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Ben Graham, the father of value investing, once 
opined “The investor's chief problem—and even 
his worst enemy—is likely to be himself”. I don’t 
think that truer words have even been written 
when it comes to investing.

The key problem is that our brains are evolved to 
deal with an environment of life on the African 
savannah of 150 thousand years ago, not the 
industrial age of last few centuries, let alone the 
information age in which we seem to exist today. 
Evolution is a glacially slow process (albeit 
punctured by occasionally explosive events), so it 
is little wonder that our brains are hard wired for a 
very different world than the one we find 
ourselves facing today.

Present bias

Present bias is a term used to cover an array of 
behaviors that have a strong element of time 
inconsistency that is to say they follow St. 
Augustine’s plea “Lord, make me chaste, but not 
yet”. For instance, “Next month, I’ll stop drinking”, 
“In the New Year, I start working out”, “After this 
holiday, I’ll knuckle down and work hard”, “I will 
start saving for my retirement next year” etc. 
These strangely familiar (if you are anything like 
me at least) utterances are all examples of time 
inconsistency and they all favor the present over 
the future.

Now think about this in the realm of financial 
planning. In my experience, everyone I’ve ever 
talked to starts out as a long -term investor – 
nodding their head sagely as I extoll the need to 
focus on the long term because that is where 
valuations matter. However, along comes the first 
patch of poor performance and everyone suddenly 
becomes obsessed with the short-term. What 
happened today, this week, this quarter?

Your own worst enemy II – 
The difficulty of emotional 
time travel

People have a strong tendency to 
favor the present over the future. 
This has obvious investment 
implications, especially when saving 
and investing for retirement. In this 
paper, we explain this “present bias” 
and why Nebo is particularly well-
suited to helping advisors address it 
with their clients.

“Your own worst enemy”

“Your own worst enemy” is a series 
focused on helping advisors deal 
with the challenges associated with 
the fact that their clients, like all of 
us, are fallible and subject to 
behavioral biases. Investing is hard, 
and these behavioral biases add 
another layer of complexity. The 
series will also explore how the 
Nebo platform (www.nebo-
gmo.com) is particularly well-suited 
to helping advisors better 
understand, visualize, and mitigate 
these issues.

James Montier, Editor
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Behavior Gap

So why do we all struggle to stick to our best 
intentions? The answer, I think, lies in the fact 
that we are very poor emotional time 
travelers. We simply aren’t very good at 
predicting how we will feel under different 
future circumstances, a problem often 
labelled an empathy gap (but we could also 
call it a failure of imagination).

For example, Read and Lowenstein (1999) 
asked university undergraduates how much 
they would need to be paid in order to inflect 
pain (by submerging their hand in iced 
water). You might think people would be 
pretty good at pricing their own pain. 
However, those who had just experienced 
the pain caused by immersion demanded the 
most. Those who had experienced the pain 
before but not recently asked for less. The 
group who had never experienced the

sensation at all asked for the least.

This inability to predict how we are likely to 
be feel has been found in a wide variety of 
different settings ranging from addiction to 
sexual arousal via social fear. We simply 
don’t seem to be very capable of predicting 
how we are going to feel, and in turn this 
leads us to behave in ways we can’t imagine.

One intriguing study by Hershfield et al 
scanned the brains of participants while 
asking them to what degree various traits – 
like “funny” or “trustworthy” – applied to 
their current self, their future self, a current 
other, or a future other. Interestingly, the 
parts of the brain that lit up when people 
were asked to consider their future self-
aligned most closely with the parts of the 
brain that reacted when considering 
someone else (rather than the current self). It 
appears as if our brains view our future 
selves just like someone else, rather than 
ourselves.

The evidence then clearly suggests that we 
both downgrade our future self-relative to 
our current self, and that we are very bad at 
predicting how we will act when we find 
ourselves in a different state emotionally. 
This creates some incredibly serious 
challenges for financial planners.

After all, it is little use putting a client into a 
plan that is perfectly aligned with their long-
term goals, if the client loses faith with the 
portfolio or the advisor after a particularly 
bad drawdown, and decides to terminate the 
relationship. So how do we deal with 
inherent and ubiquitous inability to 
emotionally time travel?
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What to do about it

An effective way to help client’s “emotionally time travel” is to make them aware of the long-term 
implications of decisions they make today. Without this awareness, present bias will dominate in 
the sense that the long term – our future self – is down-weighted relative to the short term – our

current self.

But awareness must be coupled with confidence in the long-term plan. The more confidence the 
client has in the plan, the more likely they will be to stick with it, especially during times of market 
stress. Nebo is particularly well-suited to this task because risk is framed, not as volatility

as is normally done, but rather as “not having what you need it when you need it.” Minimizing the 
risk of “not having what you need it” is intuitive and frames the problem in natural, easy to 
understand language. Furthermore, this framing brings horizon directly into the problem as the 
optimization that drives portfolio construction in Nebo minimizes expected shortfall over the 
period “when you need it.” That the investment horizon is naturally integrated into the problem, 
not an ad hoc adjunct, and that shortfall risk is being minimized over the relevant horizon, e.g., the 
withdrawal phase, inspires confidence in the long-term plan.

Awareness of the implications of decisions on the long term – from both an optimization and 
Monte Carlo simulation perspective – only addresses part of the present bias issue. Another 
aspect of the dominance of the current self is the current self’s loss aversion – particularly 
frightening are large losses over short periods. It is this short-term loss aversion that advisors

address when they conduct the typical risk assessment tests.

Present bias rears its head here in a rather significant way. The risk assessment tests – more

accurately tests of short-term loss aversion – are not typically conducted during periods of

significant market stress, as these periods are, thankfully, relatively few and far between. Asking

the client to project their current self into a future state of market stress is begging for present

bias.

Nebo has a number of ways of countering this present bias. First, the fact that Nebo is minimizing 
expected shortfall over the entire withdrawal phase directly addresses the key risk faced by the 
client and emphasizes the importance of the long term. Second, to address short term loss 
aversion, Nebo allows the advisor to input constraints such as volatility or maximum/minimum 
exposure limits on an asset class. But beyond this, Nebo allows the advisor to visualize how such 
constraints impact the fundamental economic risk of the portfolio—the odds of ultimately not 
having what you need when you need it. This enables the advisor to understand the tradeoff 
between the long-term goal and the shorter term client driven constraints.

In turn, this allows the advisor to have a meaningful conversation with the client to either help

them get to a better portfolio for their long-term goals or alternatively make an informed decision

on how their shorter-term risk aversion (or attachment to some particular asset) may potentially

negatively impact their long-term welfare. And to the extent that the client panics in a moment of
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market stress and is tempted to bail out of the stock market, the advisor can draw on the 
conversations to remind the client of the importance of having struck the right balance between

the long term and the short term, precisely what is needed to counter present bias.

What we have heard from advisors is that Nebo is changing the nature of conversations with

clients. By focusing on the financial plan, instead of vagaries of market returns over the past

quarter, clients and advisors have a better shared understanding of both long-term goals and

short-term risk aversion. Clients are more invested, if you will, in the plan enabling them to focus 
more on the long-term outcomes and have greater confidence in their plan. This, in turn, gives 
them a greater ability to withstand short-term market volatility.

To illustrate these points, imagine a 45-year-old with current portfolio of $500,000 who intends

to retire at age 65. If their target compounding rate (TCR) pre-retirement is 5% real, and post-

retirement TCR is 3% real, then their glidepath, assuming all assets are fairly priced is illustrated

in exhibit 1.

Exhibit 1

This glidepath will, of course, evolve over time as client’s needs and circumstances change (the

glidepath can even change as market pricing changes if you want Nebo to use a dynamic

allocation in building the glidepath). The glidepath is a tool which allows us to better assess the

long-term financial plan: it is not a prescription.

Running Nebo’s Monte Carlo simulations for this sequence of portfolios generates the following

output. The top table focuses on a high-level summary of long-term outcomes, and the bottom

table focuses on short term outcomes. As discussed above, we know that people suffer from

present bias, so Nebo attempts to address this bias by clearly illustrating the tradeoffs between

long term wealth accumulation – which comes at the cost of higher potential for short term losses 
– and precisely those short-term losses people are concerned about.
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Exhibit 2

One of the key features of the glidepath in exhibit 1 is that there are no stock or volatility

constraints on the portfolios, so the current portfolio is 100% stocks. Looking at the Short Term

table in Exhibit 2, we see that the bottom 1   percentile of outcomes had a loss of $144,464, which 
represents a 29% drawdown.

st

The advisor can explore this issue further by comparing the long-term and short-term

characteristics of a glidepath with constraints either on the maximum amount of stocks, or on

the overall volatility of the portfolio  . The following exhibit shows, at a high level, how you can

compare two different glidepath choices. The upper glidepath is the same as the one above, i.e.

built with no constraints. The lower glidepath is one that is built with a maximum stock weight of

70%. The results on the right-hand side show Long Term output and the Short Term output, just

as above, but now comparing the two glidepaths side by side. This allows the advisor to clearly

understand and illustrate the tradeoffs between the Long Term and Short Term for different

constraints.

1

There are additional metrics contained within Nebo, but here we are just focusing on the summary characteristics.1
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Exhibit 3

The results here just scratch the surface of Nebo’s capabilities. For example, the glidepaths in

Exhibit 3 assume all assets are fairly priced. But we know this is rarely, if ever the case. Nebo

allows the advisor to explore glidepaths that are sensitive to current market conditions – as

defined either by GMO, the advisor, or any third party the advisor might choose – and to run

corresponding Monte Carlo simulations. Nebo also allows you to specify a minimum in short-

term bonds as we have many clients who set aside a ‘cash ladder’ to ensure short-term liquidity

needs are met.

Nebo is a platform that allows you to operationalize a goals-based investing approach. It is built

on tenets directly drawn from behavioral finance literature – present bias, framing, prospect

theory, loss aversion, confirmation bias, just to name a few. The goal of Nebo is to provide

better outcomes for clients by aligning their portfolio directly with their financial plan and helping

advisors change the nature of client interactions to focus on the things clients can control: their

financial plan. All done efficiently and in a manner that allows you to scale a personalized,

goals-based approach to investing.

To learn more, visit www.nebo-gmo.com.

Disclaimer: The views expressed are the views of Matt Kadnar, Martin Tarlie and James Montier through the period ending February 2023 and are subject to change at any time 

based on market and other conditions. This is not an offer or solicitation for the purchase or sale of any security and should not be construed as such. References to specific securities 

and issuers are for illustrative purposes only and are not intended to be, and should not be interpreted as. recommendations to purchase or sell such securities.

https://www.nebo-gmo.com/
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