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 “It takes a long time to bring the past up to 
the present.” 

Franklin D. Roosevelt 

The notion of time has played a central role in finance 

since the Middle Ages, when the concept of 

discounted cash flows was introduced in Europe by 

the mathematician Leonardo Fibonacci.  From the 

very first long-term government bonds that were 

issued in medieval Italy, to the most complex 

derivatives of the present, the passing of time has 

remained of paramount importance to the 

capitalization of investment returns.  As such, coping 

poorly with time, or worse yet, misunderstanding its 

constraints, explains some of the biggest mistakes not 
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only in investing, but in life generally.   

In his recent book Why Time Flies, New Yorker staff 

writer Alan Burdick explores the perception of time 

by humans as well as less sophisticated animals.1  He 

explains how rats, birds, rabbits, and even fish can 

perform uncanny feats in timing.  In one of the 

studies that he cites, biologists at the University of 

Edinburgh demonstrated how hummingbirds in the 

wild could determine the flower-shaped sweetened 

water feeders with the highest refill rates and do so 

with impressive precision.  “It seems like a 

sophisticated behavior,” he writes, “but clearly it’s 

fundamental to the animal kingdom, and the fact that 

it can be done by creatures with brains no larger than 

peas strongly suggests that there’s some sort of 

timing device in there, one that is both basic and 

ancient.”  While the book focuses on our innate ability 

to sense and cope with shorter periods of time, such 

as this very instant or a moment ago, it also explores 

how easily our cognition of time durations can be 

influenced by our surroundings.  “The perception of 

time is contagious,” Burdick contends.  “As we 

converse with and consider one another, we step in 

and out of one another’s experience, including other’s 

perceptions (or what we imagine to be another’s 

perception, based on our own experience) of 

duration.”  The implication is that our perception of 

time is not entirely within our control, and awareness 

of its variations is not entirely effortless.  The 

impatience of others, for example, can make us less 
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patient, too, without us even realizing it.  As Warren 

Buffett frequently reminds us, “successful investing 

takes time, discipline, and patience.”        

The passing of time is no illusion, but the human 

mind still struggles with it.  In a 2013 paper titled The 

End of History Illusion, researchers Jordi Quoibach, 

Daniel Gilbert, and Timothy Wilson demonstrated 

that people tend to misjudge how their preferences 

and values will change over time.2  “Time is a 

powerful force that transforms people’s preferences, 

reshapes their values, and alters their personalities,” 

they write, “and we suspect that people generally 

underestimate the magnitude of those changes.”  

After surveying 19,000 subjects aged 18 to 68, the 

authors conclude that most people under-appreciate 

how much they will change going forward, no matter 

their age.  The paper ends with the paradoxical 

assertion that, in our minds, “history seems to always 

be ending today.”  Likewise, as the Roosevelt quote 

implies, history tends to take its time in reaching the 

present.  Such illusions explain why people often fail 

to adequately save for retirement.  It is also the reason 

why continuous improvement is so often 

underappreciated, or why serial compounding can 

remain mispriced for long stretches of time.                

That markets struggle with time horizons is nothing 

new.  In 1937, John Maynard Keynes complained that 

investors “are concerned, not with what an 

investment is really worth to a man who buys it ‘for 
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keeps’, but with what the market will value it at, 

under the influence of mass psychology, three 

months or a year hence.”  Keynes’ criticism seems 

even more justified today than it did in the 1930s.  

However, as the Schumpeter column in the February 

18, 2017 issue of The Economist argued, these 

“supposedly myopic markets” that people complain 

about, in fact, look far into the future.  “Amazon is the 

world’s fifth-most valuable firm,” the article points 

out, “with a colossal $400bn market capitalization.  

About 75% of that value is justified by profits that are 

expected to be made a decade or more from now.  It is 

probably the biggest bet in history on a company’s 

long-term prospects.”  Indeed, the end of history has 

no part in the Amazon narrative.     

In The Marshmallow Test, psychologist Walter Mischel 

argues our minds have a hot system that compels us 

to react immediately to stress, even when it isn’t in 

our best interest.3  “This response,” he explains, “was 

adaptive in evolutionary history for dealing with 

oncoming lions because it produces amazingly rapid 

(in milliseconds), automatic, self-protective reactions, 

and it is useful in many emergencies in which 

survival requires instant action.  But this hot response 

is not useful when success in a given situation 

depends on staying cool, planning ahead, and 

problem-solving rationally.” Mischel’s advises us to 

constantly force our minds to imagine ourselves in 

the future as a means of improving decision-making.  

“To resist a temptation, we have to cool it, distance it 
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from the self, and make it abstract.  To take the future 

into account, we have to heat it, make it imminent 

and vivid.  To plan for the future, it helps to pre-live 

it at least briefly, to imagine the alternative possible 

scenarios as if they were unfolding in the present.  

This allows us to participate in the consequences of 

our choices, letting ourselves both feel hot and think 

cool.”  Since the past is the best guide as to what 

might happen in the future, replaying past events, 

such as a bad year or decade, as if they were 

happening to us in the present, is also a useful and 

informative technique.    

In summary, time is as difficult to understand as it is 

to resist.  The magnitudes of change that time fosters, 

however, makes it worthy of the effort.  Indeed, this is 

the essence of investing, and the reason we study our 

companies over such long time spans, while 

contemplating their prospects under a multitude of 

plausible futures.  As investors in outstanding 

companies, the time we spend ensuring that time is 

indeed on our side, is time well spent. 
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