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DATA DELUSIONS (1 of 2)
Using experts in a variety of fields as test subjects, experimental psychologists have examined the relationship between the amount of information available to the experts, the accuracy of judgments they make based on this information, and the experts’ confidence in the accuracy of these judgments.  They did the experiments by controlling the information they made available to the experts and they checked the accuracy of their judgments based on that information.

One such experiment was done on horse handicappers. Similar to stock investing, there is a myriad of past performance data on horses. For this experiment, they chose eight experienced horse handicappers and showed them a list of 88 variables found in publications like the Daily Racing Form. Data such as races won, speed ratings, weights carried, etc. are published on each horse. Out of the 88 variables, each handicapper was limited to using only five variables that they felt had the greatest importance to handicap a race. They were then asked to limit their selection to the most important 10, 20 and 40 variables.

After they selected their most important variables, they were then given true data (no way for them to identify the horse and the actual race) for 40 past races and asked to rank the top five horses in each race in order of expected win. Each handicapper predicted each race four times–using 5, 10, 20 and 40 variables. In order to measure the confidence of their selections, each handicapper was asked to assign a value to their prediction from 0 (not confident) to 100 (a sure thing).

The result of the handicappers’ predictions compared to the actual results was counterintuitive. The accuracy of the predictions remained the same regardless of how many variables they used. In other words their accuracy using 5 or 40 variables was more or less the same. However, as the number of variables used increased, so did the confidence level of their judgments. They had more confidence in their selections when they used 40 variables than when they used fewer variables, yet their accuracy remained the same. The more data they used to predict the outcome of a race, the more confident they felt about their selection.

The results were not isolated to horse handicappers. Similar tests were done on clinical psychologists asked to make judgments on subjects, medical doctors asked to diagnose patients, and stock market analysts asked to make long-term predictions on stocks. The conclusions were all the same; the accuracy of their predictions was similar regardless of variables, yet the more variables used the more confident they were about their predictions.

(from gurufocus.com 2009)

I have illustrated this in Data Delusions (2 of 2) attached.

As Einstein said: Everything that can be counted does not necessarily count; and everything that counts cannot necessarily be counted.
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