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When historical data are available, incorporating them in an optimal way into the current data
analysis can improve the quality of statistical inference. In Bayesian analysis, one can achieve
this by using quality-adjusted priors of Zellner, or using power priors of Ibrahim and coauthors.
These rules are constructed by raising the prior and/or the sample likelihood to some exponent
values, which act as measures of compatibility of their quality or proximity of historical data
to current data. This paper presents a general, optimum procedure that unifies these rules
and is derived by minimizing a Kullback-Leibler divergence under a divergence constraint.
We show that the exponent values are directly related to the divergence constraint set by the
user and investigate the effect of this choice theoretically and also through sensitivity analysis.
We show that this approach yields ‘100% efficient’ information processing rules in the sense
of Zellner. Monte Carlo experiments are conducted to investigate the effect of historical and

Optimization current sample sizes on the optimum rule. Finally, we illustrate these methods by applying
Posterior them on real data sets.
Power prior

Quality-adjusted rule © 2009 Elsevier B.V. All rights reserved.

1. Introduction

Incorporating useful information from past similar studies can enhance the quality of current data analysis. In many cancer
and AIDS clinical trials, current studies often use treatments that are very similar to or slight modifications of the treatments
used in previous studies. The number of students enrolled each year at a university changes for various reasons. When analyzing
the current enrollment data it would be useful to incorporate the information from previous years. We refer to data arising from
previous similar studies as historical data.

In Bayesian analysis one specifies priors to utilize the available information. For a given prior 7 and a sample likelihood 4, the
posterior distribution using Bayes’ theorem is given by f « 7¢. Zellner (1997a,b, 2002) (see other references therein) recognized
that the quality of the inputs, the prior and the sample information, might vary. He suggested updating the information rule
(posterior distribution) fby f o« q1(7)q2(£), where g1(7) is the ‘quality-adjusted’ prior and g (£) is the ‘quality-adjusted’ likelihood
function. One choice is to use qi(n) o« 79, q2(¢) f”, 0=a,b=1. Thus, for example, when the prior (sample likelihood)
information is of very low quality, one can use a =0 (b = 0), and thenf o £P (f o« %), Quality-adjusted posteriors are also
desirable when it is appropriate to weigh the prior and sample information differently (Zellner, 2002). Often raising the prior
and/or the likelihood to a fractional power corresponds to their higher dispersion. Thus quality-adjusted rules are useful when
one associates ‘low quality’ with ‘higher dispersion’ in contrast to the situation when the prior and/or the likelihood are of very
high quality (a=b=1).
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Another way to incorporate available past information in current data analysis is to use an informative prior. One kind of
informative priors are power priors. Suppose we denote the historical data set by Dy and the likelihood of Dy by L(6, Dg). Further,
let 7o(6) be the (initial) prior distribution for 0 before Dy is observed. Then the power prior is given by (L(6, Dg))® ro(0) where
0=ag =1 is a scalar parameter that controls the influence of the historical data on the current data. Under the power prior, the
posterior distribution of 0 is given by

(01D, Do, ag) = L(6, D)L(0, Do ))* mo(0), (1.1)

where L(0, D) is the likelihood of the current data set D. Ibrahim et al. (2003) show that the power priors are optimal in the sense
that the distribution in (1.1) minimizes a convex sum of Kullback-Leibler divergence between two posterior densities: one based
on ‘pooled historical and current data’ (ap = 1) and the other based on ‘not using the historical data at all’ (ag = 0). It is also shown
that the power priors are 100% efficient according to the optimal information processing rules of Zellner (1988), thus, the ratio of
the output to input information is 1.

Ibrahim et al. (2003, eq. (29)) suggest an expression for ag to be used as optimal when a single historical data set is available
and suggest more research is needed to find the suitable value of ag. In this paper, we show that a well-justified value of ag
can be obtained by considering constraints relating divergence from a specified distribution when a single historical data set is
available. This gives a clear interpretation of the exponent ag of the power prior of Ibrahim et al. (2003) in terms of distances
from the current and historical data, see Remark 3. In particular, our approach is to minimize the Kullback-Leibler divergence
from the historical posterior to a class of distributions which are a given divergence away from the current posterior. It is up to
the user to decide how far from the current posterior he/she would like to be. If the value of this divergence is set at r, then the
value ag depends on r. In Theorem 2, we demonstrate the effect of the choice r on the final solution. In Section 2.6, we discuss
the choice of r and conduct related sensitivity analyses. The methods developed in this article are applicable in Bayesian and
frequentist situations. To calibrate the divergence so that one can set r appropriately, one may consider the interesting scheme
from McCulloch (1989).

Power priors have been studied by several authors other than those mentioned earlier. Ibrahim and Chen (2000) studied
power priors in regression situation. Chen et al. (2000) showed power priors are proper for a wide range of models under some
general conditions. Ibrahim et al. (1998) showed how to use historical data for trend test in presence of covariates. Walker et al.
(2004) considered Bayesian models where the prior puts positive mass on all Kullback-Leibler neighborhoods of all densities.
These neighborhoods are similar to the constraint regions in Section 2; however, these authors consider the second argument of
the divergence as unknown whereas in this paper the first argument is considered unknown. Similar neighborhoods appear in
other Bayesian nonparametric literature (Wasserman, 1998; Ghosal et al., 1999; Barron et al., 1999).

In Section 2, we show in Remarks 1-3 that both quality-adjusted and power prior rules can be derived as special cases of our
procedure. In Section 3, we show that the optimal solutions derived in this paper are 100% efficient by modifying the definitions
of Zellner (1997a,b, 2002). In Section 4, we consider simulation studies, which investigate the effect of sample sizes on the
exponents of historical and current likelihoods. In Section 5, we apply the methods developed on two real data sets. We end with
final comments in Section 6.

2. Optimum solution

Let & be the set of all probability density functions (pdfs) on £. For pdfs f,g € &, the Kullback-Leibler divergence, or simply,
divergence between fand g is defined as

1ig)= [ Sin % d.

It is well known that I(f|g) =0, and =0 if and only if f = g. Here and in the sequel we observe the conventions that In0 = —oo,
In(a/0) = +o0, 0 (£o0)=0.

2.1. Main results

For given pdfs g, h, we consider the infinite dimensional optimization problem of finding the pdf f which solves

inf I(f|g) (2.1)
subject to
I =r, (2.2)

where r is a given nonnegative constant. If r =r* = I(g|h), then the solution to (2.1) is g, and, if r = 0, then the solution to (2.1) is
h. Thus, in some sense, the solution, say f*, is ‘between’ g and h, and at a divergence r (or less) from h.

If the value of (2.1) is denoted by I(r), the following Theorem states two important properties of I(r). The result and proof
of Theorem 1 are similar to Blahut (1974, Theorems 2, 3), who considered the discrete situation; however, our interest is in
continuous probability densities.
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