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Questions 

 What should analysts do when estimates 
of key parameters are statistically 
insignificant? 

 More generally, how should analysts use 
estimates from secondary sources in CBA 
and CEA? 
 



Three Approaches 

1. Treat statistically insignificant estimates 
(and their standard errors) as if they are zero 
 
2. Use estimates and their standard errors  
 
3. Use shrunk estimates and their standard 
errors  
 

 



Shrinkage Estimator for OLS 
 Derive shrinkage estimator by minimizing 

means square error: 
 
 
 
 
 

 Depends on t-value, so can be implemented 
with reported results 

 



 



Simulation Assumptions 

 NB = I1 + I2 + I3 
 I1: 20 percent chance of zero; 80 percent chance 

of being uniform between 0 and 1 
 I2: 40 percent chance of zero; 60 percent chance 

of being uniform between 0 and 1 
 I3: uniform between -.4 and 1 

 Range of NB: -.4 to 3 
 E[NB] = 1 









Conclusions 

 Test the right hypothesis 
 

 Don’t make things worse by avoiding sub-
group analysis to avoid multiple comparisons 
 

 Use shrinkage estimators to guard against 
regression to the mean 
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