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King Solomon warned, “An inheritance quickly 
gained at the beginning will not be blessed at 
the end.”1  Heirs given money typically have a 
strong inclination toward spending the money 

on possessions, pleasures, or other purposes without lasting 
signifi cance.  Psychologists specializing in “sudden wealth 
syndrome” acknowledge that heirs, like lottery winners, 
tend to blow their windfall.2  

The availability of money may undermine the pursuit of 
higher purpose.  Andrew Carnegie, the 19th-century steel 
magnate stated, “The parent who leaves his son enormous 
wealth generally deadens the talents and energies of the 
son, and tempts him to lead a less worthy life.”3  

When heirs receive money without prior coaching on the 
purpose of money, they will seldom take the time to 
understand the values that helped accumulate the value of 
the inheritance.  Inheritors do not understand the blood, 
sweat and tears invested in accumulating the wealth.4  Nor 
do heirs with money have much motivation to develop the 
bias toward diligence, delayed gratifi cation, thrift, and 
other values needed to maintain healthy relationships with 
people who contribute to wealth accumulation. 

There is frequently a lack of personally and socially 
benefi cial purposes guiding the use of inherited wealth.5   
Jesse O’Neil, author of The Golden Ghetto: The Psychol-
ogy of Affl uence, documents how money transferred to 
heirs without a meaningful purpose often fosters “Affl u-
enza.”  Heirs may lack the purposeful pursuits needed to 
cultivate self-esteem, self-worth, motivation, self-confi -
dence, and personal identity.  Moreover, the vacuum 
created by the lack of a healthy purpose leads to negative 
character qualities, such as the inability to delay gratifi ca-
tion, unwillingness to tolerate frustration, feelings of 
failure, and a false sense of entitlement.  As problems grow 
worse, heirs withdraw from others, avoid accountability, 
and develop progressively more serious social disorders.  
The presence of money catalyzes personality disorders.  

These disorders limit the ability to form vital relationships 
with other people and leave victims unable to fi nd a 
comforting sense of purpose. 

Parents may think that they can minimize the risk of 
affl uenza by having an estate or fi nancial plan with a clear 
purpose.  Unfortunately, the purposes of an estate and 
fi nancial plan (e.g., “transfer the business to my sons” or 
“generate an after-tax retirement income of $240,000”) are 
usually too narrow to inspire and motivate heirs.  Even if a 
plan is technically perfect, experienced advisers know that 
plans frequently do not get implemented because heirs and 
advisers do not have agreement on purpose.  When the 
plans are implemented, they are too likely to transfer 
money to heirs who quit their jobs and then live purpose-
less retirements.  Dr. Gerald D. Bell, of the University of 
North Carolina’s Kenan-Flagler Business School, details 
how heirs can then drift into roles in which they play rather 
than work, pretending to be golf pros, skiers, artists, or 
writers but lacking the motivation to grow, preserve, or 
transfer wealth.6

Given the prevalence of heirs without purpose, it is no 
surprise that 75% of parents worry that heirs’ lives may be 
adversely affected by wealth.7  Estate planners who have 
watched inheritors over the decades will almost always 
agree that these fears are well-founded. 

Around the world and across the centuries, heirs have lost 
wealth in a few short generations.  In America, we say, 
“Shirt sleeves to shirt sleeves in three generations.”  In 
Asia, families speak of going from rice patty to rice patty in 
three generations.  Europeans talk of the entrepreneur 
achieving enough success that he no longer needs to wear 
clogs but then watching grandchildren squander wealth, 
resulting in the family going from “Clogs to clogs in three 
generations.”8  Likewise, in Italy, families have been 
known to go “from barn stall to barn stall in three genera-
tions.”9 
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Frequently, the loss of wealth takes not three generations, 
but just three years.  Zeeb and Cochell, in Beating the 
Midas Curse, tell of a family that squandered wealth 
accumulated over fi ve decades in a mere twenty-four 
months.10

Studies in America provide contemporary evidence that 
families still lose their wealth following the time-tested pat-
tern.  60% of families waste away their wealth by the end 
of the second generation.  By the end of the third genera-
tion, 90% of families have little or nothing left of money 
received from grandparents.  Ultimately, 95% of all tradi-
tional inheritance plans fail.11  

Statistics collected from family businesses provide similar 
sobering facts.  Only 30% of businesses make it to genera-
tion two and a mere 3% still generate profi ts in generation 
three.12  Given the dismal success of family enterprises, it is 
no wonder that 65% of family wealth is lost by the 2nd 
generation and 90% by the third generation.13  By the third 
generation, more than 90% of estate value is lost and, even 
worse, the generation three can usually articulate very little 
about the values that accumulated the wealth.  Even in 
Australia, where there has been no estate tax14, families 
lose their fi nancial wealth and the values that accumulated 
the wealth by the third generation.  

Even if fi nancial wealth is not lost, the vision is frequently 
lost.  Family members without an effective wealth transfer 
process typically have heirs working at cross purposes.  
Disruptive changes of leadership are common.15  Studies 
show that values are not transferred to the next generation. 
16   Confl icts regarding succession planning cause busi-
nesses to fail.17  Planners involved with wealth planning 
can usually share countless sad stories about broken 
relationships. It is common for businesses to dissolve 
within months after the founder dies.18  

When the family business founder fails to train the next 
generation of leaders to maintain relationships based on the 
founder’s core values, trust deteriorates.  Surviving heirs 
engage in power struggles to fi ll a leadership void if the 
business founder dies suddenly.19   Too often lawyers 
wrangle for years and dissipate much of the estate value.

If a family does defy the odds and maintain a clear purpose 
long enough to accumulate signifi cant wealth, they will 

face greater challenges.  As Ralph Waldo Emerson reminds 
us, “It requires a great deal of boldness and a great deal of 
caution to make a great fortune, and when you have got it, 
it requires ten times as much wit to keep it.”20  Experience 
teaches that it is hard to accumulate wealth, harder to 
maintain it, and hardest to give it away prudently. 

Are you providing guidance to your clients that will guard 
against a repeat of the above problems? Can your clients 
articulate clear plans for using inherited wealth to build 
healthy relationships?  Do your clients have business 
succession plans in place for the seamless transfer of family 
business assets at the right time to the best people? If you 
struggle to answer these questions with clear and positive 
responses, you should look beyond common legal tools and 
help your clients think about the purposes of their wealth.  
This process can encourage family members to pass on 
proven spiritual and emotional values before they pass on 
the value of what they own.  As a professional, you can fi nd 
new joy and meaning in your calling while helping clients 
transfer both a relational inheritance and fi nancial inheri-
tance to their heirs. Following the example of Solomon, 
you can inspire future generations to leave a legacy of 
time-tested values.

Endnotes

1.  Ron Blue, Splitting Heirs:  Giving Money and Things to Your 
Children Without Ruining Their Lives (Illinois:  Northfi eld Publishing, 
2004), 71.
2.  Sharon Reier, Family wealth / How to hang on to it : You’re rich. 
What do you tell the kids?, International Herald Tribune, January 24, 
2004
3.  Andrew Carnegie, The Gospel of Wealth, and Other Timely Essays, 
New York: Century Company, 1901, 54. 
4.  Perry L. Cochell & Rodney C. Zeeb, Beating the Midas Curse, 3.
5.  Perry L. Cochell & Rodney C. Zeeb, Beating the Midas Curse, 44-45.
6.  Dr. Gerald D. Bell, Money, Families, and Children (book is not 
published yet)
7.  Perry L. Cochell & Rodney C. Zeeb, Beating the Midas Curse, 158.
8.  Perry L. Cochell & Rodney C. Zeeb, Beating the Midas Curse, 26-27.
9.  John L. Ward, Perpetuating the Family Business:  50 Lessons 
Learned From Long Lasting, Successful Families in Business (New 
York:  Palgrave Macmillan, 2004), 4.
10.  Perry L. Cochell & Rodney C. Zeeb, Beating the Midas Curse, 2.
11.  Perry L. Cochell & Rodney C. Zeeb, Beating the Midas Curse, 7.
12. Russ Crosson, A Life Well Spent (Tennessee:  Thomas Nelson Inc., 
1994), 167.
13.  George W. Hester et al, Family Wealth Counseling : Getting to the 
Heart of the Matter, Professional Mentoring Program, 1999, vi.
14.  Michael D. Allen, Motivating the Family Business Owner To Act, 
ALI-ABA Estate Planning Course Materials Journal, Febuary 2001, 

2

Why Most Families Lose Their Wealth by the Third Generation

 By: Tim Voorhees, JD, MBA



3

Why Most Families Lose Their Wealth by the Third Generation

 By: Tim Voorhees, JD, MBA

© 2009 WealthCounsel LLC. WealthCounsel® is a registered trademark of WealthCounsel LLC. All rights reserved. This reprint used with express permission 
of WealthCounsel. If you would like reprint permission for this, or any other article from The WealthCounsel Quarterly, contact WealthCounsel at

 marlene.frith@wealthcounsel.com or at 888.659.4069 xt. 817.

page 8. 
15.  Karl R. Bareither, Planning a Family Business Legacy:  A Holistic 
Approach to Wealth Transfer Planning for Entrepreneurs, Business 
Owners Family Members (California:  FBR Publishing, 2003), 20.
16.  Roy O. Williams, For Love & Money:  A Comprehensive Guide to 
the Successful Generational Transfer of Wealth (Oregon:  Robert D. 
Reed, 1997), 13-15.
17.  James E. Hughes, Jr., Family Wealth:  Keeping it in the Family 
(New Jersey:  NetWrx, 1997), 5.
18.  The Exit Planning Review, Issue 1, Why Exit Planning?, Business 
Enterprise Institute, Inc. 
19.  Roy O. Williams, For Love & Money, Robert D. Reed Publishers, 
1997,196.
20.  Ralph Waldo Emerson, The Complete Works of Ralph Waldo 
Emerson, 1904, 75


