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ABSTRACT

Mining online user data has become more and more popular in e-commerce.
Businesses are using this data to do customization and user behavior prediction
and one main applications of this information is advertisement. In this thesis, we
address the problem of finding the influence of advertisements on a user’s purchase
behavior, by using machine learning methods to analyze purchase data obtained
from real online retail systems. The hypothesis driving the model we propose is
that different ads have different influences, but also the same ad can make the user
behave differently if she is in different inner states. To capture this last aspect,
we approached this problem using Hidden Markov Models for users. To consider
the influence of ads and their properties, we replaced the traditional observation
model of a Hidden Markov Model with Logistic Regression, which allows us to define
an observation model depending not only on the HMM state, but also on external
events such as advertising campaigns. We use a large online user data by an industry
partner and our model is fit to predict if the user will make a purchase at a specific

time interval or not.
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ABREGE

L’éxploration des données utilisateurs en ligne est devenu de plus en plus pop-
ulaire dans le commerce éléctronique. Les entreprises utilisent ces données pour la
personnalisation et la prévision du comportement des utilisateurs, et une des appli-
cations principales de cette information est la publicité. Dans cette these, nous abor-
dons le probleme de trouver 'influence de la publicité sur le comportement d’achat
d’un utilisateur, a 1’aide de I'apprentissage automatique. Nous utilisons un jeu de
données réelles provenant d’un détaillant en ligne. L’hypothese de base du modele
que nous proposons est que les différentes annonces ont des influences différentes,
mais aussi la meme annonce peut faire 'utilisateur se comporter différemment si lui
ou elle se trouve dans différents états intérieurs. Pour capturer ce dernier aspect,
nous avons abordé ce probleme en utilisant des modeles Markov cachés pour mod-
eller les utilisateurs. Pour étudier 'influence des annonces et leurs propriétés, nous
avons remplacé le modele d’observation traditionnelle par modele Markov cach’ avec
la régression logistique, ce qui nous permet de définir un modele d’observation en
fonction non seulement de ’état HMM, mais aussi sur des événements externes tels
que les campagnes de publicité. Nous utilisons une grande quantité de données util-
isateur en ligne provenant d’un partenaire industriel. Notre modele est ajusté pour

prédire si I'utilisateur fera un achat dans un intervalle de temps spécifié ou non.
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CHAPTER 1
Introduction

To predict the behavior of users on web has become very popular and also
important for online businesses. More and more businesses are now collecting the
log of users interactions with their website, as well as personal information whenever
possible, and do analysis on this data in order to find ways to boost their competitive
advantage. One way of using this data is to provide better interactions with users
via customization of both content and delivery of information, whether through
web pages, emails or other forms of communication. Mining this data also has
the advantage of providing a basis for more reliable business decisions and revenue
estimation.

One of the most popular applications of online data mining in online business
is advertising. Companies are trying to customize advertisement for users based on
their characteristics, online behavior, history of ads shown to them and their reaction,
etc. The goal is to determine which advertisements have the highest probability to
generate a purchase from a specific user and show those to her. When users are
anonymous or the use of personal information is a privacy matter, it is still possible
to use the online behavior of a large set of users (for example click data) to show
better advertisement to them. Many large companies, such as Google or Yahoo, use
data mining to optimize advertising, but this also happens with smaller online retail

companies.



Customizing ads for users is one side of the story and the other side of it is to
find how valuable an advertisement is. Holding an advertising event has costs and if
companies get an estimate of the marginal impression value of an ad, they can decide
whether to run an event or not, and what type of event would be most beneficial.
This estimate of an ad impression value is attainable through the aggregation of the
reactions of many users to similar ads.

Our goal in this research was to predict user behavior towards advertisements,
which helps both with estimating the marginal impression value of an advertisement
and with ad customization. The behavior of a user who receives an advertisement
depends both on the properties of the advertisement, as well as on the satisfaction
level or inner state of the user towards that e-business based on her past purchase
experience as well as based on word of mouth. The same advertisement can affect a
new user, a satisfied old user, and an unsatisfied angry user very differently. Infor-
mation about the state of the user can also be of benefit by using in the prediction
users with similar states or characteristics. However, the challenge is that we do not
necessarily know the internal state of the user, especially when users are anonymized
for privacy reasons or the business does not maintain detailed user profiles. Hence,
we use machine learning methods to leverage large amounts of data provided by a

partner company® and solve this problem.

! The company cannot be named due to a non-disclosure agreement



1.1 Outline of methodology

For this project, we were lucky to have access to two years worth of purchase
history data and advertisement events data from an online business (which cannot
be named due to a non-disclosure agreement). Working with user online behavior
data is challenging because there are many hidden factors which influence the user
purchase behavior. Also, there is usually a lot of variation between the start points
of the histories of different users and therefore between the lengths of different times
series. Overall, the numbers of purchases is very low in comparison to time frame of
data and usually there are plenty of one-time users. The other difficulty in working
with the data we had was the discrepancy of the time frames of purchase history
data and the advertisement events. More particularly, if we see a user purchasing a
product, we do not know for sure if this purchase was due to a recent advertisement
they saw, a past advertisement, or just an immediate need (like a birthday) that has
nothing to do with an advertisement. At the same time, working with real data is
important in order to test in depth how well machine learning algorithms perform in
challenging situations.

To capture the influence of both advertisement properties and user inner state
on user purchase behaviour prediction, we propose to use a customized probabilistic
model for this problem. The model is built using a transition structure like a Hidden
Markov Model (HMM) model. However, instead of using usual probability distribu-
tions for the observation model, we use a Logistic Regression, whose output should
predict the probability of a purchase given the current user state and advertisement

information. We chose the HMM internal structure to be able to model different user



inner states which are hidden and transitions of the user between these inner states,
and the Logistic Regression observation model is for incorporating the information
we have about advertisement properties. We use one Logistic Regression model for
each inner state and therefore for users in the same states, an advertisement will
cause in same probability of purchase results.
1.2 Thesis outline

This thesis starts with a background chapter on Hidden Markov Models and Lo-
gistic Regression and also related work on applications of machine learning, especially
HMMs, in e-Commerce and user behavior prediction. In Chapter 3, we describe the
data used and preprocessing needed, our hybrid model, and the algorithm we use to
train the logistic regression HMM we propose. Chapter 4 details the experimental
setup and results of the algorithms we used. We ran experiments both on simulated
data, to ensure a proper checking and validation of the proposed hybrid model, as
well as on real data. Finally, the last chapter contains conclusions and discusses

future work.



CHAPTER 2
Background

This chapter consists of theoretical background on Hidden Markov Models, Lo-
gistic Regression and related methods, and a review work in the applications of
Hidden Markov Models in e-commerce and e-business.

2.1 Hidden Markov Models

Hidden Markov Models (HMMs) are an extension of Markov Chains in which
the state of the chain is not directly available and there are only imprecise stochastic
observations that provide information about the state. Hidden Markov Models can
be used to model broader sets of problems than Markov Models since they do not
assume we know the states, which is more similar to what we encounter in the real
world. We now review the main concepts and algorithms related to HMMs, based
on the classic tutorial by Rabiner [8].

An HMM consists of N states. At every discrete time ¢, the process is in
some state. Due to the Markovian property, the state at time step ¢ is determined
stochastically based on the state at the previous time step, ¢ — 1, but does not
depend on any states before t — 1. There is a transition probability distribution
which relates the previous state to the current one. There is an observation O, at
each time step which depends on the state ();. For every possible state, there is a
probability distribution which generates the observations.

We use the following notation:



T: number of time steps in a sequence of observations

e N: number of possible states

e M: number of possible observations

e S: set of N possible states

e V. set of M possible observations

e ();: random variable denoting the state at time step ¢

e O;: random variable denoting the observation at time step T’

e A: transition probability matrix of size N x N, where a;; = P(Qur1 = j|Q: = 1)
is the probability of transitioning from the ith state to the jth state, with ¢
and j between 1! and N

e B: observation probability matrix of size N x M, where b, = P(O; = k|Q = j)

is the probability of the kth observation in the jth state, with k =1... M and

j=1...N

7: initial state distribution, which is a vector of size N, with m; = P(Q1 = 1).

O = O ...O7: observations sequence

Q = Q1 ...Qy: state sequence
The HMM consists of the tuple A = (A, Bw). An HMM generates observations

as follows. For time step t = 1, the initial state ); is drawn from the initial state
distribution 7. In each time step ¢, the observation O; is generated by the obser-
vation probability distribution for state @);, according to the corresponding row of
B. . States for each time step t > 1 are sampled from the transition probability

distribution for the previous state, as given in the corresponding row of matrix A



There are three basic problems for HMMs. The first problem is finding the
observation sequence probability P(O). The second problem is finding the most
probable state sequence for the seen observation sequence: argmaxg P(Q|O). The
third problem is choosing model parameters that maximize the probability of a set
of observation sequences.

2.1.1 Finding the probability of a state sequence

Finding the probability of an observation sequence O in an HMM with model
A can be done naively by considering all possible sequences of states ), computing
P(O, Q) and marginalizing over Q:

POIX) =3 _PO.QIN) = > 70,00:0,80:0:Q20: - - - 4@r_1Qrbaror
Q Q1,.-Qr
There are N7 possible state sequences since we have T time steps and N possible
states at each time. In addition, for every fixed state sequence we have T" computa-
tions to perform so the overall calculation cost will be TNT. This is not feasible even
for relatively small values of T"and N. Instead of the above approach, a fairly efficient
alternative dynamic programming algorithm called the forward-backward algorithm
is used. In this algorithm, we define the probability of the partial observation from

time step 1 to t and being in state ¢ at time step as a;(i):
Oét(i) = P(Ol, e Ot, Qt = Z|)\)
These probabilities can be computed recursively as follows:

al(i) = Wibiol, 1 S 1 S N



N
a1(j) = [Z at(i)az‘j] bjo, ., 1 <t<T—1
i=1

Finally, to get the observation sequence probability, we just need to sum a(7) over

all possible states:
N

P(OIN) =" ar(i) (2.1)

=1

Hence, the result is computed in time O(T'N?), which is considerably faster than
using the naive algorithm.

A similar computation can also be done backward. Let (5;(i) be the probability
of the partial observation sequence between t+1 and T conditioned on being in state

1 at time step t:

@(i) = P(Ot+10t+2 e Ot|@t =1, )\)

Similarly to the as, the s can be computed recursively, going backwards in time:

Br()) = 1,1<i<N

N
Bi(i) = Y aibjo,, fi1(j), 1 <i<N,1<t<T-1

j=1
The backward computation is not needed for computing the probability of an obser-
vation sequence, but it is useful for solving the other two HMM problems.
2.1.2 Finding the most probable state sequence

In this section we discuss how to find the optimal sequence of states associated
with an observation sequence. The most likely state sequence is the one which max-
imizes P(Q|O, ), which is equivalent (using Bayes rule) to maximizing P(Q, O|\).
The optimal state sequence under this definition can be obtained using the Viterbi

algorithm, which is a dynamic programming algorithm.



Let 6;(7) be the highest probability of being in state 7 at time step t:
5,5(7,) = max P(Qh C Qtfl, Qt = i, 01, e Otfl, Otl)\>
Q1,--Qt—1
We can write the ds recursively as:
Sra(7) = [maxu(i)as;| o

We need to keep track of the states j in each time step. To store these values, we
use an array named Wy(j).

The Viterbi algorithm starts with the following initialization, for all 1 <7 < N:

51 (Z) = 7ribi01

(i) = 0

The the algorithm proceeds by applying the following recursive equations for all

1 <t]legT and 1 < j < N:

6 (5) = [miax Oe—1(7)a;

bjo,

Ui(j) = argmgx[ét—l(i)au]

Once these are computed, to re-build the path we do backtracking starting at

T. Let @} be the most probable state at time step ¢. Then:

Qr = arg max 0¢(7) (2.2)

Q: = ‘Ijt+1(Q:+1) (2-3)

The probability of the maximum state sequence is given by: P* = max; d7(1).



2.1.3 Finding the HMM model parameters

Finding the HMM model parameters is the main problem of the HMM. Here
we want to identify a model that yields a high probability for the seen observation
sequences. Known methods are mostly iterative and find locally optimal parame-
ters. Our focus is on the iterative Baum-Welch algorithm, which is an expectation-
maximization-type method.

In this algorithm we start with initial HMM model parameters and iteratively
update and improve them. Let &(i,j) be the probability of being in state ¢ at time
step t and in state j at time step ¢t 4+ 1 given an observation sequence O and model

parameters A:
(i, J) = P(Qr = 1, Qi1 = jlO, A)
We can write &(i, j) as a function of the a and 8 parameters defined in Section 2.1.1:

a(1)aijbjo,,, Bv1(7) _ a(i)aijbjo,,, Br+1(4)
P(O‘)‘) Zfil Z;V:1 at(i)aijbjot-u ﬂtJrl (])

&(i,j) =

Note that 3>77'&,(4, j) is the expected number of transitions from state i to state j
over the entire sequence.
Let (i) be the probability of being in state i at time ¢, given the observation

sequence O and the model A:

(i) = P(Qy = 1|0, A)

Note that (i) can also be expressed as a function of the as and fs as:

Ca@BG)  al)
=20 SN, )50

10



Note that 37" v,(4) is the expected total number of transitions out of state i over
the sequence of data under consideration. Now we can use these quantities to explain
how to re-estimate the model parameters in order to get a better fit to the data.
The Baum-Welch algorithm starts with an initial guess for the model parameters
A. In each successive iteration, these parameters are re-computed as follows. The
initial state probabilities are given by the expected number of times for being in each

state at the initial time step:

(we use " to denote parameter values that are computed from data, and hence which
approximate the true model).
The transition model is computed (using the previously described symbols) as:
iy — Et%_li ft(ia‘j)
o1 1e(9)
The observation model by, is given by the expected number of times when the system

is in state ¢ and the observation is k, divided by the number of times in state j:

_ Steqt,. my:0i=k Ve (1)
thzl %(i)

bix

It can be shown that the new model either improves the likelihood of the provided
data, or leaves it the same as for the previous model. This iterative procedure
converges to a critical point of the log-likelihood function, and looking at the second

derivative of this function ensures this is a local maximum. However, in general

11



this is only a locally optimal solution. In practice, random re-starts from different
parameter values are used to make sure that a good solution is found in the end.
The type of distribution used for the HMM parameters depends on the type of
data to be handled. Most HMMs assume discrete states, in which case the A matrix
contains multinomial distributions. If the observations are also discrete, multinomials
can be used for the B matrix as well. However, if the observations are continuous,
the observation probabilities would not be modelled through a matrix, but through
different distributions for each state, such as Gaussians or mixture of Gaussians.
However, the main steps of the EM algorithm remain the same in this case.
2.2 Logistic regression
We now briefly explain logistic regression, which will be used in our experiments
to model observation emissions. Logistic regression relies on the logistic or sigmoid

function, defined as:
B 1
14ea

o(a)

This yields an S-shaped curve. For any value of a, the output of the function is
between 0 and 1, which gives it a natural probabilistic interpretation. The logistic

function also has a symmetry property:
o(—1)=1-o0(a)

The inverse of the logistic function, named the logit function, is given by:

o
=1
“ n(l—a)

12



Assuming that we want to solve a binary classification problem with classes 0
and 1, we can represent the conditional probability of an example being of class 1,
as a logistic function of a linear combination over a feature vector ¢:

1
Py =1]¢) =a(w'¢) = =

The goal of the learning is to find a parameter vector w which, give a data set

(¢1,91) - - - (¢, yn) maximizes the likelihood of the data:

[Py = 110" (1= Ply = o)™
Maximizing this likelihood can be achieved by minimizing the negative log-likelihood,
also known as the cross-entropy function:
Blw) = =3 (s loa(Ply = 1160 + (1 = ) oa(Ply = 1}0r)
This function has a unique minimum, but there is no closed-form way of computing

it. One way to obtain the solution is to use gradient descent, updating the weight

vector as:

wwted (yi—Ply=1]¢;)¢

=1

where € € (0,1) is a step size or learning rate parameter.
A more direct way of solving the optimization, which does not require any
parameters, is to use the Newton-Raphson method, which uses a local quadratic

approximation to the log-likelihood function. It updates the parameter vector w as:

w < w— H 'VE(w)

13



where H is the Hessian matrix which contains the second-order derivatives of the

error function:
n

H = Zyz(l - yi)¢i¢zr = —9"R®

=1

where ® is a matrix containing all the feature vectors and R is a matrix with elements
of the form P(y = 1|¢;)(1 — (y = 1|¢;).

Newtons method usually takes fewer iterations than gradient descent and there
is no learning rate parameter to adjust. On the other hand, computing Hessian
matrix is time consuming and Newtons method may not be a good candidate for an
on-line algorithm.

2.3 Related work

In this part we will go through the different applications of machine learning
in e-commerce and we will specifically look for the applications of hidden Markov
models. Finally we will introduce some of the related work on the application of
machine learning techniques, especially hidden Markov models, on user behavior
modelling and prediction.

2.3.1 Machine learning in e-commerce

As online data grows with an extremely fast pace, Machine Learning (ML)
techniques are considered more and more in automatic data analysis for a variety
of application domains. Many e-commerce tasks use machine learning techniques,
among them recommender systems, fraud detection, data usage mining, and user
behavior modeling.

Recommender systems are the widest usage of machine learning in ecommerce.

Most of the e-businesses use recommenders to improve their consumer convenience.

14



Some of the famous e-businesses using the recommenders are Amazon.com, eBay,
CDNow, MovieFinder.com, Reel.com. Automatic recommender systems are ma-
chine learning systems specialized to recommend products in commerce applications.
These systems use a wide range of techniques, ranging from nearest neighbor to
Bayesian analysis. Common data types used in recommender systems are demo-
graphic data, rating data, behavior pattern data, transaction data, and production
data. The most successful recommendation technology is the collaborative filtering
approach in which the key step is to find similar customers for the active customer
and recommend based on the preferences of the similar customers, like the work
by Resnick [9], applying K Nearest Neighbours to identify similar customers. On
the other hand, there is also content based filtering approach like a work by Ono
and Kurokawa [7],which applies Bayesian Network for a movie recommender system
based on movie contents.

The other main application of machine learning is data usage mining which
enables discovery of user patterns in the web usage. This information can be used
for personalization, network traffic flow analysis, adaptive websites, business and
support services, and website management. In [1], ant colony clustering is used to
discover the usage patterns and linear genetic programming for the pattern analysis.
In [4], Probabilistic Latent Semantic Analysis (PLSA) is used to uncover the semantic
associations among users and pages based on co-occurrence patterns of these pages

In user sessions.

15



2.3.2 HMDMs in e-commerce

Hidden Markov models have been applied to a wide range of problems in e-
Commerce. For example, in recommender systems, HMMs have been used in dy-
namic collaborative filtering for an article recommendation system [10]. In this work,
a Negative Binomial mixture of Multinomial distributions is used as the observation
model, in order to account for the possibility of change in the reader’s preferences
over time. Their work outperformed static algorithms and the matrix factorization
based dynamic algorithm.

There is also work on evaluating the recommenders reputation using an HMM-
based model [12] for the recommendation network in distributed trust systems. This
approach models chained recommendation events as an HMM and the state transi-
tion matrix contains the probabilities that recommenders send the request to other
recommenders.

Additionally, in web usage mining, HMM and Fuzzy clustering, which tries to
measure similarity among the users based on their browsing characteristics, and
predicts user behavior to achieve pre-fetching. They accomplished the result of 90%
for similarity access and 88% pre-fetching accuracy using 3% cache [11].

2.3.3 Machine learning for user purchase behavior modelling and pre-
diction

There are some applications and approaches of machine learning techniques in-
cluding HMMs which directly target user purchase behavior modeling and prediction.
Our application area of interest in this thesis concentrates on this target. To men-
tion some of the machine learning approaches on user purchase behavior modeling

and prediction, we discuss first a paper for applying relational Bayesian models for

16



modeling online user behavior [3]. They applied their method on user click stream
sessions and got results of 71% with the AUC (area under the curve) measure for
the prediction of last page in a session. Another paper on this topic [2] tries to
classify online users in two categories of buy and not buy at each time step for the
whole trajectory which is non-reversible, or the option of waiting for reveal of more
information. Their methodology has a Bayesian scheme for estimating purchase
probabilities. With defining a performance measure including the cost for the time
of the prediction, they have demonstrated the classifiers using second order Markov
models worked the best among the others.

There are two other works with very similar problem natures and taken ap-
proaches to ours that we discuss them in more detail. First is the work in [5], which
employs the user log data of the web server of DIGICAKE (an on-line cake-ordering
e-shop in Taiwan) and is preprocessed to a time series of individual user sessions,
a path of specific user clicks through different pages. The hidden Markov model
they use consist of a set of two states, where is the state of having the intention of
purchase, is the state of not having the intention of purchase, and clicked pages are
the observations. They use Baum Welch to get the model parameters starting with
random values. After that they use Viterbi algorithm to get the most probable hid-
den states using the model parameters resulted from Baum Welch algorithm. They
defined two measures for evaluating their model, precision and recall defined as be-
low, and they got 51% precision and 73% recall accuracy for the purchase prediction

of the users.
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Also very related is the work in [13]. They used data on the customer movement
path or shopping-path on different store areas in a supermarket, dividing the entire
store into 16 different areas, collected by using carts with radio frequency identifi-
cation (RFID) tags and tracking them at one-second intervals from entrance to the
cash register. Shopping-path data has been considered as the time series data of
sales areas with the stationary time (sec) the customer spent in those areas. There
is also point of sale data with the areas in which items are sold. Customer behavior
is modeled by the hidden Markov model. There are two possible states, , and the
stationary times on sale areas was considered as the observed variable. They have
assumed normal distributions for observation probabilities () and no initial and is
provided in this paper. They have used Baum Welch algorithm to get the model
parameters, and they used Viterbi algorithm to get the most probable hidden states
using the resulting model parameters. They constructed an HMM model for each
user independently and tried to find the most probable intermediate and terminating
states. By assuming the stop state as purchase and pass by state as not purchase,
they tried to predict user purchase behavior and they evaluated their method using
recall, precision, and F-measure based on the POS data. They demonstrated aver-
age results for HMM and also for EM clustering [6], claiming that EM clustering
is superior in recall and the HMM is superior in precision and they are similar in

F-measure.
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CHAPTER 3
Data and methods

In this chapter we describe the data we used for this project and the algorithms
we employed to process it.
3.1 Data description

The project we worked on was defined through a collaboration between McGill
University and a predictive analytics company. The company provided us with two
years of data regarding customers that interacted with a large online retailer. The
customers received advertisement for special sale events and made purchases. The
goal of the project was to develop a model able to predict users future behavior.

The data provided to us includes four main categories of information: members,
orders, products, and events. We now look in detail at each type of information.
Members data includes users information: id, gender, location, date at which the user
first interacted with the web site, and date of the last login. Orders data includes id,
date when the order was placed, ids of the items that were ordered, order price, tax
amount, shipping cost, billing city, and other order information (which is irrelevant
for this work). The products information contains id, brand, category, price, as
well as a text description of each product. We did not use the product information
directly in this project. That is, we only consider dates and whether a user has made

a purchase or not, but not the amount of the purchase or the product information.
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This is a simplification, but it allows us to avoid processing the unstructured text
information about the nature of each product.

Finally, the event data contains information about special promotions that were
advertised to users, typically by email. Each event has a start and end date, as well
as a text description of the sale information. Because it is quite difficult to deal with
the text data, the company preprocessed the text descriptions and re-encoded events
using 100 numerical features, obtained by a dimensionality reduction step performed
on the text descriptions. We only use these features of the events (along with the
dates) in our work.

In order to model the data, we need to generate a time series for each user. To
do this, we combined the member and order categories to organize the data in such
a way that we have time steps of one week in length and a corresponding time series
of purchase activities for each user. From the members data, we found the minimum
(earliest) time of the “date joined column and set the corresponding week as the
carliest start of our time series (¢ = 1), the we found the maximum (latest) time of
the “last login column and set the corresponding week as the end of our time series,
which turned out to be T' = 63. Hence, we will get a time series of 63 weeks for the
oldest user on the site and time series shorter or equal to it for the other users.

We dont have any un-subscription information of users and therefore we will
assume time series of all users end at 7', but we have information on the dates at
which users joined the site, and not all of them start at ¢ = 1. The time series
value for user u in time step t, Oy(u), is a binary variable equal to 1 if u purchased

anything in week ¢ and 0 otherwise. The site had a total of over 7000 users, but
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in most cases users made very few purchases during this time. In fact, a third of
users made only one purchase, which is not adequate for fitting a time series model.
In order to have time series that are long enough to process with success, from all
users, we just picked those with more than 5 overall purchases to use in the work.
The number of those users is NU = 2029.

The events data contains a total of 815 special advertisement events, which are
the same for all users. The events last more than one time step, and they may be
overlapping (so more than one event is going on at the same time). As explained
above, each event is described by 1000 numerical features, with magnitude in the
interval [—1,1]. For time step ¢, we denote by I; the set of events happening at t.
This set contains the features vectors for all events active at that time.

3.2 Proposed methodology

As described above, for each user we generated a time series O;(u) which indi-
cates if within each time period (week) the user purchased something or not. The
goal of the learning is to compute a model which can predict this type of behavior
for new users based on their history of purchasing and the events happening at the
time.

Intuitively, purchase activities are dependent on the users inner states. For
instance, a satisfied user is more likely to buy a product than an unsatisfied or a new
unfamiliar user. To capture this idea, we defined a Hidden Markov Model (HMM)
over a set of hidden user states. The observable user purchase activity in a time

interval is dependent to the users inner state in the same time interval. We picked
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Figure 3—1: Structure of the customer HMM

the structure of the model, but the observation parameters have to be learned from
the available data.
We built a simple model with 2 observations (purchase or not) and 5 internal

states:

1. Not familiar

2. Excited

3. Willing to visit and buy

4. Angry

5. Has forgotten about the web site

The structure of the model is depicted in Figure 3-1.
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The initial probability vector is mp = [1,0,0,0,0] since the user always starts
in a‘“not familiar” state. We chose an initial probability matrix intuitively based on

how likely transitions might be:

1 0 0 0

065 02 0 0.15
0 045 0.15 04 (3.1)
0 0 08 02

N
o
I
o o o o o

02 0 02 06

These parameters can be modified using the EM algorithm, if one wants to improve
on the structure. But we decided to use a fixed initial setting in order to constrain
the model to a structure which seems reasonable.

The most important part of the model from our point of view is the observation
model, because intuitively it should take into account not only the HMM internal
states, but also the context of the events that are happening. Because of this, we
experimented with two different models. One is the classic HMM, in which only the
customer state matters, and the observations are binomial distributions dependent
on the state.

The other model we tried is to model the observation probabilities using logistic
regression. In this case, for every internal state of the users, we will compute one
parameter vector for a logistic regression. The input to the logistic regression is
given by an event description. The output is interpreted as the probability of the
purchase. Hence, the logistic regression predicts the purchase probability given an

internal state of a user, and a set of event features.
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The reason we chose logistic regression for this step is that we want to make sure
that we can condition on the 100-dimensional continuous vector representing events.
This is fairly large, so if we chose a more complicated model we might have very
high variance in the learning process. At the same time, the output of the logistic
regression has the desired probabilistic meaning.

We will fit the logistic regression parameters based on the data from all users.
But because each model depends on the internal state, for each user we will need to
estimate their state before we decide to which of the 5 models we should give the
data. Because multiple events are going on at the same time, we created multiple
instances for each time step, corresponding to each event.

We will refer to the model that uses the HMM and the logistic regression together
as the hybrid model.

3.3 Learning algorithms

The pure HMM model will be trained by the standard Baum-Welch algorithm
as described in Chapter 2. Hence, we will focus on the hybrid model, which requires
an adapted training algorithm. If the state s; of the user is given, and we have a
set of event vectors I; = {FE!, ... EL}, we compute the probability of a purchase by
creating inputs corresponding to all the events. We then compute the outputs for
each of EY, ... EL by using the weight vector wy, corresponding to the state. We then
average the probabilities obtained to give a global answer. The state s, is obtained
by using forward inference and sampling the user’s current state based on the past

data. We avoided using the Viterbi algorithm because in a realistic setting, we want
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to infer the purchase of the user in the future, so forward inference is the natural
approach.

Note that we could have also chosen to use the belief distribution over s and
average the answers over all internals states with the appropriate probabilities. The
reason we did not use this approach is that we want to avoid too much averaging,
because it drives probabilities towards 0.5, which is pure chance.

In order to train the model, we start with 5 logistic regression vectors w, each
of length 101 (to accommodate the 100 events variables and a bias term equal to
1). The initial weights are drawn uniformly between [—1,1]. This interval is picked
because of the fact that LR generally performs better with the initial parameters
closer to zero.

We fix the transition and initial probabilities to the values described above; these
will not be learned by the algorithm. Instead, the algorithm focuses on updating the
parameters w. The training algorithm loops over all users u, and for each user does
the following (dropping u for clarity:

1. ¢ is drawn from 7 (in our case, this is deterministic since we always start in
the same state)
2. For each time stept =1 to T
(a) Construct a new data set for the logistic regression, by creating examples
with all the corresponding events in I, as input and O, as the output, and

adding it to the data set for ¢;
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(b) Compute the new state:

Qpiy ~ P(Qi41,0111|0y, ... O, A, w) _ > jes P(Q4|Oy, ... Ot)ajip(0t+1’¢t+la wj)
. P(O111]04, ... 0y) >ies ZjeS P(Q¢|Ox, . .. Ot)ajip<0t+1|¢t+17 wj)

(c) t+t+1
3. Update all the weights w; using logistic regression on the new data set. We use
the Newton-Raphson method, which does not have a learning rate.
We note that different solutions are possible in the last step, in terms of whether
one should gather the data set over all users, or just subsets of users, or indeed not
use Newton-Raphson and instead just update weights incrementally after seeing each

user.
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CHAPTER 4
Experiments and results

We now describe the experimental setup and the results using the algorithmic
approach and data discussed in Chapter 3.

4.1 Experimental setup

We used the Matlab machine learning toolbox developed and maintained by
Kevin Murphy since 1998, as a basis for both the hidden Markov model and the logis-
tic regression algorithms, and available at: http://www.cs.ubc.ca/ murphyk/Software/.
This toolbox supports inference and learning for HMMs with discrete outputs (dhmm),
Gaussian outputs (ghmm), or mixture of Gaussians output (mhmm). The inference
routine supports filtering, smoothing and fixed-lag smoothing of the data. For our
problem, we used this dhmm part of the toolbox. We programmed the HMM-LR
by building on this code. The program is fully compatible with the toolbox, which
will be useful if others want to use our approach, as this toolbox has been used
extensively in the machine learning and probabilistic modelling communities.

In all experiments, in order to evaluate fairly the performance of the algorithms,
we used k-fold cross validation. In k-fold cross-validation, the data is split into &
equal partitions, trying to ensure an even distribution of data in each partition. As
we deal with time series, the trajectories have to be split in such a way that each
trajectory is exactly in one fold. Then, each fold is picked in turn to be the testing

fold. The data in the other k — 1 folds is used for two purposes. Part of the data is
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used to train the parameters of the model. The other part is used as a validation set;
it allows evaluating the models more objectively, so one can decide which parameters
(such as initial choices, learning rates, model structure) are best. In the experiments,
we used k£ = 5, which means that we split the users into 5 equal sets. We always
used 3 sets for training, 1 set for validation, and 1 set for testing. The same data
splits were used for all algorithms.

To evaluate the performance of the algorithms, we measured both the accuracy
of the prediction and the average log-likelihood of the data. The accuracy measures
how well our predictions of purchasing behavior match the observed actions of the
users. The log-likelihood is a measure of the quality of the model, in terms of how well
it predicts the observed data. We now describe how these measures are computed.

The average log likelihood of the models is the probability of the data given these
models. For this, we use inference to compute the probability of the data (training
or testing) after each EM iteration. We then take the log of this probability and
average it over the examples. This corresponds to a geometric averaging of the
actual probabilities. We expect the log likelihood of the model to increase over EM
iterations, and this is what we plot in the results. For all models, log-likelihoods
were used rather than direct probabilities in order to get better numeric accuracy
and also for computational simplicity.

To measure accuracy, we compute the predicted probabilities of a purchase for
each user at each time step, conditioned on the trajectory so far. Let O;(u) be the
estimated probability of purchase for the user u at time step t. If this probability is

above a threshold, we consider the user will make a purchase. In the experiments,
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we use a threshold of 0.7 for this decision. Similarly, if O;(u) is below a threshold,
we are fairly certain the user will not make a purchase, and we make this prediction.
In the results we present, we use a threshold of 0.3. All predictions between these
threshold are considered invalid, as the uncertainty is very high. Since we know the
real observations on the data on which we evaluate, we can measure accuracy as the
percentage of true predictions made over all users and all time steps (i.e. predictions
that agree with the reality) out of the total number of predictions made (both valid
and invalid).

In all experiments, all implementations ran 3 times, starting with different initial
observation model parameters. The resulting of accuracy and log likelihood are
averaged on these 3 independent runs. Ideally, more runs should be done, but time
limitations prevented more runs at this point.

Note that the training algorithms are designed to maximize the likelihood of the
data, but accuracy is a better performance measure in order to reflect the success of
the models.

4.2 Experiments on simulated data

In order to validate first our HMM-LR proposed model, we tested it on data
obtained by simulating a model of this type in which we know both the underlying
user model and the internal user state. As we discussed in Chapter 3, we are using
one logistic regression model for each state and since we do not know the real states,
we guess them using the Viterbi algorithm. By using sample data with known states
we want to check that the proposed model and learning algorithm work in an ideal

situation.
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We generated user purchase time series based on a specific hybrid model, keeping
track of real state sequences, and applied those known state sequences to learn logistic
regression model parameters. First, we describe the data generation process and then
we describe the results.

4.2.1 Obtaining simulated data

Self-generated data for our primary experiments includes sample user purchase
observation sequences and sample events. For simplicity we assumed events to have
just one feature and each time step has just one event. Hence, in this data, E; is
the single value of the event taking place at time step ¢ € {1,2,...T}, whose value
is drawn from a uniform distribution over [0, 1]. We chose T" = 10.

We set m and A for the HMM-LR model to the model given in Equation 3.1 and
picking a weight vector w uniformly from [0, 1] for each state. We then generated
NU = 100 time series of “fictitious” users, each of length T'. To do this, we needed
to generate the state of user u in each time step first and then generate the purchase
observation in the same time step using the state.

The initial state probabilities are determined as:

p(Qi(u) = j) = m; (4.1)

Then, at every successive time step, we compute the next probability distribution

as:

p(Qi(u) = j101(u), ... Op1(u)) = D P(Qu-1(u) = j|O1(u), ... Oy (u))ai

€S
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where P(Q:—1(u) = j|lO1(u),...0i—1(u)) is computed as in Equation 2.3. After
generating @Q;(u), we sample from it to obtain an actual state, j. Now, given j, we
compute the output of the logistic regression for E; as input and using weight vector
w;. This gives us the probability of a purchase event, P(O;(u) = 1). We now sample
Oy (u) with this probability.

All generated trajectories, including the values of the hidden states and the
observations, are saved for future use.
4.2.2 Results

In these experiments, we use the learning algorithm described in Chapter 3 to
learn the parameters of the logistic regression models.

In the first set of experiments, we wanted to sanity-check the learning algorithm.
Hence, since we know the hidden state identity, we can use the exact identity of the
state at every time step. We update the parameters of the logistic regression after
every h users, and we experimented with h = 1, 10.

The results for this setup are presented in Figure 4-1 (log likelihood of testing
data) and Figure 4-2 (accuracy). As expected, the algorithm quickly and accurately
learns the correct model.

In a second experiment, we used the same simulated data, but instead of using
the known identity of the state, we used the learning algorithm described in Chapter
3, which infers the identity of the state. We ran the algorithm for 10 iterations.
The log-likelihood as a function of the amount of training is given in Figure 4-3
and the accuracy in Figure ?7. As can be seen from the figures, the performance

drops significantly in this case, because the data used to learn the logistic parameters
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Figure 4-3: Average log likelihood measured on the test data using known hidden
states

becomes a lot more variable. The accuracy achieved drops to roughly 65% at the
end of learning. This suggests that some more investigation will be needed in the
future to figure out better ways to infer the hidden states.

To see if the proposed algorithm provides a benefit compared to a simple HMM,
we used also the HMM architecture with usual binomial observations and the model
presented in Chapter 3 and learned its parameters using EM. The results are pre-
sented in Figures 4-5 and 4-6. As can be seen, accuracy here is a lot lower, attaining
only about 50%, so using the logistic model helps.

We now turn to the real data. Here, we do not have events on every time step, so
if there are no events, we use the usual HMM binomial model. For events, we use the

logistic model as before. The log-likelihood and accuracy for the hybrid algorithm
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Figure 4-4: Average accuracy measured on the test data using known hidden states

are presented in Figure 4-7 and 4-8. As can be see, the achieved accuracy is lower.
Note that the real data set is much larger than the simulated data set, due to which
we had to limit the number of iterations. Similar results for the traditional HMM
are in Figures 4-9 and 4-10.

After the last iteration, in sample data the likelihood and accuracy of the test
data for hybrid model is 0.6552 (-0.4228Log of likelihood) and 62%, and the likelihood
and Accuracy of the test data for HMM model is 0.6310 (-0.4603 Log of likelihood)
and 81%. Regarding the result figures, the HMM-LR hybrid model works better
than the pure HMM both for sample data and real data except for the Accuracy of
real data. It seems pure HMM model predicts with higher probability both for right
and wrong predictions. Obviously, hybrid model works very well when the paths and

states are known for the sample data. As expected, the hybrid model with real data
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Figure 4-5: Average log likelihood measured on the test data
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Figure 4-6: Average accuracy measured on the test data using known hidden states
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is not working as great as the hybrid model with sample data and unknown paths,
due to many other factors affecting the purchase output in the real data, but it still
works better than pure HMM in terms of Log of likelihood. In sample data, after the
last iteration, the likelihood of the test data for hybrid model and unknown paths
outperforms the likelihood of the HMM model by 6%, and for known states and
paths it is 31%. For real data, this amount is 2.5% and the hybrid model is slightly
better than HMM. Learning converges after 10 iterations for the usual HMM model
but for the hybrid model the log-likelihood and accuracy are still improving at this
point. Due to the computational time complexity, we only did 10 iterations, but in
the future we plan to make the code more efficient, so we can run these experiments

longer.
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CHAPTER 5
Conclusions and Future Work

We tried a standard HMM model and our proposed hybrid model of HMM-LR
for our problem of predicting online user behavior toward ads. The latter approach
is taken to support mutual influence of inner state of the user and advertisement
properties on the purchase behavior of the user. For our simulated data, the hybrid
model outperforms the HMM model, especially with known state paths. For the real
purchase and advertisement event historical data, HMM-LR works slightly better
than the HMM. The results support our the HMM-LR approach, but they are not
yet of a quality that would allow this model to work in a real, on-line setting.

One issue which affects the performance of the HMM-LR model is the time in-
consistency between the purchase data (members and orders data) and the events
data. The first one was two years long but the second one was only six months long.
If more data on advertising events were available, we anticipate that the results
would be better. One other challenge in this problem is that if the real probabilities
of purchasing and not purchasing are close to each other, it is difficult for an approx-
imate probabilistic model to make the right prediction. On our simulated data, the
model works much better when we simulate data with very distinct distributions for
purchase and not purchase outputs, than if these probabilities are close. Moreover,
in our data there are usually several events overlapping in each time step and we

associate the user behavior to all of them. However it is more likely in reality that
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the purchase observation of the user is influenced by just one of these ads. The
current training setup treats this problem as noise, but if one could make a good
guess about which ad had most influence, results would likely be much better. In
our data set, we only had access to feature vectors describing events and purchased
products. Using the actual text (to which we did not have access) would allow a
better association of a purchase with one particular ad.

In addition, we have a very simple state set in our model. We made this choice
because we wanted to make sure that the model can be trained well from the data
we had. However, the simplicity in the model likely introduces bias in the results.
Probably considering a more complex state set would yield in a better result.

One of the main issues is that there are many more factors influencing the
purchase behavior of the real users, like changes in their financial state and special
holidays. In the future work, these factors could be considered. Furthermore, in
the problem, the overall number of purchases is much lower than not purchases and
this makes the learning even more difficult. Methods for sampling the purchase and
non-purchase events to improve the problem of class imbalance should be considered
as future work.

The type of model we proposed can be used as a part of an online system for ad
customization for users and also for predicting ad value and for selecting ads based
on the average predicted user behavior. In this setup, user response could be used as
new data to train the model online. The extended problem is to find the marginal
value of ads and instead of having a binary observation of purchase and not purchase,

having more classes for different purchase ranges or even considering a continuous
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value output predicting for the amount of purchase. This problem could be tackled
easily with our current model by first predicting the purchase or not purchase class
and then predicting the purchase value by regression.

Overall, our experiments confirm the utility of machine learning in mining large
amounts of online customer data. We proposed one particular type of probabilistic
model and explored its effectiveness, with encouraging results in a large real data
set. The improvement directions discussed above could leave to even better results

in the future.
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