Mary Pang,
Head of Global Private Client
Practice

Judy Zhang,
Managing Director,
Private Client Practice

Published 15 September 2022

CAMBRIDGE
ASSOCIATES

PRIVATE CLIENT SERIES

BUILDING A LASTING FAMILY LEGAGY IN ASIA:

VALUES, GOVERNANGE, AND POLICY
B VA VAN

A large and growing cohort of next generation (next gen) investors in the Asia-

C

Pacific (APAC) are preparing to take on the responsibility of managing their family’s
wealth. The region accounts for a large and growing sum of total wealth worldwide
(Figure 1). In Singapore alone, the number of family offices increased from approx-
imately 200 to 400 between 2019 and 2020 according to the Singapore Economic
Development Board. High net worth families throughout APAC face both shared
opportunities and challenges unique to their country, and next gen investors are
keen to learn from established global families as they help build their own families’
tutures. They are also bringing fresh perspectives to bear—often an outgrowth of
their own educational and career experiences.

Each family is unique, and there is no standardized playbook for establishing
sustainable generational success. As next gen investors and principal wealth owners
think about meeting both near- and long-term wealth management challenges, they
should consider three core pillars of building a lasting family legacy: shared values,
strong wealth governance, and a clear, long-term investment policy.

VALUES: ESTABLISHING A SHARED MISSION

A family’s values drive their wealth management decisions. Each family’s value system
is distinct and is defined by the attitudes and beliefs that make them who they are.
These can include loyalty, respect, perseverance in the face of adversity, a commitment
to hard work, and a desire to give back to society. The rising generation of wealth

FIGURE 1 APAC’S GROWING SHARE OF GLOBAL WEALTH

Total Wealth in APAC Number of Projected High Net Worth
2000-20 « USD Trillions Investors in APAC
2016-26
$350 250,000
200,000
$250 +165%
$200 5218 150,000
$150 100,000
$106
$100 o= Asia 85,172
50,000
$50 $53 Other Markets
$0 0
2000 2020 2016 2026

Joydeep Sengupta and Johnathan Woetzel, "Asia-Pacific should use its increasing wealth more productively," McKinsey, 30 January
2022 and Frank Knight, The Wealth Report 2022 (16th edition), March 2022.



owners keeps the challenges faced by their predecessors front of mind while acknowl-
edging their obligation to carry forward their success. Many also seek to advance these
values in new ways as businesspersons, impact investors, and philanthropists.

For both principal wealth owners and their descendants, establishing shared aware-
ness around the family value system is a vital precondition of putting capital to work
in the name of the family’s continued success. Honoring a family’s long-held ideals

is as important as maintaining flexibility about their potential to evolve. Confident
decisions about investing and wealth management can only come from establishing
a clear understanding of mission and purpose, which is sometimes easier said than
done. For example, it can take time to balance a principal’s penchant for stock
trading and trying to time the market with a longer-term investment approach based
on sector analysis and ongoing changes in demographics and technology.

Yet capturing divergent viewpoints and upholding an established family values
framework are not mutually exclusive goals. Because consensus is never guaran-
teed, values should be considered a shared responsibility. Principal wealth owners
can strengthen the family’s wealth ownership principles by engaging, educating,
and empowering next gen investors. For example, introducing the next gen to the
family’s wealth management team, including investment advisors or managers,

can help foster dialogue around wealth ownership responsibilities, concerns, and
possibilities. Both formal and informal educational opportunities can help minimize
conflict and impart to future stakeholders the knowledge and skills that families
have developed over time.

Principal wealth owners and their successors are often also tasked with presiding
over the continued success—and entrepreneurial spirit—of the family business.
When it comes to generational changes in business ownership, organizational
stability is paramount.’ Several important questions should be asked before any
changeover decisions are made, including an assessment of the interest and ability
of the next generation to take over, the transition time needed, and how changes
might be viewed both within and outside of the company. The period between
generational shifts should be sufficiently long to pass down institutional knowledge,
networks, and wisdom. A proper plan to oversee management and decision making
can provide families with the structural support they need to help strengthen the
new generation’s chances of success.

Many members of the next gen are seeking to carry on their family’s business
tradition through their own entrepreneurial endeavors. In this case, giving due
consideration to the future success of family members need not conflict with new
ambitions. An understanding of the family values can help ensure continuity within
a family enterprise and can unfold in parallel with the development of the next gen’s
goals, ideas, and desire to make their own mark on the world. For example, a family
whose wealth comes from an historically carbon-intensive industry, such as petro-
chemicals or mining, may see the next gen adopting a more ESG (environmental,
social, governance) or sustainable and impact investing (SII) lens as they look to
further develop the direction of the family’s capital.

1 DougMacauley and Nicole Nava, “Business Ownership at a Crossroads: Key Questions for Planning What’s Next,” Cambridge
Associates LLC, March 18, 2022.



Relatedly, many next gen investors take active involvement in their family’s efforts
to give back to society with the intention of positively influencing their communities
and the world. Many families use philanthropic endeavors as another way to give
next gen investors hands-on experience with wealth management and develop their
sense of agency, beginning as early as pre-college. For example, some families opt

to enlist next gen members as resources for a specific investment or project area,
including impact investing, venture capital, or Web 3.0 strategy allocations. As they
undertake such projects, families should remain mindful of certain risks, including
nearness bias and adverse selection. They should also remain cognizant of the key
distinctions between SII and philanthropy.?

Where SII investing seeks a return, philanthropy seeks to support a specific organi-
zation or address a specific issue. Notably, philanthropy isn’t just about grantmaking
alone—the next gen are leveraging these pools of capital to develop social venture
programs to deliver impact in a more creative, business-oriented, and sustainable
way. Recognizing the difference between SII and philanthropy is important to the
successful implementation of both. Each can provide the next generation of inves-
tors with opportunities to effect change and follow a passion as they make their

own contribution to what is often a long-standing family commitment to creating a
positive impact.

WEALTH MANAGEMENT AND INVESTMENT GOVERNANCE:

POINTS OF ORDER

Strong and transparent wealth management and investment governance systems are
essential to a family’s ability to put their values into action and use capital to accom-
plish their objectives. Wealth management refers to the ways a family manages
issues such as estate planning and intergenerational wealth transfer, accounting,
retirement, and tax services. Investment governance refers to how a family estab-
lishes the principles, objectives, execution, and oversight of its portfolio—and
evaluates the results.

When it comes to intergenerational wealth transfer, practical considerations should
be considered first. Families whose next generation work and live across the world,
for example, may face additional challenges in implementing a wealth management
framework or creating one where none exists. What’s more, basic preferences
around the pace and degree of capital transitions also differ from family to family.

As families think about investment goals and portfolio construction, many opt to
organize their investment governance framework around a family office. The structure
and purpose of each family office is wide-ranging—no two are exactly alike. Broadly
speaking, the job of a family office is to protect and grow intergenerational capital and
maintain oversight of any philanthropic work the family may elect to undertake.

It is often the next generation of wealth owners that is responsible for establishing

a family office by spearheading an effort to create a more formalized, institutional
approach to wealth management. The family’s principal wealth owner(s) may still
be fully dedicated to running the family business and may not have the time to fully
consider wealth governance, investment management operations, and diversifica-
tion options. Usually, the structure and make-up of newly established family offices

2 Nick Rees, “Unblurring the Boundary Between Philanthropy and Impact Investing,” Cambridge Associates LLC, July 25, 2022.



are relatively simple—incorporating the insights and participation of the principal
wealth owner(s), next gen wealth owners, and the investment professionals who

can direct their capital beyond their own concentrated knowledge of the industry from
which their wealth is derived. The most effective governance systems are those that can
evolve, adapting to calibrations in the family’s investment goals, new complexities in the
portfolio, and increases or decreases in the number of wealth owners and beneficiaries.

INVESTMENT POLICY: PUTTING THE FAMILY'’S

SUCCESS INTO MOTION

Families who know their value priorities and have articulated a vision around
broader wealth management and investment governance are best positioned to
focus on the pursuit of both their short- and long-term goals via their investment
policy. In cases where an existing investment policy is not in place, it is often the
responsibility of a family’s subsequent generation of wealth owners to create one.
Enhancing the professionalization of a family’s investment management can be a
complex task, but thinking about it as a sum of component parts can help.

Broadly defined, a family’s investment policy sets investment targets for the family
portfolio and helps to ensure its management is well aligned with larger financial
planning goals. It dictates how a family will deploy its capital to meet its objectives.
While next gen investors and their families should aim to craft an investment policy
tailored to their needs, all programs should account for risk management, diversifi-
cation, long-term growth goals, and protection against capital loss.

Proper risk management means aligning allocations with a family’s preferred risk
tolerance and undertaking regular portfolio maintenance work to ensure that
alignment with the family’s objectives is maintained over time (Figure 2). Strategic
risk management entails controlling the portfolio’s exposure and concentrations,
while accounting for spending needs. Tactical risk management includes addressing
issues such as monitoring liquidity, currency considerations, tax management, stress
testing, and scenario analysis. Lastly, families should remember the significance

of operational risk management. This comprises all the necessary work involved

in maintaining alignment to the larger investment policy, including manager due
diligence, monitoring for trading errors, capital call management, and confirming
cash settlements.

A well-diversified portfolio is essential to a family’s ability to withstand and exploit
market dislocations and anomalies if and when they occur. Family portfolios
should maintain adequate diversification across regions and sectors to help dampen
the risk of dramatic underperformance. Many families opt to blend a risk-aware,

FIGURE 2 VARIOUS TYPES OF RISK MANAGEMENT HELP TO MONITOR DIFFERENT
ASPECTS OF THE PORTFOLIO
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growth-oriented endowment model with a thematic approach that seeks to capture
ever-evolving opportunities such as those created by ongoing technological disrup-
tions in tech and healthcare.

Meeting long-term growth goals can be best accomplished by melding equity-oriented
growth and hedging strategies with a capacity to consider more entrepreneurial,
higherrisk growth opportunities as they become available. In fact, families are often
able to source investment ideas and direct deals through their own networks and
established reputation for business acumen. A robust investment policy, coupled
with requisite oversight, will help determine when and where those ideas can be
pursued within the context of the overall portfolio. Families should seek to balance
core holdings while remaining nimble enough to adapt to new strategies that seek
growth through market dislocations and innovation.

Protection against capital loss is not limited to investment selection and portfolio
maintenance. Cost management is crucial, as families can incur substantial
custodial and trading fees from entities such as private banks and fund managers.
Portfolio administration—the regular monitoring of asset purchases and sales, tax
management, accounting, and other clerical tasks—is another important defense
against incurring unnecessary costs. Although rare, seemingly minor transgres-
sions such as rounding errors or missed deadlines on subscription documents or
capital calls can have significant and widespread negative consequences. Keeping a
watchful eye on these risks is just as important as monitoring those related to assets
and strategies within a portfolio.

MOVING FORWARD WITH CONFIDENCE

The work of managing and building family wealth is a big project—one that many
families of wealth in Asia have begun from their position at the center of the world’s
future economic growth engine. Creating a dynastic family portfolio requires
building a bridge between generations. Families who can lean on a long-standing
value system while remaining open and adaptable to change put themselves in the
best position to build a lasting legacy. From there, a clear governance framework
can be instituted to enact an investment policy that is customized to help assure the
family continues to flourish. However, no family does this on their own. Such work
requires that families develop relationships and knowledge sharing capacity with a
network of partners in the APAC region and beyond. It is by learning from estab-
lished best practices that families of today can make their mark, both in the present
day and over the decades to come. m
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