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The very essence of investment planning is about helping clients formulate strategies to 
achieve their goals - so helping them articulate their future goals, and then providing 
recommendations for how they can best achieve their goals.  

There's just one problem. Research suggests that we're not actually very good at figuring out 
what our future goals will be. The fundamental challenge is that, despite recognising how 
much we change over time (think back on how different you were five, 10, or 20 years ago!), 
we just don't know how to envision the ways we'll be different in the future. In fact, 
researchers have dubbed the phenomenon the "End Of History Illusion" – we just don't know 
how to project a future that's any different than today (which is the end of our personal 
history as we know it). 

From the perspective of investment planning, and the rising popularity of goals-based 
investing, the challenge of the End Of History Illusion is that we may be encouraging retirees 
to save towards a vision of retirement that they won't actually care about when retirement 
comes. This doesn't mean that retirement itself won't be relevant, but that vision of a 
particular retirement home, vacations, a boat on the lake, or a certain lifestyle, may not 
actually be very desirable when the time comes. 

Which means investors should actually be cautious about tying their saving and investing 
habits in a way that over-commits to a particular and specific long-term goal. Instead, if we 
recognise the uncertainty of future goals themselves, planning for flexibility to adapt to 
future goals may be more effective than investing for the goals themselves. 

  

THE END OF HISTORY ILLUSION - INABILITY TO VISION OUR (DIFFERENT) FUTURE SELVES 

The concept of the "End Of History Illusion" comes from a 2013 study by Quoidbach, Gilbert, 
and Wilson published in Science.  The study (actually, a series of four studies) surveyed 
people across a wide range of ages, and asked them to either report on how much they had 
changed over the past decade, or how much they expected to change in the next 10 years, 
regarding their personality (based on the Big Five personality traits), their core values (e.g., 
achievement, conformity, security, tradition, etc.), and their preferences (e.g., likes and 
dislikes amongst music, food, hobbies, vacations, and friends).  

This comparison makes it possible to estimate how much people change over a 10-year 
period, and how effectively they predict their own change. For instance, the 48-year-olds 
were asked to predict how different they'd be when they're 58 (a decade in the future), and 
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the 58-year-olds were asked to predict how much they'd changed since they were 48 (a 
decade ago).  

The startling result was that people persistently predicted that they would change very little 
over the coming decade, even as people who had just lived that decade looked back and 
found that they had in fact experienced significant change. Across the age spectrum, the 
results showed that, for any given 10-year period of time (from 18 to 68), we tend to report 
far more change after the decade ends than we predict heading into it (although the gap 
does shrink as we get older and our lives stabilise). 

  Figure 1:  End of History Illusion 
How we fail to predict our future personality, values and preferences 

Sources:  Standardized predicted and reported changes across decades. 
Reprinted from "The End of History Illusion," by J. Quoidbach, D. T. Gilbert, and T. 
D. Watson, 2013, Science, 339 (6115), 96-98. doi: 10.1126/science.1229294. 
Michael Kitces, www.kitces.com 

  

 
In other words, the study found that we expect that who we are today is who we'll be in the 
future, and we fail to recognise the change that will almost certainly occur. And, we 
misjudge how much we'll change despite the fact that we recognise how much we've already 
changed over the past decade.   
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And so researchers dubbed this phenomenon the End of History Illusion - no matter how 
much historical information we have about our own lives, we just cannot seem to predict 
future change beyond the end of history as we know it (i.e., beyond today). 

  

THE END OF HISTORY ILLUSION MAKES US OVERPAY FOR OUR CURRENT PREFERENCES 

Another way to look at the End Of History Illusion is to recognise that we're not very good at 
predicting what we'll actually like and dislike in the future. We presume that whatever we like 
(and dislike) today will be the same a decade hence, only to later discover once the times 
comes that our preferences have actually shifted.  

This is problematic, because it can lead to a significant distortion in what goals we save for, 
and how we value them – which is exactly what Quoidbach, Gilbert, and Wilson found in a 
follow-up to their original study. 

Accordingly, the researchers did a new survey, asking people either how much they'd pay to 
see their favorite band from 10 years ago, or what they'd pay to see their current favorite 
band 10 years from now. The result wasa that, on average, people were willing to pay $121 
for a ticket to see their current favorite band 10 years from now, but they'd only pay $80 to 
see today their favorite band from a decade ago. 

In other words, people were overpaying by 51% to indulge their favorite band in the future 
(despite the fact they'd have to wait 10 years to see it), failing to recognise that by the time 
the future comes, they're probably not going to be nearly as into the band by then.  Or, 
viewed another way, we're too willing to pay current prices for our current favorite band, and 
fail to properly discount how much less valuable that concert ticket will probably actually be 
to us when we show up for the event 10 years from now for a band we're not that into 
anymore. 

  

THE END OF HISTORY ILLUSION CREATES PROBLEMS FOR GOALS-BASED INVESTING 

The essence of the End Of History Illusion is that it suggests we have remarkably little 
insight into our personality and preferences in the future. Even as we recognise how much 
we've changed in the past, we project the future to basically just be the same as today (with 
perhaps a little more gray hair). We literally can't seem to visualise our future beyond 
anything we've ever already known.  

And even though the End Of History Illusion does appear to decline with age – i.e., we're 
"less wrong" in our predictions of our future selves when we're older – it's still not because 
we get better at predicting our future selves, it's merely because we actually change less as 
we age so when we predict we won't change anyway, we're not as far off.  



 

© PortfolioConstruction Forum 2016   4 
www.PortfolioConstruction.com.au/perspectives 

 

From the perspective of goals-based investing, though, this has potentially profound 
implications in a world where it's increasingly popular to try to tie investments and portfolios 
to specific future goals. It's one thing to save for "retirement" but another to save for a 
particular retirement home, specific vacations, or a long-desired boat - because the research 
suggests that those retirement preferences are much more likely to represent what we want 
today than what we actually want in the future. 

And the risk is that if we save in a too-targeted manner for those specific goals, we may find 
when the time comes that we "oversaved" for a goal we turn out not to care about nearly as 
much as we'd expected. While the researchers studied our desires for a rock band concert, it 
could have just as easily been a particular vacation destination, retirement in a certain 
location, or living a lifestyle enjoying particular favorite (now, but not necessarily in the 
future) restaurants.  

All of which raises the serious question: 

What if we’re encouraging clients to save towards a retirement that 
isn't actually the one they’ll want when the time comes? 

To some extent, the risk of saving for the "wrong" retirement may be partially ameliorated by 
the fact that a change in particular preferences doesn't necessarily mean a change in lifestyle 
or overall standard of living. In other words, we might not want that rock band (or hobby, or 
vacation) in the future, but if we like rock bands (or hobbies, or vacations), we'll probably be 
into something similar when the time comes. 

  

PLANNING FOR A FLEXIBLE FUTURE INSTEAD OF SPECIFIC GOALS 

The fundamental challenge of goals-based investing, along with the growing use of financial 
planning software that helps us to set specific goals, is that the research suggest we don’t 
really have any real clue what our goals actually are. And, encouraging people to set specific 
goals could potentially even exacerbate the problem, hyper focusing clients on current goals 
that may not be relevant in the future, leading them to oversave for something they won't 
actually want when the time comes. 

Fortunately, the reality to some extent is that if our retirement goals are all "long-term" 
goals anyway (because retirement is still distant), they may still get similar long-term 
investment portfolio allocations, even if we're not positive exactly how we're going to use the 
money when the time comes. And as retirement looms closer, we do appear to be somewhat 
more accurate in predicting our future desires and preferences (if only because they're 
actually more likely to be the same as what we like today) - and then we can decide which 
specific goals to prioritise our accumulated dollars towards. 

Still, what this suggests is that, at a minimum, the way that we save and invest towards 
retirement (and other longterm) goals should probably be deliberately flexible. Save towards 
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an example of your dream retirement home - but don't buy the land today or put in an early 
down payment. Try out what it's like to rent where you want to retire for a period of time, 
before committing to retire there "for the rest of your life." And, recognise that until you're 
VERY close to retirement, no matter what you think you know about your desires in 
retirement, you're probably just projecting what you like today and hoping/expecting it 
won't change (even though it's likely it will). 

In turn, this also implies that the younger you are, the more that "good" investment planning 
is really about flexibility, not working towards specific long-term goals. After all, the end of 
history illusion was already significant for those in their 50s just projecting 10 years forward 
- consider the situation may be even worse for 40-year-olds projecting 20 years forward. 
And for those in their 20s and 30s, the end of history illusion suggests we don't even know 
what we'll want to be doing in our 40s and 50s, much less for retirement in our 60s and 
beyond. 

In this context, it’s more about understanding what goals would be possible, rather than 
pursuing any one in particular, and ensuring that goals aren't so risky that no tolerable 
portfolio could achieve them. Planning strategies like "avoid or minimise debt" become 
highly relevant, not because debt is bad but simply because debt limits choices and reduces 
flexibility in a world where, as noted, we can't really predict what we'll like and want to do in 
the future. Similarly, "emergency savings" isn't just about having available cash for an 
emergency, but any number of significant life choice changes, from getting married to 
having kids to getting divorced, or going back to school or changing jobs or starting a 
business.  

Perhaps the one caveat to the "don't have specific goals" approach is that specific goals – 
especially when they’re broken down to be smaller and more bite-sized goals – may be more 
motivating (to take the steps to actually achieve them). Saving is hard for a fuzzy ephemeral 
goal like retirement – "trust me, in 20 to 30 years you'll be thankful for all that money you 
didn't spend and enjoy along the way" – and having a vision of retirement, even if it's the 
wrong vision, may help create more of a savings focus.  

Nonetheless, it’s still crucial to recognise that our brains don't seem to be wired to really 
envision what we'll be like in the distant future – even as we recognise how much we've 
changed in the past – so be cautious not to lock yourself too tightly into your future goals, 
nor the investments you tie to them.  

So what do you think? Have you witnessed the End Of History Illusion with your long-term 
clients, whose preferences changed in retirement from what they said they’d want a decade 
ago? In your own context, when you reflect back on how much you’ve changed in the past, 
how do you feel about trying to vision your future? 
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