
equities, debt, hedge funds and private equity with  
a long-term perspective, says Pierre-Alain Wavre
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markets are down. High quality companies 
are those that can turn their dominant fran-
chise and operational strength into substan-
tial free cash-flow to support further growth 
and distributions to shareholders. Their 
stocks typically outperform over the long 
term and even more so in volatile markets.

The ‘buy-and-hold’ strategy described 
here allows families to capitalise on the excep-
tional ability of such companies to compound 
shareholders’ wealth over time. A focused 
bottom-up stock selection process based on 
in-depth fundamental analysis can uncover 
outstanding investment opportunities.

An example of stocks that have been held 
by investors for decades is Novartis, which 
has delivered a multiple of 7.7 times the cost 
in Swiss Francs terms over more than 20 
years. Another example is Hennes & Mauritz 
which has delivered a multiple of 22 times 
the cost in Swedish Krone terms over the 
same period.

During the financial crisis in 2008, 
some stocks such as Colgate were down 
40–50%, but the world didn’t stop – people 
still needed their products. A strategic 
asset allocation that invests in such compa-
nies can give investors a good night’s sleep. 

Alternative assets and  
credit opportunities
Families’ portfolios should include holdings 
in private equity and hedge funds, both of 
which have some degree of illiquidity. Invest-
ing in debt through credit opportunities can 
also deliver equity-like returns while being 
more secure in the issuers’ capital structure 
than equity.

Private equity holdings appear to be 
particularly profitable for families. For one 
long-term client, for instance, the private 
equity portfolio has delivered an annualised 
return of 13.7% since 1998, or a cumulative 
return of 856% (as at July 2015).

Private equity’s business model is simple. 
The firm buys a company, manages it, creates 
value and sells it after five years, with an 
expected internal rate of return (IRR) of 20% 
gross – 15–18% net. However, to reap such 
rewards, families must have time, accept illi-
quidity and be patient.

Asset allocation and  
investment philosophy
A family office should build a strategic asset 
allocation that corresponds to the family’s 
situation. But it must also have an invest-
ment philosophy that is well-understood –  

PICTET'S VIEW

Maximise returns  
over the long run

Aim to provide  
absolute returns, 
regardless of  
market cycles

Treat volatility as an 
investment opportunity,  
not a risk 

Build concentrated 
portfolios with high 
conviction levels

Stick with winners,  
but take exhaustive  
care of problematic 
investments as soon  
as they arise

REMEMBER: it’s a 
marathon, not a sprint

otherwise family members will be suscepti-
ble to market pressures that persuade them 
to deviate from the strategy. Having a long-
term objective and managing according  
to that is the best way to make wealth grow; 
the best way to avoid risk is to be able to  
withstand it.

When a family’s investment time horizon 
is very long and stretches as far as distant 
generations, some of the family’s capital will 
inevitably be invested in less liquid assets 
such as private equity, hedge funds, real estate 
and art – asset classes in which higher rates 
of return can be achieved when resources are 
committed over several years.

Then it is a question of discipline to 
implement core investment beliefs. Investors 
have profited handsomely from markets over 
the long term by investing in core equities, 
hedge funds, private equity and debt. Family 
offices should be able to achieve such returns 
by using the same investment philosophy. 

Pierre-Alain Wavre is Equity Partner at Banque 
Pictet & Cie SA, Head of Pictet Investment Office 
and Chairman of the Wealth Management  
Investment Committee
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ALTERNATIVE INVESTMENTS

ATTRACTIVE ASSET  
CLASS IN A LOW  
INTEREST-RATE ERA
The longer-term view and entrepreneurial roots of many family offices  
have made them pioneers in alternative investments, says Nicolas Campiche, 
and limited expected returns on traditional balanced portfolios are widening 
the appeal of alternatives
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Alternative investments – hedge funds, 
private equity, real assets – are on a roll, 
with assets under management at record 
highs. While for many this might be some-
thing of a fresh trend, for family offices, 
alternatives have long been an important 
part of their investment strategies. Many 
family offices and endowments embraced 
private equity and hedge fund investments 
as far back as the early 1990s, but what is 
new is the swelling proportion of alterna-
tives in these portfolios. 

According to Preqin, a data provider, family 
offices maintain the highest allocations of 
private equity at some 26% of their total 
assets – up from 18% just five years ago.

The bullish attitudes of family offices 
to alternatives seem to correlate with key 
characteristics of family wealth. First, 
there is the longer-term view – associ-
ated with family offices often seeking to 
preserve wealth for future generations. 
According to Campden Wealth’s Global 
Family Office Report 2014, some 50% of  
family offices globally look at investments 
with horizons of between three and ten 
years, making alternative investments 
prime fodder.

Second, the often entrepreneurial roots 
of family wealth naturally favour higher 
risk opportunities and absolute returns. 
Campden Wealth found that some four-
fifths of family offices are involved in co- 
investments (essentially direct investments 
alongside a private equity fund manager), 
particularly those offices headquartered in 
emerging markets.

Third, a lighter regulatory burden facil-
itates larger allocations to alternatives. 
While institutional investors typically 
have a regulated cap on the proportion of 
assets they can invest in alternatives, family 
offices do not have the same constraints.

These elements may also go some way 
to explaining why family offices have 
outpaced the herd in their commitment 
to alternatives, but why by such a large 
margin and to such a historical high today? 
Broadly speaking, the explanation lies 
in the unprecedentedly low interest-rate 
environment and its effects, such as low 
expected returns for equities and bonds – 
factors that are prompting many investors 
to question their asset allocation.

Central bank interventions since the 
financial crisis began have caused excep-
tional distortions, particularly on the 

‘There is growing interest from 
both institutional investors 
and family offices to explore 

opportunities within a wider range 
of alternative strategies’

bond markets. It is estimated that some  
US$8 trillion of bonds have been taken out 
of the market, causing yields to become 
negative. There is therefore growing interest 
from both institutional investors and family 
offices in exploring opportunities within a 
wider range of alternative strategies across 
the liquidity (or illiquidity) spectrum. 

Hedge funds, the most liquid type of 
alternatives, are increasingly being recon-
sidered in the context of volatile equity 
markets and low-yielding bonds. Indeed 
most hedge fund strategies produced posi-
tive annualised returns during the last 
three Fed rate hike cycles – a testament  
to their potential to preserve capital  
amidst uncertainty. 

Moving up the illiquidity ladder, 
yield-hungry investors are increasingly 
considering high-yielding private asset 
strategies. Under pressure from regula-
tory authorities, banks have considerably 
reduced their lending activities and their 
place has been taken in many cases by alter-
native private debt managers. This strategy 
has raised a lot of interest with investors, 
86% of whom will be increasing their 
exposure to private loan strategies in 2015, 
according to Preqin. 

Private real estate managers are also 
experiencing strong interest as anecdotally 
witnessed by the largest-ever close of a real 
estate fund earlier this year. Furthermore, a 
handful of new asset classes are also catch-
ing the attention of investors. Data service 
providers such as Preqin and Agri Investor 
are strengthening services to better cover 
investments in agriculture, timber and 
infrastructure, apparently in reaction to the 
growing interest in them.
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New-found enthusiasm for alternative asset 
classes does not come without its challenges. 
The sizeable flow of capital into alternatives 
is also leading to overvaluations that inves-
tors should approach with caution.

This is the case in certain real estate 
segments, particularly large urban gate-
way cities such as London and New York. 
Chinese investors recently bought New 
York’s Waldorf Astoria for US$1.95 billion, 
the highest price ever paid for a hotel.  
At these price levels, assets regarded as 
‘safe’ are no longer genuinely so. It is thus 
more important than ever to remain disci-
plined in the investment process, closely 
evaluating the levers that might be used to 
increase the value of assets bought.

In real estate, this can take the form 
of value-added strategies for properties 
in secondary locations or for high-qual-
ity assets where major improvements are 
required but have not been carried out for 
lack of funding. We have observed a large 
number of opportunities in sectors such 
as logistics and distribution, given rad i-
cal changes in clients’ purchasing habits.  
We have also seen a rise in demand for  
co-investment opportunities.

Another area in which transaction 
prices have reached new peaks is private 
equity, more specifically buyout transac-
tions involving big US companies. While 
private equity has demonstrated a strong 
ability to outperform public markets, it is 
worth forming views on the most attractive 
strategies at this point in the cycle.

We believe that it makes more sense 
to focus on businesses whose added value 
resides in operational expertise rather than 
financial engineering. For example, we 
favour a ‘buy and build’ approach, which 
consists of building a company by making 
multiple acquisitions in the same sector 
and aggregating each element of them to 
profit from synergies.

Low interest rates, as mentioned above, 
have helped change the investment envi-
ronment once and for all. As a result, alter-
native investments are likely to carry on 
expanding, both in terms of opportuni-
ties and of funds under management. We 
are in an atypical economic climate, where 
alternative assets more than ever have their 
place in portfolios, be it to boost returns or 
to provide stable yields. 
 
Nicolas Campiche is Chief Executive Officer  
of Pictet Alternative Advisers

Performance by vintage (as at 31.03.2015)
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Source: Cambridge Associates Benchmark Calculator as at 31.03.2015 (Private Equity Buyout and all regions 
performance, latest available data) and Reuters DataStream MSCI ACWI (all country world total return index) 
returns are obtained by replicating the private equity pooled average cashflows and ending NAVs. 
(Public Market Equivalent method, as of 31.03.2015) 
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CONVERTING VALUES THROUGH 
MEANINGFUL INVESTMENTS

Etienne Eichenberger and Maurice Machenbaum 
describe two approaches to impact investing, which  
are proving increasingly attractive to Family Offices 

whose clients want to do well by doing good

INVESTING  
WITH IMPACT

Impact investing is a new buzzword in the 
world of philanthropy, with many different 
perceptions about what it involves. At the 
outset, it was seen as a sort of social private 
equity, but now it is a much broader concept. 
And for people looking to make an impact 
in their philanthropic endeavours, there 
are now two broad approaches, which can 
complement each other.

The first is to see it as a form of investment. 
Commercial investing is all about perfor-
mance, but that is normally traded off 
against risk. Impact investing introduces a 
third dimension: the impact made on bene-
ficiaries and society, traded off against both 
performance and risk. This type of invest-
ment has been growing in recent years, 
though its volume is measured in terms 
of billions, compared with the trillions of 
Environmental and Social Responsibility 
(ESR) investments.

The second approach is more akin to 
traditional philanthropy, where mission- 
related investments of charitable foundation 
endowments may have an indirect impact 
on society. Foundations can offer social 
enterprises, charities and non- governmental 
organisations launch grants or some-
times loans which may help them generate  
revenues to become partly or wholly 
self-sustaining.

A good example is Friends International 
in South-East Asia. After nearly 20 years  
in existence, its founder Sebastien Marot 
has created an organisation whose Cam- 
bodian operation raises more than half its 
revenue from income-generating activities 
while helping thousands of street children  
every year.

Supported by grants and loans from 
philanthropists and foundations, it educates 
children and trains young people to do jobs 
that are needed in the local economy, in 
hotels, restaurants and handicrafts. This 
brings in revenues as they learn the skills 
needed to enter the jobs market.

Another way to create impact on 
wider society is through strategy grants. 
Camfed, the Campaign for Female Educa-
tion, has helped 3.5 million girls in five  
African countries to stay in school – most 
girls otherwise drop out after primary 
school to support their families. Those 
who complete secondary education receive 
training and small grants to become busi-
ness entrepreneurs, helping to stimulate 
economic development in their communities.  
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Most become philanthropists, support-
ing their siblings and neighbours’ children 
through school.

One innovation in recent years is the crea-
tion of funds of funds which provide a way for 
private offices searching for impact to invest 
in a basket of causes. This started when firms 
such as Blue Orchard offered funds of funds 
channelling finance to micro-finance provid-
ers in several countries, diversifying risk for 
what was effectively a bond-type investment 
with counter-cyclical characteristics.

Now there are funds of funds making 
equity investments in sustainable busi-
nesses such as gold mining, healthcare 
and agriculture which benefit low-income 
communities in emerging markets. These 
funds of funds have effectively created a new 
asset class for private offices and investors 
searching for impact.

This widening of the impact investing 
field provides a greater range of options 
for those who wish to make a return while 
making an impact on society – it is becom-
ing easier to do well by doing good. 

Etienne Eichenberger and Maurice Machenbaum 
are co-founders of WISE, a Geneva firm founded in 
2004 to advise clients on philanthropy

VENTURE PHILANTHROPY — EVPA

Source: European Venture Philanthropy Association

Primary driver is to create
�nancial value

Primary driver is to create
societal value

‘BLENDED’ SOCIETAL AND FINANCIAL VALUE

SOCIAL PURPOSE ORGANISATIONS (SPO’S)

IMPACT ONLY

GRANT MAKING SOCIAL INVESTMENT

VENTURE PHILANTHROPY

IMPACT FIRST FINANCE FIRST

• Grants only: no trading
• Trading revenue and grants

• Potentially sustainable 
   >75% trading revenue
• Breakeven all income from trading
• Pro�table surplus reinvested

• Pro�t distributing socially driven • CSR Company
• Company allocating percentage to charity 
• Mainstream Marketing Company

TRADITIONAL BUSINESSCHARITIES SOCIALLY DRIVEN BUSINESS
REVENUE GENERATING 
SOCIAL ENTERPRISES

TRADITIONAL PHILANTHROPY:
• giving late in life
• a foundation is the main institutional vehicle  
• making donations
• setting general goals
• donors support causes in order to ‘do good’

PRO-ACTIVE PHILANTHROPY:
• giving throughout lifetime
• a foundation is one option among others 
• making donations or investments
• setting specific objectives
• donors wish to have an impact

‘All too often philanthropy 
tends to be equated  
with good intentions  

and a backpack. But when 
we visit projects with 

professionals we  
realise that philanthropy 
is far too important to be 
managed amateurishly’ 

A WISE CONTRIBUTOR
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In a financial world undergoing major changes 
which include numerous new regulations, family 
offices face many challenges. Transferability of 
ownership, transparency, tax efficiency, discre-
tion and consolidation are some of the motivating 
factors for setting up structures originally designed 
for professional investors managing sizeable and 
complex portfolios. Today such structures can also 
be offered to wealthy private clients.

In order to improve the family’s wealth structure 
efficiency, the creation of a pool of assets with other 
family members and the appointment of one or 
more investment managers can be the best solu-
tion. There are various options depending on the 
complexity of the needs, such as a Global Custody 
approach and a dedicated third party fund.  

Global Custody
The first step towards an efficient structure is to 
pool the family’s assets in a Global Custody struc-
ture; a professional investment vehicle combined 
with state-of-the-art reporting.

Instead of splitting the family’s wealth manage-
ment between several banks, the family office sets up 
a structure with a single custodian (bank) to deposit 
and protect the family’s wealth. The family will 
receive a consolidated report from this single custo-
dian and can easily give mandates to one or more 
asset managers to manage the assets.

Now that the assets are safe, the global custo-
dian can simplify the whole administration and 
offer an enhanced approach to identify risks and 
opportunities. The family gets full transparency 
with a detailed overview and consolidation of its 
entire wealth (including non-bankable assets) and 
receives only one report instead of multiple confus-
ing ones sent from multiple banks at different 
times. The report can include sophisticated perfor-
mance attribution analysis.

Thanks to this transparency, the performance of 
the various asset managers can be challenged. 

Finally, it is easier for the family office to access 
global markets and products normally reserved for 
institutional clients in a very cost-efficient way.

A Private Label Fund
If a family office is looking for a tailor-made structure 
to match its complex and specific needs, a Private 
Label Fund (PLF) could be the best solution. Among 
the possible benefits are greater transparency and 
optimisation of wealth distribution among the 
family, succession planning, reduction of administra-
tive tasks, and economies of scale. Depending on the 
family’s objectives, it can opt for one of two solutions.

The first option is renting a sub-fund (or 
compartment) in an existing fund structure, care-
fully selecting an asset servicer which offers funds 

An efficient way  
to structure wealth

OPERATIONAL GOVERNANCE

Marc Briol sets out two structures  
that family offices can adopt to give 
them more control over their assets, 

save on administrative costs and hold 
their asset managers to account
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FROM A MULTIPLE BANK STRUCTURE 
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in which one can be rented. This main fund 
is already set up and all administrative tasks 
such as custody services, fund administra-
tion and fund governance are done by the 
asset servicer of the main fund, allowing 
the family office to select and monitor the 
asset managers managing its wealth. The 
sub-fund is completely ring-fenced and not 
known by the other compartments.

The second option is to go for a full 
tailor-made dedicated private label fund 
structure, which could allow the family 
office to create a dedicated sub-fund for each 
family member. An asset servicing partner 
would set up a fund under various regu-
latory frameworks, identifying the most 
appropriate legal structure and domicile. It 
would also provide a third-party manage-
ment company, directors for the main fund, 
plus administration, custody and trading 
services for the fund and any sub-funds. 

CUSTODY ARCHITECTURE

Most providers who offer asset servicing 
services work mainly with institutional 
investors, so the family office should care-
fully select an asset servicing partner which 
can meet the family’s special needs and 
particular circumstances.

The current trend for family offices is 
increasingly to use a private label fund, either 
by using an existing structure and renting a 
sub-fund or setting up their own investment 
vehicles. By doing so, they can benefit from 
the whole infrastructure provided by the 
asset servicing partner and focus solely on all 
matters important to the family. 

Marc Briol is Chief Executive Officer of  
Pictet Asset Services

‘With the fundamental  
changes in the banking  

industry, private clients now  
have access to structures  
previously reserved for 

institutional clients’
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As someone who became a director of one 
of Thailand’s biggest businesses in her  
early 20s, Nishita Shah Federbush lives life 
in the fast lane. She represents the next gen-
eration of the Shah family on the board of 
GP Group and on those of its companies in 
sectors ranging from shipping and mining 
to pharmaceuticals and aviation. Described 
as the new face of the group, she also created 
a high-end fashion label, leads the Group’s 
corporate social responsibility initiatives, is 
an instrument-rated pilot and enjoys sailing 
– while being a wife and mother.

Nishita’s career with GP Group began after 
she graduated from Boston University School 
of Management, but she says she had never 
seen herself working anywhere else.

‘It was a natural progression after grow-
ing up in the family business and hearing 
all about it. I know it runs counter to many 
people’s philosophies, but my father was 
very keen to have all his children work-
ing with him, being sure he could give us 
the very best, well-rounded experience.  
Neither I nor my brother or sister have 
ever worked outside the family, and since 
my mother works for it too, all five of us 
are involved.’

GP Group is a holding company for the 
many businesses of an Indian family that 
began trading in Bombay more than 150 
years ago. The Group’s modern history began 
in 1868, when a 2nd generation member set 
up the Gangjee Premjee Company in what 
was then Burma, to export rice from Burma, 
Vietnam and Thailand to the Middle East 
and Africa. Having moved its base to the Thai 
capital of Bangkok in 1918, it grew fast as 
Nishita’s father Kirit added a wide variety of 
goods, services and agricultural products to 
its trading activities.

In the 1980s, he founded new compa-
nies, including Precious Shipping, a fleet of 
dry bulk freighters. Other activities included 
pharmaceuticals, real estate and construc-
tion, and by 1996 the family had interests 
in more than 150 different companies. The 
1997 Asian economic crisis was a setback, 
but the GP Group as it had become enjoyed a 
remarkable recovery, building a global pres-
ence through its exports and joint ventures 
in other countries. 

‘I am Managing Director of GP Group, 
but in some ways that just feels like a title, 
because the Group is very diverse: it is a 
collection of small gems and rough diamonds 
that we hope to polish to reveal their worth. 

EXAMPLE OF A  
SUCCESSFUL SUCCESSION

The 35-year-old Boston University graduate and 
licensed pilot represents the 6th generation of 
an Indian trading dynasty on the board of its 

corporate empire, promoting its brands globally 
as it diversifies into other activities

NISHITA SHAH 
FEDERBUSH
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We have always relied on professional manage-
ment and my father has always stressed the 
need to separate management from ownership 
– there should be no ‘guest appearances’ by 
family members dispensing advice!

‘So my role is to shape the Group’s 
culture as we go into the next generation. 
We recently celebrated 145 years of the family 
company, and I’m looking after marketing 
and branding and bringing in new talent as 
people retire over the next few years. I love 
meeting people, and I really enjoy finding 
the nextgen recruits.’

Nishita Shah Federbush says that the 
family members all have different strengths, 
and try to play to them. Her sister focuses on 
the Mega Pharmaceuticals business, while 
her brother is the family representative on 
the recently acquired Christiani & Nielson,  
a listed construction company which is Thai-
land’s oldest. And her mother runs all the 
hospitality and services businesses, includ-

‘I hope we’ll be 
celebrating another 

big anniversary – like 
those old Japanese and 
European businesses 

 with long-term success 
and continuity’

ing a travel agency and the Thai operation of 
Jet Airways, her sister’s Indian airline.

One of Nishita’s own initiatives was the 
launch five years ago of the Burn Baby cloth-
ing company and its Nsha fashion label, a 
slightly abbreviated Sanskrit word for ‘intox-
icated’ that also evokes her own name. She 
has since taken a break from this demanding 
business following her marriage to Maxwell 
W. Federbush II, scion of the New York real 
estate family, and the birth of her first child.

‘I’ve always tended to take on too much, 
but since having a baby, I’m focusing my 
business activities because there isn’t enough 
time to do all the things I want to do.’ 

To read the full article please visit  
http://perspectives.pictet.com
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A model for family  
succession that  
breeds success

CONCLUSION

The longevity and success of the Pictet Group can be  
attributed to Geneva’s traditions as a centre for banking, 

according to Nicolas Pictet, and to its nature as a  
partnership managed by seven owner-managers who  

have handed it down through the generations

The Pictet Group is a business that is now  
in its 210th year, having reached the 9th 
generation of the Pictet family. Its longevity 
and success result from a succession model 
that reflects several influences, both external 
and internal. 

The first external factor is Geneva’s history. 
Since the 14th century, the city has developed 
a long-lasting tradition in finance thanks to 
its location in the heart of Western Europe 
which made it an ideal centre for large trade 
fairs. John Calvin, who introduced the Refor-
mation in Geneva, favoured the development 
of commerce and banking in the 16th century. 
Protestant refugees from wars and perse-
cution in neighbouring countries brought 
many talents to the city, particularly from 
France and Italy.

Those refugees enabled the development 
of a printing and publishing sector, textile 
manufacturing, silversmiths and gold-
smiths, and of course watchmaking. And 
some of them played a leading role in creat-
ing the banks which made Geneva a centre 
for private banking in the 17th century. In the 
years that followed, Geneva bankers created-
important commercial networks worldwide, 
financing among others the Dutch East India 
Company and the Bank of England.

The second factor stems from the fact 
that private banking requires less equity capi-
tal than other businesses, such as investment 
banking and industrial companies. The risks 
of the wealth and asset management business 
are not as great as in other sectors such as the 
automobile industry.

At the beginning of the 20th century, 
another branch of the Pictet family, 
Pictet-Piccard, produced state-of-the-art cars, 
but it closed just after the First World War. 
It had become apparent that the risks associ-
ated with the release of a new car model were 
much greater than the risks of launching an 
investment fund. 

The third factor lies in the nature of 
private banking as a ‘people business’, which 
means that being a company with principles 
of succession and transmission unchanged 
since 1805 has given us genuine and unde-
niable advantages. Pictet partners are entre-
preneurs like many Pictet clients: they share 
the same problems and they have to deal 
with the same worries such as succession, 
education and the role of money. Those 
clients appreciate the connection with the 
partners: they can talk to them on the same 
level, as principal to principal.
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Among the internal factors behind Pictet’s success, the 
first one is that the business is run by a partnership with 
a succession system that hands the company down to the 
next generation. A central element of the system is that 
the partners do not take a stake in the actual value of the 
company. They buy their stakes at book value and sell 
them on at book value when they retire – the goodwill of 
the business belongs to the company itself.

This system is probably the most relevant expla-
nation for the longevity of Pictet: the partners have no 
temptation to sell the company or cash in the good-
will at any time. In other words, the partners do not 
consider themselves as the full owners of the bank; they 
consider themselves as its custodians, striving towards 
selecting their successors from inside and outside the  
founding families.

A second key internal factor is that surviving and thriv-
ing over two centuries requires top quality staff. Pictet’s 
basic philosophy is to hire staff with the long term in mind, 
investing in people throughout their careers through 
continuing training that helps them develop their skills.

Through the lenses of 
family governance, investment 

governance and operational  
governance, cues will probably  

emerge to further institutionalise   
your family set-up

OVERALL KEY SUCCESS FACTORS: 
 
1.FAMILY OBJECTIVES
Creating a multi-generational document which defines
and formalises the goals of the family referred
to as: family strategy, family charter, family pact or
family constitution.

 
 
2.PEOPLE 
Focusing on trust and competency with the elaboration
of a transparent approach. This includes: a hiring
and firing policy as well as ‘who and how’ the family
or non-family members are selected.

 
 
3.ORGANISATION AND PROCESS
Defining an appropriate governance framework
for the family dynamics, with roles and
responsibilities, clear boundaries and transparent 
decision-making processes.

 
 
4.COMMUNICATION AND REPORTING
Identifying the best way to communicate in terms
of frequency, quantity, contents and tools, for both
family members and non-family members.

PICTET'S CONCLUDING VIEW

‘The partners consider themselves as 
custodians, striving towards selecting 

their successors from inside and outside  
the founding families’ 

To create a partnership between owners and employees, 
we reward each employee through merit-based compen-
sation that is both objective and competitive in the 
market. And in 1921, Pictet was one of the first banks in 
the world to introduce a profit-sharing scheme, giving 
the majority of staff a direct stake in our success.

We have a strong belief that if you want to have 
happy clients, you should have happy employees first. 
Our approach provides stability and reinforces the 
Group’s values and corporate culture. It solidifies the 
trust between employees and the company, as well as 
creating a lasting relationship of trust between the 
company and its clients.

The third and final internal factor is that Pictet has 
one focus through three businesses that complement each 
other: wealth management, asset management and asset 
services. That focus is to do one thing, and do it well.

The survival of a company depends on its profit-
ability, a constant search for added value and a gover-
nance model that endures the test of time. Pictet’s 
aims are to offer objective and long-term advice in a 
totally independent way, and to innovate continuously 
while remaining true to its DNA. These aims have been 
underpinned by a succession model that has served the 
company well for more than two centuries. 

Nicolas Pictet is a Managing Partner of Pictet Group
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