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Abstract

We consider a partially observable Markov decision problem (POMDP)
that models a class of sequencing problems. Although POMDPs are typ-
ically intractable, our formulation admits tractable solution. Instead of
maintaining a value function over a high-dimensional set of belief states,
we reduce the state space to one of smaller dimension, in which grid-based
dynamic programming techniques are effective. We develop an error bound
for the resulting approximation, and discuss an application of the model to
a problem in targeted advertising.

Subject classifications: Dynamic programming: partially observable Markov
decision problem. Decision analysis: sequential. Marketing: targeted adver-
tising.



1 Introduction

Motivated by a problem in targeted advertising, we consider a partially
observable Markov decision problem that models a customer’s responses
to different products that are presented during a marketing campaign. In
our model, a customer’s responses are dependent random variables, but are
assumed to be conditionally independent given another random variable
X, which can be interpreted as the profile of the customer. The “profile”
can consist of both known and unknown characteristics that influence a
purchasing decision, e.g. age, gender, or income.

Starting with a prior distribution of X, which represents initial beliefs,
our model maintains a belief state over a customer’s profile. As information
is acquired through interaction with the customer, beliefs are updated by
computing posterior distributions, which then guide presentation of addi-
tional products.

Our formulation constitutes a specialized class of partially observable
Markov decision problems (POMDPs). POMDPs are generally intractable
[5], and their intractability has motivated the development of approximation
methods [4]. It is well known that a POMDP can be viewed as a fully
observable Markov decision problem (MDP), for which the state of the MDP
corresponds to the posterior distribution over states of the POMDP [1].
Lovejoy [3] has proposed a method that approximates the value function over
a grid of points in the space of posterior distributions. A grid is formed;
then, an upper and a lower bound for the value function are computed.
A policy is generated based on the lower bound. The difference in the
performance between this policy and that of the optimal policy is bounded
by the gap between the upper and lower approximations. Unfortunately,
the number of grid points required for an effective approximation typically
grows exponentially in the number of states of the POMDP.

As we will show in this paper, under a further assumption on the form
of probabilistic relationships between customer profile and behavior, an ap-
proximate solution to the class of POMDPs we consider can be computed
efficiently. In particular, for this class of problems, we offer a grid-based
dynamic programming method that entails forming a grid on a lower di-
mensional Euclidean space rather than the space of posterior distributions.
The identification of this tractable class of POMDPs together with a solution
method constitute the main contribution of this paper.

The paper is organized as follows. In the next section, we provide a
general problem formulation. Then, in Section 3, we discuss why standard
dynamic programming techniques are computationally too demanding. A



class of distributions that admits efficient solution is introduced in Section
4. An effective approximation technique is then developed in Section 5. In
Section 6, we consider a possible application of our model to a problem in
targeted advertising. Finally, we conclude with a discussion of extensions
and future work.

2 Problem Formulation

Let X be a random variable taking values in a finite set S with a prior dis-
tribution ¢ satisfying ¢o(x) > 0 for all x € S, and let U be a set of available
decisions. The random variable X might correspond to a customer’s profile,
and U to a set of products that we can present to the customer during a
marketing campaign. Let Y be a binary random variable that denotes the
customer’s response, with Y = 1 if the customer purchases a product, and
zero otherwise. Since customers with different profiles respond to products
differently, the probability distribution of ¥ depends on both the product
u € U that is offered and the customer’s profile, and it is given by

P{Y =1|X =2,U =u} =py(z), VeeSuel,

for some function p,(z). Also, let ¢,(x) = 1 — py(x). If the customer
purchases a product v € U, a nonnegative reward R, < Ry ax is obtained.

We assume that the process terminates once the customer purchases
a product. Thus, a policy m = (71, 72,...) is a sequence of products to be
presented to the customer, where ; is the product that will be shown at time
t in the event that the customer did not purchase the products my, ..., m—1
during the previous ¢ — 1 marketing campaigns.

The objective is to find a sequence of products m = (w1, 72,...) that
maximizes the expected discounted reward:

¢01 ;

where 7 is the first time that the customer purchases a product; Y; is the
customer’s response to the product m; at time ¢; R(Y;, m) is the reward,
given by R, if ¥; = 1 and zero otherwise, and 0 < 8 < 1 is the discount
factor. The discount factor 8 can also be interpreted as the probability that
the customer remains engaged in the marketing campaign, given that she
was not interested in the product that was just presented to her.

Er [Z B R(Y, )

t=1




3 Intractability of Dynamic Programming

Our POMDP can be converted to a standard Markov decision problem
whose states correspond to posterior distributions of X. Let Ds denote the
set of probability distributions on §. For any bounded measurable function
V :Ds — R, let TV : Dg — R be defined by

(TV> ((b) - Iggj{ {Rupu {Y = l‘é} + ﬁV(Fu¢>Pu {Y = O“b}} , V¢ € Ds,

where P, {Y = 1|¢} denotes the probability that the customer will purchase
product u, provided that the posterior distribution of X is ¢. The variable
F,¢ denotes the updated posterior distribution given that the product u
was not purchased by the customer, and it is defined by

qu()9(x)
Y es qu(2)o(2)

The optimal value function V* satisfies the equation: V* = TV*.
The standard dynamic programming algorithm generates a sequence of
functions Vg, V1, ... where

(Fug)(z) = Vz € S.

‘/t:T‘/tfh \v/tz]-a

with Vy = 0. Because future rewards are discounted, as t increases, V;
becomes a good approximation to V*. Since the space of posterior distri-
butions is continuous, one might consider a grid—based approximation to
V;. It is possible to derive a relationship between the number of grid points
and the quality of the resulting approximation, but we will not pursue that
here. Rather, we just mention that the number of grid points required for an
approximation error to be less than e generally grows exponentially in |S].
Hence, the grid—based approach quickly becomes intractable as |S| increases.

Although we have encoded state in terms of posterior distribution, one
may alternatively encode state in terms of the number of times each product
has been rejected by the customer. In this case, the state space at time
t 4+ 1 is given by {(nl, . ,n|u|) In; > 0Vi, >, ni = t}, where n; denotes
the number of times that product ¢ was not purchased by the customer
during the previous ¢t marketing campaigns. It is not hard to show that the
t4 U -1

U -1 ) , which becomes enormous

cardinality of this set is given by <

as [U| and t grow.



4 A Tractable Class of Distributions

Although the general problem is intractable, we will show that for a certain
class of distributions, this problem can be solved efficiently. This class of
distributions satisfies the following assumption:

Assumption 1
(a) For allu e U,

K
qu(r) = Hflcu’l (), VxeS,
=1

where G, = (Cu1s---,Cu i) is the parameter associated with the decision u,
and Cuy >0 for allu e U and l = 1,..., K. The functions f1,..., fx are
mappings from S to (0,1].

(b) The vectors {In f;(-) € RISl|i = 1,..., K} are linearly independent.

Before we proceed to the analysis, let us motivate our assumptions. As-
sumption 1(a) simplifies the form of posterior distributions. If P{X =
x|ay,...,a;} denotes the conditional probability of X given that the cus-
tomer is not interested in products ay,...,as, then

¢0(1’) f":l da, (fl?)
S oes ¢0(2) T2y qa, (2)

o(z) H{il fl({L‘)Zr:1 Car.l .
T es do(2) [T, fi(z) 2z Sars

The posterior distribution is now characterized by a K-dimensional vector
(>>r Cari1s - - 2op Car ic). Thus, the class of posterior distributions D associ-
ated with our problem is given by

P{X =zlar,...,as} =

¢o(@) TT1 /' (2)
Yees 0(2) 1% f'(2)

Recall that in the general problem, posterior distributions of X lie in a
|S|-dimensional simplex. With Assumption 1(a), the set of posterior distri-
butions can now be identified with §R_If . Thus, the dimension of our state
space is reduced to K, which can be much smaller than |S|. We assume
that for all 4, fj(z) > 0 for all x € S. This assumption excludes classes of
response functions for which there exists a profile € S such that g, (z) =0

D:{g(ar}/)h/e%f7 g('xar}/): s \V/CUGS}



for all w. This unrealistic situation corresponds to a scenario in which cus-
tomers with a particular profile x will always purchase any product that is
offered.

In addition to simplifying the form of posterior distributions, the set of
vectors {In f;} can be interpreted as a basis used to encode the logarithms
of the response functions. In particular, Assumption 1(a) implies that for
allu e U,

K
Ing,(x) = ZCul In fi(x), VzeS.
i=1

Using the fact (,; > 0, the above equation implies that the logarithms of
the response functions lie in a positive K-dimensional cone generated by
{In f;}. Since {In f;(-) € RIS!|i = 1,..., K} is a linearly independent set of
vectors by Assumption 1(b), by choosing K = |S|, any response function
can be represented in the form required by Assumption 1(a). However, in
many cases, these response functions should lie in some lower-dimensional
subspace, and thus, K can be much smaller than |S].

5 A Solution Method and Its Analysis

In this section, we will develop an effective approximation method for solving
the class of POMDPs that satisfies Assumption 1. As we have noted in the
previous section, the class of posterior distributions D associated with our
problem is

Po(z) Hllil f'(z)
Yzes $o(2) [Ty /7 (2)
Since D can be identified with %f , we can also define a value function on

§Rf . The dynamic programming equation for the optimal value function
J* R — R, can now be written as

DZ{Q(-W)I'VG?Rf, g(z,v) = vzes}.

J* () Zglgg{Ru(l — Hy(7)) + BJ (v + Gu) Hu(7) } (1)

for all v € RE, where H,(7) denotes the probability that the customer will
not purchase product u given that the posterior distribution of X is g(-,~),
and it is given by

= T $o(z) H{il f{n (x)
Hy(v) xze;s%( )Zzes o0 1K 17(2)




The derivation of Equation 1 also makes use of the fact that if g(-,v) € D
is the posterior distribution of X, then g(-,v + () is the updated posterior
distribution given that the customer rejected product u. To facilitate our
discussion, let us introduce some notation. Let B denote the set of bounded
measurable functions on %f , and define T : B — B as follows

(T'7) (7) = max {Ry (1 = Hu(7)) + B (v + Cu) Hu(9)}

for all J € B and v € é)%ff . Hence, the optimal value function J* is the fixed
point of T, i.e. J* = TJ*. Also, let a sequence of functions Jy, Jy,... be
defined by

Jo=TJ_1, Vt>1,

with Jy = 0. Thus, J; denotes the optimal value function associated with a
t-time horizon problem.

Before we proceed to the analysis, let us outline the main ideas of our
argument. In Section 5.1, we will consider the dynamic programming algo-
rithm for computing approximations to J*, and show that an error bound of
the form ||J* — Ji||,, < € can be obtained with ¢t ~ O(In(1/¢)). This result
enables us to focus our effort on finding good approximations to J;. Since
the domain of J; is é)%ff , which is unbounded, it is unreasonable to expect
a uniformly accurate approximation. Instead, we will only require that our
approximation is good over an appropriately bounded region.

Then, in Section 5.2, we will prove that the function H, is Lipschitz
continuous, and as a corollary, that the value function J; is also Lipschitz
continuous. This result motivates grid—based approximations to the value
function. In Section 5.3, we define a grid and the corresponding approxima-
tion, and show that the performance of the resulting policy is near optimal.
Our main result establishes that an e-optimal policy can be generated using

O ((i In i)K> grid points.

5.1 Dynamic Programming

In this section, we study the dynamic programming algorithm for computing
approximations to the value function J*. This method is motivated by
the following result whose proof follows immediately from the contraction
mapping property of T', and the fact that J*(7y) < Rmax for all v € RE.

Lemma 1 For all t,
HJ* - JtHoo S ﬁtRmax-



Let n(e) be defined by

In Rpax +1In 1
) =|—1 1 =
]

It follows from the above lemma that HJ * = Jn(e)

< €. Thus, it suffices

- o0
to find good approximations to J,, ). If Jy() denotes an approximation to

to be small. However,
o

the domain of J,,() is an unbounded set ?Rf , so finding an approximation
that is uniformly accurate may not be possible.

Thus, we will consider an alternative metric that exploits a special fea-
ture of our problem formulation. To facilitate our discussion, let (* be

defined by

Jn(e)s Ideally, we would like the error HJ”(E) — jn(g)

* = max
¢ weld,l=1,.... K Cuts

and for any positive integer n, let

I = {7 € Rl < ¢*n}.

Recall that in our formulation, we start with a prior distribution ¢¢ of X,
which corresponds to v = 0 € §Rf§ . In addition, it follows from Equation
1 that, at each time period, the value of v can be incremented by at most
¢*. Since Jy () corresponds to the optimal value function for a n(e)-time
horizon problem, the “effective domain” of J, () starting at v = 0 — the
set of possible values of v at time n(e) — is given by I';, ). Therefore, it is
natural to restrict the requirement on our approximation to reflect accuracy
only over this domain. This motivates the following metric: for any G C %f ,
J € B, let
17115 = sup |7 ()] -
veG

Note that ||JHOGo < ||J]|oo for all J € B. Our goal is to find an approximation

Jn(e) to Jn(e) such that the error HJn(e) — Jn(ﬁ)

r

(e) .
" s small.
(oo}

5.2 Lipschitz Condition

In this section, we will show that the function H, is Lipschitz continuous.
This result will enable us to bound error resulting from our approximations.



Before we proceed to the statement of this result, let us introduce some
notation. Let M > 0 be defined by

M = K max (rgeagc ¢u(2) — min qu(ﬂf)> X, max, (rggg In fi(2) — minln fi(x)> :

We then have the following result.

Lemma 2 For all v,7' € RE,
[Hu(v) = Hu(7')| £ M|y =7 llx,
foralluel.

The proof of Lemma 2 makes use of the following result which bounds the
derivative of H,,.

Lemma 3 Foralluel,

G s K) = B 00 0] = By [0uC0] B, In £i0X)
= Covy (qu(X),In f;(X))

where E.[-] denotes the expectation with respect to the density g(-,~) defined
by

o (@) T/ /' (2)
>zes Po(2) Hlfil fzw (2) 7

g(w,7) = vz €S.
Moreover, for all u € U,
I(VH))I < M, vy e RE.

Proof: 1t follows from the definition of H, that

= Z QU(x)g(:E 7)

€S
which implies that
6
= qu(@)5—g(z,7).
87 €S 6

From definition of g(z, ), it follows that

poo@) = 9o i) - g(e) (Zgwnnfi(z))

z€S

= g(z,7)In fi(z) — g(x,7) By [In f;(X)]



S Hu(y) = EBylqu(X)In fi(X)] = By [qu(X)] Ey [In fi(X)]
= Covy (qu(X),In fi(X)),

which implies that

B
‘8% Hu(’y)‘ < \/Vamqu(X)\/Vam In f;(X).
Therefore,
K10
IVEIDI = |5 )
= 10

< K VCLT‘,Y(]U(X)X
(gt )~ mig £ (o)
< M

where the first inequality follows from the fact that for all [,
< ; — mi ;
VaryIn fi(X) < max (I;leagc In fi(x) min In f1($)> ,
and the final inequality follows from the fact that

Varygq,(X) < max (max ga(z) — min qﬂ(:c)> .

ueU \ z€S zeS
|
Here is the proof of Lemma 2.
Proof: Using a standard result that for all v,+" € %f )
[Hu(y) = Hu(y)| < sup [[(VE)(y+ 607 =M 1y =7l
6€(0,1)
it follows from Lemma 3 that |H,(y) — Hu,(Y")| < M|y — v/ ||0o- [ |

From the Lipschitz condition of H,, we can also prove that the value
function J; is Lipschitz continuous. This result is stated in the following
corollary.



Corollary 1 For all v,7 € RE,

/ 1 RmaxM /
i) = i) < LDy

for allt > 0.

Proof: We will prove this result by induction. Suppose that there exists
K; > 0 such that

| 7:(7) = e ()] < Killy = ' llos
for all v, € ?Rf . Then, it follows from the definition of J;4; that

| Jer1(7) = Jera (7))

IN

max { Ry, |Hu(y) = Hu(')|

+ ﬂ |Jt(’7 + Cu)Hu('Y) - Jt('yl + Cu)Hu('Y/)’}
RmaxM ||y — '7/Hoo

Hma {70y + G Hu(r) — F + G ()]}

IN

where the last inequality follows from Lemma 2. Since

[T (v + Cu) Hu () = Je (v + Gu) Hu(?)]
< Hy(v) ‘Jt('Y + Cu) — Jt('Yl + Cu)| + Jt(')’/ + Cu) |Hu(7) - Hu(7/)| )

it follows that

| Je(v + Cu)Hu(y) = Je (v + ) Hu (V)| < (RmaxM + Ki) [|[7 = 7|l oos

where the inequality follows the fact that Ji(7) < Rmax and H,(y) < 1 for
all v € %f , along with Lemma 2 and our inductive assumption. Hence,

| Je41(7) = Je1(Y)] < (1 + B) Rmax M + BE) |7 = 7'l| oo
which implies that the constant K;,; can be chosen so that
K11 < (14 B)RmaxM + BK;.

Since Ky = 0, the above recursion implies that

(14 B)RmaxM
1-5

and the desired result follows. []

Ky

IN

vt > 0,

10



5.3 Approximate Value Function

Corollary 1 motivates grid-based dynamic programming techniques. Let
h € (0,1] be a scalar that parameterizes the coarseness of our discretization;
we call h the “grid spacing”. We start by partitioning the nonnegative half-
line R into a collection Z}, of disjoint subsets. In particular, Zj consists of
sets of the form [ih, (i + 1)h) for i = 0,1,2,.... We then partition [0, 1)K
into a collection Iff of subsets defined by

IE ={I, x - x Ig|; € Ip,} .

For any v € §Rf, if

v € [ivh, (i1 + 1)h) x - x [igch, (ix + 1)h),

for some i1,...,ix, then let 5, = (i1h,...,ixh). We will use 4, as an
approximation to -y.

We are now ready to define our approximation. Let " : B — B be
defined by

(T")(7) = max {Ru(1 = Hu(3n)) + B (G + Cu) Hu(3n) }

for all J € B and v € §Rf . We should note that in order to compute the
function T"J , it suffices to compute ThJ only at the grid points. Since
we are only interested in approximating J,) on the set I'; (), the maximal
value of v that we need to consider is

n(e)—1

Cnle) + D2 ¢ =20"n(e).

i=0
Thus, we only need to define our approximate value functions on subsets
of T'y;()- So, let a sequence of approximate value functions J{f, vy d g(g),
where jﬁ : Pope—¢ — M4, be defined by

jth(fy) = (Thjth—l) (7)7 V’Y € F2n(e)—t7 t< 7’L(6),

with j{f = 0. The following theorem shows that our approximate value
function is close to the true value function. The proof of this theorem will
be given in Section 5.4.

Theorem 1 For all t < n(e),

FQn(e)—t (1 + /B)RmaxM
S 2
o0 (1-5)

| = 7| h.

11



The above result suggests that the performance of a greedy policy gen-
erated from the approximate value function should also be close to optimal.
Our approximate policy " = {,&?, . ,,&Z(E)}, where il : Pone—t — U, is
defined by

Tondiy =TIy, VE>1,

where for any decision rule p, T}, is defined by

(Td) (3) = Ry (1= Hyuy () + B (74 Gu) ) Huen (),

for all J € B and v € RE. If JI'" denotes the expected reward for a t-

time horizon problem under the policy /i, then jth satisfies the following
equation:

Th Th

Jt - Tﬂ?z]t_l, Vt 2 1,

with J = 0. The following theorem asserts that the performance of our
greedy policy is close to the optimal performance.

Theorem 2 For all t < n(e),

1—‘271(5) t < 2/3(1 + ﬂ)RmaxM
- (1-75)?
The proof of Theorem 2 makes use of the following lemma which shows that

the operators T, T", and T}, are contraction mappings. This lemma follows
immediately from the definition of these operators, and we omit the proof.

h

-

Lemma 4 For any G1,G2 € B, and u : ?Rf —U,

ITGy — TGs|Ly < BIIGL— GoS2t,

_ - T
|Tha=T"Gs| " < Bl - Galliz
|IT,G1 — T,Ga|r < BG1 — Galllzt

for all n > 0.

Here is the proof of Theorem 2.
Proof: For any t < n(e),

FQn €)—t F2n t
|- T |7y = Ty J -
Th F2n t F2n t
S A N YR AR o
2n() t

| T Tia = Tt J

12



By definition of i, we have
Th Th
Tﬂf‘]t—l =TJiy,
which implies that

an( Y—t41
)

Zn(é) t

HTJt L= Ty diy

</3HJt 1= J

where the inequality follows from Lemma 4. Similarly, Lemma 4 implies
that

Don(e)—t Pon(e)—t+1

Y

HTth L= Ty

<5HJt L= Ji

and

an()t
< B[ hia =ty

F2n(€) t+1

HTth L= T dfy

Hence, it follows from Theorem 1 that

2”( )—t 26( + ﬁ) max 2n(e) t+1
o= 2 = S | N
Since Jy = jé‘ = 0, the above recursion implies that
n |1 2n(e)— 208(1 + B)RmaxM
H‘]t Jt = (1-73)3 h
for all ¢. u
Since
«  sn ||Fne X 0] s ||Fnco
7= Jh < 17 = e O ey = T N
X s ||[Fnce
< ’ J* — Jn(e) . + HJn(e) - Jn(g) o

the following corollary follows immediately from Lemma 1 and Theorem 2.

Corollary 2

h

Le 26(1 RpaxM
‘ () <e+ /6( +ﬂ) I;la

o0 (1-5)
The above corollary shows that in order for our approximation to be within

2¢ of the optimal value function, we need to approximate J, () using a grid
spacing of

* Th
JE = Jn(e)

c1—p)°
26(1 + ) Rmax M

13



Since our approximate value functions are defined on subsets of I'y,, (), the
maximum number of grid points is of order

o((enr )" o (entnl)")

where the equality follows from the definition of n(e), and we have ignored
the constants Rpyax and [ since these two variables generally do not scale
with the problem size. Let us first note the dependence of the number of
grid points on the error tolerance e. Note that

1
wloo(2),
€ € €p

for all p > 1. Since any other grid-based approximation method would re-
quire at least O((1/¢)%) grid points, the number of grid points used by our
approximation method is comparable to even the best grid-based approxi-
mation technique.

Let us now consider the dependence of the number of grid points on the
constant M. Recall that

M = Cl X CQ,
where
Oy = K max (rggg ¢u(2) — min qu(ﬂc)) :
and

Cr = sy, (o o) ~ migho £(2)).

The constant C represents the maximum variability in the response func-
tions, relative to the number of basis functions K. At first glance, it seems
that C; should increase proportionally with K. This would imply that the
number of grid points would quickly become intractable as the problem size
increases and we need more basis functions. However, we believe that, in
most cases, C1 will remain bounded even when the problem size increases.
As an example, consider a situation where

file)<a<l, VzeSi=1,...,K,

and

= min > 0.
< uel i=1,.. K Cut

14



In that case,
K K
qu(z) = Hfl wiz) < (ag) , YVreSuel,
=1

where 0 < a& < 1. For any function fy: Ry — Ry, 0 < 0 < 1, defined by
fo(w) =wh”, Ywe Ry,

one can verify that

1 1

= =1 -
1 o) = Fo(0)] gy (1) = ¢ 08 (5 )
where e denotes the base of the natural logarithm, and logy(-) denotes the
logarithm with base 6. Therefore,

1 1
— ] < — —
Krzltleazji (I;?SX 9u(?) Ig}lelsn qu(x)> e logag (e) ’

which shows that C7 is bounded above by a constant that does not increase
with K.

The constant Co denotes the variability in our basis functions {In f;}.
From Assumption 1(a), we have

K
Ing,(x) = Z(ujl In fi(x), VeeS,uel.
=1

Thus, the logarithms of our response functions lie in a positive cone gen-
erated by {In f;}. If Cy is large, then our basis functions can represent a
larger class of response functions. Hence, the number of required grid points
increases proportionally with the representation capability of our basis func-
tions. In the extreme case where Co = 0, f; is a constant function for all 4.
In that case, the only response functions that can be represented using this
basis are the ones where g, (x) is constant for all z € S. In most cases, we
expect that
fZ(I)Z(S, VeeS,i=1,..., K,

for some & > 0. Under this condition, we have

max <1’il€a§{ In fi(z) — 1;161? In f,(a:)) <In(1/9),

which shows that C does not increase with the problem size.

15



Finally, let us consider the dependence of the number of grid points on
the constant *, which was defined in Section 5.1 as

*
= max .
¢ weld,l=1,...,. K Cut

We believe that, in most cases, * will remain bounded even when the prob-
lem size increases and more products are considered. As an example, con-
sider a situation where

0<v<qe), VeeSuel.

Under this condition, if (* = (=~ for some v* € U and I* € {1,..., K},
then
v < qur(x fl* Hfl"*lx, Ve €S,
1AL
which implies that
Inv — 37 Cuea In fi(2) < In(1/v)
In fi- (z) ~ In(1/fie(2))
From our discussion on the scalability of the constant C7, we expect that
filz) <a<1l, VreS,l=1,...,K. which implies that

In(1/v)
In(1/a)

The above inequality shows that (* does not increase with the problem size.

"<

¢F <

5.4 Proof of Theorem 1
Proof: For any t < n(e),

FZ()t
HJt Jr

= s [g() = TP

o0 Y€ 2n(e)—t

It follows from the definition of .J; and J} that
) = T = @I @) = (@)

< %13&( {Ru |Hu(’y) — Hu(’?h)‘ +

8|1+ GOH() = T G+ GO Huln)| |

IN

nmx{RmMAMV—ahmf+
ueU

8| ia(y -+ GO Hu() = T G+ GO Huln)| |
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where the last inequality follows from Lemma 2. However,

[Tt (v 4+ G HL () = TP G+ G Hu(Bn)|
< Ji1(v + Cu) [Hu(y) — Hu(Gn)| +
Hy(9n) | Ji-1(7v + Cu) — Je—1(5n + Cu)| +
W) [Jem1 G+ Gu) = Ta G + )|
(1+ 8) Runax M

< RuaxM ||y = Anlloc + 15 17 = Anlloo +
[Tt G+ Ga) = T G+ )
2Rm XM Th F2n(e) t+1
< = Al + [ = T

where the next to last inequality follows from Lemma 2 and Corollary 1,
along the fact that J;—1(7) < Rmax and Hy () < 1 for all v € %f The last
inequality follows from the fact that v € I'y,,()—¢ and 45 < . Thus, putting
everything together and using the fact that ||y — A4]|eo < h, we obtain

F n(e 1 + Rm XM “ F n
o e < U Dy g [l
Since Jy = J& = 0, the above recursion implies that
wliT2ne—t _ (14 B)RmaxM
e N
for all t < n(e). |

6 A Motivating Application

In this section, we consider an application of our model to a problem in tar-
geted advertising. Consider a retailer who would like to develop a marketing
campaign to attract new customers. Let U denote the set of available prod-
ucts. Assume the we have demographic information and purchase history on
our existing customers. Let X1i,..., X, denote demographic variables that
are deemed to be good predictors of a customer’s propensity to buy a prod-
uct. Although we do not have demographic information on new customers
that we would like to attract through our marketing campaign, we can ex-
ploit the information available in our existing database. For instance, we
might assume that the demographic characteristics of the population that is
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targeted by our campaign has the same distribution as that of our previous
customers.

Let us assume without loss of generality that the X;’s are binary vari-
ables. We can think of X = (X3,...,X,,) as a random variable that repre-
sents a customer’s profile. Then, this problem falls within the framework of
our model. In this case, the set S of possible values of X has cardinality 2.
Thus, a solution via dynamic programming requires us to compute a value
function over a 2"-dimensional space of belief states, which quickly becomes
intractable as n increases.

However, if the probability that a customer will purchase a product given
her demographic characteristics exhibits a noisy-OR structure [6], then this
problem becomes tractable. The noisy-OR. structure assumes that different
demographic factors independently act to influence a customer’s purchasing
decision. This form of conditional independence has been used successfully
to model problems, for example, in medical diagnosis [2]. The noisy-OR
model leads to a function of the form

qu(x) = H(l — )T, Yo e {0,1}",
=1

The parameter d; can be interpreted as the baseline probability that the
demographic characteristic X; leads the customer to purchase an arbitrary
product, and the parameter ¢, ; represents the deviation from the baseline
probability associated with the product u € U. As (,; decreases, the prob-
ability that the demographic characteristic X; will lead the customer to
purchase product u also decreases.

Note that the response function takes the form required by Assumption
1(a). Thus, this problem can be solved using a grid on an n-dimensional
space. This offers a significant reduction in the amount of computation since
the dimension of the state space is reduced from 2" to n.

7 Conclusion

We studied a POMDP that models a class of sequencing problems. Al-
though the general problem is intractable, we show that for a certain class
of distributions, the problem can be solved efficiently. Our current research
focuses on extending the results to broader classes of problems. We also
hope to further explore applications of the model developed in this paper.
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