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There’s a well-known saying: “from shirtsleeves to shirtsleeves in three generations.” It highlights a common 

pattern—wealth created by one generation is often gone by the third. But why does this happen? And more 

importantly, how can it be prevented? Understanding this “three-generation rule” is essential for anyone who aims 

to build and preserve wealth for their family. By learning from the past, we can ensure that our hard-earned wealth 

endures and benefits generations to come. 

First Generation: The Builder 

The first generation—the builder—is typically the driving force behind a family's wealth. They often start with very 

little and, through sheer determination, grit, and long hours, they build a financial foundation. These individuals are 

usually risk-takers and entrepreneurs who recognize and seize opportunities before others do. Their vision, 

persistence, and willingness to sacrifice are what create the wealth that becomes the family legacy. 

Second Generation: The Maintainer 

The second generation, known as the maintainer, plays a critical role in safeguarding and growing the wealth 

accumulated by the builder. Their success depends on a different skill set—financial management, strategic 

investing, and risk mitigation. Maintainers must also navigate challenges like overspending, poor investment 

decisions, and internal family tensions. Without careful and consistent stewardship, the wealth created by the first 

generation may not survive to benefit the third. 



Third Generation: The Squanderer 

Often referred to as the squanderer, the third generation is where many family fortunes falter. Born into wealth, 

they typically have no experience of the sacrifices and hard work that built it. As a result, they may develop a sense 

of entitlement, lack financial discipline, and make reckless choices. Without guidance or accountability, they may 

spend frivolously, make risky investments, and fail to preserve what was handed down to them. Left unchecked, this 

can quickly erode the family fortune. 

The Cycle of Wealth 

This repeating pattern has been observed across cultures and centuries. Wealth is earned by the first generation, 

maintained by the second, and often lost by the third. Several factors contribute to this cycle: poor financial 

education, entitlement, and unresolved family conflict. Recognizing these threats is the first step in creating a 

strategy to break the cycle and ensure long-term prosperity. 

Lack of Financial Education 

A major reason wealth fades is the absence of financial literacy. Without a strong understanding of money 

management—budgeting, saving, investing—even substantial fortunes can vanish. This is particularly true when 

wealth is inherited without effort. A lack of financial knowledge can lead to bad decisions, a disconnection from the 

value of hard work, and ultimately, the erosion of wealth. Financial education must be a core value passed down 

through generations. 

Entitlement 

Entitlement can quickly undermine a family's legacy. Children raised in privilege may assume that wealth will always 

be available, leading them to avoid responsibility and make poor financial choices. To counter this, parents should 

instil a strong work ethic and clear boundaries around financial support. Encouraging education, personal 

achievement, and accountability ensures that wealth is seen as a tool—not a safety net. 

Family Conflict 

Wealth can sometimes drive families apart instead of bringing them together. Conflicting visions for how to 

manage money, unequal distributions, or lack of transparency can lead to serious disputes—even legal battles. 

Open communication, shared decision-making, and the support of neutral professionals such as mediators or 

financial advisors are key to maintaining unity and protecting the family’s wealth. 

Estate Planning 

Proper estate planning is vital to ensure that wealth passes efficiently and securely to future generations. This 

includes creating wills, establishing trusts, minimizing tax liabilities, and avoiding the probate process. Trusts, in 

particular, can shield assets from creditors and ensure they are distributed according to the original intent. Life 

insurance is another valuable tool, offering liquidity and financial support for heirs. Thoughtful estate planning, 

with the help of legal and financial experts, is essential for long-term wealth preservation. 

Philanthropy 

Giving back through philanthropy not only benefits society but reinforces important family values. It cultivates a 

sense of purpose, generosity, and responsibility in younger generations. Moreover, philanthropy can counteract the 

negative societal effects of wealth concentration and help families remain grounded. Supporting meaningful 

causes connects wealth to legacy in a powerful and lasting way. 

Investing in Education 

Education is one of the most valuable investments a family can make. It equips the next generation with the 

knowledge and critical thinking skills they need to manage wealth wisely. A strong educational foundation instils 

discipline, independence, and the ability to contribute meaningfully to society. It also prepares heirs to build on the 

legacy they inherit, rather than simply live off of it. 

Family Values 

Strong family values and a shared sense of purpose are vital to the longevity of wealth. When children grow up with 

examples of hard work, humility, and integrity, they are more likely to uphold these principles themselves. Creating 

a family culture that celebrates effort, gratitude, and responsibility lays the groundwork for generational success. 

These values must be modelled and taught consistently across generations. 

 



Breaking the Cycle 

Breaking the three-generation cycle is challenging, but entirely possible. It starts with education—teaching 

financial responsibility, budgeting, and investing from an early age. It continues with cultivating gratitude, avoiding 

entitlement, and promoting a sense of purpose. Families that encourage entrepreneurship, support community 

causes, and prioritize long-term thinking are better positioned to sustain their wealth for generations. 

Case Studies 

Some families have successfully defied the three-generation rule. The Rockefeller family, for example, has 

maintained its wealth over six generations through a strong commitment to philanthropy and social impact. Their 

investments in education, healthcare, and public service reflect their values and help preserve their legacy. The 

Pritzker family—founders of the Hyatt hotel empire—have also sustained their wealth over multiple generations by 

diversifying their holdings, establishing a family office, and emphasizing education and shared values. 

Conclusion 

The “shirtsleeves to shirtsleeves” cycle doesn’t have to be inevitable. While the first generation builds wealth and 

the second manages it, the third doesn’t have to be the one that loses it. Through financial education, responsible 

parenting, careful estate planning, and a strong sense of purpose, families can break the cycle and create lasting 

legacies. Understanding this dynamic—and taking active steps to address it—can ensure that your family’s wealth 

continues to grow and serve future generations. 

Resources 

For those interested in learning more about long-term wealth preservation, consider exploring the following 

resources: 

1. The Three Generation Rule: Understanding Why Wealth Lasts Only Three Generations by James E. Hughes 

Jr. offers in-depth insights and practical strategies for maintaining wealth. 

2. The Family Firm Institute (FFI) provides a wealth of educational materials, including webinars and articles, to 

help families navigate the complex challenges of intergenerational wealth transfer. 


