Modern Psychology Scientific Bulletin 2022, N1(10)

THE FALLACY OF PERSONAL VALIDATION (THE FORER EFFECT) IN
THE SYSTEM OF BEHAVIORAL FINANCE BIASES

Hayrapetyan D. R. (Yerevan State University, Yerevan, Armenia)
davidhaiarm@ysu.am

Lbnyuywgdwt wdu. 27.12.2021
nuwpunudwt wdu. 29.12.2021
Swwagpnuypywl ptinnadwt wdu. 29.12.2021

The main purpose of the research paper is to understand the
interrelation of the fallacy of personal validation also called The Forer effect
or The Barnum effect with one of the main biases of behavioral finances -
the money illusion. During the last years we explored some personal factors
which force and determinate the manifestation of money behavior such as
subjective control, aspiration level etc. All of data force us to suppose that
one of regulators of money behaviour is the belief in authority and
obedience to expert opinion which could be measured by the level of
manifestation of the fallacy of personal validation. This means that people
are gullible because they think the information is about them only when in
fact the information is generic. The research design is aimed to study and
understand the manifestation of the money illusion among the people
affected by the fallacy of personal validation (The Forer effect). This can
help us to understand more deeply the phenomena of money illusion which
nowadays affect more extensively our financial behaviour.
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Theoretical background.

One of the main biases of behavioral finances - Money lllusion (later MI) we
are studying since 2011 and there is more than 10 article where we try to
understand the manifestation of MI in different situations and ways of its
overcoming [6, 7, 8].

Ml describes the tendency of people to take the nominal value of money,
not its real purchasing power [9]. The term was introduced by Irving Fisher and
he gave his economic definition. Fisher first began to discuss the problem of
inconsistency of variability of money purchasing power and its constant
perception. As he aptly remarked: in our perception "the dollar is the dollar" and
"franc is the franc," although in 1913 by 70 cents we could buy as many goods as
by 100 cents in 1928. And it is correct to assert that the dollar costs about 70
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cents or its purchasing power is such. Despite, the public doesn't know that such
problem exists and the study of this phenomenon is only within a narrow range
of scientific discussions [2].

In our previous researches we tried to establish the effect of the use of
computational tools (the calculator) to change the level of MI. The results allowed
concluding that MI, after the use of the computational tool, did not change and it
is a more stable phenomenon. Afterwards, we tried to find the other regulators
of MI and put forward another hypothesis: the changes of Ml may occur in
communication, more specifically, discussion in pairs. The results show a
statistically  significant difference between the MI individual and MI
communication [6]. This allows us to state that the MI does not depend on a
human motivation such peculiarity, as to be consumer of good or only it's
customer. MI manifests itself as a more persistent phenomenon and observed
equally to both consumer and customer. But taking into consideration the
phenomenon that customers are prone to excess costs, it makes us to design new
methods of diagnosis of MI, which will take over the costs of customers that can
radically change the picture of customer's behavior. The latest can be the reason
for new researches [7]. In latest researches we found that if the currency has a
higher rate, it is perceived and evaluated more valuable, independent, heavy,
strong and the willingness to overpay in that currency is higher [8].

These conclusions allow us to suppose that the level of Ml as a bias can be
in correlation with the fallacy of personal validation. The Forer Effect (also called
Barnum effect, later FE) takes its name from Psychologist Bertram Forer who
conducted a canonical experiment in 1948 in which he asked some of his
students to “reveal’ their personalities by filling in missing words in a series of
phrases. A week later each student was given an individualized personality sketch
‘tailored to their results’, which in reality were identical descriptions, and asked
to rate their accuracy. Forer’s descriptions received an average accuracy rating
of 4.26 out of 5, an 84% degree of accuracy [2].

There are some general causes that assure the manifestation of the fallacy
of personal validation.

1. Preference for Likeability. We are predisposed to believe in positive
statements about ourselves.

2. Preference for Relatability. We are naturally prone to take information
that we can relate to ourselves and connect it to our daily-life occurrences.

3. Pollyanna Principle. It's ours tendency to remember pleasant events
more accurately than negative ones [4].

There is some personal and psychological particularities in the FE
manifestation that are discovered in different studies. The effect may be
influenced both by motivational factors and by cognitive factors related to our
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failure to adjust for the lesser availability of confirming evidence regarding the
little-known other. Because both the amount of available information and the
desire to view an individual positively may increase with degree of acquaintance,
cognitive and motivational influences may converge for positive descriptions,
producing a systematic positive relation between familiarity and judged accuracy.
With negative descriptions, however, cognitive and motivational influences may
produce opposing tendencies [5].

All these researches and results push us to organize our research to
understand the interrelation of two fallacies — Ml and FE.

Study 1

Method: We have chosen a personality test composed by 30 questions and
provided it to the students of different profession (n=98). In the main instruction
it was mentioned that test is very popular in the world and gives reliable results.
After collecting the answer's blanks we transferred it to an assistant to analyze
results. After that we measured Ml coefficient [6] and while they finish work we
presented the same answer to all of people in their name on blank and asked to
measure the relevance in the scale of 10 points. The answer was taken from
Forer experiment. “You have a great need for other people to like and admire
you. You have a tendency to be critical of yourself. You have a great deal of
unused capacity which you have not turned to your advantage. While you have
some personality weaknesses, you are generally able to compensate for them.
Your sexual adjustment has presented problems for you. Disciplined and self-
controlled outside, you tend to be worrisome and insecure inside. At times you
have serious doubts as to whether you have made the right decision or done the
right thing. You prefer a certain amount of change and variety and become
dissatisfied when hemmed in by restrictions and limitations. You pride yourself
as an independent thinker and do not accept others' statements without
satisfactory proof. You have found it unwise to be too frank in revealing yourself
to others. At times you are extroverted, affable, sociable, while at other times you
are introverted, wary, reserved. Some of your aspirations tend to be pretty
unrealistic. Security is one of your major goals in life.”

Results and discussion

In experimental group we the mean accuracy rating was 7.9 (one simple T-
Test p=.000), which allow us assume statistically significant manifestation of
personal validation in experimental group. The coefficient of MI was 1.21 (one
simple T-Test p=.000), which prove also the statistically significant MI. One
simple K-S test show the distribution of results is different of normal p=.000 for
FE and p=.003 for MI. Negative skewness in scale FE is noticed.

Correlation analysis didn’t show any correlation between FE and MI
(Spearman’s rho p=.902).
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According to the results we can assume that in the experimental group we
can notice the manifestation both of fallacies FE and MI, but these two
phenomena didn’t related. To understand the nature of manifestation of both we
organized another study.

Study 2

Method: All the procedures are the same as in Study 1 except in the main
instruction it was mentioned that the test is in the testing phase and your honest
work will help us improve the reliability of the test. We tried to eliminate the
influence of authority to the manifestation of FE.

Results and discussion: In this group we the mean accuracy rating was 8.4
(one simple T-Test p=.000), which allow us assume statistically significant
manifestation of personal validation in this group also. The coefficient of Ml was
1.12 (one simple T-Test p=.000), which prove also the statistically significant MI.
One simple K-S test show the distribution of results is different of normal for FE
p=-000 but normal for Ml p=.189. Negative skewness in scale FE is noticed.

In this group we assure positive correlation between FE and Ml (Spearman’s
rho p=.045). So in this group we can conclude that the increasing of level if Ml is
correlated by the increase of personal validation (FE).

General results and discussion: In whole group (n=163) the mean accuracy
rating was 8.1 (one simple T-Test p=.000), which allow us assume statistically
significant manifestation of personal validation. The coefficient of Ml was 1.18
(one simple T-Test p=.000), which prove also the statistically significant MIl. One
simple K-S test show the distribution of results is different of normal p=.000 for
FE and p=.001 for MI.

If we compare the manifestation of FE in two group we can assume that two
group are identic (Levene’s p=.010, U Mann-Whitney p=.201). The manifestation
of Ml in two group also is the same (Levene’s p=.058, T-test p=.21). The only
difference that distribution in Ml scale become not normal (p=.028).

Correlation analysis didn’t show any correlation between FE and MI
(Spearman’s rho p=.247). So the problem of correlation lose is the distribution
of results. To explain this particularity we need more precise analysis.

In the figure 1 we can see the FE rate in 3 main groups of Ml manifestation
(not manifest, normal, high)
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Figure 1. FE rate in 3 main groups of Ml manifestation

As we can see the FE manifestation increase when MI is noted. But in
experimental group (Study 1) we have some people with very high manifestation
of Ml among which FE decrease. To understand this pattern, we need future
studies of these fallacies.

Conclusions

The fallacy of personal validation is very sustainable phenomena and it’s

manifestation didn’t decrease if even we eliminate the authority factor. We

can’t notice normal distribution of results cause of high manifestation of it.

Negative skewness of results is stated.

Cause of negative skewness and we can’t state the correlation between FE

and MI. Also it caused by some high manifestation of M| in experimental

group.

Positive correlation between FE and Ml is noticed in the study where the

authority factor didn’t present during FE measurement.
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OLUNBKA JIMYHOCTHOTIO YTBEPKAEHUA (3DPEKT POPEPA) B
CUCTEME NPEAYBEMEHWIA NOBEJEHYECKUX ®UHAHCOB

Alipanemsan []. P. (EpesaHckuli eocydapcmserHbili yHusepcumem,
EpesaH, ApmeHus)

OcHoBHasd uenb nccnesoBatenbcKkol paboTbl - MOHATH B3aMMOCBA3b OLLMOKU
NIMYHON NpoBepKM, Takke HasbiBaemoil 3cpcpekTom Popepa wnu adpcpekTom
BapHyma, c ofHMM M3 OCHOBHbIX NpepybemneHunii nosefeHYecknx OUHAHCOB -
JeHexHoN unntosveil. B TeueHne nocnegHux net mMbl UcCnefoBanv HeKOTOpble
NUYHble haKToOpbl, KOTOpPbIE BbI3bIBAKOT W OMPELENAOT NMPOABAEHUE LEHEHHOM
WNNIO3UK, Takue Kak CyObeKTUBHbIN KOHTPONb, YpOBEHb CTpemieHna u T. O. Bce
JaHHble 3aCTaBAAIOT HaC MPeLnoioMUTb, YTO OQHUM U3 PErynAToOpoB [EHEKHOro
NnoBefEeHUA ABNAETCA Bepa B aBTOPUTET U MOLYMHEHME SKCMEPTHOMY MHEHMUIO,
KOTOpOE MOMET ObiTb M3MEpPEeHO YpPOBHEM MpPOABAEHUA OLUMOBOYHOCTM JINYHOI
OLEHKW. DTO 03HAYaET, YTO NIOLM NIErKOBEPHbI, MOTOMY YTO [yMaroT, 4TO UHOp-
MaLuA KacaeTcA UX TONbKO TOrfa, Korgja Ha camom fgene uHdopmanma HocuTt ob-
Wi xapaktep. [lu3aliH uccnenoBaHWA HanpaBneH Ha M3yYeHWE WM MOHMMaHue
NPOABNEHUA LEHEKHOW UNNKO3UKM CPEeaU NoAeid, NOABEPKEHHDBIX OLUMOKE NUYHOI
nposepku (achcpekT Popepa). DTO MOMKET NMOMOYb Ham rnybke NoHATb heHOMEH
LEHEKHON WANIO3MM, KOTOPbI B HalM OHW Oonee LUMPOKO BAMAET Ha Halle
¢hmHaHcoBoOE nosefeHMe.
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Knrouesbie cnosa: owubka nuyHoli nposepku, 3¢ppexm Popepa, OeHexHas
UII03USA, UCKaMEeHUs nosedeH4ecKux ¢hUHaHCoB.

uLatu3hlL <UUSUSUUL UuULe (SNrerh EDEUS) YUrLU3bhL
dhLuLULErP UuULLErh SUVULLUMrNRU

<wypwwbyywt 1. (1 (Gplwbp wEypwlwh hwdwuwpwi,
Gplhwt, <wywuypwib)

Lhnmwgnunwlwu  wojuwwnwuph hhduwywtu twywwnwlyu £ hwuwuw|
wuduwywu hwunmwwndwt ufuwih thnfuhwpwpbpnegniup, npp bwbe Yngynid k
bnpbpp EPLYn Ywd Pwpunwh EPLYwn, Juppwgdwihu $huwuuubph hhduw-
Ywu ufuwiubphg dbYp' npwdwhu wwwpwuph hbwn: Uugwd wnwphubph
pupwgpnuwl Jtup nwnwuwuhpbp Gup npnp wuduwihu gnpdnuubip, npnup
npnond BU npwdwlwt wywunpwuph npubunpnudp, huswhupp Gu uniptynpy
Yytipwhuynnnyeyniup, dgunudutiph dwlywpnwyp W wyu: Pninp wdjwiubipp dbq
uinhwnid U Gupwnnbi, np npwdwiht Jupph Ywpgwynphsutinhg deyp htinh-
uwynypjwu ujuwwndwdp hwywwnu £ b thnpédwghunwlwu Yupdhpht Gupwpy-
ytip, npp Ywpnn £ swihyb) wuduwihu hwunwndwt ufuwih npubnpdwt dw-
Ywpnwyny: Uw tpwuwynwd t, np dwpnhy rynipwhwdwin Gu, pwuh np Yup-
onwd Gu, np wbnGywwnynyejniuu ppbug b YGpwpbpnd dhwju wju nbwpnid,
Gpp hpwywunwd intintlwunynigyntup punhwuneyy £: <Gunwgnunnyeniup tww-
nwly nup nwnduwuppbp bW hwulwuw npwdwjht ywwpwuph npuunpnudp
dwpnywug dnw, nypbp gquuynd Gu wuduwiht hwunmwndwu ufuwh wqnb-
gniejwu ubinpn (bnptipp EdLYw): Uw Ywpnn t oqubi kg wybih funpp wwwn-
YbGpwgnw Ywqdb] npwdwht wwwpwuph Gpunyeh dwupt, npu opbigop
wybh [wjunpbu £ wgnnud dbp $puwtvwywu Juwppwagdh Ypw:

Lwhgniguyhti pwnbp' whstwlwt upmqdwt upuwy, Snpbiph EPLlhy, thnnp
wuippwbip, Juppwqduwiht phbwbiuwlwt pubnwipynipnidutn:
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