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3 Key Psychological Effects Influence Behavior

• Pollyanna Principle

• Lake Wobegon Effect

• This Time is Different Syndrome
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Pollyanna Principle: AKA Positivity Bias

• The tendency for people to focus on 
or remember the positive

• Often assume the ”best” when it 
comes to making decisions

https://positivepsychology.com/pollyanna-principle
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Pollyanna Principle: AKA Positivity Bias
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As we age, we tend to remember more positive than 
negative information. Older adults:

• Recall greater proportion of positive images than 
negative images

• Direct attention to happy faces and away from angry 
faces

• Focus on positive attributes or consequences

https://positivepsychology.com/pollyanna-principle

Pollyanna Principle and Aging
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• People “under-remember” investment 
losses compared to gains.  This results in 
overly optimistic beliefs.

• Investor expectations of future market 
returns are positively correlated with recent 
past returns.

o “Past performance becomes a predictor 
of future results.”

Investor Memory, July 2019, Katrin Godker, Peiran Jiao, and Paul Smeets

Pollyanna Principle and Retirement
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This is a hypothetical example for illustrative purposes only. The hypothetical returns are not indicative of actual market performance. Actual market returns 
will vary. This is not intended to project the performance of any specific investment or index. If this were an actual product, the returns may be reduced by 
certain fees and expenses. For financial professional use only – not for use with the general public.
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Annual returns are based on the S&P 500 index. 



Source: Alicke, M. D., Dunning, D. A., & Krueger, J. I. (Eds.). (2005). The Self in Social Judgment. Psychology Press.
Cross, K. Patricia (Spring 1977) “Not can but will college teachers be improved” New Directions for Higher Education. 1977 (17)
Heck, P. R., Simons, D. J., & Chabris, C. F. (2018). 65% of Americans believe they are above average in intelligence: Results of two nationally representative surveys. PloS 
one, 13(7), e0200103.     https://doi.org/10.1371/journal.pone.0200103

Lake Wobegon Effect
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• 85% of high school seniors rated themselves above-average on their ability to get 
along with others.

o 25% said they were in the top 1%

• 94% of professors at the University of Nebraska stated they had an above-average 
teaching ability.

• 65% of adults agreed with statement, “I am more intelligent than the average 

person.”

Lake Wobegon Effect

Source: Alicke, M. D., Dunning, D. A., & Krueger, J. I. (Eds.). (2005). The Self in Social Judgment. Psychology Press.
Cross, K. Patricia (Spring 1977) “Not can but will college teachers be improved” New Directions for Higher Education. 1977 (17)
Heck, P. R., Simons, D. J., & Chabris, C. F. (2018). 65% of Americans believe they are above average in intelligence: Results of 
two nationally representative surveys. PloS one, 13(7), e0200103.
https://doi.org/10.1371/journal.pone.0200103
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How it alters decision-making:

• Older cancer patients unable to reconcile the realities of the illness.
o Patients believe they will have an “above-average” chance of survival.
o Most believe they will be in the percentage who survive.

• 74% of professional fund managers stated they were above-average at investing.
o 100% of fund managers reported being average or better.
o Only 25% of all actively managed funds beat their passive rivals over 10-year period.

Source: J.H. Wolf and K.S. Wolf, The Lake Wobegon Effect: Are all cancer patients above average? (2013), Milbank Quarterly, 91: 690-728

Montier, James, Behagind Badly, February 2, 2006

Morningstar’s Active/Passive Barometer, October 2021

Lake Wobegon Effect
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• Downing Effect

o Tendency of people with limited 
knowledge or competence to 
greatly overestimate their own 
knowledge or competence

• Flip side, those with above average 
knowledge or competence 
underestimate their knowledge

Source:  Kruger, J and Dunning, D Unskilled and Unaware of It: How Difficulties in Recognizing One’s Own 
Incompetence Led to Inflated Self-Assessments, Journal of Personality and Social Psychology, 1999

Lake Wobegon Effect
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• Only 22% of Americans 50+ 
have purchased LTC coverage.

• Someone turning 65 today has 
almost a 70% chance of needing 
long-term care services.

Source: https://www.seniorliving.org/finance/long-term-care-annual report/#:~:text=About%2040%20percent%20of%20people,of%20an%20LTC%20insurance%20policy.

https://acl.gov/ltc/basic-needs/how-much-care-will-you-need#:~:text=Someone%20turning%20age%2065%20today,for%20longer%20than%205%20years

Lake Wobegon Effect
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• Belief that financial crises are things that 
happen to other people or to other 
countries.  

• Crises do not happen to us here and now.  

• We are doing things better; we are 
smarter; we have learned from our past 
mistakes.

http://www.nber.org/papers/w13882

This Time is Different Syndrome
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“(T)he staff now has a noticeable slowdown in 
growth starting later this year in the forecast, but 
given the resilience of the economy recently, they 
are no longer forecasting a recession.”
– Federal Reserve Chairman Jerome Powell

“Since 1955, there has never been a quarter with 
price inflation above 4% and unemployment below 
5% that was not followed by a recession within the 
next two years.” – Larry Summers

“The prevailing consensus right before things went 
downhill in 2007, 2000, and 1990 was for a soft 
landing” – New York Times

Number of Fed Engineered 
Soft Landings:  1

(1994-1995)

Source:  “Fed staff drop US recession forecast, Powell says” Reuters, July 26, 2023
Domash, A & Summers, L “A labor market view on the risks of a US hard landing”, April 2022
“Soft landing optimism is everywhere.  That’s happened before.” New York Times, July 27, 2023

http://www.nber.org/papers/w13882

This Time is Different Syndrome
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Retirement Roadblocks Platform
TM

TM
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Print, Digital, & Multimedia
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Animated Videos

Financial professionals should follow the approval requirements of the carriers they represent and their broker-dealer and registered investment adviser, if applicable. 
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Mobile Access
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ONE:
Remember to visit 

MyRetirementRoadblocks.com

to see sample videos, the 

consumer guide and more!

TWO:
Reach out to your TruChoice 

Wholesaler to discuss how 

to use the Retirement 

Roadblocks material.

THREE:
Scan the QR Code

to learn how 

to access the Retirement 

Roadblocks materials.

Action Items
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