
FAMILIES & MULTI-
GENERATIONAL WEALTH

Advertising Feature

FAMILY GOVERNANCE
Business and family do not need to come into 
conflict, if family owners come to see that a 
future together is better than a future apart.

OPERATIONAL GOVERNANCE 
With short-term earnings pressures on large financial 
institutions, wealthy families and family offices must 
look elsewhere for unbiased, client-focused advice. 

INVESTMENT GOVERNANCE
Understanding a family’s various aims is the first step 
in devising a sustainable multi-generational strategy 
to create an effective long-term investment portfolio. 

The views and comments in this publication are not backed or in any way endorsed by The Financial Times Limited.



 

Foreword
Pictet has a tradition of serving wealthy families for over 200 years,  
for the prosperity of future generations. We are proud to support the   
Financial Times once again with the launch of this supplement for FT Wealth, 
which shares some of our latest expertise and thoughts on the future.

No two families are the same, and nor are the family offices which 
manage their wealth. However, all are influenced by aspects of the external 
environment. In this edition we look at sustainability, as a concept, which 
has many implications, not just for the successful transition of family 
wealth, but also for the impact of business, investments and technology  
on the environment and society.

We hope that you find this supplement interesting and helpful in 
dealing with the future challenges that your family will inevitably face 
in managing its wealth.

Rémy Best,
Managing Partner 
Pictet Group

This document is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distri-
bution, publication, provision or use would violate current laws and regulations. The information and data furnished in this document are disclosed for infor-
mation purposes only and do not constitute a solicitation to subscribe to products or services of the Pictet Group*. The content of this document is confidential 
and can only be read and/or used by its addressee. The Pictet Group is not liable for the use, transmission or exploitation of the content of this document. 
Therefore, any form of reproduction, copying, disclosure, modification and/or publication of the content is under the sole liability of the addressee of this 
document, and no liability whatsoever will be incurred by the Pictet Group. The addressee of this document agrees to comply with the applicable laws and 
regulations in the jurisdictions where they use the information reproduced in this document. This document is issued by the Pictet Group. This document 
and the contents therein may be cited if the source is indicated, but the reproduction or distribution of this publication, in part or in whole, is prohibited.  
All rights reserved. Copyright 2017. * The Pictet Group includes the entities mentioned in the report published under the following link: group.pictet.
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August 2nd was Earth Overshoot day this year, the 
point at which humans and their way of living 
extracted more from nature than our planet can 
renew in the whole of 2017. We have known for sev-
eral decades about the ecological damage we 
impose on the planet, and the disruption that can 
result. But it is only recently that we have seriously 
started to respond.

Safeguarding the environment and investing 
for capital gain have long appeared to be mutually 
exclusive goals. Now there is a new appreciation 
that they can be complementary, under the concept 
of ‘sustainability’. 

This change has triggered considerable interest 
from wealthy individuals and their families –  
especially from the ‘next generation’ – and has 
major implications for investors and family offices. 

But, the idea of ‘sustainability’ reaches far and 
wide, and this is what we are looking to tackle in 
this year’s supplement. We will explore what sus-
tainability means through the lenses of family gov-
ernance, investment governance and operational 
governance; the three pillars of a family’s system. 
Pictet experts cast light on solutions to the complex 
challenges which families face in managing and 
safeguarding their assets for the longevity of a fam-
ily’s legacy and to encourage a rising generation. 

Complementing their expertise, Professor Ivan 
Lansberg and Dr. Wendy Ulaszek provide insight 
into family businesses, on the importance of nur-
turing the emotional as well as the business intrica-
cies of a family. The two Boghossian brothers share 
with us their sixth generation heritage, which has 
travelled across obstacles and time, to finally estab-
lish a unique, dazzling artistry. And how about the 
significance of people supporting the families? 

What teachings can we draw in setting up a dedicated 
family structure from Kyongchol (Richard) Kim, the 
Managing Director of an Asian Single Family Office? 
What can we learn from Yoshioka Tatsuya who con-
verted a dream and managed to follow his passion 
such that today his Peace Boat is a flagship for the 
UN’s Sustainable Development Goals?

We are also delighted to have the thoughts of 
two eminent personalities: an international diplo-
mat, leader on climate change, as well as an aca-
demic economist, former governor of the bank of 
England. Christiana Figueres shares with us her 
views on a sustainable low-carbon future; and 
Mervyn King gives his opinions on the future of 
central banks and our economy. 

Finally, three other leading professionals offer 
their insight on their distinct alternative invest-
ment strategies. Richard Mack discusses his family 
business and attitude to value creation through the 
real estate sphere – from New York to the world 
and into the future of cities. The Brazilian Leon-
ardo Letelier explains how he merged certain 
attributes to help social entrepreneurs and various 
causes through impact investing. And Mattias 
Ljungman, co-founder and partner at Atomico, 
transports us into the future through his venture 
capital experience.

The world is experiencing exponential growth 
and change, where growing populism and individ-
ualism cohabit with efforts to cultivate diversity, 
integrate division and nurture nature. Today, cur-
rent and future generations must challenge their 
adaptability, responsibility and accountability to 
insure true global sustainability.

Pictet editorial team
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FAMILY LEADERSHIP

The art of ambidextrous  
family enterprise 
leadership
Ivan Lansberg and Wendy Ulaszek say that in addition  
to running the company, an integral part of a successful  
family enterprise leader’s job is tending to the needs of  
the family which owns the businesses, whether or not 
they are a family member

During a recent meeting with the chief executive 
of a large family-owned European company, 
we were discussing his succession plan when 
he stepped aside to take a call. It was from the 
daughter of a family shareholder on what we 
later learned was a tricky health matter.

The fact that he took the call was not enti-
rely surprising, but we witnessed how 
genuinely interested and sensitive he 
was in supporting the daughter through 
a difficult conversation. The call ended 
and the CEO – who was not a member 
of the family – seamlessly returned 
to our business meeting, conveying 
through his actions that dealing with 
the highly personal issues of a family 
shareholder was an integral part of his  
leadership responsibilities.

For years, our field has placed most 
emphasis on the importance of develo-
ping strong leadership for a family busi-
ness. This bias is understandable, given 
how prone family companies can be to 
nepotism and the disastrous consequences 
of choosing unsuitable successors. But we 
believe that developing an ‘ambidextrous’ 
capacity for competently leading both the 
family and the enterprise, is essential for 
effective leadership and continuity.

Businesses such as Viacom, Hyatt, 
Hunt Petroleum and Market Basket 
have shown that family companies can 
struggle, not because of market failures, 
but as a result of nasty battles among 
family shareholders. Such fiascos often 
result from a failure of effective family, 
rather than business leadership.

The sustainability of family enterprises 
requires more than effective economic 
performance. It requires nurturing the 
unity of the family owners and their 
commitment to the proposition that a 
future together is better than a future 
apart. This needs the tireless dedication 
of one or more leaders who understand 
the strategic importance that unified and 
committed family ownership can bring 
to an enterprise’s continuity. They under-
stand and seek to strengthen the emoti-
onal bonds between the owners, not just 
because it helps accomplish business 
objectives, but also because of its value to 
them as a family.

The ultimate value proposition of 
family enterprises stems from the effec-
tive management of two fundamentally 
different types of assets: one emotional, 
and the other economic. The success and 
continuity of these systems depends on 
the effective management of both by those 
who manage to operate in the shaded 
zone in the figure opposite (adapted from 
the work of our colleague John Ward at 
the Kellogg School of Management).

By controlling the economics of 
the family, those in leadership roles in 
the business typically wield consider-
able influence among the family owners. 
They are therefore uniquely situated to 
facilitate relationships both within the 
owning family and between the family 
and the enterprise. Too often, however, 
this fundamental leadership responsibi-
lity is diminished, dismissed or denied: 
countless times, we have heard family 
business leaders say that their job is to run 
the company, not the family.

Such leaders fail to understand that 
the fates of the family and the business 
are inextricably intertwined. Indeed, the 
strategic advantages of family enterprises 
– their commitment to the long term, 
their values and cultures as well as their 
strategic innovation and dynamism – is 
derived from the effective management 
of these interdependencies.

Likewise, the risks associated with 
family business – their propensity for 
nepotism, their imprisonment in lega-
cies of the past, their sometimes lethargic 
response to industry changes and their 
vulnerability to dynastic ownership brea-
kups – require leaders who can straddle 
the linkages between family and business 
and understand how their decisions influ-
ence (and are influenced by) both realms. 
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Ambidextrous leaders  
grasp the interdependencies 

of emotional  
and economic assets

– Protecting family from business
– Focus on family unity and legacy
– Less attention to business performance
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Economic Asset

– Protecting business from family
– Focus on performance
– Less attention to family unity and continuity

– Balanced approach
– Highest probability 
 of continuity

Advertising Feature

Those leading family enterprises cannot 
afford to overlook the needs of one 
system at the expense of the other: they 
must manage both without compromi-
sing the integrity of either.

They must strive, in other words, to 
become ambidextrous leaders who grasp 
the interdependencies of emotional and 
economic assets and work for the long-
term sustainability and growth of both. 
They understand that leading a family 
requires skills and sensitivities that are 
different from those for leading a business.

Moreover, ambidexterity requires 
skills that go above and beyond what 
the family and the business may need.  
These include:

–  The capacity to manage the paradoxes 
that come with systems in which the 
needs, fundamental values and norms 
are often inherently in conflict – for 
example, accountability vs forgive-
ness, merit vs need and best to the top  
vs inclusion.

–   Integrative thinking that can craft stra-
tegies which synthesise and harness 
elements of both modes – for example, 
embracing a ‘tradition of change’, or 
nurturing ‘dreams with deadlines’.

–  The ability to respond effectively to 
complex situations, such as by injecting 
familial values into hardnosed strategic 
deliberations of a board.

–  The flexibility and sensitivity to know 
– like the CEO in our example – when 
acting in a family or business mode is 
called for.

–   The emotional intelligence to under-
stand and channel emotions to follo-
wers to help them function across family 
and business domains and to cope effec-
tively with their contradictions.

Ambidextrous leaders track their 
strengths and deficiencies in such skills 
and try to enhance them. They often 
join with others in the board and in 
the family who complement them to 
ensure the proper tending of both family  
and enterprise.

Strengthening their ambidexterity 
bench among aspiring next generation 
leaders requires families to structure 
opportunities designed for this purpose. 

They signal from early on that family 
unity is as important as the performance 
of the business, and make clear that 
serving on a family committee or the 
family council is required for reaching 
upper leadership in the company or 
serving on its board.

Adapted from John Ward’s work at the Kellogg School of Management

Likewise, they work to educate those 
hoping to emerge as family leaders 
to enhance their business and corpo-
rate governance knowledge. They also 
encourage senior leaders to share with 
potential successors how they have 
managed (or mismanaged) the careful 
balance of familial and economic assets, 
and the lessons learned when dealing 
with consequential paradoxes.

In short, successful families invest 
to develop well-rounded, ambidextrous 
family enterprise leaders who can learn to 

synthesise strategies that work to sustain 
both systems in the long run.

In a world hungry for simple solu-
tions to complex problems, learning to 
navigate the complex interdependen-
cies and contradictions inherent in the 
long-term strategic dilemmas facing 
humanity is undoubtedly an essen-
tial leadership capacity for our future. 
Family enterprises can provide a unique 
platform for fostering ambidexterity in 
the next generation of world citizens 
who will inherit the thorny dilemmas of 
our age. Why couldn’t that too be an exci-
ting part of the legacy! 

Ivan Lansberg, Ph. D., is an Adjunct Professor 
of Family Enterprise at Northwestern Univer-
sity’s Kellogg School of Management and 
Co-Director of Family Enterprise Programs. 
He is a Senior Partner at Lansberg, Gersick and 
Associates (LGA), a research and consulting 
firm specialising on family enterprises based in 
New Haven, CT, USA.

Wendy Ulaszek, Ph. D., is a Senior Associate at 
LGA and research faculty at the University of 
Connecticut, Storrs, CT, USA.
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Ralph and Roberto Boghossian

workshop in the town of Mardin in the 
former Ottoman Empire, one of the 
ancient trade centres of the famous Silk 
Road. The family was then uprooted at 
the beginning of World War I and fled to 
the Syrian city of Aleppo, where the foun-
der’s grandson opened a shop and rebuilt 
the jewellery business from scratch. 

Throughout their business’s history, 
the family continued to travel widely 
along the Silk Road and further afield, 
strengthening its business connections 
and sustainability. They began acquiring 
rough diamonds from Africa, sourced 
precious coloured stones from India, 
Burma and Colombia, and secured fine 
natural pearls from China. 

By 1960, the family moved to Beirut 
– the ‘French Riviera and Switzerland of 
the Middle East’, and the region’s most 
promising market. But after the civil war 
broke out in Lebanon in the 1970’s, two 
fifth-generation family members moved 
to Europe: Jean established himself 
as the diamond and colour gemstone 
expert in Antwerp, supplying leading 
gem collectors; his brother Albert moved 
to Geneva, where he established further 
the family expertise for exclusive gems 
including colour diamonds and deve-
loped new techniques of manufacturing 
jewellery to mount them for ever-more 
demanding customers.

Today, Albert is chief executive of 
the company, working with Jean’s sons: 
Roberto is head of sales and manages 
the London and international opera-
tions; Ralph is head of marketing and 
the collections production. ‘We were 
always prepared to join the business,’ 
says Roberto. ‘Since the age of ten we had 
spent countless days and weeks in our 
Dad’s office at the Antwerp Diamond 
Bourse to experience and understand 
the world of gems and jewellery. We 
did internships in the industry, from 
sorting, polishing and cutting gems 
to working in auction houses. We also 
graduated from the Gemological Insti-
tute of America courses.’ 

‘As with every family, we do not 
always agree on everything’, says Ralph, 
‘but at the end the best interest of the 
company prevails. We have sought, 
when necessary, the help of an exter-
nal consultant to align our divergent 
thoughts, say what needs to be said, and 
reach a common vision and strategy for 
the company. We are all very different 
but also complement each other, which 

In the exclusive world of high-end jewellers, 
the Geneva-based Boghossian House is making 
waves with stunning pieces of fine and high 
jewellery that reflect its Armenian heritage. 
Now run by the fifth and sixth generations of 
the family, its origins date back 150 years to a 
city on the Silk Road which linked East and 
West for many centuries. And its distinctive 
designs draw inspiration from sophisticated 
Eastern techniques and apply them to modern 
Western aesthetics.

One such is the firm’s signature ‘The Art 
of Inlay’ pieces which set one gem within 
another. Another is the ‘Kissing Gems’ 
technique which brings together two 
precious stones set above one another 
in a poetic embrace, highlighting each 

other’s hues and beauty. Its latest deve-
lopment is the ‘Merveilles’ collection in 
which diamonds are held together on all 
sides of the jewels, with no visible means 
of support, seemingly floating in the air. 

‘We strive to offer something rele-
vant and original to our customers,’ 
says Ralph Boghossian. ‘Our designs all 
revolve around light – freeing it, enhan-
cing it and contrasting it. We like to think 
of designing jewellery as painting with 
light: gold interferes with the sparkle of 
the gems, so we try to minimise its use 
to get the purest light reflection through 
the gems.’

The family’s involvement in the  
jewel     lery business began in 1868 when 
Ova ness Boghossian opened a goldsmith’s 

NEXT GENERATION

Keeping a jewellery 
business in the family
Two sixth-generation members of the  
Boghossian family are continuing to develop  
high-end jewellery with their father and uncle,  
blending Eastern and Western cultures to  
create contemporary masterpieces
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Boghossian Foundation – Villa Empain in Brussels, Belgium

Advertising Feature

helps us find a balance. And we make 
sure we keep the family united.’ ‘Patience 
is a virtue’, says the Patriarch Albert. 
‘Keeping the family united with each 
and every one having different ideas and 
ambition is not an easy task, but through 
patience, common sense and an ambi-
tious project in sight, we have been able 
to conduct the transition from the fifth to 
the sixth-generation while keeping the 
family united behind our project’. 

Philanthropy has always been a tradi-
tion for the family. In Mardin at the end 
of the 19th Century, communities from 
different cultures and rites, thrived in 
this trading hub which was once referred 
to as the ‘small Jerusalem’. 

 The first example of multicultu-
ral societies took place in the different 
regions spread along the Silk Road 
where not only there were exchanges of 
goods but also of ideas and thoughts. 
‘Our heritage, our strong sense of unity 
and our sensitivity towards philan-
thropy, thus flows from this,’ says Ralph.  
The family has always been active in 
giving back to society. Since the 60’s, 
they began supporting humanitarian, 
social and environmental projects, and 
have funded several projects in Arme-
nia, Lebanon and, more recently Syria. 
In 2006, Jean and Albert Boghossian 
created a Centre for Dialogue between 

The ‘Palmette’ Necklace 
sold during Christie’s 
auction in 2017, setting 
the record price for an 
emerald necklace with  
no clarity enhancement. 

the cultures of East and West, the  
cultural dimension of the Boghossian 
Foundation, now based in Brussels, in the 
Villa Empain – an Art Deco Landmark. 

‘Today, we see many companies in 
the luxury world being attentive to their 
impact on the environment and how they 
source and produce their items. We cele-
brate the cultures of the countries our 
family has thrived in, and we try to inter-
pret their rich heritage in our product. 
We believe that by cherishing those 
values, and recalling to mind the refine-
ment those regions brought to our world, 
we would indeed initiate a first point of 
contact between different cultures and 
break free of the boundaries of prejudice 
and bitterness. ’ 

Roberto says that when he and his 
younger brother joined the business, 
the pinnacle of their ambitions was to 
preserve what had already been accom-
plished and to develop it further. They 
believe they can best achieve this if the 
business remains privately held and 
family-controlled. ‘We hope that future 
generations will share our vision and 
join the operations, so that the family 
role in the business can continue for 
another six generations or more.’

Two brothers, Ralph and Roberto Boghos-
sian, are the sixth generation members in the  
jewellery business.
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the proceeds. As the Chairman’s only child 
lived overseas and had little interest in 
running the family business, in 2014 they 
incorporated Pole Capital in Singapore, 
attracted by the country’s efficient and 
reasonable legal and government systems.

Kim cites that one of the reasons he 
moved from Korea to Singapore was his 
relationship with the Chairman. Given 
that establishing a first-time family 
office starts off as a small organisation as 
you build out your team, ‘it is important 
that you choose someone to run it with a 
similar chemistry to you. From my point 
of view, the primary reason for joining 
the Chairman’s family office was defini-
tely the chemistry between us.’

The family-owned business was 
created immediately after the end of 
the Second World War. The Chairman 
became the third-generation family 
member to run the business and helped 
expand its footprint. ‘He did a great job 
and made the company much bigger 
than it was when he first joined the 
family company,’ Kim notes. 

Was there any pushback when the 
idea emerged of foun ding an office in 
Singapore? ‘He graduated university in 
the US, where he also received an MBA, so 
he is pretty open to living overseas, as well 
as doing business globally,’ says Kim.

Kim believes that Asian families have 
different approaches to managing their 
wealth. ‘It varies case by case, but I think 
that Asian families prefer single family 
offices to multi-family offices. On the 
investment side, they are more conser-
vative than European families, prefer-
ring real estate investments over equities  
and bonds.’

After working for a government-owned finan-
cial institution in South Korea, Kim recognised 
that his country’s bond and equity markets 
were too small for its fast-growing pension 
funds and insurance companies. Buoyed by his 
experience overseas in Australia and the US, he 
believed that there would be a greater demand 
for alternative investments and that private 
equity would be one of their top preferred  
asset classes.

Thus, he created a private equity fund 
which, bolstered by the momentum of the 
increased liquidity from local pension and 
insurance firms, became so successful that 
the Chairman of the family-owned group, 
who had backed its launch, asked him 
to seek additional private equity inves-
tments for a subsidiary. Within a year, 
they agreed to a lucrative offer from one 
of Korea’s top private equity funds and, 
decided to set up a family office to manage 

‘Asian families prefer  
single family offices to 

multi-family offices. On the 
investment side, they are 
more conservative than 

European families’

SINGLE FAMILY OFFICE

The Asian inside story
Kyongchol (Richard) Kim, Managing Director of  
a Singapore-based single family office (SFO), describes  
how he came into his current role, what the investment 
strategy is, and the advice he would give to anyone  
thinking of setting up a family office
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The one function  
Kim is adamant cannot  

be outsourced is the
 decision-making function 

‘Our investment policy is to beat the 
inflation rate by 3 percentage points,’ 
Kim says. ‘To achieve that, our portfolio 
is 50 per cent in long-term investment 
grade corporate bonds, 40 per cent in real 
estate and 10 per cent in private equity 
– in other words, half in alternative  
asset classes.

‘Strategically, Pole Capital invests in 
cash-flow generating assets in developed 
countries, and is building a diversified, 
balanced and sustainable portfolio in 
Singapore and overseas. In real estate, 
we have a strong focus on retail and 
commercial property in Singapore, Aust-
ralia, the US and Europe.’

On the philanthropy side, Pole 
Capital is interested in becoming 
involved but like with their investment 
philosophy, they have taken a long-term 
view. ‘We are a pretty new family office 
with only three years of running expe-
rience,’ and they have therefore been 
more focused on building up the family 
office and its investment objectives at 
this stage. While philanthropy may 
play a more significant role for them in 
the future, it is important for them to 
be discerning in how to allocate their 
funds. ‘We are exploring our philanth-
ropy values and further planning now,’ 
Kim says.

Kim believes that the wealth explosion 
in Asia will lead many more of the newly 
enriched entrepreneurs to set up family 
offices outside their home countries. 
‘Some Asian countries continue to have 
an unfavourable environment for doing 
businesses and also have high estate tax 
systems, and people running businesses 
in these countries are likely to want to 
move their businesses and homes to 
neighbouring, lower-tax countries such 
as Australia, New Zealand, Hong Kong 
and Singapore. I guess that there will 
also be increased demand for the asset 
classes of the countries they choose  
for investment.’

Advertising Feature

While the majority of the new family 
offices of Asian entrepreneurs will 
remain in Asia, he says, they will send 
their children to western developed 
countries for their education. ‘Their 
main concerns are to keep their wealth 
and provide a good education and 
living environment to the next genera-
tion.’ He predicts that the next genera-
tion educated in the West are likely to 
choose their own lifestyles, rather than 
joining their family businesses in their  
home countries.

He notes that privacy is a very 
sensitive issue for Asian family offices. 
‘They don’t want everybody to know 
about their activities and lifestyle. The 
chairman dislikes being recognised as a 
rich person in public, which makes him 
very uncomfortable.’

His advice for people thinking of 
setting up a family office? ‘I recommend 
that you get the right people to manage 
the money, choose the right country to 
locate your family office, and devise the 
right investment strategy which is most 
appropriate for your family’s overall 
wealth position.’

He strongly recommends outsour-
cing many functions of family offices, 
such as accountancy, taxation and legal 
services, to top-tier global service firms. 
‘When setting up Pole Capital, we relied 

on external professionals to help while 
we were settling into the country. From 
introducing us to the best law firm to 
helping us lay out our investment objec-
tives, their team was there every step of 
the way. It is definitely very important to 
find a good partner/adviser when setting 
up a family office.

‘For investment advice, I also recom-
mend outsourcing to the top-tier advi-
sory firms for each asset class. For 
example, if we need to invest in a real 
estate fund in Australia, we usually 
contact the top two or three Australian 
real estate dedicated funds.’

However, the one function he is 
adamant that cannot be outsourced is 
the decision-making function. ‘The key 
skill of family office investment mana-
gers is their ability to assess the balance 
between risk and opportunities, which 
is totally different in every case.’ He 
says that family office members are ‘our 
people’ while outside fund managers are 
‘their people’. What matters for family 
office members is protecting the assets 
over the long term, while external fund 
managers have their own priorities. 

Kyongchol (Richard) Kim is Managing Director 
of Pole Capital, a single family office set up in 
Singapore in 2014. 
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The world faces many serious challenges, such as 
armed conflicts, nuclear threats, poverty, disease 
and environmental threats – and finding solu-
tions often seems to be beyond the reach of 
individuals and communities. But in 1983, a 
Japanese student decided to devote himself to 
working for peace in the Asia-Pacific region by 
launching a Peace Boat cruise to visit neighbou-
ring nations and build grassroots reconciliation 
and friendship.

The first voyage was financed by a group 
of friends who split the cost of chartering 
a ship. But today Peace Boat has grown 
into a large social business financed by 
selling tickets on a commercial basis. It 
now runs round-the-world voyages which 
have added a wide range of sustainability 
campaigns to the original peace mission. 
Peace Boat also runs volunteer sche-
mes, including disaster relief activities 

The design of the Ecoship, Peace Boat’s new ship which will embody its messages of sustainability and peace

PHILANTHROPY

Voyages promoting  
peace and sustainable 
development
Peace Boat, founded by a group of Japanese students over  
three decades ago, sails around the world, enabling people  
to engage across borders, fostering dialogue and mutual  
cooperation – a floating bridge between cultures
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after the 1995 Kobe earthquake and at 
Fukushima following the devastating 
earthquake and tsunami in 2011.

‘Our first voyage used a ship because 
we were able to charter one at low cost in 
the typhoon season and it was the most 
practical way to travel,’ says Yoshioka 
Tatsuya, founder and director of Peace 
Boat. ‘But during that trip, we started to 
understand how powerful a tool it was, 
because a ship is like a small planet: you 
have to get along and cooperate with 
your fellow passengers – and there is no 
way to escape!’

‘Because of that, it is an incredibly 
creative open space which encourages 
dialogue and cooperation beyond the 
borders of nationality, religion, etc. 
In the past, many terrible things like 
colonialism, disease and war were  
carried by ships, but we wanted to explore 
the idea of a ship as a force for good.’

His original motive for Peace Boat was 
learning about the suffering caused by 
Japan in the war, on the one hand, and 
the horror of the atomic bombing of 
Hiroshima, on the other. When he was 
a student in the early 1980’s, there was 
a lot of controversy and tension over 
how history was taught in schools, and 
particularly how its aggression was 
glossed over in school textbooks. He was 
concerned about how history was being 
distorted and that such lack of unders-
tanding was risking peace.

Peace Boat is now a flagship for the 
UN’s Sustainable Development Goals, 
having previously supported the Millen-
nium Development Goals which were 
replaced by the SDGs in 2015. The ship 
carries a huge SDG logo on its hull, which 
is seen by hundreds of thousands of 
people each year as the ship sails through 
dozens of ports worldwide. When in port, 
its passengers work with local commu-
nity groups and student organisations on 
their sustainability programmes.

As it has developed, Peace Boat has 
attracted numerous partners, from guest 
speakers on educational programmes,  

Up to 40 per cent are 
repeat passengers, and they 

are increasingly diverse

Advertising Feature

Peace Boat’s voyages hold educational and cultural exchange activities in ports

to business partners such as shipping 
agents and travel agents. Yoshioka 
Tatsuya feels strongly that finan-
cial autonomy is essential for NGOs, 
to protect their ideological indepen-
dence and secure their sustainability 
for the future. That is why he sees it is 
important for Peace Boat to fund itself 
through passengers paying the costs of 
joining its voyages.

He says that Peace Boat has grown 
more than he could have ever dreamt 
and has become Japan’s largest cruising 
organisation, with three 90-100 day 
round-the-world cruises each year. Three 
decades after its foundation, it is on its 
95th voyage for peace, having taken more 
than 65,000 people to over 100 ports on 
seven continents for study, volunteering, 
cultural exchange and tourism.

‘Peace Boat’s success is shown in the 
impact we make on individual peoples’ 
lives while building holistic interna-
tional awareness on sustainability and 
peace.’ Up to 40 per cent on some voyages 
are repeat passengers, and they are 
increasingly diverse. ‘Until a few years 
ago, they were mainly Japanese, but we 
are now carrying a great number from 
China, Singapore, Taiwan and Korea. 
Having passengers of multiple natio-
nalities furthers our original mission, 
as well as strengthens our business and 
potential to expand.’

Peace Boat continues to evolve, and after 
thirty years of using second-hand vessels 
is planning to launch its own ship which 
will embody its messages of sustainabi-
lity and peace. ‘The Ecoship will be the 
world’s most sustainable cruise liner 
when it sets sail in 2020,’ says Yoshioka 
Tatsuya. ‘Its stunning whale-inspired 
design was the result of a three-year 
research process which combines inno-
vative energy efficiency measures and 
the use of renewable energies with real 
eco-systems on board.

‘It will cut propulsion energy by 20 
per cent, electricity use by 50 per cent, 
and carbon dioxide emissions by 40 per 
cent – operating on a near zero discharge 
basis. The ship will also contribute to 
ocean and climate research, acting as a 
floating sustainability laboratory. It will 
be our flagship for climate action and 
the Sustainable Development Goals.’ 

Yoshioka Tatsuya, Founder and Director of 
Peace Boat, is also a Steering Group Member 
of the Global Partnership for the Prevention 
of Armed Conflict and was nominated for the 
Nobel Peace Prize in 2008. For more informa-
tion see ecoship-pb.com.
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At home during dinner when speaking about 
a family business, a successful entrepreneur 
advises one of his children not to pursue a 
proposal made by the business manager. This is 
bewildering for the child following its parent’s 
wishes and set-up, meant to be groomed by the 
business manager to take the business to the 
next level. But the entrepreneur seems reluctant 
to hand over control.

The children, for their part, feel that their 
parent is weary to let go and may not 
really want to retire. They also wonder if 
they are trusted – seen as not competent 
enough or as a potential threat to the 
family business. The entrepreneur may, 
with the wisdom of hindsight, feel that 
the children want too much, too early: 
raised in relatively comfortable surround-
ings they may seem to have an unwar-
ranted sense of entitlement.

How does one tackle such a conundrum? 

While the sense of entitlement is still a concern for many parents, the trend among the next 
generation seems to be moving towards independence and responsibility. If that trend is 
confirmed, the fears of the older generation may prove to have been unfounded. Whether a 
more responsible environment is emerging or not, the parent should consider playing a coach-
ing role. Control may have contributed significantly to an entrepreneur’s business success, 
but too often it can jeopardise its transition to the next generation, and ultimately to its own  
family success. 

Grégoire Imfeld is Head of Pictet Family Office Services of Pictet Wealth Management.

SELLING THE FAMILY BUSINESS
This resolves business 
succession issues, but 
unleashes new ones. The 
process takes time and the 
usual family challenge can 
be summarised as ‘What 
happens now?’, opening 
Pandora’s box with possible 
undesirable consequences, 
which need early attendance.

MAINTAINING THE STATUS QUO 
After all, if the family is 
happy with how things are 
going, why fix something 
that is not broken! But 
depending on the industry 
and size of the business, 
there is likely to be a 
constant need to innovate 
and manage the 
expectations of future 
generations whose numbers 
are likely to grow providing 
them individually and 
eventually with lower 
dividends. This can result  
in diverging views on the 
purpose of the business 

HERE ARE FIVE TRANSFER OPTIONS:

strategy, the role of the family, 
the general governance, etc.  
A family constitution may be 
needed to prevent conflicts and 
align the family’s objectives.

HORIZONTAL EXPANSION 
Increasing the breadth of the 
family business by diversifying 
into others. For the next 
generation, such business 
development is a viable option 
if aligned to their personal 
objectives. If done through 
acquisition, the next 
generation can benefit from the 
resources of the core business, 
favourable financing rates and 
potential economies of scale to 
gain experience in running a 
business. This is a relatively 
well-established strategy in 
Asia, often employed by the 
founding patriarch.

VERTICAL GROWTH 
Bringing in seasoned 
professionals can take the 
business to the next level. 
Hiring a chief executive with 

experience and moving the 
family on to the board is a 
strategy commonly adopted 
by successful family 
businesses, in the more 
economically developed 
economies – the founder/
manager/shareholder cycle. 
The family may fear losing 
control, but a shareholder 
agreement can protect the 
family – more often than not, 
from itself.

INDEPENDENT  
ENTREPRENEURSHIP 
A way for the rising 
generation to try and 
replicate their predecessor’s 
success, helped by the family 
wealth. Today, the most 
popular option for the rising 
generation, since most 
millennials want to be 
entrepreneurs, combining a 
sense of independence with 
social responsibility around 
impact investing, venture 
philanthropy and socially 
responsible investments.

PICTET’S VIEW – FAMILY GOVERNANCE

A successful transfer  
for the family business

Grégoire Imfeld sets out 
five different options for a 
transition that consider the 
fears of entrepreneurs about 
the readiness of the next 
generation against the  
desire of the children for 
recognition of their 
preparedness to take over
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The foundations of modern portfolio theory 
remain the pioneering work of Harry  
Markowitz1 around portfolio diversification and 
asset allocation. Another essential part of invest-
ment governance is to define portfolio objectives 
and goals to ensure discipline in investment 
management overtime. Large wealth owners 
typically have at least three aims for their invest-
ment portfolio including protecting wealth, 
growing it sustainably and taking advantage of 
opportunities to significantly enhance returns.

The Wealth Allocation Framework by 
Ahsvin Chhabra2 can be used to allocate 
assets and risk across the three portfolios 
based on goals:

1.  A protective portfolio, designed to 
‘preserve lifestyle’ during market vola-
tility or difficult economic conditions. 

2.  A core diversified multi-asset market 
portfolio, with a long-term horizon 
to ‘maintain and grow wealth’. Invest-
ments are both liquid and illiquid, 
and designed to grow sustainably in  
real terms.

3.  Often an ‘aspirational portfolio’, inten -
ded to multiply wealth through 
concentration and higher risk-taking 
such as a business or direct invest-
ments. This can also include impact 
investments or philanthropy.

Over time and generations, large wealth 
owners will typically assign their major 
allocation to the core global market 
portfolio, building on their ability to 
invest for the long term, including 
growth investments and illiquid invest-
ments. Lessons can be drawn from other 
long-term investors: diversify across all 
assets to harvest risk premiums, seek all 
exploitable sources of skill (alpha) and 
take advantage of non-public markets 
and less liquid investments – often 
referred to as the endowment model 
which is used by many universities  
and foundations.

Yale Endowment, for example, aims 
to provide substantial cash flow to the 
operating budget for current scholars, 
while preserving purchasing power for 
future generations3 – just as many large 
families look after the interests of both 
current and future generations. The 
average US university endowment allo-
cates about 53 per cent of its portfolio to 
alternatives, of which about 30 per cent 
are private investments and 20 per cent 
are marketable alternative strategies4. 
However, endowment-style investing 
also faces volatility: during the 2008 
financial crisis several large endowments 
suffered drawdowns of over 25 per cent. 

A well-defined and properly under-
stood investment policy statement is a 
helpful tool to establish and maintain 
a transparent link between investment 
performance and investment risk at the 
level of a board or investment committee.

Strong investment governance helps 
support a sustainable long-term invest-
ment strategy that meets objectives 
and keeps risk and uncertainty under 
control. Allocating assets to specific 
goals allows large wealth owners to 
invest confidently in a diversified market 
portfolio of growth assets through  
market cycles.  

Kristoffer Jonsson is Head of Investment  
Solutions of Pictet Wealth Management.

1. PROTECTIVE PORTFOLIO
To protect an individual’s lifestyle  
during market volatility or difficult  

economic conditions

2. MARKET PORTFOLIO
To participate in the markets in an  
efficient manner across the global  

investment universe

3. ASPIRATIONAL PORTFOLIO
To optimise targeted risk-taking,  

in order to substantially grow wealth  
and have impact

1. Harry Markowitz: Portfolio Selection,The Journal of Finance 7 (March 1952).
2.  Ashvin B. Chhabra: Beyond Markowitz: A Wealth Allocation Framework for Individual Investors,  

The Journal of Wealth Management 7, no. 4 (Spring 2005).
3. Source: Yale Investments Office: Endowment Update 2016
4.  National Association of College and University Business Officers:  

2016 NACUBO-Commonfund Study of Endowments, January 2017.

The Wealth Allocation Framework2  
helps define the specific purpose of 

different investment portfolios around 
defined objectives

INVESTMENT FRAMEWORK

Multi-generational 
investment strategies
Kristoffer Jonsson advocates strong investment governance  
and diversification of growth assets for long-term investors,  
who can take more risk and sustain periods of volatility
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You once said that central banks  
need to be ‘as boring as possible’. 
Is that still the case today?
Central banks should respond to devel-
opments in the economy as predictably 
as possible, so the news should not be 
about debates within a policy commit-
tee, who is going to vote for a rise or for 
a cut, but about the implications for the 
future of recent data on the economy. 
And that predictable response of central 
banks to the data is what I meant by 
central banks being boring. I think that 
it is still important.

Do you think Quantitative Easing 
(QE) worked? Inflation still hasn’t 
really picked up and growth is 
still slow.
QE easing is simply a way of boosting the 
money supply. That is a traditional tool 
of monetary policy. What was unusual 
this time was the sheer scale of it, and 
that was because, after the banking 
crisis in 2008 when the contraction of 
bank balance sheets threatened to lead 
to a substantial drop in the amount of 
money in the economy, we might have 
gone back to a 1930s-type depression. 
We didn’t, and QE was very successful in 
preventing that. But the time for further 
QE has run its course.

The reason for the current stagnation 
in the world economy is different. It’s not 
just because total demand is inadequate, 
it’s because of a very distorted pattern of 
spending. Germany has an unsustainable 
current account surplus; the UK and US 
still have large current account deficits. 

This reflects the fact that we have not 
allowed exchange rates to move suffi-
ciently far for spending to rebalance.  
So China has not actually switched 
demand from exports to the consumer. 
Germany has a very undervalued 
exchange rate – it is relying heavily 
on exports but ought to rely more on 
domestic demand. Growth in the US and 
the UK is being boosted by consumer 
spending, but that is not sustainable 
because the associated debt levels keep 
rising. These structural facts explain 
why growth is still below where it ought 
to be, and are also holding back inflation. 
That’s not a failure of monetary policy, 
it’s merely that monetary policy cannot 
solve all the problems of the world econ-
omy. It is possible that at some point 
inflation will pick up sharply but we are 
certainly not there yet.

What could be done differently in 
order to solve these imbalances and 
make growth more sustainable?
It is quite difficult for any one country 
to embark on a path of rebalancing if 
you don’t believe the rest of the world is 
going to do the same at the same time. 
Some kind of agreement between the 
major economies in the world, particu-
larly China and the euro area on one 
side as the surplus countries, and the US  
and UK on the other, as the main deficit 
countries, will be needed. How far the  
EU can contribute is doubtful, given the  
very divergent real exchange rates 
within it.

Looking at the need to unwind QE, 
should interest rates be raised, or 
should central banks run down their 
balance sheets first?
The Bank of England (BoE) has made 
clear – and I think other central banks 
will do the same – that when they want 
to tighten monetary policy and with-
draw stimulus they will start by raising 
interest rates. My own view is that they 
should focus pretty much exclusively on 
raising interest rates, because QE makes 
the banking system hold larger liquid 
deposits with the central bank; it’s a 
form of liquidity regulation, and makes 
the banking system much safer. So, I 
would focus entirely on raising interest 
rates. The difficulty is judging the appro-
priate time to do it.

Cesar Perez Ruiz

Mervyn King 

THE GLOBAL ECONOMY

Central banks and a 
sustainable recovery
Mervyn King, Governor of the Bank of England between  
2003 and 2013, discusses monetary policy since the  
financial crisis and what comes next with Cesar Perez Ruiz,  
Chief Investment Officer of Pictet Wealth Management
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Are central banks responsible at all for 
the rise of populism?
Populism is a division between ruling 
elites and a large number of ordinary 
voters. It reflects a failure by the elites 
to understand the concerns of ordinary 
people: static or falling living standards, 
the impact of high levels of immigra-
tion, greater political correctness. None 
of these are the responsibility of central 
banks or the outcome of their actions. 
But it is important that central banks are 
not seen as taking sides in this political 
debate. If they are seen as siding with 
cosmopolitan elites, then support for 
independent central banks will start to 
be undermined.

What do you think the BoE can do 
around brexit, and what is your view 
on how brexit will play out?
The UK has to have a fall-back position 
if we can’t reach an agreement with our 
European partners, which is to leave and 
trade under World Trade Organisation 
rules. That’s manageable, it’s what the 
US and China do, but it requires a good 
deal of practical preparation, and it’s 

a great shame that not much has been 
done so far. There is no clarity in the UK, 
even within the government, as to what 
kind of Brexit we want. This is a funda-
mental problem. However, none of these 
things are the responsibility of the BoE.

In the long run, the honest answer 
about the impact of Brexit is that we 
don’t know, but I don’t think it will be 
particularly large. It’s in the interests of 
both sides to agree continued free trade 
in goods, so manufacturers should not 
be particularly perturbed. Even if tariffs 
were applied, they would be so small as 
to make very little difference in compar-
ison with, for example, changes in  
exchange rates.

What is the biggest risk to financial 
markets that you see currently?
I think the biggest risk concerns the 
amount of debt. The leverage of the bank-
ing system is less a concern than before, 
but in all other sectors of the economy, 
debt has gone up. My concern would be 
that many asset values will ultimately 
have to be written down. For example, 
a lot of the capital equipment in the 

German export industry will never be as 
profitable as hoped, because we cannot 
continue having a German current 
account surplus of 8 or 9 per cent of GDP, 
so there will have to be changes in the 
value of capital assets in different sectors. 

As asset values start to adjust, 
particularly if interest rates are slowly 
rising, then balance sheets will start 
to reflect weaker asset values. If assets 
have to be written down to some extent, 
so do liabilities, and then leverage. So 
there could be defaults. Rather like 
the last financial crisis, you get a few 
apparently unconnected defaults, then 
suddenly people realise that the poten-
tial scale of defaults is a lot larger than 
they had realised and there is another  
financial crisis.  

Lord King was Governor of the Bank of England 
between 2003 and 2013. His book, The End of 
Alchemy: Money, Banking and the Future of 
the Global Economy, was published in 2016.

Cesar Perez Ruiz is Chief Investment Officer of 
Pictet Wealth Management.

CENTRAL BANK ASSET PURCHASES (INCLUDING PROJECTIONS)

Source: Pictet Wealth Management – Asset Allocation & Micro Research , ECB, Fed, BoJ, PBoC, Bloomberg
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Words like ‘2020’, ‘milestones’ and ‘optimism’ 
which are scribbled on the windows-cum-
whiteboard in Christiana Figueres’ reception 
room give some clues into the thinking of the 
former UN climate chief, who presided over the 
COP21 negotiations that led to the historic 2015 
Paris agreement on global warming.

The Costa Rican diplomat now leads 
Mission 2020, a global initiative to urge 
businesses, investors and policymakers 
to take bold steps that would radically 
reduce carbon emissions by 2020. Why 
2020? She says the next three years will 
be a make or break time if the world is to 

create a more prosperous, resilient and 
sustainable world by 2030 – aim of the 
UN Sustainable Development Goals.

‘The prospects of achieving some 
of the SDGs will be largely determined 
by 2020, or at least the cost of doing so. 
Obviously we can decarbonise at a much 
higher cost – financial and social – but 
what we’re trying to do is to find the path 
with the least cost and least disruption to 
the global economy.’

China, India and other emerging 
economies have launched initiatives 
to adopt renewable energy, she adds: 
‘None of them are doing this for altru-
istic purposes, to save the planet. It’s 
hard-nosed market forces driving them: 
reducing costs, improving efficiency, and 
achieving high returns on investments 
which are much safer.’

Decarbonising the stagnant global 
economy is the opportunity of the 
century to jumpstart growth. If we invest 
seriously in new technology, infrastruc-
ture and transport that are climate-resil-
ient, the economy will thrive and create 
millions of jobs.

Statistics agree with her. A report 
from the International Renewable Energy 
Agency shows that investments in renew-
able power and energy efficiency would 
make the world economy USD19 trillion 
richer by 2050 and create 6 million jobs.

As well as advising governments and 
policymakers, Christiana Figueres also 
works with asset owners and wealthy 
families to raise awareness about the 
opportunity of investment in the transi-
tion to a low carbon economy, and acceler-
ate the flows of investment in the critical Christiana’s thoughts on a window

DECARBONISATION

Investing in a new 
sustainable economy
The former UN climate chief who presided over the 
negotiations that led to the 2015 Paris agreement on global 
warming is now urging investors, businesses and 
policymakers to grab ‘the opportunity of the century’ and  
invest in an economy-wide transition to a low carbon world
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Delaying the peak by 
a decade gives too 
little time to transform 
the economy

Peaking emissions now 
will give us 25 years to 
reduce emissions to zero

CARBON CRUNCH

There is a mean budget of around 600 gigatonnes (Gt) of carbon dioxide left to emit before 
the planet warms dangerously, by more than 1.5-2oC. Stretching the budget to 800 Gt buys 
another 10 years, but at a greater risk of exceeding the temperature limit.
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‘Now it’s about triple  
bottom line – profits, 

environment impact and 
social considerations –  

and creating corporations 
with purpose’

next three years, to avoid a much higher 
cost of a ‘jump to distress’. 

‘The risk of not acting on climate 
change is very serious while the reward 
for acting now is high. Asset-owners 
should ask themselves whether they want 
to be part of the problem or part of the 
solution – they can’t be both.’ 

Decarbonisation certainly requires 
enormous investments. The Organisation 
for Economic Cooperation and Develop-
ment estimates that investments in green 
infrastructure needs to double to USD2 
trillion a year – 2 per cent of global GDP – 
between 2012 and 2030 to make the tran-
sition to a low carbon world. 

It doesn’t mean new money. Capital is 
there. It just needs to shift into something 
that is greener than it is now.

One way to help plug this finance 
gap, she says, is to invest in green bonds. 
Issued by organisations and companies 
such as the World Bank, City of Johannes-
burg and Apple, they raised more than 
USD80 billion from climate-conscious 
investors in 2016, double the amount of 
the year before.

Despite their exponential growth, 
however, green bonds are still a fraction 
of the overall fixed income market and 
their performance is not yet convincing. 
Christiana Figueres says that investing 
in a greener and more sustainable future 
may mean giving up potential returns in 
the short term. 

‘It may actually turn out to be a good 
investment if it makes a safer world 
for their future generations and for the 
continuity of their family businesses  
and wealth.’

‘The next generation is very inter-
ested in impact investment and in moving 
their portfolios away from being decided 
exclusively by the bottom line. Now it’s 
about triple bottom line – profits, envi-
ronment impact and social considerations 
– and creating corporations with purpose. 

I’ve spoken with many young profes-
sionals who want to work with such 
businesses. We’re facing a big transition 
in corporate identity.’

She says that investing in a low carbon 
economy needs to go beyond merely 
incorporating environmental, social and 
governance (ESG) aspects in a portfolio.

 ‘My concern about ESG is that it’s 
a nice to have: companies like to have 
one paragraph on page 67 of the annual 
report on what they are doing on ESG. 
But that’s not going to cut it,’ she says. 
‘It needs to go way beyond this. Carbon 
exposure and a shift from high to low 
carbon have to be at page 1.’

She also sees an important role for 
philanthropy. Even though critics say 
it lacks the ability of governments to 
address big problems, she is upbeat 
about what philanthropy can achieve 
and the difference it can make – espe-
cially when the financial resources of 
governments are limited.

She cites the success of the Kigali 
Cooling Efficiency Programme, backed 
by 18 foundations – including those of 
Bill & Melinda Gates and the Children’s 
Investment Fund. They have commit-
ted USD52 million to help developing  
countries switch to energy efficient, 

climate-friendly, affordable cooling equip-
ment such as fridges and air conditioners.

But with just USD650 million, only  
2 per cent of global philanthropy dollars, 
spent in the fight against climate change, 
she wants to see a tenfold increase.

So what does Christiana Figueres 
consider as the main obstacle to the poli-
cies she advocates?

‘The obstacle is here,’ she says, point-
ing to her head. ‘We can change policies, 
make financial shifts and deploy tech-
nology if we decide we want to do so. 
Impossible is not a fact – it’s an attitude. 
And we need to change our mental chip. 
That’s what we are doing, by inviting 
everyone to realise that there is a huge 
opportunity here.’  

Christiana Figueres is an internationally 
recognised leader on climate change. She was 
Executive Secretary of the United Nations 
Framework Convention on Climate Change 
(UNFCCC) 2010-2016 and during her tenure 
led the historic climate change agreement, 
COP 21, in Paris, 2015. She is the convener of 
Mission 2020, a global initiative to ensure 
the world bends the curve of greenhouse 
gas emissions by 2020, among many other 
pres  tigious responsibilities.
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Although Mack Real Estate is  
a newcomer, you have been a  
leading investor in this field for  
decades. Could you describe your 
latest venture?
In 2013, after selling the real estate private 
equity business AREA – formerly known 
as Apollo Real Estate Advisors – our fami-
ly’s aspiration was for a new firm that 
would think like a family office and oper-
ate like an institutional investment firm. 
I run Mack Real Estate Group together 
with my father William and brother 
Stephen; we do not want to invest or 
sell unless it is optimal. While pension 
and insurance companies are obliged 
to deploy capital at all times, I hope our 
new venture can benefit from the luxury 
of disciplined investing; because it is 
not always a good time to be an investor. 
Sometimes it may be better to simply not 
invest. One could certainly consider that 
a family office should only acquire or 
develop real estate in five of a fifteen-year 
cycle. The remaining decade should be 
devoted to active asset management and 
preparing a successful exit strategy.

What is your investment philosophy?
I have always been attracted to real estate 
– I grew up with the asset class. Real 
estate is in the Mack family DNA. We 
have been engaged in the business for 
most of the last century. But that does 
not mean that I am a traditionalist – my 
passion is venturing off the beaten path.  
I have a track record of calculated risks:  
I dove into Central and Eastern European 
markets before they joined the European 
Union, invested in downtown Manhattan 
post 09/11, and got involved early on in 
the regeneration of Southbeach, Miami.

But it is not just locations and the real 
estate asset class that excite me. Debt 
can be even more compelling, if timed 
right.We were early buyers of distressed 
real estate debt in 1993 from the Resolu-
tion Trust Company. We were amongst 
the first people buying junior Commer-
cial Mortgage-Backed Securities in 1998 
after the Russian Debt crisis and we have 
consistently delivered equity-like returns 
as direct lenders.

I have been fortunate to have been 
involved in approximately USD 75 billion 
worth of real estate transactions over 
the last 25 years. These have shaped my 
perspective on real estate investment. My 
goal is to find new investment structures 
and markets early and to hold assets long 
term where rents are likely to rise faster 
than inflation.

Do you see increasing allocations 
to Real Assets as a secular trend or  
as a defence against a low interest 
rate environment?
It is a secular trend driven by investor 
demand and greater real estate practi-
tioner professionalism and transparency.

 But real assets have always played a 
large role in portfolios, especially those 
of Family Offices. What has changed is 
the professionalisation of the asset class. 
Before the 1980’s real estate was domi-
nated by family developer/builders and 
construction companies. On the debt 
side, banks were the providers of capital 
and often lent too much. As a response 
to the real estate depression of the 1990’s 
many new pools of capital were created. 
Suddenly, investors had real estate 
funds, public real estate companies, or 
securitised debt to choose from. Further, 
time has produced seasoned real estate 
experts running these vehicles with 
transparent, verifiable track records for 
investors to evaluate.

 Of course, within the context of low 
interest rates and an environment in 
which other assets are so richly priced, 
real assets may be a useful way to lock in 
higher returns; by utilising long term 
debt, cash flowing real assets, can provide 
stable long term returns and can be a 
defensive play in the event of inflation.
 
Real Estate lending is currently one  
of your main strategies. Why?
Banks across the US and Europe have 
been forced to reduce risk because of 

Laurent Gabert

Richard Mack

“Cities are the drivers of 
ideas, networks, efficiency  

as well as cultural and 
economic growth”

REAL ESTATE

Tomorrow’s  
investments
Real Estate expert and founder of Mack Real Estate  
Group Richard Mack tells Pictet’s Laurent Gabert  
about his latest ventures
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Dodd Frank and Basel III regulations 
designed to ensure their stability. Unless 
enough alternative lenders are created 
to fill this void, arbitrage opportunities 
in the real estate debt market will exist. 
However, contrary to many preconcep-
tions the key here is not simply replac-
ing but working together with banks, so 
that they may maintain exposure to real 
estate through the ownership of less risky 
tranches of the capital structure. Alterna-
tive lenders then are not only real estate 
investors and asset managers, but also 
structure and syndicate debt. In the end, 
hopefully this is better for the economy, 
because they should be better placed to 
manage risks of both lenders and borrow-
ers, while taking risks themselves.

 The dynamics of real estate debt 
markets may have changed irrevocably. 
We believe that real estate lenders have 
the potential of equity-like double digit 
returns but benefit from lower risk than 
must be stomached in today’s equity 
markets. Debt investors are protected by 
the buffer of equity.

 Real estate debt is still a nascent strategy 
and lacks recognition. Large fixed income 
investors are rarely real estate experts, and 
do not typically invest in real estate debt. 
It is going to require education – but there 
is plenty of time for this. The alternative  
lending trend is an enduring one.  

What are some major challenges for 
Real Estate markets today?
Technology is having an impact on all 
real estate sectors. Thanks to technolog-
ical disruption, we anticipate a great deal 
of volatility. The rise of e-commerce in 
the US contributes to retail unit oversup-
ply. Spaces will need to be demolished or 
repurposed – as distribution locations, 
for example.

Office space is experiencing secu-
lar decline. In recent years, the density 
of many space users quadrupled – from 
800sqft to 200sqft per person. Proper-
ties that cater well to contemporary ways 
of working – high density, high levels of 
facilities and services à la WeWork – are set 
to do well. Office spaces of the future may 
look more like hotels – another segment 
which technology has not spared. With 
more Airbnb units than any hotel chain 
in the world, a single concept has trans-
formed all residential real estate into 
hotel room competition. 

Where is the volatility still moderate? 
I would wager residential. The current 
and likely future demand for urban  
housing means that the residential 
market, especially in cities with strong 
population growth, is far less at risk from 
disruption. Co-living concepts are poised 
to take some share of the residential 
market, but this is not likely to be enough 
to have a significant impact on the resi-
dential market.   

Sustainability is now understood  
as a key element of Real Estate 
investment. What are your views  
on that?
For me, sustainable real estate is devel-
oping and investing in buildings that 
can physically stand the test of time. The 
economic and environmental costs of 
re-building or re-purposing are huge. 
Replacing, or rebuilding decaying or 
poorly maintained buildings, like infra-
structure, has real social, ecological and 
economic costs. 

Urban environments are arguably one 
of humanity’s most impressive anthro-
pological accomplishments. Cities are the 
drivers of ideas, networks, efficiency (in 
terms of resources, transportation and 
space), as well as cultural and economic 
growth. However, post-WWII, the US was 
very much about suburbia. It took decades 
until we finally saw the pull of the city 
take hold, but not before many of these US 

cities were impacted by suburbanisation. 
Many urban areas grew underpopulated, 
prompting a vicious cycle of underinvest-
ment, crumbling infrastructure and dark 
streets. Former industrial areas in the US 
have met similar fates. Developers have the 
power to regenerate these places through 
facilitating a liveable urban environment. 
Well designed and thoughtfully consid-
ered, quality public urban planning, and 
private real estate developments are key  
to sustainability.  

Approaches to urban space are 
changing – for example the growing 
popularity of ‘green roofs’. What is 
the impact of these trends on the 
Real Estate market?
Green roofs, urban farms, energy efficient 
properties – Mack is engaged in this. In 
fact we are currently working with Chef 
Marcus Samuelsson in Brooklyn on a 
project for our building, The Greenpoint, 
that we hope will integrate more than an 
an acre of green space, outdoor common 
areas and rooftop planting space. Marcus’s 
concept is to harvest fresh produce from 
our roof for his restaurant below.

‘Green’ considerations are being inte-
grated and many of our developments 
have been LEED certified as ‘Green’ but 
ultimately, we need palpable tenant 
demand if we are to be fully carbon 
neutral. Tenants must accept the implica-
tions of carbon neutral properties such as 
fewer windows that open, limited air-con-
ditioning, and higher prices. While tenant 
habits adjust, Government may play an 
important part in helping to encourage 
sustainable and environmentally friendly 
projects. For example, we are in the 
process of installing co-generation plants. 
They produce their own electricity; some 
might even store it for use during peak 
hours. Government incentives allow us to 
install these in a cost-effective way. 

Richard Mack is CEO of Mack Real Estate 
Group, an integrated real estate developer, 
operator, investor and lender.

View of The Greenpoint in Brooklyn 
NY from Manhattan. Provided by  
Urban Development
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To date, we have disbursed more than 
R$10 million (more than USD3 milllion) 
towards positive impact, through 50 
organisations which have reached over 
200,000 people. With several revenue 
lines – which include 10 per cent ‘royalty 
fees’ from the for-profit business – the 
non-profit side generates 73 per cent of 
its operating budget, with individuals 
and families donating the rest. That 
level of self-sustainability is impor-
tant because it increases the leverage 
of contributions received: each R$1 
donated for operations allows us to 
place R$5 for impact.

Given the definition of impact 
investment in the opening paragraph, 
we appear to have proved that there are 
opportunities to change the world and 
become (more) wealthy at the same time. 
Who would say no to baking a cake with 
such icing? But that is not enough of a 
recipe: the first ingredient of manag-
ing the challenge is to define and meas-
ure social impact and evaluate trade-offs 
between impact and returns.

At SITAWI, we use impact breadth, depth 
and risk to evaluate and monitor our 
loans and investments. The targets set by 
the UN’s Sustainable Development Goals 
offer an initial starting point, but there 
is no global consensus on what exactly 
impact is and how to measure it, so other 
investors will have their own strategies 
and measurement approaches.

However, there is a richer approach 
in determining how an impact inves-
ting strategy fits within an investor’s 
portfolio. Around the world, the hype 
focuses on investing for impact in start-
ups – effectively providing venture 
capital. But there are opportunities to 
integrate impact considerations into 
every asset class.

We can make direct loans or invest 
in microfinance funds. And when inves-
ting in public equities, we can see the 

Impact investment has been defined as inves-
ting with the intention of generating positive 
social and/or environmental impact with 
the expectation of making financial returns.  
When I launched SITAWI ten years ago as 
a non-profit organisation in this field, that 
term did not exist. We started by focusing on 
the tremendous need for loans to non-profit 
businesses and social enterprises in Brazil, and 
we called the approach ‘Finance for Good’.

The original idea was to raise philan-
thropic dollars and turn them into 
investment dollars for the most deser-
ving organisations. Our loans have 
varied over a wide range of enter-
prises, from working capital to provide 
day-care for vulnerable children in a 
favela, to convertible debt for a job- 
placement agency powered by artificial 
intelligence for people with disabili-
ties. As these organisations have paid 
us back, we have recycled the funds 
into new projects – currently, that ‘recy-
cling factor’ stands at 4 and as long as 
we don’t do anything crazy, it tends to  
increase continuously.

SITAWI operates as a hybrid orga-
nisation. A non-profit side raises 
philanthropic funds and provides 
loans, investments and guarantees 
to non-profit and social enterprises. 
It also manages donor advised funds 
and is structuring Brazil’s first social 
impact bond. A for-profit side provides 
responsible investment advisory and 
research services.

There are opportunities  
to change the world and 

become (more) wealthy at  
the same time. Who would 

say no to baking a cake 
with such icing?

IMPACT INVESTMENT

A recipe for generating 
positive social and 
environmental outcomes
Leonardo Letelier, founder of a Brazilian organisation 
which provides capital for deserving organisations, sets  
out the three ingredients behind its successful strategy  
in providing finance for good
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opportunity to integrate environmen-
tal, social and governance considera-
tions into our decision-making process. 
In that sense, all investment dollars can 
help to drive the impact agenda.

If the focus is expanded to include 
not only the investments themselves but 
the development of the field as a whole, 
we can create a second ingredient for 
our recipe, which I call Social Finance. 
This provides the ‘filling of the cake’ by 
using philanthropic capital to support 
the infrastructure needed for successful 
impact investing, such as intermedia-
ries, accelerators, think-tanks, conve-
ning activities, and the like.

Finally, there is a third ingredient 
behind the success of our impact invest-
ment recipe, which is to look beyond 
the risk-return-impact relationships 
of the investments at the ‘base of the 
cake’. This is to determine the principles 
behind investment practices and the 
nature of the world they are creating. Do 
they foster or deter community enga-
gement? How extractive are they? How 
is the risk balanced between investors, 
entrepreneurs, workers and the commu-
nity? A group of investors are already 
thinking about such issues through the 
Transform Finance Investor Network 
(www.transformfinance.org)

While I believe that in a select few 
instances true alpha can be generated 
with our recipe, I am certain that, as a 
rule, you cannot have your cake and eat 

it too. If an investor is earning outsized 
or even market returns when solving 
a deep complex social issue, the issue 
was probably not that deep or complex. 
There is therefore no need to paint it 
as an impact investment, and there 
will be another part of the value chain 
which could use the extra return extrac-
ted by such an investor to create much  
more impact.

These finance considerations should 
be put into perspective, however, because 

they reflect only one aspect of who we are 
as individuals, as families and ultimately 
as a society. There are other levers which 
can build the world we want to leave to 
our grandchildren: the values ingrained 
in the companies we work in or invest 
in and get our returns from, the values 
of the products we consume, the values 
embedded in our philanthropy.

Investing is important – but reality 
is more nuanced, and dealing with it is 
more complex. Impact investors will 
not succeed by wasting money, but they 
also will not succeed by focusing only  
on money. 

Leonardo Letelier is Chief Executive and foun-
der of SITAWI Finance for Good (www.sitawi.
net). He has an MBA from Harvard Business 
School and worked for several years at McKinsey.

Illustrations by Fillipe Oliveira.
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It is clear that governments cannot solve our 
greatest problems on their own. Many of the 
challenges the world faces today have been 
on the agenda for years. Two of the greatest – 
climate change and the provision of adequate 
and manageable healthcare – have been grap-
pled with by governments for decades to vary-
ing degrees of dissatisfaction.

For real progress we need to turn to the 
entrepreneurs employing cutting-edge 
technology, who are our best hope for 
change. I am not referring to Mark Zuck-
erberg and Bill Gates – although they are 
doing amazing things – but rather a new 
generation of entrepreneurs and engi-
neers in Europe. They are tackling hard 
problems, often straight out of Europe’s 
outstanding research universities, and 
are now poised to use this technology to 
change the world.

However, their great ideas and talent 
will not be enough on their own. Today’s 
entrepreneurs continue to need capital, 
but now – more than ever – they also 
need the benefit of others’ experience.  
A good venture capital firm has to 
provide both.

Venture capital is the right approach 
to fund entrepreneurs tackling the 
biggest problems – it is a way of inject-
ing capital into promising high-growth 
businesses at an early stage of their 
development. While the cost of creating 
a company has fallen from USD2 million 
in the late 1990s to just USD5,000  
today, tackling big problems means most  

It will not be governments 
which ulti mately move  

the needle, but  
technolog ical innovation 

technology-enabled companies will run 
at a loss at the beginning. However, an 
entire venture fund’s performance can 
be driven by backing a small number 
of really great winners, so it is a model 
that allows investors to take on the 
types of risk required to back truly  
transformative companies.

Ambitious entrepreneurs with the 
most disruptive technologies also need 
expertise to scale up their businesses. 
Many of our most successful entrepre-
neurs have tried and failed several times 
before they got it right, despite having 
access to capital. Access to experience is 
critical if they are to have global impact 
– especially in heavily regulated and 
fragmented sectors.

Fortunately, there are now genera-
tions of experienced entrepreneurs and 
venture capitalists who understand the 
pitfalls of entrepreneurship and are 
available to help. Leveraging this collec-
tive and hard-won wisdom to help a new 
wave of founders is vital if we are to solve 
the world’s biggest problems, and part 
of what any good venture capital firm 
should be helping with.

Healthcare is one area where tech-
nology introduced by entrepreneurs is 
already making an impact. The world’s 
major regions are expected to see health-
care spending increases ranging from 
2.4 per cent to 7.5 per cent between 2015 
and 2020, while the US alone spends 
more than USD3 trillion annually on  
the sector.

Despite debates on the government’s 
role in healthcare that rage on both sides 
of the Atlantic, experience suggests that 
it will not be governments which ulti-
mately move the needle, but technolog-
ical innovation. One technology with 
enormous potential for healthcare appli-
cation is artificial intelligence (AI), where 
a variety of European innovators are 
taking the lead.

Take London-based BenevolentAI, 
whose team is working with bioscien-
tists to accelerate discoveries in medicine.  

VENTURE CAPITAL

How investors can  
help tackle the world’s 
biggest problems
Mattias Ljungman, co-founder and partner at venture 
capital firm Atomico, says that whatever Donald Trump  
may want you to think, he and politicians like him are not 
the decisive change-makers of our age
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As investors with the  
means to enable change, we 
have a moral responsibility, 

as well as a financial one

The Lilium jet  (www.lilium.com)

Advertising Feature

It has already identified compounds 
which researchers believe will be effective 
in treating multiple sclerosis.

Elsewhere, firms are working to 
make the work of over-burdened medi-
cal professionals easier. DeepMind is 
already applying its techniques to medi-
cal research, starting with radiotherapy 
and the diagnosis of eye conditions. This 
new intelligence is already better than 
humans at determining where radiother-
apy should be targeted for patients suffer-
ing from head and neck cancers. And its 
ability to interpret eye test results is also 
improving the chance of catching eye 
problems earlier, and will soon be able to 
inform treatment decisions.

Founded in London and expanding 
into the US, Hinge Health is employ-
ing sensors and remote health coach-
ing to improve the treatment of chronic 
musculoskeletal disorders. As universi-
ties across Europe such as ETH Zurich, 
TU Munich and Imperial College 
London produce more and more special-
ists in hard sciences like AI, the upside 
for government, in healthcare and 
beyond, is enormous.

Climate change is another example 
of entrepreneurs providing real solu-
tions. While governments squabble 
over supranational agreements, entre-
preneurs are chipping away at discrete 
sustainability challenges which are in 
themselves massive opportunities.

If we take transport alone, Munich-
based Lilium has devised an electric 
vertical take-off and landing jet, which 
will enable flight without emissions and 
noise pollution. As it stands, 12 per cent 
of CO2 emissions from transport comes 
from the aviation sector, and Lilium’s 
solution is a bold leap forward.

Back on the ground, 30 per cent of 
road transport CO2 emissions in the EU 
comes from freight trucking – where 
up to 40 per cent of return journeys are 
empty-handed. This inefficiency is being 
tackled by Spanish start-up Ontruck.

Finally, while Elon Musk’s Tesla grabs 
the headlines, European companies 
like Sweden’s Einride are producing 
their own electric vehicles, and Croatia’s 
Rimac is producing electric components 
for traditional car manufacturers. The 
more startups like these we can fund and 
assist, the more we’ll chip away at the 
existential challenges we face.

While the financial incentive to 
invest in venture capital remains huge, 
this is about more than money. As inves-
tors with the means to enable change, 
we have a moral responsibility, as well 
as a financial one. We need to back and 

partner with the entrepreneurs who are 
taking on established industries and 
tackling some of our biggest societal and 
environmental challenges in the process.
Though the political landscape may 
seem bleak, we can still look to entrepre-
neurs to invent a better tomorrow. As an 
investor, you can play a part in this.  

Mattias Ljungman is a partner at Atomico, 
an international technology investment 
firm headquartered in London which he 
launched in 2006 with Niklas Zennström, the 
co-founder of Skype.
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To its growing band of proponents, passive 
investing is looked on as a panacea. Equity 
tracker funds, we’re told, will rid the finan-
cial market of toxic elements and restore it to  
full health.

At first glance, it’s a persuasive argu-
ment. Poorly performing and expen-
sive active managers have lingered in 
the system for too long, eroding returns 
for investors. Yet on deeper reflection, 
index-tracking products are no miracle 
remedy. They’re more like antibiotics: 
valuable when deployed in moderation, 
but likely to do more harm than good 
should their use become widespread.

If passive equity funds, which 
already collectively own close to 50 per 
cent of US large-cap companies, were 
to continue their present growth trajec-
tory, they would own all listed stocks by 
2030. That could undermine the free- 
market economy.

Under index-tracking, the shares of 
companies with large weightings in 
the major indices attract more capital 

ACADEMIC RESEARCH
Competition has diminished in 

industries where company 
shareholdings are concentrated 

among a small group of overlapping, 
mostly passive investors, hurting 

consumers in the process.

EXAMPLE: US AIRLINE SECTOR
The biggest firms are owned by the 
same large, predominantly passive 

institutional money managers, 
competition among carriers has 

dwindled, causing a spike in 
passenger air fares. 

irrespective of their underlying perfor-
mance. So in a system in which passive 
funds monopolise investment flows, 
the price of a security ceases to func-
tion as a gauge of a firm’s underly-
ing prospects. This distorts the cost of 
equity and the price of credit, creating 
asset bubbles on the one hand and leav-
ing innovative firms starved of funds  
on the other. 

And what happens when a small 
group of passive shareholders — who 
can’t vote with their feet — control 
most or all of the companies in a given 
industry? A weakening of corporate 
governance standards and an erosion of 
competitive forces.

Worse still is the concentration in 
the passive fund market. Essentially, the 
industry is an oligopoly, with just three 
asset management giants controlling 
almost three-quarters of all passive-
ly-managed investment in stocks. And 
the more assets they gather, the more 
they can reduce fees and so continue 
their expansion, in contrast to active 
managers, whose room for manoeu-
vre is constrained by liquidity and  
therefore size.

There are other implications. Effec-
tively able to influence or even decide 
which country or company should 
be included or excluded from (those) 
benchmarks, they would wield enor-
mous influence over international capi-
tal flows. Some might see that as an 
excessive concentration of power.

Passive dominance won’t happen 
overnight. Yet, left unchecked, the 
growth of index-trackers has the poten-
tial to erode the market-based economy, 
one industry at a time. 

None of this relieves the pressure on 
active managers to perform and offer 
better value to their clients. Nor does it 
deny the utility and benefits of passive 
investment to investors. The problem 
is that if the majority of us embrace 
index-trackers, they threaten to sabotage 
the entire economic system on which 
free markets and competition depend. 
Like even the most benign of drug reme-
dies, passive funds, if overused, will 
create more problems than they solve. 

Renaud de Planta is Managing Partner of 
the Pictet Group and Chairman of Pictet  
Asset Management

In a system in which 
passive funds monopolise 

investment flows, the price  
of a security ceases to 

function as a gauge of a firm’s 
underlying prospects

PICTET’S VIEW – INVESTMENT GOVERNANCE

Passive investing  
threatens the sustainability  
of our capital markets
Renaud de Planta argues that if the majority of investors  
embrace index funds, they are likely to lead to less efficient  
markets and weaker corporate governance
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Winston Churchill once said: ‘Out of intense 
complexities, intense simplicities emerge.’ This 
is exactly what technology is driving today. 
Intense simplification is at work in all industries 
and customers now purchase, book, compare and 
select without relying on intermediaries. 

Humans are known to be lazy by nature, 
so why would they prefer executing an 
action themselves rather than merely 
asking someone for help, even when 
cost is not an issue? Because, technology 
simplifies the undertaking of a complex 
task, removing the desire to ask someone 
else to carry it out. Adios complexity, 
hello simplicity.

This force is also at work in the 
wealth management industry. To no 
surprise, the role of the private banker 
has thrived on complexity. Translating 

financial objectives into efficient invest-
ment strategies while providing portfo-
lio understanding to clients, amongst 
other things, required very broad skill-
sets and efficient market access. Today, 
portfolio simulation tools, investment 
knowledge, reporting and market access 
are widely available online, sometimes at 
low or zero cost. Does this mean we have 
reached simplicity? Will private bankers 
disappear? Adios bankers, hello robots?

For a fringe of the population, 
robo-investing is most likely to suffice. 
But for wealthy individuals and families 
it is an entirely different story. Techno-
logy will in fact reinforce the client-ban-
ker relationship, empowering wealth 
managers to deliver a better service and 
achieve higher returns for their clients. 
And yes, for those who ask, the search 

for higher returns is definitely on the 
agenda as expected returns for all asset 
classes have decreased dramatically in 
historical comparisons.

The 2008 subprime crisis triggered  
a decade of regulatory transformation 
never seen before in the financial indus-
try, increasing complexity and costs 
dramatically. The decade ahead of us 
will be marked by digital transforma-
tion, reducing complexity and costs, 
and we should look forward to it. This 
transformation will take place along 
three dimensions.

Private banks will redesign key 
processes to implement lean processes 
crafted around customer journeys. 
These journeys will seamlessly integrate 
products, operations, risk and compliance 
to create efficiency and robustness, thereby 
reducing operational risks. This will also 
eliminate low value-added tasks that 
clients will be able to handle themselves, 
as a result of sleek digital user interfaces.

As a collateral effect, lean processes 
will enable bankers to spend more time 
on high value-added services. For advi-
sory clients, for example, this will take 
the form of better and more informed 
discussions around the many asset 
classes and investment products the 
bank has to offer.

To achieve better and more infor-
med discussions, we will see the emer-
gence of redefined client relationships. 

The decade ahead will 
be marked by digital 

transformation, reducing 
complexity and costs

DIGITAL TRANSFORMATION

Adios bankers, hello robots?
Olivier Capt says that technology will transform the wealth 
management industry, leading to higher client engagement,  
better advice and superior service
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Bank statements belong to the past. 
Clients can now access their portfolios, 
positions, transactions and documents 
in real time and can have timely portfo-
lio-centred investment expertise deli-
vered to their smartphones, tablets and 
desktops; a smart combination of push 
and pull technologies.

Tomorrow’s bankers  
will spend less time on 

administration and  
more time on client-facing 

activities, leading to 
better advice and  
superior service

It may seem obvious to state that clients 
should receive up-to-the-minute precise 
information relating to their holdings 
or investment interests, but done right 
it will have a big impact. It is one thing 
to receive an analysis on a specific stock 
or sector, but it is something else to 
extract the knowledge from that piece 
of research and put it in the context of an 
investment strategy.

Full research access and compliance 
with market abuse rules will ensure that 
bankers and advisory clients have access 
to the same level of information for the 
entire investment universe – equities, 
bonds, funds, foreign exchange and 
alternative asset classes. In this context, 
technology will enable empowered 
bankers to make each piece of advice 
more relevant for their clients.

Every single piece of information 
will be looked at in the context of the 
client’s investment objectives. Every 
proposal, opportunity or client request 
will be weighed against the backdrop 
of the global investment house views. 
Any required additional analysis will 
be channelled to asset-class experts. 
Finally, technology will handle the 
complexity behind the delivery mecha-
nisms, making sure that the information 
is compliant with local regulations and 
in line with client suitability.

Although most of the examples in this 
article relate to advisory clients, discre-
tionary clients will benefit from the same 
advances. Tomorrow’s clients will benefit 
from higher transparency, greater auto-
nomy and unbiased access to world-class 
investment knowledge. Their sophistica-
tion will increase as a result, giving way 
to rich discussions with their bankers.  

Ultimately, clients will be able to place 
more emphasis on their wealth as a 
whole, better aligning their global 
ambitions and future aspirations.

Tomorrow’s bankers will spend less 
time on administration work and more 
time on client-facing activities, leading to 
higher client engagement, better advice 
and superior service. Private bankers will 
be able to focus more on the moments 
that matter most for clients, providing 
the right service at the right time – which 
will result in higher client satisfaction.

At the industry level, the gap in the 
quality of service between banks imple-
menting new technologies wisely and 
those focusing on maintaining their IT 
infrastructure will widen and ultima-
tely determine their future. Will private 
bankers disappear in the process? Not at 
all, it seems, after all. 

Olivier Capt is Head of Innovation & Digital 
Client Solutions of Pictet Wealth Management.
Pictet’s 10-year views on expected returns for 
each individual asset class can be checked at 
group.pictet/horizon.
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Almost 10 years after the subprime crisis and 
the subsequent financial meltdown of the 
Western financial system, there is little doubt 
that most financial institutions are now 
better capitalised and more closely supervised 
than ever. They are no longer at risk of sudden 
bankruptcies, on paper at least.

Such a strengthening of the financial 
system does not mean that families will 
find it easy to secure the stability and the 
objective advice they seek for their estates 
in the long run.

Indeed, over the past eight years, all 
large banks have carried out in-depth 
reviews of their activities, more often 
than not affecting the way they cater for 
the needs of their most affluent clients. 
One of the most striking examples came 
in 2015 when Royal Bank of Scotland 
(RBS) sold the international operations 
of its private banking subsidiary Coutts 
& Co to UBP Geneva – reportedly trans-
ferring an estimated 15,000 clients with 
CHF32 billion of assets. That decision 
was not driven by financial imperatives 
since, as RBS said at the time, it resulted 
in only ‘a modest capital benefit to the 
group’. It was more about implemen-
ting a strategic decision to make Coutts  
‘a truly UK-focused bank’.

For families and their family offices, 
the challenge of finding long-term finan-
cial partners emerged more than three 
decades ago. It was then that successive 
waves of financial deregulation, first in 
the US and then in Europe, led banks to 
pursue growth – come what may – into 
new financial products and markets.  

The aim was to achieve growth with juicy 
returns, but often this was at the expense 
of their traditional client base.

In the UK, for example, the ‘Big 
Bang’ of 1986 led to the acquisition of 
brokers and small private banks by much 
larger financial institutions, which even-
tually led to the dilution of their client 
franchises into a variety of market and 
product segments. This was especially 
true of mid-sized banks and brokers 
which had been privately held and there-
fore very close to a handful of clients and 
their families through the generations.

This dramatic change weakened 
the bond between ultra-high net worth 
(UHNW) clients and their bankers. Of 
course, the high value added econo-
mics of serving such an affluent market 
segment led all large banking groups to 
create special departments dedicated to 
UHNW and ‘mass affluent’ clients under 
the label of ‘private banking’. But these 
‘private banking’ activities would only 
represent a fraction of the revenues of 
the larger banks (figure 1). And the rela-
tionship managers who replaced partners 
sought much higher turnover, shifting 
their financial advice towards mostly 
product-led investment strategies.

Since that time, there has been a loss 
of understanding of the multi-generatio-
nal perspective which used to originally 
be so important for UHNW clients and 
families, because of three factors:

–  increase pressure for  
short-term performance;

–  politically-motivated financial 
regulation; and

–   obsessive focus on financial  
and technological  
fee-generating innovations.

Nowhere more than in the lending 
business has this dramatic shift in the 
meaning of ‘relationship’ been better 
reflected. With banking regulation 
mitigat   ing the capital to be allocated to 
secured loans granted to UHNW, many 
banks have been increasingly active 
in this field over the past few years. 
This attractive regulatory advantage 
is compounded by the fact that loans 
enable banks to add leverage into their 
clients’ portfolios, thereby quickly gene-
rating higher fees and commissions and 
thus boosting their return on equity. 
Competition in this field is so fierce that 
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There has been a loss of 
understanding of the  

multi-generational 
perspective which used to  

be so important for UHNW  
clients and families

INDUSTRY INSIGHT

Finding a strong and  
trusted financial partner
Guillaume Bucaille says that affluent families and their  
wealth managers should reassess their relationships with the  
private banking operations of large financial institutions if  
they are to secure the stability and the objective advice they  
need over the long term
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loan-to-values applied to pledged assets 
are raised to increasingly aggressive 
levels. The resulting higher leverage will 
undoubtedly lead to margin calls and 
liquidations of clients’ portfolios when 
the current period of abnormally low 
levels of equity volatility and interest 
rates will come to an end. This shift in the 
financial cycle will eventually happen, as 
every seasoned financial expert knows 
all too well, leading to the painful down-
fall of many clients’ estates. By that time, 
however, unscrupulous ‘private bankers’, 
with little incentive to serve these clients’ 
long-term interests, will have been hand-
somely rewarded from the immediate 
effect of such excessive leverage in gene-
rating higher management fees and 
trading commissions. 

The key concern for families, their 
family offices and wealth managers is 
that the current economic and financial 
environment does not seem to be rever-
sing that trend in their favour again. 
Quite the contrary and more than ever, 
the three factors are working against the 
interests of UHNW clients who need a 
trusted partner they can rely on over the 
long term.

Today, after years of funding capi-
tal increases and getting little by way of 
dividends in return, bank equity inves-
tors have stepped up pressure on senior 
managers to deliver higher returns and 
eventually lift banks’ market valuations 
above their book values (figure 2). This 
was reflected in the high turnover among 
the chief executives of almost all major 
Western banks over the last few years. 

Furthermore, bank regulators have 
been empowered by governments to intro-
duce measures that will avoid taxpayers 
having to bail out banks which are deemed 
too big to fail. So bank chief executives 
have little flexibility, if any, to prop up 
earnings by leveraging their balance 
sheets through risky proprietary trades.

Hence, aside from cost cutting 
measures, they are left with just two 
options. The first is to extend credit to 
the economy to earn a credit spread, 
although competition is now so fierce 
that spreads only barely cover the cost 
of the increased regulatory capital that 
banks must set aside. The second is to 
push fee-generating financial products 
and innovations to the clients who are 
most likely to pay for them, while leaving 
aside those who are less likely to do so.

The fact that fees and commission 
have become the main driver of reve-
nue growth and the share-price perfor-
mance for large banks must lead UHNW 
individuals, families and their family 
offices to reassess their relationships 
with their private banks. Chief execu-
tives of large banks no longer hesitate to 
take harsh strategic decisions regarding 
their private banking activities which 
often represent only a tiny fraction of 
their revenues.

Interestingly, several large banks 
have also folded their private banking 
operations into their investment 
banking divisions. This gives the 
clearest possible message that they see 
UHNW clients as a source of recurring 

fee-generating deals for M&A and capital 
market activities – with all their poten-
tial issues of conflict of interests and 
ever-changing relationship managers.

In this context of increasingly short-
term earnings pressures on large finan-
cial institutions, wealthy families and 
family offices must look elsewhere for 
unbiased and client-focused advice. One 
should look for financial partners who 
can be trusted to advise on and organise 
around the growth and sustainability 
of the family’s future wealth over the  
long term. 

Guillaume Bucaille is Chief Credit Officer  
of the Pictet Group.
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In the aftermath of the financial crisis, it 
became apparent that managing the so-called 
traditional risks (credit, counterparty, market, 
investment, liquidity and the like) was not 
enough. The effects of globalisation, together 
with volatility and uncertainty, have driven 
the focus towards non-traditional risks. Appre-
ciation of both types of risk has led to a tsunami 
of new laws and rules that have toughened the 
regulatory environment.

In an evolving technological environ-
ment, however, new risks are emerging, 
such as cybercrime, data theft and shadow 
banking. And no list is ever complete 
without the risks arising from politi-
cal changes and geopolitical events such 
as Brexit, the US Presidential election, 
corruption scandals and the Wannacry 
ransomware attacks.

In some respect, the new risks are 
more destructive, harder to understand 
and less predictable. Their impacts 
are often indirect and because of their 
interconnectivity and correlation, some 
become systemic and have a domino 
effect. So how can financial institutions 
survive in this so-called VUCA (volatil-
ity, uncertainty, complexity, ambiguity) 
world? A seven-point risk management 
process focusing on the company’s health 
and long-term goals is needed. 

–   To agree on what is 
important, what really 
matters and on acceptable 
risk appetite limits – 
qualitative and quantitive.

–   To identify all the risks, 
internal and external, and 
then focus on the top risks, 
understanding changes in 
patterns and trends and 
the main drivers of volatility 
– and to have the courage  
to address the most 
challenging ones.

–   To define roles and 
responsibilities – too many 
captains will sink the ship. 
Three lines of defence are 
needed: people testing 
individual controls, people 
detecting and predicting 
risks, and people 
identifying trends and 
future risks.

Risk management is an inescapable cost of running a business, but it is vital in  
anticipating and preventing the risks that could destroy it. And there are positive 
gains too: after all, rischiare also means to dare and therefore brings opportunities  
and innovation. 

Barbara Lambert is Chief Risk Officer of the Pictet Group. 
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–   To assess the impact of risks 
and the likelihood of their 
occurrence, regularly 
stress-testing with worst-case 
scenarios – what is not 
measured is not addressed. 
It helps to have exhaustive 
data aggregation, solid IT 
connectivity, artificial 
intelligence algorithms  
and technology-enabled 
control processes.

–    To learn from past mistakes 
through in-depth 
understanding of their  
causes, patterns and 
consequences to prevent 
recurrence and prepare for  
new challenges.

–   To report risks to the board 
and top management 
regularly – the major events 
and losses, the effectiveness 
of remediation measures and 

the effectiveness of internal 
controls. Reporting should 
also include changes in  
the risk landscape and 
preparedness for dealing 
with new challenges.

–   To be ready for the 
inevitable risk events – zero 
risk strategies are neither 
possible nor recommended.
Contingency communication 
plans are essential to  
deal with risks and learn 
from them.

SEVEN PRINCIPLES OF RISK MANAGEMENT

PICTET’S VIEW – OPERATIONAL GOVERNANCE

Guardians of the  
financial future
Barbara Lambert warns that risk management is too  
often regarded as a cost factor and an obstacle to the  
entrepreneurial spirit, but it is vital to company survival 
in an increasingly uncertain world and contributes to 
reshaping and optimising the business
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Humans are not, by nature, very sustainable. 
We collapse and dissolve all too soon. 

It’s because life is so desperately brief for 
all of us that a capacity to think and act 
sustainably is such a daunting task – yet, 
when achieved, it is also a deeply impres-
sive concept. Housed in fragile bodies, 
daily subject to short-term appetites, 
we are sometimes nevertheless capable 
of identifying with projects that will 
persist beyond our mortal bodies.

One of the best known instances of 
sustainable thinking emerged in Renais-
sance Florence, where the ruling Medici 
family worked to remake their city into 
the beautiful piece of civic architecture 
it is today. Crucially, the Medici did not 
want to build just one or two nice build-
ings for themselves and their equally 
affluent friends; as socially responsible 
bankers, they wanted to make their city 
beautiful for everyone.

In this spirit, the Medici built not 
only cathedrals and palaces but also beau-
tiful public squares. They commissioned 

and sponsored great works of art which 
inspired people to think in new ways, 
collected vast libraries and even built a 
philosophical academy. These bankers 
were willing to take strategic and patient 
risks with their investments by sponsor-
ing and popularising the development 
of new scientific ideas and the latest  
technological inventions.

In many ways, the Medici were the 
science-fiction visionaries of their time. 
That’s part of what investment always is: 
the underwriting of a particular vision of 
the future. Many of their projects revo-
lutionised the world they lived in while 
others changed the world much later. 

Today’s Medici are thinking in the 
same way. They consider what people 
500 years from now will need and ask, 
what kind of cities they’ll want to live 
in, what kind of planet they’ll live on 
and what kind of technology they’ll use. 
This is what it means to have a genuinely  
long-term view.

It’s a tricky thing, of course, to think 
long term; human beings in general 

Our responsibility toward 
future generations 

is where we make our
 great est and most 

important contribution

are notorious for being selfish, throwa-
way and trivial. But we can, sometimes, 
transcend the short-term. It starts with 
a better understanding of responsibility. 

Companies and governments are always 
reminding us of our responsibilities. They 
surround us with rules and commands. 
That’s what being responsible can some-
times be confused with: obedience. But real 
adult responsibility has nothing to do with 
obedience to legal requirements. Proper 
responsibility means taking on things 
that you’re not technically accountable 
for. It means taking on board things that 
are not directly in your narrow, personal  
sphere. Sustainable thinking is about 
‘species responsibility’ rather than ‘indi-
vidual responsibility.’

Time will go on for us even when 
our own months and years run out, 
through the investments we’ve made 
in the future of others. Our responsibil-
ity toward future generations is where 
we make our greatest and most impor-
tant contribution. That is what it really 
means to think sustainably — to live with 
a deeper understanding of responsibility, 
and a wider perspective on time. 

Stephen Barber is Head of Group Communica-
tions of the Pictet Group.

Based on the narrative of The Philosophy of Sustainability, a short film jointly produced  
by Pictet and The School of Life

CONCLUSION

What does thinking 
sustainably really mean? 
Stephen Barber, digs into the foundations of  
sustainable investment 
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About Pictet 

Founded in Geneva in 1805, Pictet is today one of Europe’s leading
independent wealth and asset managers, with more than
EUR438 billion in assets under management at the at the end of 
June 2017. The Pictet Group is owned and managed by six 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
4,200 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.

MANAGEMENT OWNED
Pictet is a partnership of six 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. 
 

INVESTMENT 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.

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 212 years there have been only
41 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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