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We agree that many problems posed and solved
as hypothesis testing problems are in reality
estimation problems. Only “real” hypotheses
(those having some clear, distinctive, meaning
and plausibility) should ever enter a hypothesis
testing problem. We should never use hypothesis
testing tools for a problem that is intrinsically an
estimation problem. (Hubbard and Bayarri 2003)
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t-ratios can be large even if the coefficient estimates are
economically small. In such contexts it may not be interesting
to announce “The coefficient is non-zero!” Instead, what Is
Interesting to announce Is that “The coefficient estimate is
economically interesting!”

In particular, some applied papers report coefficient estimates

and t-ratios, and limit their discussion of the results to

describing which variables are “significant” and the signs of

the coefficient estimates. This iIs very poor empirical work,

and should be studiously avoided. It is also a recipe for

banishment of your work to lower tier economics journals.
Hansen (2015)
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In a young science, results that contradict

common sense are often due to improper
methodological tools.

Knowledge can progress when science can
verify what Is already known by common
sense.

D. Campbell & D. Kenny (1999)
A Primer on Regression Artifacts
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Because of a less than perfect correlation, the
predicted score of a variable tends not to be as
extreme...than the predictor variable...

Over-time correlations are less than perfect
because people change, and these changes
Imply that regression toward the mean iIs an
omnipresent phenomenon.

All too often the statistical fact...is given a
substantive meaning that is unwarranted.
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TABLE 1.1. 20 Scores from Rolling Four Dice

T E, E, X ¢
8 12 8 20 16
9 7 4 16 13

11 7 6 18 17
5 4 7 9 12
6 8 3 14 9
9 6 10 15 19
4 10 4 14 8

11 12 9 23 20

11 11 8 22 19
8 5 5 13 13
7 6 7 13 14
7 9 5 16 12
6 5 2 11 8
2 10 11 12 13
6 7 7 13 13

11 6 10 17 21
9 6 8 15 17
8 10 7 18 15
5 9 5 14 10
5 4 8 9 13
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FIGURE 1.1. Scatter plot of the data in Table 1.1.
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FIGURE 1.6. Perfect (diagonal), zero (flat), and regression (approximately
45-degree) lines; solid vertical line, correlation; dashed vertical line, re-
gression toward the mean.
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FIGURE 1.8. Galton squeeze diagram for the data set with 500 cases using
pretest to predict posttest.
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FIGURE 1.11. “Backward” Galton squeeze diagram for the data set with
500 cases (posttest predicting pretest).
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Yet, in the 1980s, an investments textbook authored by a
Nobel laureate repeated this error (Sharpe 1985, p. 430).
The author looked at the 20% of firms with the highest
profit rates in 1966 and the 20% with the lowest profit rates.
Fourteen years later, in 1980, the profit rates of both groups
were more nearly average, showing that “ultimately,
economic forces will force the convergence of the
profitability and growth rates of different firms.” This
phenomenon Is regression toward the mean, and the
explanation Is statistical, not economic.

G. Smith (1997) Do Statistics Test Scores Regress toward
the Mean? Chance 10 (4)
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