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Think Tank

Q&A
with Jack Markwalter
Chairman and CEO

2013—
A Milestone Year
Q

Please give us a high-level
overview of 2013.
It was a strong year on a number of
fronts. For the firm, we believe we
found the right, long-term fit for
Atlantic Trust with CIBC and had a year
of very substantial growth—starting
the year with approximately $20
billion in assets under management
and ending at about $24 billion. This
increase was attributable to 167 new
client relationships, solid firm-wide
retention and competitive investment
performance best described as strong
absolute returns without the risk often
necessary to beat benchmarks in a very
robust market. We also welcomed 37
talented professionals to our team and
hosted our clients and other friends at
23 events across the U.S. Our firm’s
continued success is a significant
“proof point” in the industry about the
importance of putting clients’ interests
at the center of all we do.

Q

You say that Atlantic Trust is
building “a firm that is really special
and unique.” What does that mean?
We are professional fiduciaries yet still
have an entrepreneurial culture. To be
entrepreneurial means to be innovative in

creating new investment capabilities and
solutions, to grow, and to be intelligent
and creative in terms of addressing client
needs. But to be a fiduciary requires that
we act as trusted advisors and put our
clients’ interests first. We do that inside
an entrepreneurial culture. In addition, we
have a strong “boutique” culture with a
flat organization—our senior leadership
team knows many of our clients around
the country and our clients know they
have access to us. Because we have a
smaller number of clients per advisor
than the average wealth management
firm, we get to know our clients and,
many times, their extended families
very well. This has led to our 99% client
retention rate.*

Q

Would you give an example of
an entrepreneurial approach to
addressing client needs?
We successfully launched two new
alternative investment strategies this year.
We believe alternatives are an important
asset class that can give our clients
further diversification to manage risk,
yet still achieve attractive returns. Five or
10 years from now, I believe alternatives
will be even more important for wealthy
clients, yet we’re one of the few trust
companies that is committing significant
resources to these strategies.
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Q

Make the case for why the
acquisition by CIBC will be good for
Atlantic Trust.
The example of the two new alternative
strategies is one way to illustrate why
we think the acquisition will benefit
clients—we have very strong support
from CIBC on investing in our business
based on what clients need and want.
CIBC is not only a highly reputable,
financially
stable
150-year-old
firm, they respect our culture and
want to make sure we preserve and
enhance it. Financial strength and
resources are critical to continuing
to invest in the client experience
and the employee experience. It
will allow us to continue to grow in
a very high quality way, especially
through talent acquisition. From what
we’ve experienced, Atlantic Trust is
becoming a “go to” firm for the top
talent in our business. Testament to
that are the 37 new professionals we
hired in 2013—these are experienced
professionals who can help us better
serve our clients and their families as
we move forward.”

Retention is as of 10/31/2013 for clients with
$5 million or more in assets under management.
*
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REFLECTIONS AND
EXPECTATIONS:

What Does 2013 Tell Us About
the Economy and the Markets in 2014?
“Hope springs eternal.” That was the mantra in
January 2013 when, more than four years removed
from the financial crisis and two years from the
European debt crisis, expectations were that things
were going to get better. The mantra for 2014?
“Normalization.”
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A LOOK AHEAD
The Economy, The Markets

T

o be sure, there are quite a few
recent bright spots for the U.S.
economy: Third quarter GDP
increased at a rate of 4.1%, according to
the Bureau of Economic Analysis, higher
than economists’ predictions of 3.1%.
The job market continues to strengthen,
with unemployment at a five-year
low of 7%, and housing continues its
recovery and its positive contribution
to the bigger recovery picture. But
for the second year in a row, the U.S.
economy could best be described as in
tepid, ho-hum mode, growing 2.0% for
the year through September 30, 2013—
respectable, but a mild disappointment
nonetheless, and below the 3.2% the
economy has averaged since 1948.1
Putting it into perspective, though,
is particularly important, says Dave

Donabedian, chief investment officer. “A
debt-driven balance sheet recession is
much harder to emerge from,” he says.
“It leads to suppressed economic demand
for quite a long time. We went into 2013
knowing that the excesses were still being
washed out of the system—it’s not like we
were looking for a huge boom to break out
last year. The fundamental problem has
been that the economy has had very little
momentum of its own,” says Donabedian.
“A few hot IPOs notwithstanding, we
haven’t seen what Maynard Keynes called
the ‘animal spirits’ that are important to
a strong economic recovery. When that
returns, it means people are more willing
to take risks, because they believe they
will reap the commensurate reward. We
expect that 2014 should be a little better
in this regard, but something short of a
true liftoff.”
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On the Other Hand...
With the S&P up 29.6% in 2013,2 “From
an investor standpoint, 2013 looks like it
was a fantastic year,” says Gary Pzegeo,
director of fixed income, “but it was a
tidal wave of liquidity that supported
risky assets. The market scenario really
wasn’t supported by economics. The
consumer can’t ‘get going’ until the
labor markets do. Capital spending can’t
get going until the financial excesses
are cleared out. And nobody wants to
get going back into an overly leveraged
environment. An economy needs true
organic growth, not artificial growth
through leverage.”
Pzegeo also points out that as a
developed economy, the U.S. population
growth of less than 1% a year (0.7% in
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’Animal spirits’ is the colorful name that economist Maynard
Keynes gave to one of the essential ingredients of economic
prosperity: confidence. According to Keynes, animal spirits are
a particular sort of confidence, ‘naive optimism.’ Where these
animal spirits come from is something of a mystery. Certainly,
attempts by politicians and others to talk up confidence by
making optimistic noises about economic prospects have
rarely done much good.

				

”

2012 according to the World Bank) is
not going to fuel a booming recovery.
Contributions to economic growth
from population growth are only one
part of the story, though; the other is
gains in productivity. “In general, that
adds between 1% and 2% per year
and has been the bulk of real growth
over long time frames,”3 says Pzegeo.
“It’s harder to measure productivity in
a service economy, but we’ve certainly
gotten more output and with pretty low
growth in employment. But corporate
earnings have been in higher ranges
recently, which is a sign they’re getting
as much productivity as they can.
They’re squeezing as much as they can
out of the rock—at some point, you
just need a bigger rock. So we’ve been
waiting for that burst in spending on
productive capacity, but it’s been slow
to come.”

Donabedian says that absent a significant
productivity “game changer” for the
economy, we should expect several
more years of mediocre economic
growth. The obvious huge influence on
productivity of the last two decades has
been technology. “That’s not to say that
there isn’t more technological innovation
coming—things such as advanced cloud
computing and sophisticated robotics—
but it will take years to contribute to
productivity,” he says. Energy, however,
could be a productivity game changer

– A-Z Terms, The Economist
for the economy: If we can produce it
more cheaply here, we don’t have to
transport it in from halfway around the
world. In addition, growth in domestic
energy production offers a strong
employment proposition.
One reason for the plodding economic
recovery appears to be lack of policy
clarity—the debt ceiling, uncertainty
about
tax
rates,
the
possible
implications of the Affordable Care Act.
“Corporations,” notes Donabedian,
“still don’t know the ‘rules of the game.’
Even with record profit margins of late,
corporations are still very cautious on net
new hiring and investing big amounts
in capital spending. Businesses feel a
U.S. Consumer Debt Service Ratio

13.5
13
12.5
12
11.5
11
10.5
10
9.5
9

Source: Federal Reserve.
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bit frozen.” Lack of clarity also affects
equity markets—while not quantifiable,
it can increase volatility until meaningful
policy resolutions are reached.

Embracing the Good News
There is positive news about the
economy going into 2014—but what
does it mean for investors?
Consumer spending makes up about
70% of GDP and although it’s been
restrained
during
this
recovery,
Donabedian expects it to be better
in 2014. The unemployment rate has
gradually come down and consumers’
household balance sheets are in
better shape. According to the Federal
Reserve, consumers’ debt service ratio
(DSR) has now dropped to 9.89 through
the second quarter of 2013, compared
to an all-time high of 13.46 in the
fourth quarter of 2007. Interest rates
remain low and the “wealth effect”
from housing price increases is a major
contributor to consumer confidence.
On a cautionary note, Pzegeo says
that the Federal Reserve has begun to
taper off its quantitative easing (QE)
program. “QE has been a major support
for investor confidence,” he says.
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“While a significant tapering off won’t
necessarily be a negative, it will be less
of a support for equities and other risky
assets in 2014.”
As monetary policy becomes less
generous, active management should
play a prominent role in portfolio
management for several reasons. First,
tighter policy will distinguish lower- and
higher-quality companies. Exposure
to the latter can help generate more
consistent returns and may protect
against volatility as economic stimulus
is withdrawn. Second, as liquidity
provisions
diminish,
intra-market
correlations should continue to fall as
equity winners and losers differentiate.
The ability to navigate such an

environment successfully will be a key
source of returns. Finally, the average
stock holding period is low compared
to history, now just 1.7 years.4 As stock
dispersion increases, active managers
with long-term biases will have
opportunities to find attractive entry
points into high-quality companies.
As for bonds, Pzegeo expects a
slight upward rise in bond yields this
year, especially as the Fed becomes
comfortable with the easing of QE.
“On the Asset Allocation Committee, we
periodically re-visit one simple premise:
Where is the growth going to come
from?” says Pzegeo. “And to further
simplify it, we’re constantly asking ‘Who
is going to do better than the markets

think?’ Our deliberations always come
down to making a projection on growth
given everything we know and then
assessing what we think has been already
priced in. One way of looking at the
positive factors is that they’re simply ‘less
bad’ than in the last couple of years. The
better way is to say that the projected
‘numbers’ aren’t fantastic, but they’re
getting better.”
For the latest investment and asset
allocation update, please see the
Investments section of the Resource
Center on atlantictrust.com.
1 U.S. Bureau of Economic Analysis. 2 S&P, as of
12/31/13. 3 Bureau of Labor Statistics. 4 Strategas;
as of 7/31/13.

On-Point Questions
Atlantic Trust clients are not only smart and thoughtful about the world around them, they ask great questions, too.
During a multi-city series of events in 2013, clients asked Dave Donabedian, CIO, Jack Markwalter, CEO, and some of
our external managers about specific topics on their minds. Here are three of the best—with Atlantic Trust’s answers.

1.

2.

Are “enhanced yield strategies”
at risk if bond yields rise?

Won’t inflation be a problem given
the Fed’s “money printing” and
the government’s temptation to
inflate away the national debt?

In theory, if high-credit quality bonds
provide more yield competition, it
makes other higher yielding strategies
less attractive. We reduced our
enhanced yield fixed income allocations
in 2013 because of this. However, we
still think that high yield, bank loans,
MLPs and dividend-oriented equity
strategies can play an additive role in
portfolios seeking a combination of
income and growth.

3.

Not for years
—currently there is too
much excess capacity in the economy to
stoke a broad inflationary environment.
Unemployment is high, wage growth
is low; wages are two-thirds of the
economy’s cost structure. Also, the
domestic energy boom raises the odds
that there will be a lid on energy prices.
Longer term, inflation will be a risk.
How big a risk will depend on how the
Fed—under Janet Yellen—navigates
away from the extraordinary monetary
stimulus of the last five years.
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Why is Atlantic Trust more positive
on European equities? Isn’t Europe
still a mess?
The case for Europe is not based on
economic strength, but the continent
has tentatively moved out of recession.
Company valuations are cheap vs. the
U.S., earnings are depressed and have
upside, and the big macro risks of a
currency collapse or financial crisis
have been greatly reduced by the
European Central Bank’s state policy
to do “whatever it takes” to prevent
those things. So, as a value play, we
find it interesting.
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This article is adapted from a white
paper available in the Wealth Strategies
section of the Resource Center on
atlantictrust.com.

FAMILY BUSINESS TRANSITION PLANNING:
A White Paper Series from Atlantic Trust

Still in the Family:
Family Dynamics
in a Family Business

Business—in general—is tough. It always has been and always will be. Add to
this eternal truth the word “family” and you add multiple layers of complexity.
Navigating family dynamics in a business is a crucial part of business transition
planning—and doing so successfully can lead to endless possibilities.

A

s Forbes magazine recently
noted, the family dynamics in
a family business have become
even more complex over the past 50
years as people live and work longer.
Family businesses are now being
passed from one generation to many
generations.1 This means that family
dynamics, including the issues and
definitions of “family wealth,” have also
become more complex and more of an
ongoing challenge.
“The primary driver of wealth creation
is success in business, often a family
business,” says James “Jim” Grubman,
Ph.D., of FamilyWealth Consulting,

an
internationally
recognized
consultant, speaker and educator in
the multidisciplinary field of wealth
counseling. “A family that shares
ownership or management of a
business can reap many benefits
unavailable to other families.... But
a family business also must contend
with powerful stresses that can
destroy love and create rifts that can
last for decades. That’s why it is so
imperative that all of those who care
about and hold the business dear,
including key employees, advisors
and other stakeholders, understand
the universal themes about family
dynamics within a family business.”
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Recognizing—and Navigating—
Family Dynamics
Family businesses are a breed unto
themselves, with the potential for both
reaching spectacular heights and falling
victim to lurking disaster. The universal
themes that face families in business
together add a layer of complexity to
what can often already be complex
family dynamics—families that can’t
stop talking about business, co-worker
siblings who bring business conflicts to
family gatherings or carry old “rivalries”
into the business, a “family democracy”
model applied to the family business
(with no clearly defined roles or
accountabilities) and children who cling
to the dinner-table business war stories
of their parent-founder, while yearning
for their own starring role in a family
business war story.
A classic 1976 Harvard Business Review
article succinctly, and colorfully,
describes some of the family dynamics
at work in a family business:
“The original entrepreneur hangs on as
he watches others try to help manage or
take over his business, while at the same
time, his heirs feel overshadowed and
frustrated. Paralleling the stages of family
power are stages of company growth or
of stagnation, and the smoothness with
which one kind of transition is made
often has a direct effect on the success
of the other. Sons or subordinates of
first generation entrepreneurs tell of
patient and impatient waiting in the
wings for their time to take over the
running of the company. When the time
comes, it usually comes because the
‘old man’ has died or is too ill to actively
take part in management, even though
still holding tightly to the reins of the
family business. Often this means years
of tension and conflict as older and
younger generations pretend to coexist
in top management.”2

While this example highlights the
perspective of the waiting-in-the-wings
next generation, a common stumbling
block is that the founding generation
believes that the second or third
generation in the business simply doesn’t
share the “magnificent obsession” with
the business.
Founding generations
may be so focused on making sure
that their children and grandchildren
understand this obsession before they
let them “take over” that they fail to
recognize that succession in the family
business is a long journey—a process,
not an event. The Family Office Exchange
advises, “The issue is not the unplugging
of one leader and plugging in of a new
one, but developing the capacity for the
whole system to develop, collaborate
and support leadership. Succession in
family leadership is usually not just a
change of person; it means changing the
family governance structure—from an
individual to a sibling group to a larger
network of cousins, for example. The real
issue is the evolution of the enterprise and
the development of leadership capacity
to guide it. Families can capitalize on
generational transitions as advancement
opportunities, rather than surviving them
as crises of lost authority.”3

Dr.
Russ
Alan
Prince
found that 60% of survey
respondents were “familyfocused” and 40% were
“business-focused.”
Adds Courtney Pullen, a psychologist,
family wealth counselor and frequent
collaborator with Atlantic Trust,
“Leadership acumen is a very different
skill set than being a manager or
an operations expert. It’s critical in
transitioning a family business and
something that founders need to place
a high priority on if their business is
to pass and succeed into the next
generation.... But a big part of the
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family dynamics in a family business is
for the founding generation to be able
to honestly answer the question, ‘Am
I hiring a child or an employee?’ And,
‘Can these children be leaders?’”

Family-Focused Business vs.
Business-Focused Business
A 2008 study done by Dr. Russ Alan
Prince, a well-known researcher
into the unique attributes of closely
held businesses, looked at some key
differences in “family-focused families”
and “business-focused families.” The
Family Business Institute presented
findings from Dr. Prince that indicated
“60% of survey respondents were
‘family-focused’ and 40% were
‘business-focused.’ To contrast the two,
for business-focused families, business
decisions were made solely in the best
interest of the business. Management
was either composed of non-family,
professional managers or operated as
if it was. Decisions were made in the
interest of furthering the goals of the
company.... Family-focused families, on
the other hand, made many of their
decisions based on the needs of the
family first. A family-focused family
may elect to employ one or dozens of
family members who are not particularly
productive or accountable to others in
the business. In other words, they see
bloodline meaning that employment for
family members is virtually guaranteed.
The resulting productivity and morale
issues associated with employing
underperforming family members are
rarely taken into consideration.”4
In addition, Prince found that businessfocused individuals in the family were
more “centered”—in touch about
their responsibilities, clear about family
members’ unique skills and talents, and
able to focus on the challenges and
obligations in front of them. The Family
Business Institute report continues, “Why
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Quick Smarts
“How have your clients
who are founding business
owners successfully
transitioned their business
to the next generation?”

is this measure of good psychological
health important? For every dollar of net
worth the less-centered people exhibited,
the highly centered people had $6.2 of net
worth. Extrapolating this data, it is possible,
using good psychological health and
excellent business practices, to transform
a $10 million family business into a $60
million family enterprise over time.”4

Family Business and Family
Wealth: An Immigration
Metaphor

Andrew G. Nichols
Managing Director
“The key to success is giving
the next generation meaningful
positions within the company
when they are young. This
grooms younger family members
for management positions by not
only giving them titles, but the
authority and accountability that
come with those titles. In this
manner, they become assimilated
into the culture and traditions
of the firm, and they are better
prepared to carry them forward.”

Suzy Conley
Managing Director
“Apprenticeship, a word you don’t
hear very often, is an accurate
description for how many of
our clients successfully pass on
their family business to the next
generation. Working together
in the business not only allows
the next generation to learn the
business operations, it also enables
family values to be practiced and
modeled prior to the transition.
Client families look to Atlantic
Trust to help them formalize these
transitions through careful tax and
estate planning.”

A big part of the dynamics of families in
business together is that family members,
collectively and individually, are dealing
with the wealth that the business creates.
In fact, the challenge of “adaptation”
to wealth is an almost universal thread
among family businesses and is one
that Grubman likens to immigration to
a new place and new culture. Grubman
points out that most wealthy families in
America are in an analogous situation—
by and large, they are immigrants to the
“land of wealth.”
“Between 70% and 85% of those
in the upper 2% of wealth arrived at
their position within their lifetime,”
says Grubman. “Economic culture
helps shape us, and as these people
move up through business success,
it’s like migrating from one culture to
another. In a successful family business,
the second generation—the natives
who have grown up with wealth from
the business—deal with a completely
different set of challenges, needs and
feelings than the immigrants to wealth,
the parents/founding generation.”
For the immigrants, acquiring wealth
through their own effort and sacrifice
feels deserved, especially since they
often have had time to adjust gradually
to their increasing wealth over the years.
“Becoming wealthy through effort is
seen as the fruit of a good work ethic
and can feel justified emotionally,” says

Grubman. “Because it’s associated with
self-responsibility, persistence through
adversity and resilience, in addition to
inherent talent, the wealth feels fair.”
Natives to wealth, on the other hand, can
often feel like they live in Alice’s looking
glass. Cautious about preserving their
own status and the successful status of
the business, they may think of risk as a
danger, not an opportunity. In addition,
says Grubman, they may have the
additional identity crisis of being viewed,
by people inside and outside the family,
as “only” the founder’s heirs-apparent by
blood ties and ones who have become
wealthy not by their own efforts.
“Wealth,” adds Pullen, “has a tendency
to exacerbate a family’s pre-existing fault
lines. Family business wealth is often that
scenario taken to another level.”
Transition is the most important word.
“’Succession’ within a family business is
often viewed only as the older, founding
generation letting go,” says Grubman.
“But succession is as much about a
‘taking on’ by the new generation.”
Grubman believes that the best family
businesses think of themselves as
pioneers. He says they know that the
journey and the adjustment won’t
necessarily be easy. But for those willing
to stay energized about a successful
transition to the next generation, one
that fosters harmony among family
members, the possibilities for the future
are almost endless.
Atlantic Trust is developing a series
of white papers on family business
planning. Please visit our website
for Parts 1 and 2. Part 3 will be
available soon.
1 “Handing it Down: The Changing
Dynamics of Family Businesses,” Forbes,
9/25/13. 2 “Transferring Power in the Family
Business,” Harvard Business Review, July
1976. 3 “Succession in Business-Owning
Families,” 2005, Family O f f i ce E xc h a n g e .
4 “Business Focused Families v. Family Focused
Families,” Family Business Institute, 2008.
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China: The One—
The Big One—To Watch
Emerging markets have stumbled a bit this year. Superpower China has been
no exception as its rate of economic growth slowed. But, says James Donald,
CFA, it is unquestionably one emerging market to keep a close investing eye
on. It’s big, in every way—including opportunity.

Q

Give us an overview of emerging
markets in 2013.
Overall, emerging markets had their second
worst period of underperformance in the
last 20 years. There’s concern about China’s
“shadow banking” system, about the
end of the commodity supercycle we’ve
been in and over the potential tapering
of the Fed’s quantitative easing program.
Emerging market equities’ corrections in
early fall 2013 certainly reacted to that
possibility, illustrating the degree to which
sentiment, not fundamentals, was driving
share price movement. On the positive side,
we would not be surprised to see modest
global growth in 2014. This should benefit
emerging markets, as long as there are no
significant crises. I believe emerging market
economies are in better financial condition
than they’ve been for about 35 years.

Q

So despite the somewhat
disappointing 2013, you see a lot of
bright spots for emerging markets.
When you look at things such as
unemployment rates, budget deficits,
and indebtedness overall, many of these
economies are in better shape than
developed economies. One very bright spot
is that valuations in emerging markets are
a lot lower than they are in the developed
world, including the U.S.

Q

China certainly gets a big share
of investment buzz. Why should
investors look beyond the headlines?
The headlines are almost good enough,
aren’t they? You can’t ignore China
because of its sheer size—1.3 billion
people, or 20% of the world’s population.
But it’s the makeup of the population that
is exciting. China’s urban population now
exceeds its rural population due to a huge
migration into cities as people seek better
education and better services. Along with
this, the population’s wealth is increasing.
During the past 10 years, per capita
income in China has gone from about
$1,000 a year toward $6,000 a year. That
growth rate is unlikely to continue, but
there are now tens of millions of people
who are close to being able to afford
branded products on a consistent basis.
The Chinese people care about the same
things we do—style, product safety,
reliability, quality.

Q

What could slow this wave
of urbanization and its resulting
economic growth?
The growth China has experienced has been
very damaging to the environment. A major
source of power in China is coal, which is
not particularly environmentally friendly.
So there is much work to do to clean this
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up and to prevent reverse migration. One
headwind to the Chinese becoming more
of a consumer-driven economy is that the
Chinese save on average about 30% of
their income, primarily because they don’t
have the government-provided safety nets
for unemployment and health care that we
have here. But the government is starting to
broaden those. It will take time, but once
the Chinese people really experience this for
themselves, they will likely spend more.

Q

Just to put the investment
opportunity in a simple perspective,
has massive urbanization resulted
in Taco Bell outlets and Apple stores
in every block?
They are certainly there. American culture is
definitely spreading in China, so large, U.S.
multi-nationals—Coca-Cola, Nike and Yum
Brands come to mind—are certainly one
way that investors can take advantage of the
growth in China. The Chinese population
is becoming more modernized and it’s
happening much faster than we thought.
Keep in mind that some of China’s large cities
are enormous—Beijing has 20 million people,
Shanghai has 23 million and the Chongqing
metropolitan area has 32 million people. These
are powerful, impressive, dynamic cities, with
infrastructure that in many cases is better than
here in the U.S. Growth in the 21st century
should be centered in China.
James Donald, CFA, is managing director
and portfolio manager/analyst on the
Emerging Markets Equity team and head of
the Emerging Markets group at Lazard Asset
Management, LLC, in New York. Lazard is
an approved manager on the Atlantic Trust
Multi-Manager Platform.
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