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Abstract
Essays in Applied Bayesian Analysis

Xinyuan Chen
2021

With continuing rapid developments in computational power, Bayesian statistical
methods, because of their user-friendliness and estimation capabilities, have become in-
creasingly popular in a considerable variety of application fields. In this thesis, applied
Bayesian methodological topics and empirical examples focusing on nonhomogeneous
hidden Markov models (NHMMs) and measurement error models are explored in three
chapters. In the first chapter, a subsequence-based variational Bayesian inference frame-
work for NHMMs is proposed in order to address the computational problems encountered
when analyzing datasets containing long sequences. The second chapter concentrates on
measurement error models, where a Bayesian estimation procedure is proposed for the
partial potential impact fraction (pPIF) with the presence of measurement error. The third
chapter focuses on an empirical application in marketing, where a coupled nonhomoge-
neous hidden Markov model (CNHMM) is introduced to provide a novel framework for

customer relationship management.
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Chapter 1

Introduction

With continuing rapid developments in computational power, Bayesian statistical methods,
because of their user-friendliness and estimation capabilities, have become increasingly
popular in a considerable variety of application fields. In this dissertation, I investigate
some methodological topics and empirical applications of Bayesian analysis, emphasizing
nonhomogeneous hidden Markov models and measurement error models.

This dissertation includes three chapters. The first chapter, Variational Bayesian Anal-
ysis of Nonhomogeneous Hidden Markov Models with Long Sequences, focuses on
addressing computational issues encountered when analyzing datasets containing long se-
quences using nonhomogeneous hidden Markov models (NHMMs). This study is motivated
by a collaboration with the Yale Child Study Center, where the main interest lies in model-
ing eye-tracking scan-paths of autistic children to examine the comparative social salience
of puppets and people in designed social-communicative scenes, and a joint work with a
large telecommunication carrier in China, where the goal is to model ultra-long sequences
of customers’ telecom records to uncover the relationship between their mobile Internet use
behavior and conventional telecommunication (phone calls and SMS) behaviors.

Conventional Bayesian approaches, particularly Markov chain Monte Carlo (MCMC)

methods, are computationally demanding especially for long observation sequences. I thus



develop a variational Bayes (VB) method for NHMMs, which utilizes a structured varia-
tional family of Gaussian distributions with factorized covariance matrices to approximate
target posteriors, combining forward-backward algorithm and stochastic gradient ascent
in estimation. To improve efficiency and handle ultra-long sequences, I further propose a
subsequence VB (SVB) method that works on subsamples (short sequences sampled from
from some of the series). The SVB method exploits a memory decay property of NHMMs
and uses buffers to control for bias caused by breaking sequential dependence from sub-
sampling. The chapter highlights that local nonhomogeneity of NHMMs substantially
affects required buffer lengths and proposes the use of local Lyapunov exponents to help
characterize local memory decay rates of NHMMs and determine buffer lengths adaptively.

The second chapter, A Bayesian approach for estimating the partial potential im-
pact fraction with exposure measurement error under a main study/internal valida-
tion design, discusses the estimation of the partial potential impact fraction (pPIF) in
the presence of measurement error. The pPIF is often used to describe the proportion of
disease cases that can be prevented if the distribution of a modifiable continuous expo-
sure is shifted in a population, while other risk factors are not modified. It is a useful
quantity for evaluating the burden of disease in epidemiologic and public health studies.
When exposures are measured with error, standard pPIF estimates may be biased, which
necessitates methods to correct for the exposure measurement error. Motivated by the
Health Professionals Follow-up Study (HPFS), I propose a Bayesian approach to adjust
for exposure measurement error when estimating the pPIF under the main study/internal
validation study design. I adopt a reclassification approach that leverages the strength of the
main study/internal validation study design, and clarify transportability assumptions, which
relate certain distributions from the main study and validation study, for valid inference.
I assess the finite-sample performance of both the point and credible interval estimators
via extensive simulations, and apply the proposed approach in the HPFS to estimate the

pPIF for colorectal cancer (CRC) incidence under interventions exploring shifting the



distributions of red meat, alcohol, and/or folate intake.

The third chapter, When customer dynamics is more than relationship: A coupled
hidden Markov model framework, concentrates on an empirical application of the cou-
pled nonhomogeneous hidden Markov model (CNHMM) in marketing to study customer
dynamics and implement customer relationship management (CRM). In this research, I
propose a CNHMM-based framework that simultaneously considers two correlated Markov
processes, respectively representing the latent relational and monetary value of customers.
Leveraging data from a major telecommunication carrier in China, the findings indicate
that the proposed method is able to uncover the two-dimensional latent states of customers
(dynamic customer values) and possible effects of covariates of interest (including mar-
keting mixes) on the evolutions of the latent states. Consumers’ choice of products (and
services) are jointly influenced by their relational and monetary value over time, and the
evolution of customers’ relational states is significantly dependent on their monetary states
(but not vice versa), suggesting customer heterogeneity in monetary value is a potential
antecedent of customer-firm relationship. Furthermore, scenario analyses are conducted
to showcase how the proposed model can help firms formulate effective multidimensional

dynamic segmentation strategies for customer relationship management.



Chapter 2

Variational Bayesian Analysis of
Nonhomogeneous Hidden Markov
Models with Long Sequences1

Abstract

Nonhomogeneous hidden Markov models (NHMMs) are useful in modeling sequential
and autocorrelated data. Bayesian approaches, particularly Markov chain Monte Carlo
(MCMC) methods, are principal statistical inference tools for NHMMs. However, MCMC
sampling is computationally demanding especially for long observation sequences. We
develop a variational Bayes (VB) method for NHMMs, which utilizes a structured varia-
tional family of Gaussian distributions with factorized covariance matrices to approximate
target posteriors, combining forward-backward algorithm and stochastic gradient ascent in
estimation. To improve efficiency and handle ultra-long sequences, we further propose a
subsequence VB (SVB) method that works on subsamples. The SVB method exploits the
memory decay property of NHMMs and uses buffers to control for bias caused by breaking
sequential dependence from subsampling. We highlight that local nonhomogeneity of

NHMMs substantially affects required buffer lengths and propose the use of local Lya-
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punov exponents which characterizes local memory decay rates of NHMMs and determines
buffer lengths adaptively. Our methods are applied in modeling eye-tracking scan-paths of
autistic children to examine the comparative social salience of humanoid representation
and person in designed social-communicative scenes and in modeling ultra-long sequences
of customers’ telecom records to uncover the relationship between their mobile Internet use

behavior and conventional telecommunication behaviors.

2.1 Introduction

Hidden Markov models (HMMs) are a class of discrete-time finite state-space models,
which are particularly suitable for modeling sequentially correlated observations via the
evolution of a set of hidden states. Because of their structural flexibility in uncovering
the dynamic transitions between hidden states and interpretation power of summarizing
complex behavioral patterns implied from the observation sequences, HMMs and their
variants have been applied widely (Cappé et al., 2005). HMMs model observed sequences
through two components: a latent Markov chain governing the sequential evolution of
hidden states, and an emission model generating state-specific observations. Most applica-
tions have focused on time-homogeneous HMMs, where transition probability matrices are
time-invariant. This homogeneous setting ignores the impacts of time-varying influential
factors on the transition probabilities and is over-simplified in certain applications. As an
extension, nonhomogeneous HMMs (NHMMs), which relax the homogeneous assumption
and model the temporal changes in the hidden process of HMMs, have been developed and
applied (Heaps et al., 2015; Holsclaw et al., 2017; Netzer et al., 2008; Hughes et al., 1999).

Bayesian approaches, particularly Markov chain Monte Carlo (MCMC) methods, are
widely adopted for conducting inference on NHMMs (e.g., Heaps et al., 2015; Ascarza
et al., 2018; Montoya et al., 2010). The Bayesian paradigm is appealing for estimating

complex models such as NHMMs because it provides reliable results through incorporating



valuable prior information and facilitates statistical inference by generating entire posterior
distributions for unknown quantities. However, Bayesian approaches for NHMMs are com-
putationally demanding, especially when the observation sequences are long. Specifically,
parameter inference for the transition model is complicated, not only because using the
logistic function jeopardizes the conjugacy of posterior distributions, but also because the
estimation of unobservable hidden states depends on the forward-backward algorithm which
requires iterative updates across entire sequences. For instance, the length of each observed
sequence is 2.6 x 10? and 8.7 x 10* in our first and second applications respectively, which
is overly long for conventional methods to handle efficiently.

The development of an efficient Bayesian method for NHMMs that handles long
observation sequences is challenging. To our knowledge, Holsclaw et al. (2017)’s work is
the only study that attempts to propose an efficient Bayesian method for an NHMM with
long observation sequences. They focus on the lack of conjugacy problem that arises from
the presence of the logistic function in the transition model and adopt the P6lya-Gamma
data augmentation method (Polson et al., 2013) as a remedy to reduce the mixing time and
hyper-parameter tuning complexity of the MCMC approach. In their example, the proposed
method is able to handle an NHMM with long sequences of a length up to 10%, where the
NHMM contains a transition model of a reduced form tailored for the application.

In this paper, we consider an alternative Bayesian approach for general NHMMs with
long sequences, Variational Bayes (VB), which demonstrates appealing computational
efficiency and accuracy and features satisfactory scalability to large-scale data (Blei et al.,
2017). The aim of MCMC and VB methods is to approximate complex posterior distri-
butions; MCMC methods achieve this goal by generating samples from a Markov chain
that converges to the target posteriors, whereas VB methods use variational posteriors as
the approximation, obtained by minimizing a distance between the variational and true
posteriors through optimization. Though not enjoying theoretical guarantees of producing

samples from the true target posteriors, VB methods typically provide sufficiently close



approximations with a significant speedup (Braun and McAuliffe, 2010; Blei et al., 2017).
To our understanding, no VB method has been proposed for general NHMMs. Hence, we
contribute to the literature by developing an efficient VB method for NHMMs capable of
handling datasets with long sequences. A structured mean-field variational family that
allows for dependence among variational posteriors is used to preserve the structural de-
pendence implied by the model and thereby better approximate the true posteriors (Ong
et al., 2018). We utilize stochastic gradient ascent (SGA, Robbins and Monro, 1951) as the
optimization approach which directly works on the gradient of the objective function and
does not rely on the conjugacy of posteriors, which alleviates the lack of conjugacy problem
in the transition model. The proposed VB method for NHMMs is capable of handling
moderately long sequences (1" < 10*). However, neither the MCMC method in Holsclaw
et al. (2017) nor the proposed VB method can efficiently process datasets with ultra-long
sequences (1" > 10%).

To reduce the computational complexity of the proposed VB method in handling ultra-
long sequences, we propose a subsequence VB (SVB) method that works on subsamples.
Subsampling methods, especially stochastic gradient methods (Hoffman et al., 2013; Ne-
mirovski et al., 2009) which employ noisy estimates of the gradient using minibatches of
the data, have been proposed to avoid costly gradient computation using the full dataset.
Marked progress has been made by adapting subsampling methods in various models
to analyze massive datasets (e.g., Ansari et al., 2018; Blei et al., 2017; Gentzkow et al.,
2019). However, these subsampling methods are mainly developed for independent or
exchangeable data and not directly applicable for sequential and correlated data as modeled
by HMMs, because simply sampling several subsequences may break crucial dependence
among data points and lead to significant bias (Aicher et al., 2019). Recently, subsequence
methods exploiting the memory decay property of homogeneous HMMs have been pro-
posed to control for the bias with the aid of buffers adjacent to the sampled subsequences

(Foti et al., 2014; Aicher et al., 2019; Ma et al., 2017; Ye, 2018). Our proposed SVB method



extends this methodology and uses buffers to reduce bias caused by subsampling. Our work
highlights a new aspect of NHMM analysis, in that, in comparison to homogeneous HMMs,
NHMMs require more careful consideration of local nonhomogeneity when developing the
subsampling method. Specifically, local nonhomogeneity of an NHMM significantly affects
its local memory decay rates, and thus, the required buffer lengths. We thus propose the
use of Local Lyapunov Exponents (LLEs, Abarbanel et al., 1992), a measure characterizing
local memory decay rates of NHMMs, to estimate the buffer lengths. With LLEs, our
subsampling method adaptively determines the buffer lengths for each subsequence and is
demonstrated to be efficient and effective in processing ultra-long sequences.

The methods for analyzing NHMMs with long and ultra-long sequences are motivated
by two real data problems. The first motivating example is the problem of modeling eye-
tracking scan-path data obtained from children with autism spectrum disorders (ASD). ASD
refers to complex developmental brain disorders of early onset marked by a profound social
dysfunction affecting an individual’s social interaction and behavioral pattern (American
Psychiatric Association, 2013). One critical deficit among children with ASD is diminished
attention to social cues from others, such as face directions, eye gaze, gestures, and
language, which impacts the development of critical social-cognitive skills such as joint
attention, social play, language development, and theory of mind (Chawarska et al., 2012;
Klin et al., 2002). Therefore, increasing children’s social attention is a major target
of ASD interventions. Recent research on ASD interventions suggests that humanoid
representations (e.g., robots and puppets) may be more effective in teaching ASD children
certain social skills than human-delivered training (Kim et al., 2013; Scassellati et al., 2018).
Although the findings generate considerable excitement, the underlying mechanisms of the
advantageous performance of humanoid representations remain uncertain. For instance,
it is unclear whether humanoid representations are particularly suitable to teach certain
social skills, such as joint attention, are generally more salient to children with ASD than

a human, especially with the presence of higher saliency cues (HSCs) such as speech. In



this motivating example, we focus on the latter potential mechanism and use an NHMM
to model eye-tracking scan-paths recorded from children with ASD watching a video that
features a puppet and a person engaging in a conversation, so as to examine the comparative
social salience of the puppet and the person in the setting of designed social-communicative
scenes.

The data of this example came from a research program on the social and emotional
development of children with ASD conducted by the Child Study Center of the Yale School
of Medicine. Children were eye-tracked during the experiment to obtain precise and dense
measurements of their eye movements in the form of sequences of gaze point coordinates
scan-paths. Previous methods for analyzing eye-tracking scan-path data in autism research
mainly lie in two directions. The first direction focuses on spatial information of the scan-
paths by analyzing fractions of time participants looked at predefined regions of interest
(ROIs, Wang et al., 2019; Shic et al., 2019) or constructing a cohesion metric to quantify
children’s gaze behaviors (Wang et al., 2018). This direction loses potentially valuable
temporal information of the scan-paths. The second direction regards the scan-paths as time-
series data and applies sequential models such as HMMs to summarize the temporal gaze
patterns or to classify gaze points into data-driven categories (Alie et al., 2011; Mavadati
et al., 2014). This latter direction may provide data-driven ROIs and investigate both
spatial and temporal aspects of gaze behaviors. However, the latter approach generally use
homogeneous HMMs, which cannot capture the effects of time-varying influential factors
(e.g., HSCs in our study) on dynamic transitions between hidden states (e.g., attention
shifts across ROIs). We therefore propose an NHMM for analyzing eye-tracking scan-
paths, providing data-driven ROIs on which children’s attention focuses and describing
children’s attention shifts across ROIs. In addition, the NHMM captures the effects of
time-varying HSCs on children’s attention shifts. The proposed framework presents an
appealing alternative for analyzing eye-tracking data in autism research, which, however,

requires an efficient computational approach to deal with the methodological challenge



caused by the long sequences (T' = 2.6 x 10? in this application).

The second motivating example arises from the need for better capturing and under-
standing the mobile Internet use patterns of customers in the telecom service industry.
Recent technological innovations of mobile Internet are reshaping functions of modern
smartphones. The evolution of mobile functions has started to shift the telecom industry’s
core business from conventional telecom services to mobile Internet-based services (An-
drews et al., 2016; Fong et al., 2015; Luo et al., 2014). Consequently, there has been much
debate among managers and even lawmakers on whether conventional telecom services are
competitive substitutes or useful complements for mobile Internet services. While some
managers think that mobile Internet messaging apps are taking the place of phone calls and
SMS and therefore hurt company profits from metered consumption and billing, some other
decision makers believe that the relationship between conventional telecom services and
mobile Internet services is complementary and helps the company generate more profits
through better catering to customers’ needs for communication and social connectivity.
These competing viewpoints motivate us to examine the relationship between conventional
telecom services and mobile Internet services through modeling the dynamics of customers’
mobile Internet use behaviors. Our results may guide companies in adjusting their busi-
ness strategies. The analysis was conducted based on densely recorded individual-level
data from a major telecom service provider in China, which contains information (calls,
texts/short message service [SMS], and mobile Internet usage) at a frequency of every five
minutes for 10 months from September 2013 to June 2014 for a group of customers. We
set out to utilize an NHMM to model customers’ dynamic mobile Internet use behaviors,
uncover their latent needs for mobile Internet through analysis of hidden states, assess the
influence of their conventional telecom behaviors (i.e., calls and SMS) on the latent needs,
and forecast their future mobile Internet usage.

This analysis not only benefits decision makers by enhancing their understanding of

the relationship between conventional telecom services (phone call and SMS) and mobile
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Internet services, but also provides companies with a useful tool to analyze valuable real-
time customer information on mobile Internet usage. In particular, our modeling effort is
performed on the individual level, delineating patterns of customers’ mobile Internet use and
assisting companies in timely monitoring and forecasting customers’ latent needs (and thus,
usage) of mobile Internet. This application showcases the potential of NHMMs in customer
relationship management (CRM). CRM, defined as the process of managing customers’
information to create value for customers and maximize their loyalty, is the outcome of the
evolution and integration of new data, technologies, and strategies (Boulding et al., 2005;
Kotler and Keller, 2016). NHMMs have been recognized in the literature as an effective
tool for analyzing customer behavior data, uncovering meaningful hidden states such as
customer preference, customer satisfaction, and customer relationship, as well as assessing
the influential factors for transitions among different hidden states (e.g., Netzer et al., 2008;
Ascarza et al., 2018; Ma et al., 2015b; Montoya et al., 2010). Our analysis further suggests
that the NHMM framework can be applied by companies to obtain real-time customer
information through identifying the latent needs that drive customers’ mobile Internet use
behaviors and dynamically monitoring and forecasting the transitions of customers’ hidden
states. This analysis enables companies to achieve better planning for their mobile network
capacity so as to provide better services to customers, increase customer loyalty, and thereby
generate more profits. All of these potential benefits, however, rely on the availability of an
efficient technique to analyze ultra-long sequences with NHMMs.

The reminder of this paper is organized as follows: Section 2.2 describes the general
setting of NHMMs. Section 2.3 introduces variational Bayesian inference and proposes
a VB and an SVB method for NHMMs with long and ultra-long sequences, respectively.
Section 2.4 conducts simulation studies to examine the performance of the proposed
methods in comparison with conventional methods. Section 2.5 reports the analysis of
applying the VB method in the NHMM modeling of the eye-tracking scan-paths. Section

2.6 presents the study using the SVB method to handle ultra-long mobile Internet usage
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sequences in the NHMM modeling. Section 2.7 concludes the paper with some discussion.

2.2 Nonhomogeneous Hidden Markov Models

In this section, we introduce the specification of NHMMs. Consider an observed multi-
variate temporal process yr = {y:}._,, where T denotes the entire time indices within
the sequence, y; = (Y1, ..., Yt Ry)’ , and 1R, denotes the dimensionality of y,. Note that we
assume one process here to suppress the subject index 7 for notational simplicity. To model
dynamics of the observed process, an NHMM assumes y to be a stochastic function of a
hidden sequential process z = {z;}L_, which follows a nonhomogeneous discrete-time
Markov chain with a finite state space {1, ..., K'}. Given state z,, each vector y, is assumed
to be conditionally independent of other y;- vectors and states z;«, for t* # ¢.

The hidden process z7 is formulated by two components, initial state distribution and

transition probability matrices. The initial state distribution p(z;|7r) is defined as follows:
P(zy =mp|mw) =m, k=1,..., K, (2.1)

where 7w = (7, ..., mx)’. We follow a common practice to assume a uniform distribution
for the initial state in this study (Meligkotsidou and Dellaportas, 2011).
The transition probability matrices of hidden process z7 are time varying and given as

follows: fort =1,...,T,

qt11 0 qiaK

Q: = (@ 1k = R : ; (2.2)

g, k1 " QKK

where

Gt k1ke = P(Zt = k?2|Zt—1 = lﬁ)
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denotes the transition probability from state z;_; = k; at time ¢t — 1 to state z; = ko at time

t and

K
Z Gt ks = 1.

ka=1

We consider two ways of modeling transition probabilities ¢; ,x,, depending on whether
the identified hidden states follow a rank order. The transition probabilities g j,x, for
unordered hidden states such as the ROIs identified in our first motivating example may be
modeled via the following multinomial logit regression (Meligkotsidou and Dellaportas,

2011; Ascarza et al., 2018): for k1, ko =1,..., Kandt=2,...,T,

XD (ki k0 + WiPkyky )

K )
> i1 XD (Pkik0 + WPk k)

Qt,k1k2 - ]P)(Zt - kQ‘zt—l - kla p7 wt) - (23)

where py, 1, 0 denotes a state-specific intercept, w; is an R,,-dimensional covariate vector,
and py,x, 1s an R?,,-dimensional vector of coefficients that can be interpreted as conditional
log odds ratios. Specifically, a higher value of py, 1, ; indicates that a higher value of w, ;
increases the likelihood of transitioning to state z; = k5 relative to state z; = K at time ¢,
conditional on the state being z;_; = k; at time ¢ — 1. For identifiability, we set prr o = 0
and pix = 0 for all k. We utilize a full design here to model the transition probability
matrices by allowing each transition probability to have its own set of coefficients, which
captures detailed effects of exogenous covariates on state transitions and summarizes
comprehensive impacts of HSCs on children’s attention shifts in our first application.

If the hidden state is ordinal, such as the latent needs for mobile Internet in our second
application, ¢; 1,1, can be modeled by the following continuation-ratio logit model (Ip et al.,

2013; Song et al., 2017): forky =1,..., K, ke =1,..., K —1,andt =2,...,T,

Pz = k|21 = kl)) ( t k1 k )
lo =lo = = + W, py,,
: (P(zt > kolzio1 = k1) & Gt hrkor1 + 0+ Qi Pk1k2,0 tPk

(2.4)
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where the same vector of coefficients py, for each logit is assumed to follow the common
proportional odds assumption in regression models for ordinal responses (McCullagh, 1980;
Ip et al., 2013; Song et al., 2017). The model forms logits in a sequential manner and is
appropriate for discrete responses that have a rank order. We apply this transition model in
our second real application to examine the transitions between states of latent needs for
mobile Internet. Given the hidden state z;, the conditional distribution of the observed y;

vector at time ¢ is modeled through the following emission distribution:

(yt|zt - k) ~ 7D(ytlzt - ka wt’/B)J (25)

where x; is an R, -dimensional covariate vector, and 3 represents the set of parameters
in the emission distribution of dimension [Z3. The distributional choice for emission
distribution is flexible including normal (Meligkotsidou and Dellaportas, 2011), Gamma
mixture (Heaps et al., 2015; Holsclaw et al., 2017), and categorical distributions (Ascarza

et al., 2018). The structure of NHMMs is illustrated in Figure 2.1.

DD Y

t > Zt+1

Wi

i1 Ty Lit1

\~ Yi 1 \» Y \~ Yir1

Figure 2.1: An illustration of the structure of NHMMs. x; and y; are observed covariates
and responses for the emission model, respectively. w; are observed covariates for the
transition model. z; is the unobservable latent state variable.
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2.3 Variational Bayesian Inference

In this section, we first briefly review aspects of the VB method, then propose a VB
inference procedure for NHMMs with long observation sequences, and finally develop an

efficient SVB procedure for NHMMs with ultra-long observation sequences.

2.3.1 Variational Bayes

VB is a Bayesian estimation approach that uses density functions from simple distribution
families to approximate intractable posteriors (Jordan et al., 1999; Blei et al., 2017). Given
a generic model p(y|@) with y denoting the observed data and @ as unknown parameters,
the aim of VB is to approximate the intractable posterior p(6|y) through a variational
posterior distribution p,(6) from a tractable variational distribution family P, where o}
is the set of variational parameters that govern the variational distribution. The distance

between p,(0) and p(0|y) is often measured by the Kullback-Leibler (KL) divergence

KL [pg(0)lp(60]y)] = Eg, [log ps(6) — log p(6]y)]
= Ej, [log p(6) — log p(y, )] + log p(y)

= —L(¢) +logp(y). (2.6)

Since KL [py(80)||p(0]y)] is nonnegative, Equation (2.6) implies that £(¢) < logp(y),
Vpe- So L(¢), being a lower bound for the log marginal likelihood, is called the evidence
lower bound (ELBO) function. The optimal variational posterior can be obtained by
maximizing £(¢) over ¢, which is performed via SGA (Robbins and Monro, 1951) in this
study because the ELBO objective has no closed form in the setup of NHMMs. Letting

VL (¢) denote the gradient of £(¢) with respect to ¢, after selecting an initial value (%,
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¢ is updated via
¢ = o) +4p, 0 VL(97), (2.7)

where superscript (7) denotes the 7-th iteration, operator o denotes the Hadamard (element-
wise) product, and {%, },>( contains a sequence of learning rates satisfying the Robbins-
Monro conditions (Robbins and Monro, 1951). Each updating step involves determining
values of the learning rates and the gradient.

Selecting appropriate learning rates in SGA helps improve its performance, which is
typically done through a tuning procedure by hand (Hoffman et al., 2013). However, manual
setting of learning rates before the analysis may cause the algorithm to converge slowly
or even diverge. Therefore, adaptive methods adjusting the learning rates in each step are
generally preferred (Kingma and Ba, 2015; Zeiler, 2012). In this study, we apply the well-
received Adam approach for adaptive learning rates; Adam is efficient with limited tuning
required, capable of handling noisy and/or spare gradients and non-stationary objectives,
and particularly suitable for dealing with non-convex objective functions (Kingma and Ba,
2015). We proceed to briefly introduce the specification of the Adam optimization approach.
Let ¢§T), ¥y, and VZJ(-T) denote the j-th element of ¢(7), 4., and VL(¢(™)), respectively.

The learning rate 1) ; at the Tth-iteration is computed as follows:

X17T7j

(v/Xary +€0) VI

Yrj =0j
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where

S~ Xunyg

Xlﬂ'»] - 1 — 671—’
o Xomj
X27Ta] - 1 . 672'7

Xi7j = €1X1,r—1,5 + (1 — 61)VZJ(~T)>

2
X2,r.j = €2X2,r—1,5 + (1 — 62)Vl](~ ) )

and ¢ €1, €2, and o; are predefined hyperparameters. For this approach, we set starting
values as X1, = X2,0,; = 0 and hyperparameters as ) = 1078, ¢4 = 0.9, €5 = 0.999,
0j = 01;05;, 015, € (107%,107%), and 0y; € (0.999,0.9999), according to the suggestions
in the literature (Shi et al., 2019; Kingma and Ba, 2015). For other details of the Adam
approach, we refer readers to Kingma and Ba (2015).

For non-conjugate models such as NHMMs, the gradient V.£(¢(™) cannot be computed
analytically and thus is replaced by its estimate Vﬁ/(qb\(T)) (Ranganath et al., 2014; Ku-
cukelbir et al., 2017). To compute the gradient estimate, we utilize the reparameterization
approach, which alleviates the variance control issue associated with the conventional
Monte Carlo numerical integration method (Kingma and Welling, 2014; Ong et al., 2018).
The reparameterization approach is applicable when 6 can be represented as 8 = ¢(¢, ¢),
where ¢ denotes a random vector with a known fixed distribution f(¢). For instance, sup-
pose 6 follows a multivariate normal variational distribution, then it can be reparameterized
by the mean vector u, the lower Cholesky factor L of its covariance matrix, and a standard
normal random vector ¢ as @ = u + L(. After reparameterization, the ELBO objective

function can be rewritten as

L(¢) = Ep, [log p(y, 0) —log pe(8)] = E [log p(y, t(9, C)) — log ps(t(9, €)1,
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and the gradient becomes

Vo) = By { M8 T lowply,1(6.0) ~ louTult(,C)] - Vologu(t(.0) }.

(2.8)

The variance of the gradient estimate can be further reduced by dropping the last term in

Equation (2.8) (Ong et al., 2018); the final formula for estimating gradient is given as:

dt(¢.¢)’
do

VoL($) = E; { Vo [log p(y, (b, ¢)) — log s t(b cm} Lo

which is computed with random samples generated from f(¢).

The complexity and accuracy of the above VB method is significantly influenced by the
choice of variational posterior family P (Blei et al., 2017). In practice, a trade-off between
approximation accuracy and computational complexity is sought. The mean-field family,
which assumes complete independence for model parameters, is a common choice, but
while it reduces computational complexity, the over-simplified form may lead to suboptimal
approximations. In this study, we use a structured mean-field family that adds dependence
among certain variational posteriors to better approximate the structures of true posteriors.
The dependence is introduced based on the factor covariance structure developed by Ong
et al. (2018). Numerical studies in latter sections show that the utilized posterior family

performs satisfactorily.

2.3.2 Full-sequence VB for NHMMs with Long Sequences

Consider observation sequences { Y, 7, T, 7, W, 7} forn =1,..., N from N independent
subjects. For notational simplicity, we assume the sequences have a common length 7'
in the following discussion; extending the algorithm to handle unbalanced sequences is

straightforward. Letting {2, 7}, denote the hidden state sequences, the complete-data
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likelihood for NHMMs is

N T T

p(y, 2 B, plz,w) = [ p(zn1) [ [ PWnitlznts @t B) [ [ 0(2nilzns-1, wis, p)0(B)p(p),

n=1 t=1 t=2

(2.10)

where p(3) and p(p) are priors, model parameters 3 and p are continuous, and p(y, z, 3, p|x, w)
is differentiable with respect to model parameters. Bayesian inference computes the poste-
riors of model parameters 3 and p as well as hidden state sequences {z, 7}, conditional on

data and model setup. We develop a VB procedure to approximate the true posteriors.

We first specify the variational posteriors with the factorized form

Pe(B: P, 2) = Do (B)Pe, (P)P(2);

where ¢ = {¢3, ¢, } are the variational parameters. We allow dependence within each of
B3, p, and z to achieve better approximation, and retain independence between 3, p, and z

for computational tractability. The ELBO objective,

L= Eﬁ¢ {]Eﬁ(z) [logp(ya z, IB’ p|33, w) - 10gﬁ¢ﬁ (B)ﬁ(bp(p)ﬁ(z)] } ) (211)

is maximized by updating pg,(8), Dg,(p), and p(z) iteratively.
The updating of p(z) involves calculating posteriors of z,; and (z,:—1,2n+) With

current values of variational parameters. The joint posterior of {z, 7} is proportional to

N T T
H €xp {Z ]Eﬁ(pﬁ (B) [logp<yn,tlzn,t7 Lt /6)] + Z Eﬁ¢p (p) [logp(zn,tlzn,tfly W, ¢, p)] } .

n=1 t=1 t=2

(2.12)

Based on the posterior, we compute the marginal posteriors p(z,¢) and p(2,,t—1, zn¢) using

the forward and backward probabilities of the Baum-Welch procedure (Baum et al., 1970).
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The forward probabilities a,, (k) and backward probabilities b, (k) are defined as: for
k=1,...,K,

an,t(k) = p(yn,lzta Znt = k’wn,lztp Wn 1:t, ﬂ7 p)>

(2.13)
bn,t(k) = p(yn,(t+1):T|Zn,t =k, L, (t41):Tr Wn, (t+1):T» B, P)-
They can be computed iteratively using the following formulas:
a’/n,l = W%Dn,h
a;z,t+1 = a/n,tEn,tHDn,tH,
(2.14)

bn,T = ]-7

bn,t = En,t+1 Dn,t+1 bn,t+1 5

where @, = (ant(1), ..., ant(K)), by = (bye(1),...,0,(K)), 1 is a K-dimensional
vector with all elements being 1, and D,,; and E, ; are diagonal and square matrices,
respectively, as defined below. To prevent numerical underflow issues, a,,; and b,, ; are

normalized at each iteration. The diagonal elements of D), ; are given as follows: for

E=1,...,K,
Ayt ki = €XP {E%B(g) log p(Yntlzne =k, Tpy, ﬁ)]} ) (2.15)
Elements in F,, ; are given as follows: for k1, ks =1,..., K
Cn t ks = €XP {Eﬁd,p(p) log p(znt = kalzni—1 = k1, Wny, P)]} : (2.16)

The above two expectations are computed numerically using Monte Carlo samples from
Pg;(B) and pg,(p). Note that D,,; and E,,, can be viewed as variational estimates of

emission probabilities in Equation (2.5) and transition probability matrices in Equation (2.2)
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respectively. Marginal posteriors p(z,,;) and p(2, 1, 2,+) can be computed as follows:

P20t = k) o @y (k)b (k)
_any(k)bay(k) (2.17)
X i ()ba(d)’

and

ﬁ(zn,tfl = kla Zngt = k2) X an,tfl(kl)en,t,klkzdn,t,kgkgbn,t(k2)

a'nvt_]-(kl)6n,t,k1k,‘2dn,t7k2k2bn7t<k’2) (2'18)

a Zjl Zj2 n,t-1(31)€nst, 1o Dt oo Ot (J2)

The updating of variational parameters ¢, and ¢ is conducted through gradient ascent.
We assume all model parameters are unconstrained in the following discussion and the
constrained parameters can be converted to unconstrained ones; for instance, a nonnegative
parameter ¢ > 0 can be represented by e with ¢ € R (Kucukelbir et al., 2017). By
converting parameters into the same space, the advanced Gaussian variational family with a
factor covariance structure developed by Ong et al. (2018) can be applied to all parameters,
which flexibly captures the complex dependence structure in NHMMs and attains model
parsimony that enables efficient estimation. For the updating of ¢,,, we discuss the transition
model of multinomial logit regression with a full design given by Equation (2.3). As for the
transition model of continuation-ratio logit regression given by Equation (2.4), the updating

procedure is similar. We assign the following factorized variational posterior for p:
K K-1
H H ﬁ%klkg (Priks)s (2.19)

k1=1ko=1

where the intercept py, i, o is included into py, 4, and inferred together, and py, , . (Pryksy) 18

a (R, + 1)-dimensional multivariate normal distribution with a factor covariance structure
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(Ong et al., 2018):

ﬁd’p,klkg (pk1k2) =N (pklkg; Hop.kika) Gp,kleG;kle + Hg,k‘ﬂw) . (2.20)

Thus, @y ik, = {Bpkikss Gpierkss Hpkiky ) are variational parameters to be estimated,
where 1,1, is the variational mean vector for py,k,» G ik, 15 @ (Ry + 1) X 7) ks
matrix with r, . 1, < R, + 1, 7, 1,1, denotes the number of factors used to approximate
the correlation among elements in py,x,, the upper triangle of G .1, is restricted to
0 for identification, and H 1, is a diagonal matrix with diagonal elements h, ., =
(Pprkats s Popkiks,Rw+1)'- As demonstrated in Ong et al. (2018), a small number of
factors (r, 1.k, = 3 or 4) already provides satisfactory approximation to high-dimensional
posteriors. Indeed, approximation accuracy can be improved if we increase the number of
factors 7, , x, used, which also raises the optimization difficulty; if we set r,, 1, = Ry + 1,
we are using a multivariate normal distribution with a full covariance structure, which yields
the closest approximation. Note that, in our applications, we generally set 7, ;. r, = R, + 1
to obtain close approximation, considering that the dimensionality of posteriors is relatively
low.

With the factorized variational posterior for p, updating ¢, reduces to the iterative

update of ¢, k,k,. To update @, x,x,, we need to compute the gradient estimates, V,, , , L,

—

Va L,and Vp,, , L, and then update p,k,k,, Gprik,» and H, i i, sequentially ac-

pikykg

cording to the formula (2.7). The reparametrization that represents py, , as follows:

Pliks = Mpkiko + GPJﬂszpJﬁkml + hp,/flka © Cp,lﬁkz,?v

where C, x,k,,1 and C, x, k, 2 are independent standard normal random vectors of dimensions

Tpkike and R, + 1, respectively. The gradient estimates are computed numerically using

samples of €y, k1 and Cp ko, 2-
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Finally, the updating of ¢ is similar to that of ¢,. The possible constrained parameters
in the emission model can be converted to unconstrained ones; for instance, a nonnegative
parameter ¢ > 0 can be represented by e* with ¢ € R (Kucukelbir et al., 2017). By
converting parameters into the same space, the advanced Gaussian variational family
with a factor covariance structure developed by Ong et al. (2018) can be applied to all
parameters, which flexibly captures the complex dependence structure in NHMMs and
attains model parsimony that enables efficient estimation. For the K sets of I2z-dimensional
emission model parameters {3}, we assign them with similar factorized multivariate

normal variational posteriors as follows:

K

K
11580 = [TV (Bri mow GorGly + HE,) (2.21)
k=1

k=1

where pig ., Gg ., and Hg . are defined similarly. The number of factors is denoted as 73 .
The variational parameters ¢4, = {fsx, Gpr, Hp } can be updated similarly as above.
The label-switching issue of the NHMM elicited by the invariance of the likelihood
to a random permutation of the state labels is addressed by incorporating the permutation
sampling idea from Friihwirth-Schnatter (2001). At each iteration, we adjust the state labels
of emission variational parameters ¢. The proposed VB method is guaranteed to converge
to an local optimum; we terminate the algorithm after a sufficient number of iterations
when convergence is attained (Blei et al., 2017; Ong et al., 2018; Hoffman et al., 2013).

Detailed procedures and formulas of the VB method are summarized as follows:

Step 1: Specify the number of iterations for the algorithm, Ifer. Initialize variational
parameters, [ip k k.00 Npkiks,00 Mpkikes Gphikes and by iy, for ky = 1,.., K and ko =
1,..., K — 1, in Equations (2.19) - (2.20) for the transition model. Randomly initialize
variational parameters, g, Gg i, and Hgy, for k = 1,..., K, in Equation (2.21) for the

emission model.
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The procedure iteratively performs the following steps until Ifer is reached.
Step 2: Randomly sample /N, subjects from the total NV subjects without replacement.

Step 3: Update the posteriors for hidden states z, ; based on the current values of variational
parameters and the sampled Vs sequences. Specifically, D,,; and E,, ; are computed for
the sampled m sequences following Equations (2.15) - (2.16), which are subsequently used
to compute forward and backward probabilities following Equations (2.13) - (2.14). To
address numerical underflow issues, we normalize the forward and backward probabilities
for each time point ¢. The variational posteriors are finally computed following Equations

(2.17) - (2.18).

Step 4: Update variational parameters, pg ., G, and Hg, for the emission model using
SGA. The adaptive learning rates are determined using the introduced Adam approach. The
gradient with respect to each parameter vector is obtained based on the general formula
given in Equation (2.9). Let Ly, denote the ELBO (defined in Equation [2.11]) computed

from the sampled Vs sequences. The specific gradient with respect to gy, is

Vs N, = ]Ef{vﬂk logpn, (s + GprCara + Pk 0 Car2)] +

(GGl +h2,) " (GsyCon + hsy o Cons) }

where py, is the likelihood function computed from the sampled N, sequences after
marginalizing hidden states with posteriors computed from the last step, h g, is the diagonal
elements of Hg ., and (g 11 and (g2 are 75, and 2z dimensional vectors with elements
sampled from independent standard univariate normal distribution, respectively. Note that

we only show the argument related to 3 for the likelihood function in the above formula
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for notational simplicity. The gradient with respect to Gz, is

Ve, Ly, = Ef{vﬂk log pw. (s x + GprCani + Rk 0 Can2)] Copat

~1
(GGl + Hj ) (Gpulpna + hproCan2) Cé,k,l}-

The gradient with respect to hg, is

Vhs o LN, = Ef{diag <V6k log pn, (pk + Gprlpra + har o Can2)l Copot

-1
(GGl + Hj ) (Gowlppn + hproCppe) C'ﬁ,k,z) }

The expectations are computed numerically by generating samples (3.1 and (g 2 from
respective standard normal distributions. Adjust state labels using permutation sampler in

Friihwirth-Schnatter (2001).

Step 5: Update variational parameters, [, k. ks,05 Ppk1ks,00 Bp kikas Gp ks and by g 1, , for
the transition model using SGA. The adaptive learning rates are determined using the

introduced Adam approach. The specific gradient with respect to 11, k0 18

_ —1
Vﬂp,kle,OENS - Ef {Vpkle,o [logpNs (up7k1k270 + hp7k1k27ogpyk1k270)] + h’p,klkz,ocp»k‘lk%o} )

where (, 1., k,,0 15 sampled from a univariate standard normal distribution. The gradient with

respect to h, ik, 0 18

vhp,k1k2,o'CNs =Ef {Vﬂk1k2,o [log pn, (Mp,k1k2,0 + hp,klkz,OCPyklkz,O)] Co,k1k2,0

—1 2
+ p,k1k2,0 p»klkZ,O} :
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The gradient with respect to 1, 1, 18

V/J'p,kle Ly, = ]Ef{vpklkz []'ngNs (#’p,kle + GﬂvkleP,k’lkml + hp7k1/€2 © Cp7/€1k272>] +

2 —1
(G,Uyk’leG:),klkg + hp,k‘lk‘g) (GpJflkz Cp,]ﬁk’z,l + hp,klk?Q © Cp,k’le,?) }

The gradient with respect to G i, 1, 18

VGp,kle ‘CNS = Ef{vpk1k2 [lngNS (l’l’p,k1k2 + Gp,k1k2Cp,k1k2,1 + hp,k1k2 © Cp,k1k’2,2)]

2 —1
: C;I),k’lkg,l + (prkle G/p,k‘lk’z + hp,k‘lkz) (Gp:klk‘Qprklk%l + hp»klk2 ° prk1k272) C;,k‘lk’g,l}'

The gradient with respect to b i, 1, is

Vhp,k1k2 Ly, = ]Ef{diag <vpk1k2 UogpNs (/1',07/?1162 + GpJﬂ’QCP,kle,l + hp,klkz © thkz,?)]

/ / 2 -1 /
’ Cp7k1k2,2 + (Gkallﬁ Gp,klkz + h’ﬂJﬂk‘z) (Gﬂ7k1k2Cp,k1k2,1 + hp,klkz © Cp7k1k2,2) Cp,klk%?) }

The expectations are computed numerically by generating samples (, k.0, p,k1ko,1, and
Cp,k1 k.2 from respective standard normal distributions. Adjust state labels using permutation

sampler in Friihwirth-Schnatter (2001).
Step 6: Compute the ELBO value £y, using current variational parameters.

The time complexity per update is of order O(NT') because the entire dataset is used.
The developed method is capable of efficiently handling long sequences of a length 7" up
to 10%.The time complexity of O(NT') indicates that the VB method’s efficiency faces
challenges when dealing with massive datasets, that is, when NV or 7' is ultra-large. The
cases with large /V can be handled easily via subsampling because of the independence
among subjects. In specific, we may randomly sample N, out of the /N subjects at each

iteration (/Ny = 1 is sufficient for most applications) and update parameters based on the
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subjects; this can be achieved using the stochastic variational inference procedure developed
by Hoffman et al. (2013). The time complexity of the algorithm thus reduces significantly to

O(N,T). The cases with ultra-large 7', however, present major methodological challenges.

2.3.3 SVB for NHMMs with Ultra-long Sequences

Applying NHMMs to datasets with ultra-large 7' (7' > 10%) could not be simply achieved
through subsampling, as simply sampling several subsequences from a full sequence breaks
dependence in an HMM’s hidden state sequence and thus may produce significant biases
(Aicher et al., 2019). Recently, the subsequence method developed by Aicher et al. (2019),
Foti et al. (2014), Ma et al. (2017), and Ye (2018) proposes to control for the bias through
attaching sufficiently long buffers at both ends of each subsequence under the homogeneous
HMM framework. Here we develop a new efficient SVB method to analyze NHMMs with
ultra-long sequences; we highlight that, unlike homogeneous HMMs, NHMMs require

careful consideration of local nonhomogeneity in the subsequence method.

Figure 2.2: An illustration of a subsequence with two buffers. S is the length of the
randomly sampled subsequence starting at time index sy. U; and Us are buffers attached
to the subsequence in order to control the estimation bias caused by breaking sequential
dependence from subsampling.

An illustration of a subsequence and its corresponding buffers is shown in Figure 2.2,
where S, U; and U, denote the lengths of the subsequence and the two buffers, respectively,
and sy denotes the starting time index of the subsequence. Below, we show that direct
subsampling from the sequence causes bias and how attaching buffers can help reduce the
generated bias. Applying the forward-backward algorithm to the subsequence .S directly

leads to inaccurate specifications of the starting forward and backward probabilities (i.e.,
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forward probabilities at sy and backward probabilities at so + S — 1) as follows:

/ o * _
a =T, oo Dn.sos bn,so+S—1 =1

n,so n,50

Note that the forward and backward probabilities are normalized in each iteration from the
Baum-Welch procedure. The error distances between the normalized inaccurate specifica-

tions and the normalized true forward and backward probabilities are thus represented as

follows:

diSt(a’;kL,SO’ dmso) = ‘ a’;kL,SO - dn750 H )

diSt( :z,so—f—S—l? bn780+5—1) = | :,504-5—1 - bn,so-i-S—lH ) (2-22)
where @ and b denote normalized vectors, and || - || denotes the /2 norm. The error distances

can be substantial, and thus, may cause significant bias in statistical inference. The bias can
be reduced by adding buffers since the error distances decay exponentially as the buffer
length grows. Specifically, we can inaccurately specify the starting forward and backward

probabilities at the outside endpoints (i.e., so — Uy and sg + S + Uy — 1) of the buffers as

*/ !

— * —
an,S()fUl - Wn,émeanySO*Ul’ n,s0+S+Uz—1 — 1.

The memory decay property of HMMs guarantees that forward and backward probabilities
converge exponentially from different starting values (Le Gland and Mevel, 2000a,b). That
is, though the starting forward and backward probabilities are still specified inaccurately,
they converge to the true probabilities at both endpoints of the subsequence as lengths of
the buffers increase, so that the error distances in Equation (2.22) are reduced exponentially.
Therefore, at each iteration of the proposed SVB procedure, we first randomly sample /N,

subjects. From each of the N, full sequences, M subsequences of equal length S are then
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randomly sampled, with two buffers attached to each sampled subsequence determined
subsequently. The forward-backward algorithm is performed on the buffered subsequences
to control for the error distances of forward-backward probabilities. Finally, variational
parameters are updated solely based on the subsequences without buffers using procedures
developed above. Hence, we need to determine the number of subsequences (i.e., M) and
lengths of each subsequence (i.e., S) and the attached buffers (i.e., Uy, ,,,1 and Uy, 1, 2).

Choosing large values for M and S tends to improve the estimation accuracy but
increases the computation complexity considerably. A balance needs to be attained when
determining M and S. Existing studies (Foti et al., 2014; Ma et al., 2017) mention that M
and S should be set according to the transition patterns of the Markov chain in homogeneous
HMMs. For instance, if a Markov chain transits frequently between states, a large S is
preferable to achieve a sample well representing the information of transition dynamics.
Note that the transition patterns of the Markov chain in an NHMM may vary over time
due to possible complex nonhomogeneity, which requires that both M and S should be
moderately large at least to reflect crucial features of the NHMM. From the numerical
studies in the literature and our experiments, we find that the setting of S = 10 to 20
and M = 10 to 20 provided overall satisfactory performance. We further recommend a
sensitivity analysis by altering M and S in applications to evaluate whether estimation
results are sensitive to the choices.

The challenging part of the SVB method is to determine buffer lengths (U, ,, 1 and
U,,,m,2) for each subsequence, so that the buffers are not only long enough to control the bias
from subsampling but also sufficiently short to attain computational efficiency. Aicher et al.
(2019) propose to use buffers of a fixed length for homogeneous HMMs. However, there is
no guarantee that, with fixed length buffers, the bias can be reduced to the desired level for
NHMMs. Another stream of research (Ye, 2018; Foti et al., 2014; Ma et al., 2017) proposes
to determine precise buffer lengths based on the memory decay property of homogeneous

HMMs so that the bias are controlled effectively. We here adopt the latter scheme and
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extend it by considering local nonhomogeneity in NHMMs and proposing the use of LLEs
to quantify local memory decay rates of NHMMs and estimate buffer lengths adaptively.
The aim of attaching buffers is to reduce the error distances between the inaccu-
rately specified forward and backward probabilities and their true counterparts on the
subsequence. The following result given in Collet and Leonardi (2014) provides a the-
oretical basis for the memory decay rates of HMMs. Define M, ;; = Q, P, and
M, ,s=QnsPs - Qn.P,; for s <t, where Q,; is the transition probability matrix
in Equation (2.2), and P, ; denotes a K x K diagonal matrix with the £th diagonal element
being the emission probability p, ¢ xx = P(Ynt|2nt = k, Znt, 3). Collet and Leonardi

(2014) show that, assume P, ; and Q,, ; are positive, there exists \,, < 0 such that
. 1 ok _
lim sup — log Hant — am” =\, a.s., (2.23)
t—o0 t ’ ’

where \,, = A\, 2 — A\, 1, and A, ; and A\, 2 are the first two Lyapunov exponents of M, ; 1,
as t — oo. Here we focus on the forward probability vectors a;, , and a,;, and the
corresponding buffer length U, ,,, ; in the above theorem and the following procedure of
determining buffer lengths; the theorem and the procedure apply similarly to backward
probability vectors by, ; and by, ;, and the corresponding buffer length U, 1, o.

The first two components of the Lyapunov spectrum of the whole HMM system (i.e.,
An,1 and A, o from Equation [2.23]) are commonly used in characterizing the long-run
memory decay rate (i.e., over infinite time) of an HMM, and thus, are referred to as Global
Lyapunov Exponents (GLEs). For a homogeneous HMM with time-invariant transition
probability matrix and emission distributions, this global decay rate exp(,,) roughly applies
to buffer length estimations for any subsequences sampled from the full sequence; therefore,

Ye (2018) proposes that to control the error distance at sy under a specified level ¢, the
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buffer length U, ,, 1 should be set as

Unma = [log(d)/(An)], Vm,

where the operator [-] indicates rounding to the nearest integer, and )\, is estimated numeri-
cally. This method is effective for homogeneous HMMs but could be compromised by the

nonhomogeneity of NHMMs, as demonstrated in the following example.

Example 1: Consider a sequence of a length T = 10° from an NHMM with K = 3 states
defined by Equations (2.1) - (2.3) and (2.5). For the transition model (2.3), the covariate
vector w; = (w1, wy o) is set as (0.45,0.45) for t = 1,...,10% and (—0.45,—0.45)'
fort = 1001, ...,10° and the parameters are set as P11,0 = 2, P120 = —2, P10 = —2,
P20 = 2, p310 = —2, P30 = —2, p11 = (2,2), p12 = (=2,-2), pa = (—2,-2),
P2 = (2,2), p32 = (—2,-2), and p3y = (—2,—2)". The emission distribution is set
as (Ylze = k) ~ ./\/'(,uyk,agk), fork =1,2,3, where 1,1 = —0.5, j10 = 0, p1,3 = 0.5,
oy =1, 00 =1 and oy = 1.

For the first part of the observation sequence (i.e., t = 1,...,10%), the transition
probability matrices are approximately diagonal, which significantly slow down the memory
decay of the Markov chain; whereas for the second part (i.e., t = 1001, --- ,10°), the
transition probability matrices are with approximately identical rows, which leads to much
faster convergence speed. Therefore, when the subsequence S is sampled from the first
part of the observation sequence, long buffers are required to control the error distances;
whereas much shorter buffers are needed when .S is from the second part of the observation
sequence. We analyze the data sequence using the method proposed by Ye (2018) and our

method as developed below, respectively. For demonstration, we set A/ = 1 in this example.

The estimated buffer lengths for both methods are shown in Figure 2.3. It is evident

that Ye (2018)’s method is heavily influenced by the first part of the observation sequence
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Figure 2.3: Estimated buffer lengths for the example based on the method in Ye (2018)
and the proposed local stepwise method in this paper, respectively. The proposed stepwise
approach returns required buffer lengths dependent on the local nonhomogeneity of the
NHMM, while the approach proposed in Ye (2018) tends to yield buffer lengths longer
than needed.

and produces unnecessarily long buffers in many iterations. On the contrary, our approach
yields desired adaptive buffer lengths, which demonstrates the necessity of considering
local nonhomogeneity of an NHMM.

This example highlights that the nonhomogeneity of an NHMM can significantly affect
its local memory decay rates, and thus, the buffer lengths required in the subsampling
procedure. Although GLEs characterize the long-run memory decay rate for a nonhomoge-
neous system, it struggles in capturing finite-time local memory decay patterns because the
long-run limit nature of GLEs renders them independent of local dynamics of the system
(Abarbanel et al., 1992). A precise measure that quantifies the local memory decay rates is
thus required. In this paper, we propose the use of LLEs instead of GLEs to estimate buffer

lengths for NHMMs. Specifically, LLEs are defined as follows (Abarbanel et al., 1992):

1 . 3
Apn(t,t +10) = Apno(t, t +To) — Appna(t, t +1o) = T log Han,t+To — Qp 4y H ;
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where Ap,,1(t,t + Tp) and A, 2(t,t + 1)) are the first two LLEs of the subsequence
from ¢ to ¢ + Ty with initial state distributions being a;, , and a,, ;. LLEs characterize the
finite-time local average memory decay rates of the subsequence from time ¢ to t + 7j,
and are useful in determining buffer lengths for NHMMs. In fact, LLEs can be viewed as
the finite-time version of GLEs on the subsequence from ¢ to ¢ + Tj, and they converge to
GLEs as Ty — oc.

Since LLEs vary when t or T;y changes, we propose a stepwise method to determine
the buffer length, U,, ,, 1. The stepwise method starts from the shortest possible buffer
(i.e., Upm,1 = 1) adjacent to the sampled subsequence .S and evaluate whether the buffer
is sufficiently long to control the error distance; if so, then U, ,, ; is determined, and if
not, we increase the buffer length by one and repeat the above process. The evaluation
compares the current U, ,,, 1 and [log(9) /AL (S0 —Un.m.1, So)]; the buffer is sufficiently long
if Upm1 > [10g(8)/ALn(S0o — Unm.1s So)]. The remaining task is to estimate Az, , (¢, + 1p).

Abarbanel et al. (1992) show that A/ ,,(¢,¢ + Tp) can be estimated by the following

formula:

1
At t +Tp) = T 1og || Tn,e410 (Vnir1o-1) -+ Tner1 (Vn) || (2.24)

where v,,; is a (K — 1) x 1 vector from a mapping of normalized forward probabilities to
an unconstrained real space, and J,, ;+1(v,,) is the (K — 1) x (K — 1) Jacobian matrix
that characterizes the contraction and expansion properties of v,, ;1. We follow the idea
given in Ye (2018) and treat the forward probabilities as a random dynamical system (RDS)
and derive formulas and expressions for v,,; and J,, ;1 (v, +). We treat the unnormalized
forward probabilities {a, ++1, = M, t17, t+1Gn} as a random dynamical system (RDS);

the normalized forward probabilities {a,, ¢+, } are thus an induced RDS satisfying the
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following constraint:

C_Ln,t—l—To (k?) — ]_

Wk

1

We refer readers to Arnold (1998) and Ye (2018) for a detailed introduction of RDS. A

T

transformation can be applied to a,, + 7, as:

a’n,t-i-To - (an,t+To(1)7 1) a”7t+TO (K)),
On,i+1 (1) > (an i1y (K — 1))>,
— Uy, =(log| ————=],....1o - , (2.25)
( g (an,%(fo *\ dnren (K)

with the inverse mapping:

Vi1 = (Vn,ta 1 (1), ooy Unppry (K = 1))

/

exp(vy, 1 1

S Bty = | = POnn) — . (2.26)
Dokt eXP(Unermy (K) +1 320 exp(vnayry (k) + 1

The transformation preserves the Lyapunov spectrum. Here v,, +17;, contains X — 1 uncon-

strained entries and can be written as

Un,t+To = vO,n,t+T0 + Fn,t+T() (UTLJH»T()fl)? (2'27)

where

— (1 P(Yni+7o|2n 041 = 1, Toprys B)
UO,n,t—l—To = og — g eeny
P(Yn,tvm|2nirm = K oy, B)

10g (p<yn,t+To |Zn,t+To =K — 17 L, t+Tp 16) ) )I , (2.28)
p(yn,t+T0 |Zn,t+To = K’ L t+Tos ,6)
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Fn,t+To (’Un,t+To—1)

!/
_ (log (exp(vn,t+To—1)/Qn,t+To,.1 ) o <eXp(’l)n,t+To_1)/Qn7t+T07.K_1)) |

eXp(’lJn,t+T0—1)'Qn,t+TO,~K eXp(vn,t+To—1)’Qn,t+T0,.K

(2.29)

and Q,, ++7, .., denotes the vector of the k-th column of transition matrix @, ;17,. The con-
traction and expansion properties (as measured by LLEs) of {v,, ++1, } can be characterized

by the (K — 1) x (K — 1) Jacobian matrix

Jn,t+T0 (vn,t-i-To—l) = VFn,t-f-To (vn,t+T0—1 )7 (230)

where the 77-th element in the matrix is expressed as follows: for¢,7 =1,..., K — 1

A (v . 1) o exp(vn,t+To—1(j>)CIn,t+To,ji eXp(v”7t+To—1(j))Qn,t—l-To,jK
)t t 1) = _ '
n,t+To,i5 \ Un,t+To eXp(/Un,tJrTo*l)’Qn,t+To7.i eXp(vaToﬂ)'Qn,t+T0,.K

2.31)

The Jacobian matrices can be used in estimating Ay ,,(¢, ¢ + 1) according to Equation
(2.24).

For computation, instead of the QR decomposition approach given in Abarbanel et al.
(1992), we adapt the efficient method developed in Ye (2018) to estimate Ay, ,,(¢,t + Tp) by
sequentially multiplying the Jacobian matrices to an initialized unit vector and renormalizing
the obtained vector at each step. This estimation scheme facilitates the implementation of
the proposed stepwise method; when we increase the buffer length by one, we only need to
multiply another Jacobian matrix for the estimation of the new LLE.

The developed SVB can be efficiently performed on NHMMs with ultra-long sequences.
At each iteration, N, subjects are sampled; M subsequences of equal length .S are sampled
from each of the /N, full sequences; two buffers are determined adaptively according to the

proposed local stepwise method for each subsequence; the forward-backward algorithm is
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then performed on the buffered subsequences; finally, variational parameters are updated
solely based on the subsequences without buffers. We first introduce the detailed procedure
of determining the length U,, ,, 1 for the forward buffer, which applies to the determination
of the length U, ,, 2 for the backward buffer. The full procedure of the SVB method is

presented subsequently.
The buffer length U, ,,, 1 of a subsequence is determined though the following steps:

Step I: Suppose the starting point is so for the sampled subsequence of a length S from the
subject n. Specify a threshold ¢ for the error distance, which is set as 107® in this study.
Initiate the buffer length U,, ,,, 1 = 1. Initiate a unit working vector zo; of alength K — 1

and a scalar py = 0.

The forward buffer starts from s, — 1 towards the direction of sy — 2. The following steps

are repeated until the termination criterion is reached.

Step 2: Compute vy, 5,0,

n,m,1

following Equation (2.25) with current values of normalized

forward probabilities.

Step 3: Compute J,, 50—, ..., (Vn,so—U,.....+1) Via Equations (2.30) - (2.31) with entries of

E, v, . the variational estimate of Q,, 5,7, ., .-

Step 4: Update the working vector zo; through the following formula:

wl - JnaSO_Un,m,l (’U”asO_Un,m,l“‘l)wl °

Update the scalar w5 through the following formula:

@y = Wy + log || .

36



Step 5: Compute Ar, ,(So — Un.m.1, So) by averaging wo though the following formula:

W2

Un,m,l

AL,n(SO - Un,m,la SO) =

Step 6: Compute [log(d)/Ar.n(So — Upn,m,1, So)]. Terminate the algorithm and return U, ,, 1
if Upma > [10g8(0)/An.n(So — Unm.1, So)], the buffer has reached the starting point of the
entire sequence, or the buffer length U, ,, ; is regarded too long (e.g., U,, 1 reaches 500).

Otherwise, renormalize oy, set U, ,,1 = U, 1 + 1, and repeat steps 2 - 6.

The full procedure of the SVB method (details similar to those in the VB procedure are

omitted) is given as follows:

Step 1: Specify the number of iterations for the algorithm, Ifer. Initialize variational

parameters and forward and backward probabilities.
The procedure iteratively performs the following steps until Izer is reached.
Step 2: Randomly sample /N, subjects from the total NV subjects without replacement.

Step 3: Randomly sample M subsequences of a length S from each of the sampled N

sequences. Determine buffers for each subsequence using the above procedure.

Step 4: Update forward and backward probabilities and the posteriors for hidden states

based on the buffered subsequences.

Step 5: Update variational parameters for the emission and transition models based on the

subsequences without buffers.

Step 6: Compute the ELBO value £y, using current variational parameters.
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2.4 Simulation Studies

We conduct two simulation studies to assess the empirical performance of proposed methods.
In Simulation 1, we evaluate the finite sample performance of the developed methods under
different sample sizes. We consider three approaches as benchmarks, including an SVB
method without buffers, a conventional Bayesian MCMC method, and a conventional
frequentist MLE method. In Simulation 2, we further compare our methods to the recently
developed Bayesian method for NHMMs via Polya-Gamma data augmentation (PGMCMC,
Holsclaw et al., 2017). The PGMCMC method is specifically designed for NHMMs with
unordered hidden states governed by reduced-design transition probability matrices, a

special case of our full-design transition model given by Equation (2.3).

2.4.1 Simulation 1

In this simulation, we consider an NHMM defined by Equations (2.1)-(2.3) and (2.5) with
K = 3 unordered hidden states. Detailed settings of this simulation are given as follows.
For the transition model given by Equation (2.3), we set true values of p as p119 = 0.5,
pi120 = —0.5, parg = —0.5, paog = 0.5, ps1g = —0.5, ps2p = —0.5, p11 = (0.5)/,
p12 = (—0.5), pa1 = (=0.5), pae = (0.5), p31 = (=0.5)’, and p3o = (—0.5)". We let

wy,; = (Wn41)', where w, ;1 is generated as:

wy, 1 ~ N (4sin(0.0021), 1),

Wnt1 = w;,t,lﬂ(w:,t,l >0)+ 0-1“1;,15,1]1(“’;,1:,1 <0),

and I(-) denotes an indicator function. The local memory decay rates of the considered
NHMM are influenced by the covariate. In specific, the Markov chain exhibits a lower

memory decay rate as w,;; grows more positive. The emission distributions of the
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NHMM are taken as (Yn¢|zne = k, B, %n:) ~ N(x, By, 0}), for k = 1,2,3, where
Tnt = (Tnt1,Tnr2)s Tnea = 1, Tpyeo is generated from a standard normal distribution,
and the true values of the parameters in 3 are set as 8; = (—5,—1), B2 = (—1,1),
Bs = (3,1), and o, = 1 for k = 1,2,3. We consider 12 different scenarios by setting
N =10,50,100 and T' = 10, 102, 103, 10*. For each scenario, we generate 100 data sets
for replications.

In this simulation, we consider three approaches for comparison. The first approach is an
SVB method without buffers. The only difference of the approach with the developed SVB
method is that buffers are excluded. This benchmark is used to examine the effectiveness
of attaching adaptive buffers to control for bias in the developed SVB method. Two
conventional approaches, including a Bayesian MCMC approach and a frequentist MLE
method, are also used as baselines. The MCMC approach is commonly used for analyzing
NHMMs (e.g., Heaps et al., 2015; Kang et al., 2019; Spezia, 2006); it utilizes Gibbs sampler,
Metropolis-Hastings algorithm, and forward-backward algorithm to sample from the exact
posteriors. The approach is expected to produce more accurate estimates by generating
exact samples from the target posteriors than the proposed variational Bayesian methods,
but at the cost of being computationally intensive or even infeasible for massive datasets.

The frequentist MLE approach is another conventional method for NHMMs (e.g.,
Hughes et al., 1999; Kani et al., 2018). The expectation-maximization algorithm is the
standard choice which treats the hidden states as missing data. The E-step uses forward-
backward algorithm to determine the forward and backward probabilities, and the M-
step performs numerical optimizations on the unknown parameters. In applications with
NHMMs, MLE methods are less preferred compared to the Bayesian methods because
Bayesian methods can incorporate prior information, directly provide interval estimations
for the parameters, and produce reliable results for complex models such as NHMMs.
Nonetheless, we consider the MLE method here to thoroughly evaluate the performance of

the proposed methods. In total, we consider five methods in this simulation study, that is,
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VB, SVB, SVB without buffers, MCMC method, and MLE method.
We assign normal priors for 3 and p in the four Bayesian methods (i.e., MCMC, VB,
SVB, and SVB without buffers) as:

p(IB) ~ N(IBO7 Eﬂﬁ)ﬂ p(p) ~ N(PO, 2,0,0)’

where the hyperparameters are set as 3y = 0, X5 = 10°I, py = 0, and 3, = 10°T so
that the priors are diffuse. For the VB and SVB methods, we apply 7, ,x, = 2and 13 = 3
factors in variational posteriors for p and 3, respectively. Moreover, we sample N, = 1
subject out of the NV subjects randomly at each iteration for the VB methods; as mentioned
previously, this stochastic consideration reduces computational cost significantly and attains
acceptable estimation accuracy. For the SVB methods, the number of subsequences M is
set as 10 and the length of each subsequence S is set as 10. Further sensitivity analyses
show that varying M and S provides similar estimation results. All five approaches are
implemented using Python. Related computer codes are provided as a supplement for this
paper. Several test runs show that the MCMC method converges within 5000 iterations;
we obtain estimation results for this method using 5000 samples after discarding the first
5000 burn-in iterations. Convergence for MLE, VB, and SVB methods generally occurs
within 2000 iterations; we thus use a conservative 10000 iterations for these methods. Each
of the five methods is applied to analyze the generated data sets on a computer with an 8
GB memory and a 2.70 GHz CPU; the estimation results are assessed using computational
time, bias and root mean square errors (RMSE). Table 2.1 summarizes the results for this
simulation. Note that to make the table concise, we report the average RMSE and bias of
the parameters in the emission model and transition model, respectively; the detailed bias
and RMSE of each specific parameter are available upon request.

The results show that the MCMC approach (first panel in Table 2.1) performs the best

in recovering the parameters in both the emission model and transition model with different
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sample sizes. The main obstacle for the MCMC approach is the high computational cost;
it is evident that the computation time for one replication increases to over 8500 seconds
when the total sample size NT reaches 10*. Further MCMC replications are not completed
due to our limited computational resources. The MLE approach (second panel in Table
2.1) performs not as well as MCMC in terms of estimation accuracy; its computational
efficiency is also limited. The proposed VB and SVB methods (third and fourth panels in
Table 2.1) provide comparable estimation accuracy to that of the MCMC and MLE methods,
especially for datasets with relatively long sequences (e.g., 7' > 10%). The efficiency gain
for the two proposed methods is significant; the VB method is able to handle datasets
with long sequences within a reasonable time frame, and the SVB method attains high
efficiency in analyzing datasets with ultra-long sequences. As expected, we note that the
SVB method is slightly less accurate than the VB method because SVB only uses several
buffered short subsequences sampled from an ultra-long sequence. The significant bias and
RMSE associated with the estimations from the method of SVB without buffers (fifth panel
in Table 2.1) highlight the effectiveness of using adaptive buffers to control for bias due
to subsampling. Overall, the MCMC approach is preferable when N and 7" are small to
moderate, the VB approach is preferable when sequences are long, and the SVB approach
is preferable when sequences are ultra-long. Therefore, we apply the VB approach in our
first data application to analyze an NHMM with long sequences of children’s eye-tracking
scan-paths, and use the SVB approach in the second data application to analyze an NHMM

with ultra-long sequences of customers’ mobile Internet usage records.
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Table 2.1: Estimation results in Simulation 1.

MCMC MLE VB SVB SVB w/o Buffer
N T BIAS RMSE Time* BIAS RMSE Time BIAS RMSE Time BIAS RMSE Time BIAS RMSE Time
Parameters in emission model, 3

100 0.0849 0.1846 117.79 0.0920 0.2894 48.47  0.2325 0.5063 139.30 - - - - - -
102 0.0045 0.1226 991.24 0.0058 0.1228 300.11 -0.0467 0.3842 224.38

10 10%  0.0022 0.0705 8639.88 -0.0015 0.0720 2526.32 0.0032 0.1569 767.75 0.0056 0.1529 1001.21 0.3269 0.4933 245.71
10* - - - - - - 0.0046 0.1373 6134.78 0.0012 0.0703 1376.63 0.3345 0.4578 249.30
10 -0.0093 0.1341 59394 0.0157 0.1670 195.18 -0.2242 0.4651 140.47 - - - - - -
50 102 0.0026 0.0805 6011.44 0.0036 0.1202 1521.44 -0.0235 03161 231.23 - - - - - -
103 - - - - - - 0.0027 0.1691 774.81 0.0032 0.1066 1004.82 0.3434 0.5184 246.39
101 - - - - - - 0.0008 0.1021 6376.39 -0.0005 0.0787 1358.54 0.3529 0.4785 245.45
101 0.0026 0.0821 1140.92 -0.0020 0.1248 378.25 02226 0.4283 162.25 - - - - - -
100 102 -0.0019 0.0577 8540.19 0.0025 0.0830 3080.02 0.0325 0.3109 236.85 - - - - - -
103 - - - - - - 0.0050 0.1938 790.37 0.0003 0.1033 1033.26 0.3295 0.5725 246.00
,,,,, o' - - - - - - 00007 00924 6403.50 00072 00770 1370.99 03516 04823 246.62
Parameters in transition model, p
10 -0.1442 0.3218 -0.2780 0.4110 -0.2985 0.5452 - - - -
10 102 -0.0577 0.1807 0.0917 0.1961 0.0921 0.3744 - - - -
10%  0.0069 0.0956 -0.0090 0.1367 -0.0155 0.2605 -0.0891 0.2949 -0.3263  0.5737
10* - - - - -0.0061 0.1679 -0.0628 0.1305 -0.2395 0.3796
10 -0.0981 0.1695 -0.1649 0.3523 -0.3012 0.4934 - - - -
50 102 0.0216 0.1302 -0.0736  0.1824 -0.0506 0.3212 - - - -
103 - - - - -0.0100 0.2346 -0.0847 0.2337 -0.3419  0.6036
10* - - - - 0.0086 0.1141 -0.0574 0.1138 -0.2482  0.4126
10" -0.0607 0.1275 -0.0645 0.1791 -0.2995 0.5263 - - - -
100 10 -0.0192 0.0830 0.0122 0.1217 -0.0818 0.2969 - - - -
103 - - - - -0.0081 0.2437 -0.0821 0.2307 -0.3232  0.5766
10* - - - - 0.0077 0.1116 -0.0544 0.1032 -0.2428  0.4023

*Average computation time in seconds for one replication.



2.4.2 Simulation 2

In this simulation, we compare the proposed methods to the PGMCMC approach in
Holsclaw et al. (2017). The PGMCMC approach utilizes the method of P6lya-Gamma
data augmentation to induce conjugacy for parameters in the transition model so that an
efficient and closed-form Gibbs sampler can be obtained. The closed-form Gibbs sampler
enables the PGMCMC approach to handle NHMMs with long sequences of a length up to
10*. Here we use this recently developed method as another baseline.

The PGMCMC approach is developed for NHMMs with N = 1 sequence of multivariate
temporal process y7. The corresponding emission model is defined separately on each
element of y; from y;; to y;r,; and y; forms a multivariate emission model similarly to the
one given in Equation (2.5). The corresponding transition model, on the other hand, is in a

reduced form given as: for ki, ko =1,..., K,

eXP(Pkyky,0 + Wi Pk,)
K )
Zj:l exp(pr,j0 + WiP;)

qt,kl ko —

where pyi o and pyx are set as 0 for all £ for identification purposes. This reduced form
model has one set of regression coefficients for the probability of entering each state &, and
is a special case of our full-design transition model given in Equation (2.3).

In this simulation study, we consider an NHMM as described above with K = 3 hidden
states. For the transition model, we have w; = (w; 1, w;2)’, where w, ; is generated from
a standard normal distribution and w, » is generated from a Bernoulli distribution with a
probability of 0.5 to be 1. The true values of parameters are set as p110 = 2, {120 = 2,
€10 =—2,800=2,&1=—2,&2=—2,p; = (—1,1), and p, = (0.5, —1)". For the

emission model, we consider two cases. The first case is a Gaussian emission model with
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the dimensionality of y; being 12, = 2; the model is given as follows:

(ytj|2t = kﬂﬁ) ~ N(Mjkao-?k)a

where the true values of parameters in 3 are set as jy3 = —5, 12 = —1, 13 = 3,
fo1 = —4, piag = 0, pog = 4, and 0, = 1 for j = 1,2,k = 1,2, 3. The second case is an

exponential emission model with 17, = 2; the model is given as follows:

(Wil =k, B) ~ Exp(p;n),

where Exp(-) denotes an exponential distribution and the true values of parameters in 3 are
setas 11 = 2.7, 1o = 1, 1 = 0.4, pog = 4.5, gy = 1.6, and po3 = 0.6. We consider 4
different scenarios with 7' = 5 x 103, 10*,5 x 10%, 10° for evaluation. For each scenario,
we generate 100 data sets for replications.

Similar diffuse priors as in Simulation 1 are used. The settings and implementations of
VB and SVB methods are also similar to those described in Simulation 1. The PGMCMC
approach is implemented using the R-package NHMM provided by Holsclaw et al. (2017),
and the default settings therein are used in this study. Several test runs show that the
PGMCMC approach converges within 5000 iterations. We therefore use a burn-in phase
of 5000 iterations and obtain the estimation results based on another 5000 iterations. In
simulation 2, we use 10000 iterations for the VB and SVB methods. Table 2.2 summarizes
results for this simulation.

The results show that the proposed VB and SVB methods provide comparable estimation
accuracy and superior computational efficiency compared to PGMCMC. The computational
gain of SVB is again significant with slight sacrifice of estimation accuracy. This simulation

study further confirms the satisfactory performance of the proposed methods.
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Table 2.2: Estimation results in Simulation 2.

PGMCMC VB SVB
T BIAS RMSE  Time* BIAS RMSE Time* BIAS RMSE Time*

Gaussian emission case, parameters 3

5x 10% 0.0283 0.1630 8653.22 0.0029 0.0110 2407.13 0.0035 0.0110 433.02
10* 0.0145 0.0260 34178.44 0.0014 0.0073 5140.68 0.0042 0.0087 473.76

5 x 10% - - - - - - 0.0009 0.0066 511.56
U T - T -___ 00012 0.0054_ 549.78
Gaussian emission case, parameters p
5x10% 0.0515 0.0932 0.0165 0.0533 0.0180 0.0670
10 0.0427 0.0775 0.0086 0.0380 0.0116 0.0405
5 x 10 - - - - - - 0.0073 0.0251
10° - - - - - - 0.0038 0.0182

Exponential emission case, parameters 3

5x 10% 0.0637 0.1481 8511.60 0.0133 0.0191 3024.41 0.0128 0.0545 431.34
10* 0.0215 0.0797 32832.20 0.0071 0.0103 5943.06 0.0038 0.0135 441.84

5 x 10% - - - - - - 0.0040 0.0092 432.18
10° - - - - - - 0.0030 0.0075 446.46
Exponential emission case, parameters p
5x 103 0.0507 0.0832 0.0537 0.1039 0.0798 0.1487
10* 0.0397 0.0671 0.0409 0.0706 0.0688 0.1017
5 x 10% - - - - - - 0.0535 0.0686
10° - - - - - - 0.0372 0.0461

*Average computation time in seconds for one replication.

2.5 Analysis of Eye-tracking Scan-path Data

In this section, we present an analysis of the first motivating example. This analysis used
an NHMM to delineate how children with ASD watch social-communicative scenes when
interacting partners in the scenes vary by social salience (i.e., puppet v.s. person) and to
reveal how HSCs (e.g., speech cue) affect selective social attention of the children. We

applied the proposed VB method to perform statistical inference for the NHMM.
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2.5.1 Scan-path Data

A group of ASD children (N = 39; Median age = 49.44 months) were eye-tracked while
they were watching a designed video clip. The featured video is 86-second-long, depicting
two interacting partners, a puppet and an actress (i.e., a person), engaging in a playful
conversation. In the video, the puppet and the person took turns speaking and playing with
a ball; the ball was introduced at around the 23-second mark of the video, segmenting the
video into two parts naturally. Typical frames from the video clip are shown in Figure 2.4.
The setting of this study is suitable to examine the relative social salience of the puppet and
the person based on the following considerations. First, of a similar size to the actress in the
scene, the puppet mimicked human behaviors with moving limbs, head and mouth, stable
eyes, and a female voice performed by another actress, ensuring the puppet is human-like.
Second, two partners in the video separated the left and right halves of the scene without
any overlap and their locations remained largely unchanged, facilitating the detection and
interpretation of ROIs. Third, introduction of the ball enabled us to evaluate the distracting
effect of the ball on children’s attention to the puppet and the person. Finally, HSCs such as
speech and face direction of the puppet and the person were clearly present in the video,
allowing us to examine the impacts of HSCs on children’s attention shift across ROIs.
The study was implemented on an eye-tracking platform. The video was displayed on a
computer monitor with the resolution of 1680 x 1050 pixels that comprised 43.1 degrees of
visual angle. Coordinates of each child’s gaze points were recorded by an SR EyeLink 1000
Plus 500 Hz eye-tracker at a sampling rate of 30 Hz (the sampling rate of the eye-tracker
matches with the frame rate of the video), which results in an observation scan-path of a
length T' =~ 2.6 x 103 (see Figure 2.4 for gaze points of a child).

We pooled the gaze points of the entire group together and plotted them in Figure 2.5,
where the monitor frame area is (0 < x < 1680, 0 < y < 1050). The distribution of gaze

points is dispersed with no obvious clustering patterns and a considerable amount of gaze
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(c) ROIs on frame, before ball (d) ROIs on frame, after ball

Figure 2.4: Typical frames of the video in the eye-tracking study for children with autism
spectrum disorders (ASD). (a) a frame from before the ball is introduced; (b) a frame
from after the ball is introduced; the gaze points are from a randomly selected ASD child
throughout the video clip. (c) and (d) include data-driven ROIs (i.e., hidden states) given by
the NHMM modeling. Except for the first hidden state of a point at (0,1050), the second,
third, fourth, and fifth ROIs are denoted in grey, blue, green, and red colors, which can be
interpreted as background, person face, puppet face, and ball, respectively.

points are located outside the monitor frame area. A gaze point outside the monitor frame
area suggests the eye-tracked participant not paying attention to the video content at the
moment. One technical issue of the eye-tracker is that it is only able to track the precise
location of an outside-of-frame gaze point when the point is not far from the frame; if the
gaze point is too far from the frame, the default program of the eye-tracker automatically
uses the coordinate of upper left corner of the frame, (0, 1050), as a surrogate (account
for 16.2% of all gaze points in our sample). Such surrogate observations were classified
into a separate state in NHMM, which should draw our special attention because such
observations indicate that children were highly distracted at the moment.

HSCs in the video are mainly speech and face directions of the two partners. Speech

was present for 93% of the video clip, with remaining time of the video filled with naturally
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Figure 2.5: Pooled gaze points of all participants in the eye-tracking study.

occurring, transitional silences between conversation partners. The speech of the puppet
and the actress accounted for 64% and 36% of the overall speech in the video, respectively;
the two partners took turns and did not speak simultaneously. As for the face directions,
before the ball was introduced, the partners either spoke to the camera or looked at each
other; they also looked at the ball after the ball was introduced. The HSCs in the video were
coded frame-by-frame according to the two partners’ speech and face direction to form time-
varying covariates, which may influence children’s attention shift between ROIs. In total,
six binary indicators variables (given in Table 2.3) were defined to specify combinations of
puppet speech, person speech, puppet face direction, and person face direction, where no
speech and person and puppet looking at camera (i.e., looking at the participants) are set as
reference categories.

Specifically, recall that w, denotes the covariate vector in the transition model at
time ¢, then w; = (Ppt_Spk,, Per_Spk,, Ppt_Per,, Ppt_Bal,, Per Ppt,, Per Bal,)’, where
Ppt_Spk,, Per_Spk,, Ppt_Per,, Ppt_Bal,, Per_Ppt,, and Per_Bal, are binary indicators

taking the value of 1 when the corresponding scenario occurs in frame ¢.

2.5.2 Model Specification and Inference

In this study, we proposed an NHMM with an emission model that uses a bivariate normal

density to describe the distribution of the coordinates of each gaze point conditional on
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Table 2.3: Codings of higher saliency cues in the video of the eye-tracking study for children
with ASD.

Factor Value Variable Interpretation

0 Baseline  No Speech

Speech Ppt_Spk, Puppet Speaking
Per_Spk, Person Speaking
Puppet Baseline  Puppet Looking at Camera

Ppt_Per, Puppet Looking at Person

1
2
0
Face Direction !
2 Ppt_Bal, Puppet Looking at Ball
0
1
2

Baseline  Person Looking at Camera
Per_Ppt, Person Looking at Puppet
Per Bal; Person Looking at Ball

Person
Face Direction

the hidden state and a transition model that considers the impact of HSCs on transition
probabilities between hidden states. Since we directly modeled children’s eye movements,
the hidden states in our model are associated with the ROIs on which children’s attention is
focused. ROIs can be interpreted depending on their specific locations and do not follow
a rank order. The transition between hidden states thus reflects children’s attention shift
across ROIs; and the nonhomogeneous setting in the transition model examines the effects
of HSCs on children’s attention shift.

The proposed NHMM is defined by Equations (2.1) - (2.3) and (2.5) with the number
of hidden states K to be determined. The specific emission model is given as: for n =

1,...,N,

(ynt|znt = 1) ~ ]I<ynt = Hl);

(Ynt|zne = k) ~ N (g, X)), fork=2,... K,
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where the covariance matrices can be represented as

2
Ok1 QOE10k2

2
QpOE10k2 0o

The mean vector u; and the covariance matrix 3, in the emission model characterize
the center and the spread of the corresponding state. As mentioned above, the emission
distribution of the first state is assumed to be a constant distribution with a point mass
at the coordinate (0, 1050) to model the surrogates for the gaze points far away from the
frame. This separate state indicates that children were highly distracted at the moment. The
multinomial logit model given in Equation (2.3) was adopted for modeling the transition
probabilities.

One feature of the designed video is that the ball was introduced at around the 23-second
mark of the video. The ball itself is likely to represent an ROI, indicating the inclusion of
the ball may change the number of the hidden states. We therefore split each scan-path
into two segments according to the inclusion of the ball and applied the proposed NHMM
twice to analyze the scan-paths recorded before the ball was introduced (T =~ 0.8 x 10%)
and after the ball was introduced (T ~ 1.8 x 10%), respectively. The obtained two sets of
results may provide clues to the distracting effect of the ball on children’s attention. Note
that before the ball was introduced, the covariate vector in the transition model should be
w; = (Ppt_Spk,, Per_Spk,, Ppt_Per,, Per Ppt,)’.

The developed VB method was utilized to perform statistical inference on the NHMM.
Prior distributions similar to that used in the simulation study were used for the Bayesian
inference. We applied 7, 1,1, = 5 (r, 1,k = 7 for the analysis of scan-paths after the
ball is introduced) and 73, = 5 factors in variational posteriors for p and 8 = (u, X),
respectively. Note that we used full covariance matrices because the dimensionality in

this scenario is relatively low. Researchers can use substantially smaller number of factors
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compared to parameter dimensions when facing high-dimensional situations. We sampled
N = 1 subject out of the N = 39 subjects randomly at each iteration; as demonstrated in
the simulation study, this stochastic method reduces computational cost significantly and
attains satisfactory estimation accuracy. To obtain appropriate initial values of parameters,
we followed the suggestion in Song et al. (2017) by conducting a preliminary analysis using
the MCMC method on a small proportion of the data. Test runs showed that the VB method
converges within 2000 iterations. We terminated the VB algorithm after 5000 iterations (see
Figure 2.8 in the Appendix for the plot of the corresponding ELBO values). The number of
hidden states, K, was determined using the widely applicable information criterion (WAIC,
Watanabe, 2010). We varied K from 2 to 8 and computed WAIC for each candidate model,
with results shown in Table 2.4.

Table 2.4: WAIC values of the NHMM model with different number K of hidden states
in the analysis of eye-tracking scan-path data. “Before Ball” and “After Ball” denote the
scenarios of before and after the inclusion of the ball in the video, respectively.

K Before Ball After Ball

2 9165.66 25463.88
8729.95 21021.13
8179.22 20940.01
8826.18 19860.86
8853.79 20232.38
8984.94 20254.24
9487.99 22597.82

0NN Nk~ W

2.5.3 Results

We summarized results in this section. NHMMs with K = 4 and K = 5 hidden states
exhibit the best fit to the scan-paths before and after the introduction of the ball, respectively
(shown in Table 2.4). This suggests that the introduction of the ball increases the number of
ROIs by one and the ball itself represents an ROI to the children. The estimation results for

parameters in the emission model are given in Table 2.5.
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Table 2.5: Bayesian estimates (posterior standard deviations in the parentheses) for the
parameters in the emission model in the analysis of eye-tracking scan-path data. Parameters
in py and X, indicate the center locations and area spreads of ROIs, respectively. “Before
Ball” and “After Ball” denote the scenarios of before and after the inclusion of the ball in
the video, respectively.

States (k)  Parameters Before Ball After Ball Parameters Before Ball After Ball

792.51 1016.57 397.99 634.18
H21 (1.4774)  (1.4650) 721 (1.1922)  (1.0673)
Background 312.01 448.85 314.53 446.63
() fh22 (1.8068)  (1.1941) 722 (1.0717)  (1.2474)
0.2216 0.0895
a2 0.0134)  (0.0073)
1129.23 1129.24 59.08 77.19
Ha1 (0.5139)  (0.5756) 731 (0.3414)  (0.5002)
Person Face 699.26 691.03 64.72 77.40
(3) 1432 (0.4903)  (0.9804) 752 (0.2812)  (0.7768)
0.1182 0.1714
a3 0.0421)  (0.0125)
447.44 377.04 91.70 108.78
fa1 (12733)  (0.5760) o4 (0.4293)  (0.2411)
Puppet Face 551.70 527.54 99.18 105.35
) fa2 (1.8640)  (1.1750) o42 (0.9299)  (0.3937)
-0.0043 0.0513
ad 0.0104)  (0.0256)
619.53 132.13
Hs1 - (0.7351) 751 - (0.8658)
Ball 274.61 80.53
5) 152 - (1.2062) 752 ) (0.3793)
N ] 0.2529
> (0.0196)

The estimated ROIs are depicted in Figure 2.4. By comparing the two sets of results in
Table 2.5 and Figure 2.4, we noted that ROIs display larger spread after the inclusion of
the ball. Larger ROI spreads might indicate less concentrated attention on related objects,
providing evidence for the distracting effect of the ball on children’s attention. According
to the locations and spread areas of the ROIs, they were interpreted as background, person
face, puppet face, and ball (see Figure 2.4). The ROIs of person face and puppet face

indicate children’s attention to the two partners in the video and are the main interest of the
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current study.

The data-driven ROIs detected through the NHMM offer an alternative to the conven-
tional method of pre-defining ROIs manually. For example, previous research generally
isolates the body parts of partners in the video as separate ROIs (e.g., Chawarska et al.,
2012; Shic et al., 2019), which seems not be supported by the current analysis. NHMM
classified the body parts into the background region according to signals of children’s

scan-paths, suggesting the body parts of the partners may not be salient objects in the scene.

Participants
Participants
20

10

. |
200 400 600 1000
Time Index Time Index

(a) Hidden states sequences, Before Ball (b) Hidden states sequences, After Ball

Figure 2.6: Estimated hidden state sequences for children with ASD in the eye-tracking
study. The five hidden states of a point at (0,1050), background, person face, puppet face,
and ball, are denoted in black, grey, blue, green, and red colors.

The estimated state sequences z, 7, shown in Figure 2.6, indicate children’s attention
shifts across ROIs and provide fruitful information on children’s eye movement patterns,
which help reveal the relative salience of the two partners. Specifically, the attention to
the puppet ROI exhibits a higher degree of consistency among the children than that of
the attention to the person ROI. This phenomenon is particularly noticeable in the first
subfigure of Figure 2.6. The column-wise consistency of the green hidden states indicates
that the puppet ROI may draw systematic attention from the children, which is not the case
for the person ROI; this provides evidence of the higher saliency of the puppet relative to
the person.

Parameters in the transition model reflect the effects of HSCs on children’s attention
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shifts across ROIs. For example, the influences of speech cues on children’s attention to
puppet face can be obtained from the coefficients related to the transition probabilities from
other ROIs to the ROI of puppet face. The full estimation results for parameters in the
transition model are given in the Appendix (Tables 2.10 - 2.11).

Table 2.6: Bayesian estimates (posterior standard deviations in the parentheses) for the
parameters in the transition model that reflect the effects of speech cues on attention shift
to the two partners in the video.

Stimuli From* To* Before Ball After Ball Stimuli From*™ To* Before Ball After Ball
1 3 -0.6570 -0.8066 1 4 -0.2497 -0.6349
(0.6839) (1.4790) (0.4738) (1.0550)
5 3 0.9172 0.7941 5 4 0.8417 0.1981
(0.5046) (1.1395) (0.5259) (0.8562)
Person 3 0.9697** 1.0117 Puppet 3 4 0.9048** 0.3469
Speech ) (0.3440) (0.6536) Speech ) (0.2642) (1.0873)
4 3 0.7766 0.1424 4 4 1.0180** 1.0971**
(0.5225) (0.8967) (0.3164) (0.3941)
0.0043 0.1989
3 3 ) (0.5992) 3 4 ) (0.4754)

* State 1: (0,1050), 2: Background, 3: Person Face, 4: Puppet Face, 5: Ball.
** Zero is not contained in the 95% credibility interval.

The estimated parameters that reflect the effects of speech cues on attention shifts to the
two partners are summarized in Table 2.6. The results show that speech cues may increase
the saliency of the speaker and draw children’s attention to the speaker. One advantage
of the NHMM modeling is that it reveals the mechanisms of how the speech cues help
draw children’s attention. Specifically, before the introduction of the ball, person speech
helps to maintain a child’s attention to the person, conditional on that the child is paying
attention to the person; puppet speech not only helps to maintain a child’s attention to the
puppet, conditional on that the child is paying attention to the puppet, but also increases
the likelihood that the child shifts attention to the puppet, conditional on that the child
is paying attention to the person. After the inclusion of the ball, only puppet speech is
effective in maintaining a child’s attention to the puppet, conditional on that the child is
paying attention to the puppet. These results demonstrate the higher saliency of the puppet
relative to the person with effects of speech cues and that children’s attention to the puppet

might be less distracted by the ball.
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The above findings were further confirmed by the estimated transition matrices in
different scenarios of speech cues given in Table 2.7. We found that the puppet seemed to

Table 2.7: Transition matrices in different scenarios of speech cues in the analysis of
eye-tracking scan-path data.

Case 1: Before Ball

Scenario 1: No Speech Scenario 2: Person Speech Only
Fronsac 1 2 3 4 1 2 3 4
1 0.9118 0.0367 0.0228 0.0287 0.9396 0.0325 0.0119 0.0160
2 0.0739 0.8849 0.0185 0.0227 0.0546 0.8826 0.0352 0.0275
3 0.0498 0.0152 0.9225 0.0125 0.0201 0.0108 0.9628 0.0063
4 0.0465 0.0103 0.0084 0.9348 0.0212  0.0090 0.0092 0.9606

Scenario 3: Puppet Speech Only

w1 2 3 4

1 0.9409 0.0251 0.0110 0.0231
2 0.0416 0.9190 0.0098 0.0296
3 0.0330 0.0229 0.9237 0.0204
4 0.0175 0.0066 0.0015 0.9743

Case 2: After Ball

Scenario 1: No Speech Scenario 2: Person Speech Only
From-g 1 2 3 4 5 1 2 3 4 5

1 0.9005 0.0321 0.0155 0.0231 0.0288 0.9380 0.0257 0.0071 0.0148 0.0144
2 0.2908 0.6067 0.0301 0.0351 0.0372 0.1428 0.8078 0.0252 0.0091 0.0151
3 0.1496 0.0201 0.7891 0.0211 0.0201 0.0576 0.0074 0.9241 0.0043 0.0065
4
5

0.1470 0.0137 0.0156 0.7960 0.0277 0.0664 0.0052 0.0080 0.9074 0.0130
0.1593 0.0188 0.0210 0.0233 0.7776 0.0807 0.0090 0.0107 0.0100 0.8895

Scenario 3: Puppet Speech Only

w1 2 3 4 5

0.9392 0.0244 0.0059 0.0128 0.0177
0.1687 0.7688 0.0107 0.0249 0.0269
0.0688 0.0109 0.8971 0.0137 0.0095
0.0567 0.0042 0.0040 0.9196 0.0154
0.0859 0.0082 0.0104 0.0153 0.8802

* State 1: (0,1050), 2: background, 3: person face, 4: puppet face, 5: ball.
Note: Reference categories that person and puppet looking at camera are used here.

AW =

be more salient than the person in most scenarios of speech cues (scenarios 1 and 3 in both
cases in Table 2.7). Specifically, children were more likely to shift attention from the ROIs
of the point (0, 1050) and background to the puppet ROI than to the person ROI. They were

also less likely to shift attention to other ROIs from the puppet ROI than from the person
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ROI. Moreover, even in the scenario that only the person was delivering speech (scenario 2
in both cases in Table 2.7), the puppet ROI was more likely to draw children’s attention
from the point (0, 1050) ROI than the person ROL

In this analysis, the VB analysis of NHMM determined data-driven ROIs, revealed the
state sequences associated with children’s eye movements, depicted children’s attention
shift between ROIs, evaluated the impacts of HSCs on children’s attention shifts, and
explored the transition matrices under different scenarios of speech cues. These modeling
achievements are difficult to obtain using the conventional methods in autism research. Our
obtained results provide evidence on the higher saliency of the puppet relative to the person
in the designed social-communicative scenes, which may help to understand the mechanism
behind the advantageous performance of humanoid representations in teaching children

with ASD and should be considered in the development of intervention schemes for ASD.

2.6 Analysis of Mobile Internet Usage Data

This section presents an analysis of the second motivating example. This analysis proposed
an NHMM to model customers’ mobile Internet usage behaviors, the underlying latent
needs for mobile Internet, and the influences of customers’ conventional telecom behaviors
on the latent needs. The SVB method was used to analyze the ultra-long sequences of
customers’ telecom records. We also demonstrated the capability of the utilized NHMM
framework in forecasting of customers’ future mobile Internet usage, based on which
companies can adjust their CRM strategy and achieve better mobile Internet capacity

planning.

2.6.1 Mobile Internet Usage Data

The mobile Internet usage dataset contains records of whether each of the 82 customers

made/received calls, sent/received texts, and used mobile Internet at a frequency of every
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five minutes for 10 months from September 2013 to June 2014, resulting in N = 82
observation sequences of a length 7' = 87552. The dataset also contains price of mobile
Internet data at each time period. Records of whether customers used mobile Internet y,, ;
are considered as the binary dependent variable, where y,,; = 1 if customer n used mobile

Internet at time t. Possible covariates in the NHMM are:

Int_Chg, > 0 denotes the price of mobile Internet data at time ¢;
Call,; € {0,1}, Call,; = 1 if customer n made or received phone calls at time ¢;

SMS,,; € {0, 1}, SMS,,, = 1 if customer n sent or received text messages at time ¢.

We expected the price of mobile Internet data at each period may directly affect customers’
mobile Internet usage at that period, and customers’ conventional telecom behaviors such
as calls and texts may affect their latent needs for mobile Internet which govern customers’
decisions of using mobile Internet. The instant effect of the price of mobile Internet data
is intuitive, as customers tend to be price-sensitive. Customers’ conventional telecom
behaviors are assumed to affect their states of latent needs for mobile Internet because the
effects tend to be in the longer term considering that the observation time window is short in
this study. The communication behaviors are likely to create a regime shift in a customer’s
mobile Internet use pattern by transitioning the customer to a different state of latent need
for mobile Internet. Preliminary analysis suggests that conventional telecom behaviors may
be associated with customers’ higher latent demands for mobile Internet. We found that if a

customer made or received calls or texts in the previous period, there was a increase of the

likelihood of using mobile Internet data in the period after (shown in see Figure 2.7).

2.6.2 Model Specification and Inference

We considered a K -state NHMM defined by Equations (2.1)-(2.2) and (2.4)-(2.5) with an
emission model of a logistic regression to describe the probability of using mobile Internet

at each period and examine the instant effect of mobile Internet data price on the probability
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Figure 2.7: Customers’ mobile Internet usage under different scenarios of calls/texts in
the previous period. Scenarios 1: No call/text message in the previous period; 2: Only
made/received calls; 3: Only sent/received texts; and 4: Both calls & texts.

conditional on the current hidden state. The specific form of the emission model is: for

n=1,...,.N,k=1,...,Kandt=1,...,T,

Int_Ch
P(yn,t = 1|Zn,t = k) — eXP(Bko + 5k1 n gt)

_ , (2.32)
1 + exp(Sro + Br1Int_Chg,)

where [;; captures the instant effect of mobile Internet data price. Since the hidden states
govern customers’ decisions of using mobile Internet, these states can be interpreted as
latent needs for mobile Internet and have a natural order from weak to strong. Therefore,
the transition model with continuation-ratio logits given in Equation (2.4) was used and the
nonhomogeneous setting therein revealed the impacts of conventional telecom behaviors
on customers’ states of latent needs for mobile Internet. The specific form of the transition

model is given as follows: forn =1,... N, ky =1,... . K,k =1,...,K — 1 and
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t=2,...,T,

log (P(zn,t = k2|zn,t71 == kl)) _ 10g ( An,tk1ko )

Pzt > ka|2zni—1 = k1) Onthikotl T+ Qnit K

= Phiks,0 T Pr;,1CaL10 1 + pry 2SMS, 1.

The proposed SVB method was utilized to conduct statistical inference on the proposed
NHMM. The prior distributions similar to that used in the simulation study were adopted.
We applied 7, 1,1, = 3 and 75, = 2 factors in variational posteriors for p and 3, respec-
tively. We sampled N, = 1 subject out of the N = 82 customers and M = 10 subsequences
of a length S = 20 from the full sequence randomly at each iteration. We analyzed a small
proportion of the data to obtain good initial values for parameters estimation (Song et al.,
2017). Test runs showed that the SVB method converged within 4000 iterations. The
algorithm was thus terminated after a conservative 10000 iterations (see Figure 2.9 in the
Appendix for the plot of ELBO values). The number of hidden states, /', was determined

through WAIC. We varied K from 1 to 5 and computed WAIC for each candidate model.

2.6.3 Results

The obtained results are summarized in this section. The WAIC values for candidate models
are 17187.03, 16157.54, 15669.34, 15809.98 and 15884.97 (K =1 to 5). The NHMM with
K = 3 hidden states provides the best overall fit to data. The average probabilities of using
mobile Internet conditional on hidden states 1 to 3 were calculated as 0.0315, 0.1037 and
0.2092, suggesting the states can be interpreted as the states of weak, moderate, and strong
latent needs for mobile Internet, respectively.

The estimates of parameters are given in Table 2.8. For the emission model, the effects
of mobile Internet data price on mobile Internet use are negative, which is consistent with

the fact that customers are generally sensitive to price. Interestingly, our NHMM modeling
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Table 2.8: Bayesian estimates (posterior standard deviations in the parentheses) for the
parameters in the NHMM in the analysis of mobile Internet usage data.

States (k)*

Covariates Parameters
1 2 3
—3.4047* —2.4706* —1.8920**
.. i Bro (0.0074) (0.0163) (0.0083)
Emission - -
Int Chg B —3.3272 —2.3374 -1.8970
(1.5742) (0.6752) (2.2948)
3.7546** 1.3522* —4.3117*
i Pk10 (0.0029)  (0.0152)  (0.0101)
P 2.7517* 0.1622**  —5.0030**
- - (0.0397) (0.0168) (0.0225)
Transition call by 00ATET —L82s2 L7834
(0.0226) (0.0117) (0.0433)
aMS . —0.2671** —0.2637"* —0.4397**
(0.0546) (0.0475) (0.0471)

* State 1: weak need for mobile Internet, 2: moderate need, 3: strong need.

** Zero is not contained in the 95% credibility interval.
revealed that the negative effects of mobile Internet price are significant only under the
hidden states of weak to moderate latent needs for mobile Internet. When customers are in
the state of strong needs, they tend to ignore the influence of mobile Internet charge.

For the transition model, we found that conventional telecom behaviors have negative
effects on the probability of transitioning to a state of weaker needs for mobile Internet.
These results indicate that conventional telecom behaviors may motivate customers to
transition to states of stronger latent needs for mobile Internet, which agrees with the
findings in the preliminary analysis. The relationships between customers’ conventional
telecom behaviors and states of latent needs for mobile Internet can be further revealed
through the estimated transition matrices (shown in Table 2.9).

We found that the impacts of phone calls on mobile Internet use seemed to be stronger
than that of text messages by comparing scenarios 1 - 3 in Table 2.9. Specifically, calls
substantially increase the probabilities of transitioning from any state to the state of strong
need for mobile Internet (i.e., state 3). That is, calls may be more effective in stimulating

customers’ latent needs for mobile Internet, compared to texts. These results are reason-
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Table 2.9: Transition matrices in different scenarios of communication behaviors in the
analysis of mobile Internet usage data.

Scenario 1: No Activity Scenario 2: Calls Only
Fro 0 1 2 3 1 2 3
I 09771 0.0215 0.0014 0.9431 0.0489 0.0080
2 07945 0.1111 0.0944 0.3832 0.0980 0.5188
3 0.0132 0.0066 0.9802 0.0022 0.0011 0.9967
Scenario 3: Texts Only Scenario 4: Calls & Texts
Fro 0 1 2 3 1 2 3
1 09703 0.0274 0.0023 0.9269 0.0602 0.0129
2 07481 0.1196 0.1323 0.3231 0.0858 0.5911
3 0.0086 0.0043 0.9872 0.0015 0.0007 0.9978

able considering that phone calls may be more effective than text messages in affecting
customers’ psychological status (e.g., to a status of more willing to play online games on
their smartphones) or delivering information that should be processed using mobile Internet.
We also noted the combination of calls and texts is most effective in increasing customer’s
likelihood of using mobile Internet (scenario 4 in Table 2.9).

The above analysis not only revealed that the usage of conventional telecom services
could positively stimulate that of mobile Internet services, but also delineated the impacts
of customers’ conventional telecom behaviors on their states of latent needs for mobile
Internet. These results provided reference for telecom companies in understanding their
business and customers. In the next section, we further demonstrated the potential of
the proposed NHMM framework together with the developed SVB method in CRM by

examining its out-of-sample forecasting of customers’ mobile Internet use behaviors.

2.6.4 Out-of-sample Forecasting

We examined the out-of-sample forecasting performance of the proposed NHMM by

comparing with three benchmark models. Model 1 is a classic model of logistic regression
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which removes the latent dynamics offered by the HMM framework. v, ; was regarded
as the response variable and all possible covariates including y,, ;—1, Int Chg,, , Cally ;1
and SMS,, ;_; were included. Model 2 is a homogeneous HMM which retains the emission
model given by Equation (2.32) of the proposed NHMM and has time-invariant transition
probabilities. Model 3 is a homogeneous HMM which considers all possible covariates
including Int Chg,,, Cally; 1, and SMS,, ;_; in the emission model. Models 2 and 3
were examined to assess the usefulness of allowing for nonhomogeneity in modeling
dynamics of hidden states. Model 4 is the proposed NHMM. For a fair comparison, three
hidden states were considered for Models 2 and 3. All the three benchmark models were
estimated by adapting the proposed SVB method. We used the first 75% observations of
each customer for calibration and the remaining 25% observations for validation. We used
the predictive log score (PLS, Meligkotsidou and Dellaportas, 2011; Gneiting and Raftery,
2007; Holsclaw et al., 2017) as the criterion for assessment. PLS attains a high score when
the model returns large predictive probability for values that occur in the validation set. A

higher PLS thus indicates a superior predictive ability. Specifically, PLS was calculated as

follows:
N T-T*
PLS = N7 Z Z 10g P(Yn, 1 +4|Yn, <7+ +1-1),
n=1 t=1
where

PYn, 14| Yn < 41-1) =

/ p(yn,T*+t|yn,§T*+t—1a B, p, Zn,ST*+t—1)ﬁ(ﬁ)ﬁ(p)ﬁ(zn,T*-&-t—l)dﬁdpdzn,gT*—H—la
BipsZn, <T*+t—1

T* denotes the length of calibration period and p(3), p(p), and p(z,, 1+4+—1) are obtained
variational posteriors. The PLS values for Model 1 to Model 4 were calculated as -79572.69,
-78040.53, -77874.69, and -75668.61, respectively, indicating the proposed NHMM had

the best out-of-sample forecasting performance. The results showcase the potential of
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the proposed NHMM framework in CRM. With the system of monitoring and forecasting
customers’ mobile Internet use behaviors, companies can effectively plan their mobile
network capacity in order to provide better services to customers. For instance, if companies
forecast that many customers may use the mobile Internet, they may release more capacity
for their mobile network so that customers can enjoy high mobile Internet speed. Another
interesting finding is that the superior performance of the proposed NHMM relative to
Model 3 provides empirical evidence that customers’ conventional telecom behaviors may

indeed affect their states of latent needs for mobile Internet.

2.7 Discussion

In this paper, we build a framework of variational Bayesian inference consists of two
methods for NHMMs with long and ultra-long observation sequences. The proposed VB
method works on full sequences. It utilizes a structured Gaussian variational family with a
factor covariance structure to approximate the target posteriors and combines the forward-
backward algorithm and SGA to update the unknown quantities. The proposed VB method
is efficient and handles long sequences in NHMMs. The computational efficiency of the
VB method can be further improved through subsampling, leading to the SVB method. The
SVB method uses buffers to reduce the bias caused by working on the subsequences directly.
We demonstrate that the local nonhomogeneity of NHMMs is crucial in determining the
desired buffer lengths. LLEs, which quantify the finite-time local memory decay rates
of NHMMs, are proposed to estimate buffer lengths adaptively. An efficient method by
treating the unnormalized forward and backward probabilities as RDSs is given to estimate
LLEs. The proposed SVB method handles ultra-long sequences for NHMMs efficiently.
The developed methods are demonstrated useful in two real applications. The first
application uses an NHMM together with the VB method to model long eye-tracking

scan-paths from children with ASD. The NHMM framework utilizes both the spatial
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and temporal information of the scan-paths to determine data-driven ROIs, uncover the
underlying hidden state sequences, depict children’s attention shift between ROIs, and
assess the impacts of HSCs on the attention shift. The results provide evidence on the
higher saliency of the puppet relative to the person in the designed social-communicative
scenes, which partly explains the advantageous performance of humanoid representations
in teaching ASD children. The second application uses an NHMM estimated by the
SVB method to model ultra-long telecom records of customers. The analysis focuses on
customers’ mobile Internet use behaviors by revealing the underlying states of latent needs
for mobile Internet, assessing the influences of the conventional telecom behaviors on the
latent needs, and evaluating the forecasting ability of the NHMM framework. The results
show an overall complementary relationship between the conventional telecom services and
mobile Internet services, detailed impacts of different conventional telecom behaviors on
mobile Internet use behaviors, and a satisfactory predictive ability of the proposed NHMM
framework.

The present study can be extended in several directions. First, the currently considered
NHMMs do not consider heterogeneity among subjects. Random effects can be included in
the emission and the transition models to account for possible heterogeneity in the emission
and hidden processes (Altman, 2007; Ip et al., 2013; Song et al., 2017). Another type of
heterogeneity in the number of states across subjects is recently noticed, ignoring which may
lead to model misspecification and erroneous interpretations (Padilla et al., 2020). A mixture
of HMMs model is proposed to account for such heterogeneity. Extending the current model
framework as well as the developed variational methods by considering comprehensive
heterogeneity in the longitudinal setting can enhance its flexibility and analytic power.
Second, in the developed variational methods, we use a structured variational family of
Gaussian distributions with a factor covariance structure. Other structured variational
families such as mixtures of Gaussian and Dirichlet processes (Blei and Jordan, 2006) can

be considered in different applications. Third, the idea of using LLEs to account for the
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nonhomogeneity of NHMMs in this paper could also be considered for other dynamical
systems such as state space models in general. Finally, extra data can be collected to
strengthen our real data analyses. For instance, if children’s neuroimaging data can be
simultaneously obtained in our first data example, we may jointly analyze the sequences of
neural activities and eye movements to generate more insights. In our second data example,
we model customers’ decisions to use mobile Internet because the number of users on the
network is the major challenge to companies’ network capacity. We may further obtain and
model customers’ expenses on mobile Internet data which are directly related to companies’
profits. Customers’ other behavioral data may also be obtained and linked with their mobile

Internet use behaviors.
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2.8 Appendix
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Figure 2.8: Plots of ELBO values for the NHMM in the analysis of eye-tracking scan-path
data. Convergence is generally achieved within 2000 iterations.
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Figure 2.9: Plot of ELBO values for the NHMM in the analysis of mobile Internet usage
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Table 2.10: Bayesian estimates for the parameters in the transition model in the analysis of
the eye-tracking scan-path data under the scenario of “Before Ball”.

State 1 State 2 State 3 State 4

Par Est SE Par Est SE Par Est SE Par Est SE

p121  —3.2122"  0.1158 P21 2.4821  0.3173 p321  —1.1875"  0.4322 pa21  —1.5048™  0.2597
pr22  -0.4132  0.2222 pa22  0.6134™  0.1556 p322  0.8220™  0.4162 P42,2 0.5345 0.2992
pi23  -0.1530  0.2085 22,3 0.3012 0.3630 P32.3 0.5674 0.4403 pazs  0.6488™  0.3090
p12a  -0.1253  0.4573 22,4 0.4054 0.4105 32,4 0.6759 0.3578 paza  1.1905"  0.2061
p12s  -0.1297  0.4680 P22,5 0.6136 0.5184 p32s  0.8371"  0.3438 pazs  0.6795"  0.1795
p131  —3.6893"  0.2542 pa31  —1.3845"" 0.4388 P31 2.9185™  0.3941 paz1  —1.7157  0.3722
piz2  -0.7638  1.0175 p232  -0.0588  0.3894 P332 0.4126 0.3187 paz2  -0.7110  0.4315
p1z3  -0.6570  0.6839 P23.3 0.9172 0.5046 p3zs  0.9697  0.3440 P433 0.7766 0.5225
piza  -0.5917  0.5233 p2za  0.5863™  0.1645 P33.4 0.7548 0.4730 P43,4 0.5023 0.5145
pzs  -0.5931  0.9390 P235 0.1553 0.4119 P335 0.4983 0.4165 P435 0.1398 0.4457
pra1  —3.4578"  0.4028 p2a1  -1.1828  0.6622 psa1 -1.3863  0.4893 paa1  5.0008  0.3223
praz2  -0.2497  0.4738 P24,2 0.8417 0.5259 p3a2  0.9048™  0.2642 paao  1.0180™  0.3164
pua3  -0.6138  0.3621 P24,3 0.4988 0.5456 P34,3 0.2216 0.3192 paasz  0.8114*  0.3307
praa —0.4909"  0.2308 paaa  0.4784™  0.1939 34,4 0.4771 0.5634 Paa.4 0.3145 0.2569
pas  -0.2985  0.4882 P24,5 0.5843 0.4695 p3as  0.6428™  0.3284 paas  0.7225™  0.1967

Par: Parameter, Est: Estimate, SE: Standard Error.
State 1: (0, 1050), State 2: Background, State 3: Person Face, State 4: Puppet Face.
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Table 2.11: Bayesian estimates for the parameters in the transition model in the analysis of

the eye-tracking scan-path data under the scenario of “After Ball”.

State 1 State 2 State 3 State 4 State 5

Par Est SE Par Est SE Par Est SE Par Est SE Par Est SE

pi21  —3.3349"  0.5398 p221  0.7353"  0.1860 P31 —2.0075*  0.3138 paz1  —2.3696™  0.9434 P52 —2.1391*  0.7130
P22 -03162  0.7169 P22.2 0.7815 0.4149 P32,2 0.1628 0.9267 paz2  -0.2225  0.8555 ps22  -0.2082  0.6756
P12z -0.2621  0.9475 £22,3 0.9978 0.6259 p323  -0.0382 1.0870 pazs  -0.1746 1.4472 ps23  -0.0545 1.0119
pi2a  -0.2189  0.7708 P22.4 0.7632 0.5732 P32.4 0.1961 1.1344 P42,4 0.1618 1.4359 Ps2a  -0.0426  1.1367
pi2s  -0.2551 1.0507 P22,5 0.9676 0.7697 p32s  -0.1704 1.5235 pazs  -0.2305 1.6012 ps2s  -0.1016 1.2319
P12,6 -0.2960  0.7137 pae  0.9132"*  0.4124 P32,6 0.3293 1.2444 paze  -0.1492 1.1066 ps2e  -0.4555 1.1047
piz7 -0.2159 1.2296 P22,7 1.0035 0.8700 ps2r  -0.4026 1.5212 pazr  -0.4144  1.6052 Ps2,7 0.0640 1.4009
pi131 —4.0622*"  0.9388 paz1 —2.2671"  0.9872 p331 1.6633™  0.5427 paz1  —2.2451"  0.5196 ps31 —2.0258"  0.1910
piz2  -1.0077 1.3651 paz2  -0.4896 1.0335 P33,2 0.9047 0.5753 paz2  -0.3974  0.8406 ps32  -0.0887  0.9363
piz3  -0.8066 1.4790 P233 0.7941 1.1395 P33,3 1.0117 0.6536 P43,3 0.1424 0.8967 P53,3 0.0043 0.5992
P34 -0.6826 1.0184 P23.4 0.4254 1.4259 P33.4 0.9203 0.5813 P43.4 0.1473 0.7578 P53.4 0.0300 0.9428
P35 -0.9594 1.1946 pass  -0.3164 1.2986 P33,5 0.8479 0.6923 pazs  -0.3240 1.4741 P35 -0.5981 1.1012
pize  -0.8599 1.2008 p23e  -0.1562 1.1282 P33.6 0.8206 0.6523 paze  -0.2349 1.0752 ps3e  -0.4559 09159
pis7  -0.8588 1.5440 paz7  -0.5517 1.8278 P33,7 0.7005 1.0382 pazr  -0.5656 1.8128 pssr -0.7380 1.5912
pla1  —3.6642  0.8289 paaq  —2.1134* 0.9386 P31 —1.9576™  0.8808 paa1  1.6894™  0.4284 psa1 —1.92317  0.5938
pa2  -0.6349 1.0550 P24.2 0.1981 0.8562 P34.2 0.3469 1.0873 paao  1.0971**  0.3941 Ps54,2 0.1989 0.4754
puaz  -0.4841 1.1881 pas  -0.6417 1.3152 psas  -0.6336 1.5455 Pa4,3 0.9254 0.5429 psas  -0.1618  0.8401
piaa  -0.5764 1.1854 P24.4 0.1316 0.7660 P34.4 0.0568 1.4159 Pa4.4 0.6826 0.6402 Ps4.4 0.1629 1.0329
p1as  -0.6875 1.1445 pas  -0.2703 1.1001 paas  -0.2541 1.5277 Pa45 0.6760 0.6627 psas  -0.0672 1.0520
pae  -0.6079 1.0785 P24.6 0.0791 1.0883 P34.6 0.4415 1.2429 Pa46 1.0183 0.5753 Ps54.6 0.1762 0.8691
paz  -0.5697 1.3993 paa7  -0.5864 1.5599 psar  -0.4967 1.7206 Paa7 0.7770 0.7365 psar -0.0629 1.0408
P51 —3.4419*  0.6108 pas1 —2.0551"  0.9359 p3s1 —2.0068"  0.5626 pas1 —1.6674™  0.6968 pss1 1.5852™  0.4024
pis2  -0.5287  0.7055 P25,2 0.2186 0.8595 P35,2 0.0221 0.8538 P45,2 0.3635 0.8259 pss2  0.7417  0.2976
P53 -0.7379  0.7392 ps3  -0.1946 1.2550 p3ss  -0.1710 1.2318 P45,3 0.0345 1.1261 P55,3 0.8143 0.5642
P14 -0.6159  0.9357 P25.4 0.2419 1.0535 p3sa -0.0521 1.1977 P54 0.2377 0.9805 P55,4 0.8447 0.5690
p155  -0.4543 1.1111 P25.5 0.1500 1.1053 psss  -0.4369 1.5831 P45,5 0.6259 0.8937 P55,5 1.1271 0.7300
pise  -0.6652 1.0318 P25.6 0.1395 0.9829 P35 -0.0606 1.1915 P45.6 0.4016 0.7560 P55.6 1.1269 0.6030
pis7 -0.4647 1.2746 P25,7 0.0684 1.4895 p3sr  -0.4142 1.9991 Pas7 0.1091 1.2577 P55,7 1.0315 0.8546

Par: Parameter, Est: Estimate, SE: Standard Error.

State 1: (0, 1050), State 2: Background, State 3: Person Face, State 4: Puppet Face, State 5: Ball.



Chapter 3

A Bayesian approach for estimating the
partial potential impact fraction with
exposure measurement error under a
main study/internal validation design'

Abstract

The partial potential impact fraction (pPIF) describes the proportion of disease cases that
can be prevented if the distribution of modifiable continuous exposures is shifted in a
population, while other risk factors are not modified. It is a useful quantity for evaluating
the burden of disease in epidemiologic and public health studies. When exposures are
measured with error, the pPIF estimates may be biased, which necessitates methods to
correct for the exposure measurement error. Motivated by the Health Professionals Follow-
up Study (HPFS), we develop a Bayesian approach to adjust for exposure measurement
error when estimating the pPIF under the main study/internal validation study design. We
adopt the reclassification approach that leverages the strength of the main study/internal

validation study design, and clarify transportability assumptions for valid inference. We

!Co-authored with Joseph Chang, Donna Spiegelman, and Fan Li
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assess the finite-sample performance of both the point and credible interval estimators
via extensive simulations, and apply the proposed approach in the HPFS to estimate the
pPIF for colorectal cancer (CRC) incidence under interventions exploring shifting the

distributions of red meat, alcohol, and/or folate intake.

3.1 Introduction

The potential impact fraction (PIF), or sometimes called the population impact fraction,
refers to the proportion of cases of a disease that would be prevented if the exposure or risk
factor distributions were to be modified among a target population. The concept was first
introduced as the generalized impact fraction in Walter (1980) and Morgenstern and Bursic
(1982) and represents a useful measure that evaluates the burden of disease in epidemiologic
and health studies. For instance, our motivating example involves estimating the proportion
of colorectal cancer (CRC) cases that might be prevented when the distributions of several
modifiable risk factors are shifted among participants in the Health Professionals Follow-up
Study (HPES) (Platz et al., 2000).

The HPFS is a prospective cohort study that started in 1986, and a total of 51,530
male health professionals were enrolled by responding to a baseline questionnaire (Rimm
et al., 1991). Participants responded to follow-up questionnaires every two years on topics
including dietary intake and health status. The accuracy of responses in the food frequency
questionnaires was validated with dietary records in a sub-sample of 127 participants
(Rimm et al., 1992). A comparison between the dietary records and participants’ responses
in the validation study revealed that red meat intake, alcohol intake, and folate intake were
subject to measurement error. These errors will likely distort the association estimates
between key risk factors and CRC, resulting in misleading estimates of the disease burden
(Carroll et al., 2006).

The PIF is a function of the conditional disease probability model and the prevalence
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of exposures (Drescher and Becher, 1997). Therefore, accurate estimation of the PIF
necessitates valid measurement of exposures as well as a correctly specified outcome
model relating disease to exposures and additional covariates. When continuous exposures
are measured with error, estimation of the conditional disease probability model that
ignores this error typically leads to biased regression parameter estimates (Goldberg, 1975;
Copeland et al., 1977; Hsieh and Walter, 1988), which will likely distort the subsequent PIF
estimates. Bias in the PIF estimate can be anticipated from the known bias in estimating
the population attributable risk (PAR), which measures the fraction of diseases prevented if
the exposure were to be eliminated. Hsieh and Walter (1988) showed that the PAR will be
underestimated in the presence of misclassification of a binary exposure. Unlike the bias in
the single-exposure PAR, which can only be towards the null, Wong et al. (2018) recently
demonstrated that the bias in the PAR can be in either direction with two misclassified
binary exposures. In addition, these studies found that the magnitude of the bias is most
dependent upon the sensitivity of the exposure being eliminated.

Although there is a growing literature on addressing bias in the PAR estimates when
the discrete exposures are misclassified (Wong et al., 2020), related methods to correct for
measurement error bias in continuous exposures for estimating the PIF are not available.
Motivated by the analysis of the HPFS, we develop an estimation strategy for the PIF that
operates on mis-measured continuous exposures. We focus on addressing non-differential
measurement error in multiple continuous exposures under a main study/internal validation
study (MS/IVS) design, where validation data are obtained from participants who are
also part of the main study, as is the case with the HPFS. In particular, the measurement
error in continuous exposures is non-differential when it is independent of the outcome
conditional on error-prone exposures and additional covariates (Yi et al., 2015). On the
other hand, measurement error is differential when, for example, sensitivity and specificity
of a binary exposure differ between the disease cases and the controls and may arise through

dichotomizing a continuous exposure which is subject to non-differential measurement
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error (Johnson et al., 2014; Dalen et al., 2009).

In the HPFS, we seek to quantify the partial PIF (pPIF), defined as the fraction of
the preventable CRC cases when the distributions of three modifiable risk exposures, red
meat intake, alcohol intake, and folate, are shifted, while maintaining the levels of other
non-modifiable exposures at their original values. In parallel to the partial PAR (pPAR) and
the PAR, the definition of the pPIF extends that of the PIF in a multi-factorial disease setting
when not all risk factors are modifiable. Thus, it could be a more interpretable measure of
the impact of interventions to be completed, or to what extent the disease burden can be
reduced. The PIF and pPIF are analogous to the attributable fraction (AF) and adjusted
attributable fraction (aAF) introduced by Eide and Heuch (2001).

Even in the absence of exposure measurement error, inference for the pPIF is non-trivial
since it involves integrating over the original and the modified exposure distributions, and a
simple closed-form variance expression is not available. Graham (2000) adopted a Bayesian
approach for estimating generalized population attributable fraction without measurement
error; an important sampling scheme is considered for posterior computation but relies on
the choice of an adequate proposal distribution. With a single binary exposure, Pirikahu et al.
(2016) developed an efficient Bayesian approach to calculate posterior credible intervals
for estimating the PAR without misclassification. They showed via simulations that the
posterior credible interval often maintains closer to nominal coverage percentage compared
to the delta method or bootstrap resampling. In this article, we develop a computationally
tractable Bayesian approach for estimating the pPIF when exposures are measured with
error. We model the disease-exposure relationship using logistic regression, and through
the Pélya-gamma data augmentation (Polson et al., 2013), we propose an efficient posterior
sampling scheme that solely depends on closed-form complete conditionals. The proposed
Bayesian algorithm also alleviates the need to derive an asymptotic variance expression
for inference, as the variance and interval estimates can be conveniently obtained from the

posterior samples.
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The remainder of this article is organized into five sections. In Section 3.2, we provide
details on the definition of pPIF, the model specifications and assumptions. In Section 3.3,
we discuss the proposed Bayesian approach for estimation and inference. An extensive set
of simulation studies are presented in Section 3.4, followed by an application to HPFES in

Section 3.5. Section 3.6 concludes with a short discussion.

3.2 Models and Assumptions

3.2.1 Partial Potential Impact Fraction

We define the PIF following Eide and Heuch (2001). Specifically, we denote Y as the
binary disease status (Y = 1 if the disease occurs and Y = 0 otherwise), and X as the
collection of risk factors or exposures contributing to the occurrence of the disease. In the

absence of additional risk factors, the PIF is defined as
(3.1

where P(Y = 1) and P(Y, = 1) denote the disease probabilities before and after the
exposure distributions are shifted, respectively. As the PIF increases, the intervention
modifying the exposure distributions is increasingly more effective in reducing disease

occurrence. In the continuous exposure setting, define

P(Y = 1) = / B(Y = 11X = x: 8) fx (@) da,

PV = 1) = [ PY =1X" =& B) k. (a)da"

where P(Y = 1|X; 3) denotes the conditional disease probability model parametrized by

B, fx is the density of exposure X, and f%. is the density of the modified exposure X *.
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The PIF can thus be written as

_ SR =X = 2 B) i (a7)da

PIF(fx, fx-, ) TP =1|X = 8) fx(x)dz

(3.2)

which depends on density functions fx, f%. and parameter 3.

In a multi-factorial disease setting, the burden of disease can be more realistically
assessed by the partial PIF (pPIF), which we define below. Let X = (X(1), X(2)), where
X(1) denotes modifiable exposures targeted by the intervention of interest and X (5) denotes
other non-modifiable risk factors. Now, fx is the joint density of exposures, X 1) and X 9),
with X* = (X7}), X(9)) and fx. = fx. (@), ©(2)) as the modified joint density. The pPIF

is defined as

pPIF(fx, fx-,3) =
IR = 10X = 2y, X = 223 8) fx- (@), @)y dags)
JIP(Y =1Xq) = za), X2) = 22); B) [x(x(), ) de)de)

1 (3.3)

Throughout we assume the intervention functions through a change in the exposure density
rather than a change in the disease probability model (Drescher and Becher, 1997). This
latter scenario may be more likely to occur when the intervention does not change the
exposure distribution but affects unobserved factors underlying the conditional disease
probability model. For example, a vaccine program may not affect the prevalence of certain
exposures but reduces the risk of getting the disease in the population, in which case the
assumption of an exposure density shift may be questionable (Barendregt and Veerman,
2010).

Equation (3.3) reveals that specification of the conditional disease probability model as

well as the joint density are critical elements for accurate estimation of the pPIF. For the
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conditional disease probability model, the following log-binomial model may be assumed:
N Lo\ 1Y
A(YIX,B) = (ePPIX) (1= ebtdiX) (3.4)

where f; denotes the probability function of Y, X, and unknown parameter 3 = (5o, 37)’.
An attractive feature of the log-binomial model is that it directly estimates the parameter
of interest, the risk ratio (Spiegelman et al., 2007; Barendregt and Veerman, 2010). Poten-
tial limitations of this model include that the estimated probability is unbounded unless
constrained optimization methods are used, which is typically not the case, and there may
be unsatisfactory convergence of the model fit with multiple risk factors (Zou, 2004). An
alternative specification of the disease probability model is through the logistic regression
(Deubner et al., 1980):

oY (5o+3X)
AhY|X,8) = 1T oA %) 3.5)

While the estimation of the log-binomial model requires e?*1X ¢ [0, 1] as a boundary
condition, such a condition is not required in logistic regression because the predicted
probabilities are naturally bounded. Under the rare disease assumption, typically with the
outcome probability < 10%, the adjusted odds ratio obtained from the logistic model ap-
proximates the adjusted risk ratio in the log-binomial model (Zhang and Yu, 1998). Because
the logistic model does not require a boundary condition for the model parameters and
simplifies the computation with a closed-form posterior sampling algorithm for estimating

the pPIF, we focus on this model in ensuing sections.

3.2.2 Measurement Error Models

When the exposures, X, are measured without error, the estimation of 3 and the pPIF

can proceed directly with likelihood-based or Bayesian inference, provided f; (Y| X, 3)
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and fx are correctly specified (Graham, 2000). In epidemiologic studies, exposures are
often susceptible to measurement error (for continuous exposures) or misclassification (for
categorical exposures). When the exposures are subject to non-differential measurement
error, we refer to the mis-measured exposures as surrogates, denoted by Z. In the HPFS, the
surrogate exposures include the dietary intake measured by the food frequency questionnaire
(Rimm et al., 1992). As we show in the simulation study in Section 3.4, failure to account

for measurement error in surrogate exposures leads to substantial bias in estimating the

pPIF.

Suppose the vector of true exposures, X = (X3,..., Xg), is of dimension K. The
vector of surrogate exposure values, Z = (Zy,..., Zk), thus corresponds to X on an
element-wise basis. When X, is not mis-measured, we let Z;,, = X, fork =1,..., K.

Hereafter, we assume all elements of surrogate exposures, Z, and true exposures, X, are
continuous. The model describing the relationship between the surrogate and true exposures,
or the measurement error model, can be specified in at least two ways. The first strategy
describes the measurement error process, where both the marginal true exposure density,
fx, and the conditional density of the surrogate exposures, f(Z|X), the measurement
error model, must be specified. In general, parametric or non-parametric approaches
can be used to estimate these model parameters (Sinha et al., 2010). On the other hand,
Spiegelman et al. (2000) considered a reclassification model that requires the specification
of the conditional density of the true exposures given the surrogates. In the context of
misclassification, this strategy attempts to reclassify the surrogate categorical exposures
into the correct categories, and can be easily extended to continuous exposures, where the
conditional probability model is replaced by the conditional density model f(X |Z). Under

non-differential measurement error (Buonaccorsi, 2010), the joint likelihood of (X, Z,Y")
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can thus be written as
(X,2,Y)=f(X[|2)f(Y|X)[(Z) x [(X|2)f(Y]|X),

which holds because Z is fully observed and f(Z) does not contain additional information
for parameters of interest.

We adopt the reclassification modeling approach because it is more convenient to model
a single conditional density f(X|Z). The reclassification process is generically represented

as follows:
(X|Z) ~ fo(X1Z,0) = fo( Xy,..., XKk|Z1,..., ZK,O) = P(O), (3.6)

where P(®) is the assumed multivariate distribution with parameter . Note that when
K, < K exposures are mis-measured, we can write X = (3(/ , §), where X contains
true values of all K; modifiable exposures and/or non-modifiable risk factors that are
measured with error, and §includes values of all correctly measured exposures and/or risk
factors. That is, } C Z by definition. In particular, when all modifiable exposures and

non-modifiable risk factors are mis-measured, we have X = X and X = (). This notation

allows us to write the reclassification model in (3.6) as:

f2(X1>"'7XK1|Zla'"aZKUXKlJrla"'?XK?@)

=(X1, . Xk |21y Zwey, Zrins - 2, ©) = fo(X | Z, ©). (3.7)

Spiegelman et al. (2000) suggest that, in the case of dietary intakes, the multivariate normal
model provides a reasonable way to characterize the reclassification process. We follow this
approach and assume P(®) = N(a +T'Z,X,), where o, I, ¥, represent the intercept

vector, coefficient matrix and covariance matrix, respectively.
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In the MS/IVS design, where mis-measured exposures are validated in a random sample
taken from the main study, it is reasonable to assume a reclassification transportability
condition, where the reclassification process is the same in both the main and validation
studies. Importantly, this transportability condition differs from the transportability condi-
tions introduced in Wong et al. (2020). In Wong et al. (2020), single transportability holds
when, as in simple random sampling into the IVS, the error process f(Z|X) is the same in
both the main study and the validation study. When the distribution of exposures, f(X),
is reasonably assumed to be the same between the main study and validation study, they
further defined the double transportability condition. From Bayes’ rule,

[ZIX)f(X) _ f(Z]X)f(X)
f(Z) [ (21 X)f(X)dX

[(X|Z) = (3.8)

While the single transportability is not sufficient to ensure reclassification transporta-
bility, the reclassification transportability is necessary for double transportability. Further,
reclassification transportability does not necessarily imply single or double transportability,
though double transportablity ensures reclassification transportability. For example, under
reclassification transportability, there could exist cases where f(Z) is not transportable
(e.g. when sampling into the validation study depends on the observed Z), implying that
the measurement error process is not transportable, further suggesting that even single
transportability may not hold (see Web Figure 1 for a Venn diagram). While the reclas-
sification transportability condition is not nested in the conditions studied in Wong et al.
(2020), when the internal validation study is a simple random sample of the main study,
double transportability holds, which directly implies reclassification transportability. Our
approach assumes reclassification transportability, and to provide explicit connections to
other assumptions used in the literature (Wong et al., 2020), we summarize the relationship
between the three transportability conditions in Proposition 1, and provide a proof in section

3.7.1 of the Appendix.
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Proposition 1. Double transportability holds if and only if both single transportability and
reclassification transportability hold. Single transportability and reclassification transporta-

bility are distinct conditions with neither implying the other.

3.3 Bayesian Estimation and Inference

3.3.1 Likelihood and Prior Specification

Under the MS/IVS design, we have data on disease outcome and surrogate exposures for
all main study participants. In addition, the true exposures are measured among internal
validation study participants. Let /V,, denote the number of participants in the main
study who do not have their mis-measured exposures validated, and N, the size of the
validation study, with N = N,, + N, as the total sample size. Let X; € R¥ denote the

—~
—_— —~
vector of correctly measured exposures. Following previous definitions, X; = (X; , X ),

where )z is the K;-dimensional vector of mis-measured risk factors, and ):é contains the
exposures that are correctly measured. Z; € R denote vectors of surrogate exposures
corresponding on an element-wise basis to X;. In particular, Z; is fully observed for all NV
participants, while )fZZ is only observed in the validation study. Write Y; € {0, 1} as the
binary outcome, and without loss of generality, we label validation study participants by
t=Np+1,...,N,+ N,.

Under the reclassification transportability condition, estimation of the pPIF requires the
estimation of parameters in both the conditional disease probability model as well as the
reclassification model. While it is possible to extend the likelihood-based inference to the
pPIF estimation for continuous mis-measured exposures, we take a Bayesian approach here
because it circumvents the necessity of deriving the complex asymptotic variance of the

pPIF defined as the ratio of integrals, and have shown improved finite-sample operating

characteristics for estimating attributable fractions even in the absence of measurement
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error (Pirikahu et al., 2016). Treating the variables )z for participants ¢ in the main study

as latent variables, the complete-data likelihood can be written as

N
[[ A(YilX:, 8) f2(Xi| Zi, 0, T, 2). (3.9)

=1

These latent variables will be updated in each cycle of the MCMC algorithm presented

in Section 3.3.2. In the absence of external knowledge, we assign diffuse conjugate

-----

non-informative inverse Wishart prior for covariance matrix 3, denoted by p(3;).

3.3.2 Posterior Computation

Posterior inference proceeds via data augmentation from the Pélya-gamma representation
of the logistic function (Polson et al., 2013). Specifically, we follow Polson et al. (2013)
and write the logistic function as a scale mixture of Gaussian densities

(1) _1

_ T kY > —wip? /2 1
T ev — 3¢ /0 e p(w)dw, (3.10)

where Kk = a — 1/2 and p(w) is the standard Pdlya-Gamma distribution PG(1,0). Be-
cause the conditional distribution p(w|y)) = e=“%*/%p(w)/ [ e~“¥*/?p(w)dw is again the
Pélya-Gamma distribution PG(1, 1), augmenting the data by introducing observation-
specific latent variables w; admits a closed-form derivation of the complete conditionals

and facilitates efficient posterior computation. Based on likelihood (3.9) and these prior
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specifications, we can write the joint posterior as

N
x [T A X, wi, B) (Xl Zi, 0, T, B) (3.11)

=1

% p(w:)p(B)p(a)p(vee(T))p(Se)p({ X, }ict..n,)

where fl(Yi\Xi, wj, B) is the Pélya-Gamma representation of f;(Y;| X}, 3) according to
(3.10).

For posterior computation, we propose the following efficient Markov Chain Monte
Carlo (MCMC) algorithm based on closed-form complete conditional distributions. After
assigning initial values to all model parameters, the algorithm iterates between the following

five steps until convergence:

Step 1: Sample Polya-Gamma variables {w; };—1

Using the Pélya-Gamma data augmentation method by Polson et al. (2013), we take

advantage of the following identity:

e?)” >
—( ) ;= 2_be“w/ e‘wwz/zp(w)dw,
(14 e?) 0

where k = a — b/2 and w ~ PG(b,0). PG(b,0) is the Pélya-Gamma distribution with

parameters (b, 0). And the conditional distribution

()
p(w|¢) = fooo e—w¢2/2p(w)dw’

which is also in the Pélya-Gamma class such that w|y) ~ PG(b, ). Sample {w; }i—;

-----
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from

wi| X, Bo, Br ~ PG(1, By + X[ B1).

fl(}/Z|X27/3)f2<X/-Z|ZZ7aJF7 Em)a

which is then proportional to

/ Y;
lexp (B0 + XiBOl " [—%<Xi —a-TZ)SY(X —a - FZZ-)} -

1 4 exp (8o + XB1)

The full conditional distribution for )Aé is a multivariate normal \/ (ﬁl, MZ> , Where

M, = (BB +5;')

. —

i, = M, { {Yi —1/2— wi(ﬁofﬁl)] B +3" (a+ rzz-)} .

~ = ~ =
Here B, = (83, 3,)’, where 3, € R¥! and 3, € RE~X1 are parameters corresponding to
)71- and X, i» respectively.

Step 3: Sample 3
Notation-wise, let X and Z denote matrices with each row being X and Z/ for i =

1,..., N respectively. We then have,

we(n x).

with the i-th row of W, W; = (1, X/) fori = 1,...,N. Define Y = (¥3,...,Yn). We
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assume a multivariate normal prior N (bg, By) for 8 = (8y, 3;)". We can then sample 3

from
BIY, W, Q ~ N(fig, M),
where

M; = (WQW + B;Y) ™',

fis = My (W' + By b))

with diagonal matrix

WN

and vector
k=(Y1—1/2,..., Yy —1/2).

Step 4: Sample o and I’
o and T can be jointly sampled due to the model structure. Let I'* = (o, I') and I}, =
(au, T'k), where I';, and 'y, denote the k-th row of I'* and I respectively. We separately

sample I'; for k = 1,..., K. Let

z—(1N z),

with the i-th row Z; = (1, Z!). Denote the (i, j)-th entry of £_! by s”. Assume a multi-

variate normal prior N (g, I's) for I';. The full conditional for I'; is also a multivariate
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normal N (ﬁl’i’k, le’,c>, where

N -1
VA= <skk > 7z + rg*) :

i=1

N
pr, = My, [Z <Skaz’k + Z sM (X5 — F;Z;)> Zi + I‘Sl‘y(}k] :
=1 ik
Step 5: Sample 3,

For 3, we assume an inverse Wishart prior ZW (1, Sy '), where S is a precision matrix,

following notations in Hoff (2009). The full conditional for 3, is ZW (17, S ’1> , Where

;:VO—FN,

S==5+ i (X, —T"Z) (X, -T"Z;)".
i=1
The convergence of the algorithm can be monitored by standard Bayesian diagnostics,
such as trace plots and the Geweke’s z-test. For the estimation of the pPIF according to
a pre-specified distributional shift of the true exposures, we additionally obtain the pPIF
estimate for each update of the Gibbs sampler. For instance, suppose we are interested in
estimating the pPIF after modifying the distributions of a subset of X. At a given iteration
in the MCMC procedure, we sample )Afz forv=1,..., N, and perform the modification

on the empirical sample, {X;};— ~. In the

---------

motivating HPFS example, one modification could be increasing the daily intake of folate
of all participants by 0.5 grams, which is implemented by adding 0.5 to the element
corresponding to folate intake in X; forall i = 1, ..., N. The pPIF estimate for this update
is computed by approximating the integrals in (3.3) through averaging over the empirical

joint distribution of { X; };—; ~- The point estimate and the 100(1 — €)%

----------

credible interval for the pPIF are obtained as the mean, 100¢/2-th and 100(1 — ¢/2)-th

quantiles of the corresponding posterior samples.
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3.4 Simulation Studies

We investigated the accuracy of the proposed Bayesian approach for estimating the pPIF
in the presence of exposure measurement error. We set the main study size NV,,, = 10000
and varied the internal validation study size N, € {100, 250, 500, 1000}, representing 1%,
2.5%, 5%, and 10% of the main study. The internal validation study was sampled randomly
from the main study. We assumed two targeted modifiable exposures, )AC = (X, Xi2),
that are measured with error, and a correctly measured non-modifiable exposure, X;3. We
simulated the surrogate exposures (Z;1, Zi2)" ~ N ((—0.2,0.8)’, X,), where both diagonal
elements of 3, are 1 and the off-diagonal element is 0.2. The correctly measured non-
modifiable exposure X;3 was generated from the standard normal distribution. Conditional
on Z; = (Zn, Zin, Zi3) , where Z;3 = X;3, we used the multivariate normal reclassification
model to generate true exposures as X; ~ N(T(1, Z}),%,), and set X, = X, for
simplicity. We specified three sets of values for I to reflect low, moderate, and high amount

of measurement error in X;, and summarized these scenarios in Table 3.1.

Table 3.1: Low, moderate, and high degree of measurement errors, their corresponding true
reclassification model regression parameters (I'*), and resulting correlations between true
(X1 & X5) and surrogate (Z; & Z5) exposures.

Measurement Error I Correlations
Z Zo
-0.2 1.5 08 —-0.7 X; [ 0.7545 0.5022
Low 01 08 12 —05 Xo| 0.5432 0.7060
A Zy
-0.2 0.6 0.2 -0.7 X7 [ 0.4632 0.2275
Moderate 01 02 04 —05) X2| 02208 0.3627
7z Zo
) -0.2 04 01 -0.7 X; [ 0.3267 0.1371
High 01 0.1 025 —05 X5 | 0.1309 0.2320
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In particular, different choices of T lead to different element-wise marginal correlations
between (X1, X;2) and (Z;1, Z;2), which was specified around 0.75, 0.5 and 0.25 to indicate
low, moderate and high amounts of measurement errors. Finally, the conditional disease

probability model was taken to be logistic with

exp(Bo + L1Xi1 + B2 Xia + £3Xi3)
P(Y; = 1|X;, = , 3.12
( X, 8) 1+ exp(Bo + 51Xi1 + BaXio + £3Xi3) (3.12)

where (31, 52, 83) = (1,0.5,0.5), and (3, was varied to determine the baseline prevalence
of disease. Specifically, we investigated cases with 3y = —2 and 5, = —4 to represent
the common and rare disease scenarios, giving baseline disease prevalences around 10%
and 2%, respectively. In summary, we studied a factorial design with four sample sizes,
three amounts of measurement error, and two baseline disease prevalences, totalling 24
scenarios.

For each scenario, we estimated three pPIFs defined by pPIF y , pPIF y, and pPIF ¢ .,
which correspond to modifying the distributions of X, X5, and (X7, X5). Specifically,
pPIFy is defined in (3.3) when only X, has a location shift with minus half standard
deviation and pPIF y, is defined likewise when only X, has a location shift with minus
half standard deviation. The quantity pPIF y, y, is defined when both X; and X, have the
same location shift equal to minus half standard deviation.

In each scenario, we compared the proposed Bayesian estimator with an uncorrected
estimator that ignores measurement error, two regression calibration (RC) estimators, and a
Bayesian estimator that only uses internal validation study data (IVS only) as a benchmark.
The uncorrected estimator fits a Bayesian logistic disease model based on the mis-measured
risk factors without measurement error correction, and serves to quantify the measurement
error bias. Assuming reclassification transportability, the first RC estimator (RC) /1) fits
the reclassification model using the internal validation study data, and then predicts the

unobserved true exposures in the main study using the estimated reclassification model
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(Carroll et al., 2006). The coefficients in the disease probability model are then estimated
using the predicted true exposures in the main study, and the pPIFs are estimated using
predicted true exposures in the main study together with true exposures in the internal
validation study. Similarly, the second RC estimator (RC') first fits the reclassification
model using the internal validation study data, predicts the unobserved true exposures in
the main study, and then estimates the conditional disease probability using predicted true
exposures in the main study. In contrast to RC);/;, RC; assumes double transportability
and only uses observed true exposures in the internal validation study to estimate pPIFs.
Procedures fo the two RC estimators are summarized as follows:

Procedure for RC),; (assume Reclassification Transportability)

1. Estimate reclassification model parameters «, I', and 3, using validation study
data, {X;}ien,, 1.~ and {Z;}i_n,, 11, . to Obtain estimates &, I', and X, via

the maximum likelihood estimator (MLE);

2. Impute true exposures in the main study by expected values )/(\, = E(X;|Z;) =

a+T(1,2) fori=1,...,Ny;
3. Estimate conditional disease probability model parameter 3 using {Y;},—1 _,, and
{X\i}i:l,...,Nm via MLE, to obtain B;
4. Estimate the pPIF using estimated conditional disease probability model parameter
B\ and empirical samples of {)/(\i}izl,__.7Nm and { X }ion,, 41, N-
Procedure for RC'; (assume Double Transportability)

1. Estimate reclassification model parameters o, I', and 3, using validation study
data, {X;}i=n,,+1...~v and {Z;};—n,, +1...n, to Obtain estimates a, T, and im via

the maximum likelihood estimator (MLE);

2. Impute true exposures in the main study by expected values X, = E(X;|Z;) =

6[—|—f(1,Z{)’f0rz’: L,..., Npy;
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3. Estimate conditional disease probability model parameter 3 using {Y;}izl,..., N,, and

{)/(\l-}i:l,,,_,Nm via MLE, to obtain 3;

4. Estimate the pPIF using estimated conditional disease probability model parameter

B and empirical samples of { X, }i—n,, 11, n-

Finally, the IVS only estimator estimates the conditional disease probability model and
the pPIF using internal validation study only. The procedure is considered a benchmark
for bias because all variables are free of measurement error in the internal validation study.
Standard errors and confidence intervals for the RC and IVS only approaches are computed
via nonparametric bootstrap with 1000 replicates.

For the proposed Bayesian, uncorrected, and the IVS only estimators, we use a non-
informative A/(0, 10%) prior for each element of 3 and T, as well as a ZW(3, I) prior
for 32, and run one chain of length 10000 (with the first 5000 iterations as burn-in). We
compare the estimators in terms of relative bias (Bias %), the Monte Carlo standard error
(MCSE), average of the estimated standard error (ASE), root mean squared error (RMSE),
and frequentist coverage percentage of the credible (confidence) interval (Coverage %).
The relative bias is defined as the ratio of bias over the true pPIF. We use the MCSE to
quantify the efficiency of the estimator, and compare the ASE with MCSE to assess the
accuracy of the standard error estimate. The simulation results are summarized from 1000

data replications.
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Table 3.2: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for estimat-
ing the three pPIFs, with different validation study size (N, = 100, 250). UN = uncorrected,
RCy/1, RCY, and 1VS are defined in Section 3.4, Bayes = proposed. The simulation results
are based on 1000 data replications, under 5y = —2 (common disease) and 3, = —4 (rare
disease), multivariate normal true reclassification model, and the moderate measurement
error scenario. Coverage percentage between 93.6% and 96.4% in bold font are within the
margin of error for 1000 replications.

Estimators
Bo=—2 By = —4
N, pPIF UN RCwyi RC; IVS Bayes UN RCuy; RC; IVS Bayes
100 pPIFx, BIAS -27.77 -9.98 -20.53 2.86 1.16 -2636 -3548 -19.12 -5.12  3.57

MCSE 0.009  0.097 0.064 0.067 0.049 0.018 0.231 0.088 0.203 0.105
ASE 0.008  0.265 0.093 0.068 0.042 0.018 0.841 0.120 0.279 0.068
RMSE 0.082  0.103 0.085 0.068 0.050 0.097 0274 0.111 0.206 0.112
Coverage 0.00 96,50 9290 94.50 89.30 0.00 97.20 96.20 91.50 79.80

pPIFx, BIAS  -18.74 -37.02 -26.87 -1.86 1.60 -18.41 -102.62 -26.74 -39.82 -7.32
MCSE 0.009  0.157 0.099 0.081 0.067 0.023 0.341 0.131 0.260 0.171

ASE 0.009 0351 0.136 0.085 0.061 0.021 1.124  0.183 0.398 0.109

RMSE 0.030  0.169 0.107 0.083 0.069 0.044 0413 0.142 0.277 0.180

Coverag 520 9750 9590 94.60 90.20 0.00 9730 9650 91.20 78.80

pPIFx, x, BIAS  -23.19 -3.37 -1877 198 194 -1841 -13.10 -15.07 -12.12 394
MCSE 0.009  0.067 0.051 0.069 0.043 0.023 0.133  0.060 0.199 0.077

ASE 0.009 0201 0.074 0.071 0.038 0.021 0.633 0.093 0.260 0.054

RMSE 0.096  0.070 0.089 0.069 0.044 0.107 0.160 0.094 0.202 0.083

Coverage 0.00 9720 7690 93.80 8830 56.50 98.10 86.10 93.10 81.30

250 pPIFy, BIAS  -27.60 -0.84 -1538 096 0.75 -26.27 -2.96 -12.94 0.50 0.65
MCSE 0.008  0.060 0.046 0.037 0.028 0.020 0.077 0.061 0.091 0.050

ASE 0.008  0.082 0.047 0.039 0.029 0.018 0.146  0.069 0.096 0.048

RMSE 0.081  0.062 0.063 0.037 0.028 0.097 0.079 0.076 0.092 0.052

Coverage 0.00 9290 8350 95.70 95.00 0.00 93.60 9130 93.40 92.00

pPIFx, BIAS  -20.09 -11.98 -20.88 131 -046 -19.89 -21.14 -19.16 -7.39 -048
MCSE 0.009  0.099 0.072 0.048 0.041 0.023 0.160 0.104 0.123 0.079

ASE 0.009 0.122 0.075 0.049 0.039 0.021 0.232  0.114 0.130 0.077

RMSE 0.033  0.104 0.079 0.049 0.042 0.045 0.174 0.111 0.129 0.082

Coverage 6.50 9330 9350 9330 92.70 49.50 94.10 9550 93.80 92.50

pPIFx, x, BIAS  -23.50 -145 -1477 126 0.62 -21.72 -2.11 -1090 -0.05 1.35
MCSE 0.009 0.041 0.030 0.039 0.026 0.020 0.052 0.040 0.089 0.040

ASE 0.009  0.057 0.034 0.040 0.025 0.019 0.095 0.047 0.094 0.038

RMSE 0.098 0.042 0.064 0.039 0.026 0.109 0.054 0.066 0.091 0.041

Coverage 0.00 9490 5550 94.60 92.80 0.00 9450 77.80 93.40 9230
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Table 3.3: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for es-
timating the three pPIFs, with different validation study size (N, = 500,1000). UN =
uncorrected, RC)/r, RCT, and IVS are defined in Section 3.4, Bayes = proposed. The sim-
ulation results are based on 1000 data replications, under 3y = —2 (common disease) and
By = —4 (rare disease), multivariate normal true reclassification model, and the moderate
measurement error scenario. Coverage percentage between 93.6% and 96.4% in bold font
are within the margin of error for 1000 replications.

Estimators
fo =2 Bo=—4
N, pPIF UN RCwyyr RC; IVS  Bayes UN RCwyyr RC; IVS  Bayes

500 pPIFy, BIAS -27.63 -1.51 -1458 -0.02 0.72 -26.17 -2.52 -1191  0.63  0.26
MCSE 0.008  0.038 0.031 0.026 0.020 0.018 0.056 0.048 0.058 0.038

ASE 0.008  0.040 0.033 0.027 0.020 0.018 0.058 0.050 0.058 0.036

RMSE 0.082  0.018 0.051 0.026 0.022 0.096 0.058 0.064 0.059 0.039

Coverage 0.00 9450 77.00 95.40 93.80 0.00 9510 87.00 93.30 93.00

pPIFx, BIAS -19.32 -2.70 -18.27 -0.32 -0.83 -19.10 -5.19 -1653 -224 -0.30
MCSE 0.008  0.059 0.050 0.033 0.028 0.021 0.094 0.081 0.078 0.057

ASE 0.009 0.063 0.053 0.034 0.028 0.021 0.102 0.084 0.078 0.057

RMSE 0.032  0.060 0.057 0.033 0.028 0.044 0.097 0.088 0.079 0.060

Coverage 500 94.60 9230 94.00 9440 5350 9440 93.80 94.00 93.00

pPIFx, x, BIAS -23.28 -1.40 -1398 0.04 036 -21.42 -148 -1035 0.59  0.66
MCSE 0.009  0.027 0.022 0.027 0.018 0.020 0.036 0.030 0.054 0.030

ASE 0.009  0.029 0.023 0.027 0.019 0.019 0.040 0.032 0.056 0.029

RMSE 0.097  0.028 0.058 0.026 0.020 0.108 0.038 0.057 0.054 0.032

Coverage 0.00 9510 2920 94.80 93.70 0.00 9520 6520 94.10 94.20

1000 pPIFx, BIAS -27.71 -2.51 -1460 -0.19 037 -26.39 -227 -1147 042 0.09
MCSE 0.008  0.029 0.024 0.018 0.015 0.018 0.047 0.038 0.040 0.027

ASE 0.008  0.030 0.025 0.019 0.015 0.018 0.046 0.041 0.039 0.028

RMSE 0.082  0.030 0.047 0.017 0.014 0.097 0.048 0.055 0.040 0.028

Coverage 0.00 93.60 6520 9540 94.30 0.00 9410 8590 94.00 93.80

pPIFx, BIAS -18.72 -1.81 -16.33 046 -0.57 -19.09 -5.86 -14.06 -0.70  0.30
MCSE 0.010  0.047 0.040 0.024 0.020 0.021 0.081 0.065 0.054 0.044

ASE 0.009  0.047 0.040 0.024 0.021 0.021 0.080 0.070 0.053 0.043

RMSE 0.030  0.047 0.047 0.024 0.020 0.044 0.082 0.071 0.055 0.045

Coverage 550 9440 9050 94.40 9520 4950 9450 94.80 9450 92.70

pPIFx, x, BIAS -23.15 -2.08 -13.61 0.09 0.14 -21.54 -212 981 046 046
MCSE 0.009 0.021 0.017 0.018 0.013 0.019 0.031 0.024 0.037 0.023

ASE 0.009 0.021 0.017 0.019 0.014 0.018 0.031 0.027 0.038 0.023

RMSE 0.096  0.023 0.055 0.017 0.014 0.108 0.033 0.052 0.037 0.024

Coverage 0.00 9290 10.70 94.20 94.80 0.00 9260 54.80 94.40 93.80

90



Tables 3.2 and 3.3 present the simulation results when disease is common (3, = —2) and
rare (5, = —4), and the amount of measurement error is moderate, under varying validation
study sizes. It is evident that the uncorrected approach of ignoring the measurement error
in the modifiable risk factors leads to substantial negative bias in estimating all three pPIFs.
The two RC estimators frequently reduced the bias in estimating the pPIF compared to the
uncorrected estimator, and demonstrate complementary behaviours with different levels of
IVS sample size.

Interestingly, when the IVS was small (IV, = 100 and 250), RC),; generally had
smaller bias compared to RC';, and demonstrates smaller bias with a larger IVS sample
size. RC, however, shows significant bias as the size of IVS increases, which is caused
by the bias in estimating conditional disease probability model coefficients. This can be
inferred by comparing results from the IVS only estimator and RC';, because the IVS only
estimator gives unbiased estimates of both the conditional disease probability model and
the pPIF, and the only difference between the two estimator lies in the way they estimate
the conditional disease probability model coefficients. As suggested by Carroll et al. (2006),
RC estimators give biased estimates of logistic disease model coefficients when the effect
of the exposure subject to measurement error is moderate to high, especially as the disease
rate increases and/or measurement error increases, which is the case in our simulations
(Rosner et al., 1989). We investigate this issue further in section 3.7.3 of the Appendix,
and observe improved performance for RC estimators as the effect of )A(/Z lessens, although
we still see an advantage to the proposed Bayesian approach in the presence of substantial
measurement error, as often occurs in epidemiology.

Finally, the proposed Bayesian approach demonstrates the smallest and negligible
bias and RMSE regardless of the size of the IVS and the amount of measurement error.
In addition, the Bayesian estimator has the highest efficiency in almost all scenarios.
Throughout, the ASE of the Bayesian estimator is close to its MCSE, suggesting that the

Bayesian posterior variance estimator accurately quantifies the uncertainty in the pPIF.
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When the disease is common, the frequentist coverage percentage of the Bayesian credible
interval estimator is close to 95% when N, > 250. Under the rare disease scenario, the
required level of IV, needs to be 500 to obtain nominal coverage percentage of the Bayesian
credible interval estimator (shown in Table 3.3).

The comparisons between the proposed approach and other estimators under low and
high measurement error scenarios are qualitatively similar and presented in Tables 3.8 to
3.11 in section 3.7.2 of the Appendix. In particular, the bias of the uncorrected approach
became positive in the low measurement error scenario, echoing the observations of Wong
et al. (2018), that the bias of the pPIF with multiple risk factors could be either positive
or negative. In the low measurement error scenario, the coverage percentages of the
proposed Bayesian interval estimator also improved compared to that in moderate or high
measurement error scenarios, as it consistently stayed at least 90% even with limited
validation data. In contrast, the coverage percentage of the Bayesian interval estimator
further declined with high measurement error, small validation study and rare disease (Table
3.11). In section 3.7.4 of the Appendix, we also include an additional simulation study
where the IVS is obtained as a biased sample from the MS, and find the proposed Bayesian
estimator still maintains satisfactory performance.

Because our Bayesian estimator assumed a multivariate normal reclassification model,
we carried out additional simulations to investigate the sensitivity of the results when the
normality assumption is violated. We maintain the above data generating process except that
the true exposures were simulated from a bivariate Gamma distribution with the same mean
and covariance. We update the simulations parameters so that: X; = I'(1,Z!) + Gs(Z,),
where G(3,,) is a mean-centered bivariate Gamma density with covariance matrix 3,,. We
further choose the parameters so that the two marginal distributions implied from G»(X)
are univariate G (2, 2) with mild skewness \/2. For brevity, we present selected simulation
results in Tables 3.12 to 3.15 in section 3.7.2 of the Appendix. Our finding is that, when the

distribution of the true exposures exhibits mild skewness, the proposed Bayesian approach
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could still yield accurate point estimate for the pPIF with slightly reduced precision, as well

as reasonable frequentist coverage percentage of the interval estimator.

3.5 Application to the HPFS Data

We applied the proposed Bayesian approach to correct the measurement errors for estimating
the pPIF of CRC in the Health Professionals Follow-up Study (Platz et al., 2000). For
illustration, our analysis is based on complete data records (regarding intakes of red meat,
alcohol, and folate, as well as age and body mass index) only, leading to 48691 participants
in the main study and 126 participants in the validation study. A total of 1913 (3.9%)
and 6 (4.8%) CRC cases occurred over follow-up in the main study and validation study,
respectively. Our objective was to estimate the pPIF for CRC when several continuous
exposures are modified. We focus on three modifiable exposures that are error-prone: red
meat intake (servings per day), alcohol intake (servings per day), and folate intake (grams
per day). A descriptive summary of self-reported values of the three modifiable exposures

is given in Table 3.4.

Table 3.4: A descriptive statistics at baseline of self-reported (surrogate) exposures and
factors for HPFS participants. Red Meat: red meat intake. Alcohol: alcohol intake. Folate:
folate intake. /V,, = 44849, N, = 126.

Variable (Unit) Mean (Std. Dev.)  (Min, Max)

Red Meat (servings/day) 1.270 (0.617) (0.000, 3.000)
Alcohol (servings/day) 0.729 (0.627) (0.000, 2.571)
Folate (g/day) 0.434 (0.190) (0.067, 1.003)

Age (year) 54.49 (9.935) (32.00, 79.00)

BMI (kg/m?) 25.53 (3.365) (12.91, 91.67)

We also consider two error-free risk factors: age (years) and body mass index (BMI,
kg/m?). In the main study, records containing surrogate exposures (any in red meat, alcohol,

or folate intakes) with values below the first quartile minus 1.5 <IQR (inter quarter range)
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or above the third quartile plus 1.5xIQR were considered outliers and were removed to
prevent their undue influence on the analysis. The final main study dataset includes 44975
participants with 1748 (3.9%) CRC cases.

We estimated a set of pPIFs by first modifying one exposure (red meat intake, alcohol
intake, or folate intake) only. Then we modified these exposures in pairs (i.e., red meat and
alcohol, red meat and folate, folate and alcohol). Finally, we simultaneously modified all
three exposures and computed the pPIF. Previous studies have shown that increasing red
meat intake and alcohol intake leads to increased risk of CRC occurrence, while increasing
folate intake protected against CRC risk (Giovannucci et al., 1994, 1995). Therefore, we
studied the impact of reductions in red meat intake by 0.5 servings per day, in alcohol intake
by 0.5 servings per day, and increase in folate intake by 0.5 grams per day.

Table 3.5: Correlations between true and surrogate exposures computed from valida-
tion study data, N, = 126. (X, Z;): true and surrogate exposures of red meat intake
(servings/day). (X3, Z»): true and surrogate exposures of alcohol intake (servings/day).
(X3, Z3): true and surrogate exposures of folate intake (grams/day).

Z Zs Zs

X; 0685 0206 -0.252
Xy 0263 0852 -0.175
X3 -0.150 -0.276 0.596

In notation, let X; and Z; represent the true and surrogate values for red meat intake,
X5 and Z5 represent the true and surrogate values for alcohol intake, while X3 and Z;
represent the true and surrogate values for folate intake. Correlations between true and
surrogate exposures computed from the validation study data are presented in Table 3.5.
The non-modifiable risk factors, age and BMI (correctly-measured and denoted by X, and
X5), were transformed to quintiles to allow for nonlinear associations. We assume that
reclassification transportablility holds, and for the conditional disease probability model, we
used the logistic regression model (3.5). We assumed a multivariate normal reclassification

process, as in our simulation study. In addition, an uncorrected approach that ignored
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measurement error was used to estimate the same set of pPIFs.

For each estimator, we specified a non-informative N'(0, 10®) prior for each element
of B and T, and a ZW(4, I) prior for .. We ran a chain of 15000 iterations (with the
first 5000 discarded as burn-in), retaining every fifth iteration. Posterior convergence was
monitored by trace plots and the Geweke’s z-scores. As a further comparison, we also
included estimates from the two RC approaches investigated in Section 3.4. The disease
model coefficients, pPIF estimates and associated 95% credible intervals (confidence
intervals for RC estimators) are presented in Tables 3.6 to 3.7. Estimation results for other
model parameters are presented in Tables 3.16 to 3.17 in section 3.7.2 of the Appendix,
with empirical density plots of surrogate and estimated true exposures provided in Figure

3.2 in the same section of the Appendix.

Table 3.6: Association estimates (B\) in the conditional disease probability model from the
uncorrected, RCy 7, RCt, and the proposed Bayesian methods, the HPFS (1986-2010),
N,, = 44,849, N, = 126. The 95% posterior credible intervals are provided in the
parentheses.

Method Red Meat Alcohol Folate Age BMI

Uncorrected 0.069 0.140 -0.223 0.371 0.050
(-0.004, 0.148) (0.068, 0.215) (-0.481, 0.032) (0.333, 0.409) (0.020, 0.085)

RCyi1 0.008 0.164 -0.287 0.372 0.055
(-0.156, 0.139) (0.075, 0.253) (-0.995, 0.420) (0.334,0.411) (0.017, 0.092)

RC, 0.008 0.158 -0.287 0.372 0.055
(-0.153, 0.137) (0.061, 0.256) (-0.974, 0.401) (0.332, 0.412) (0.017, 0.092)

Bayesian 0.001 0.163 -0.338 0.375 0.055

(-0.116, 0.115)

(0.070, 0.266)

(-1.072, 0.288) (0.333, 0.420) (0.016, 0.093)

Table 3.6 indicates that association of alcohol intake and folate intake with disease
becomes greater after measurement error correction, which leads to larger estimates for the
pPIF associated with reductions in alcohol intake (pPIF=0.045 before correction versus
pPIF=0.064 using the proposed Bayesian estimator) and with increases in folate intake
(pPIF=0.105 before correction versus pPIF=0.135 using the proposed Bayesian estimator)

by given increments. This indicates that measurement errors in the two exposures could
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have resulted in an underestimate of the impact of potential interventions targeting alcohol

and folate intake.

Table 3.7: The pPIF estimates from the uncorrected and the proposed method. Red meat
intake and alcohol intake were decreased by 0.5 servings per day for all participants. (The
intake level was set to zero for if the original value was below 0.5.) Folate intake was
increased by 0.5 grams per day for all participants. ‘v"’ indicates that exposure was modified
when estimating the pPIF. The 95% posterior credible intervals are given in the parentheses.

Modified Exposures Methods
Red Meat Uncorrected RCyy1 RC; Bayesian
v 0.030 0.004 0.004 0.006
(-0.007, 0.064) (-0.075, 0.067) (-0.071, 0.064) (-0.066, 0.075)
0.045 0.069 0.062 0.064
(0.020, 0.068) (0.029, 0.110) (0.024, 0.100)  (0.028, 0.100)
0.105 0.128 0.127 0.135
(-0.011, 0.209) (-0.163, 0.419) (-0.153, 0.407) (-0.130, 0.361)
v 0.074 0.073 0.066 0.071
(0.036, 0.113) (-0.006, 0.138) (-0.011, 0.127) (-0.004, 0.126)
v 0.133 0.132 0.131 0.140
(0.021, 0.235) (-0.129, 0.377) (-0.126, 0.373) (-0.109, 0.343)
0.146 0.189 0.181 0.191
(0.029, 0.247) (-0.078, 0.456) (-0.076, 0.438) (-0.047, 0.400)
v 0.172 0.193 0.185 0.198

(0.065, 0.272)

(-0.043, 0.414)

(-0.047, 0.404)

(-0.025, 0.378)

In contrast, the conditional disease probability model coefficient and the pPIF corre-
sponding to red meat intake are larger without measurement error correction (pPIF= 0.030
before correction versus pPIF= 0.006 using the proposed Bayesian estimator), suggesting
that measurement error may have led to an overestimation of the impact of potential inter-
ventions targeting red meat intake alone. This could be resulted by accounting for folate
intake in the conditional disease probability model. Nevertheless, correcting for bias due to
measurement error still led to a larger pPIF estimate for an intervention modifying all three
exposures (pPIF=0.172 before correction versus pPIF=0.198 using the proposed Bayesian
estimator).

The pPIF values estimated by the two RC approaches were often similar, and were larger

than those from the proposed Bayesian approach for the folate intake increase intervention.
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However, the RC results may not be as accurate as the proposed approach due to the caveat
discussed in our simulations. In summary, the CRC disease burden in the HPFS and similar
populations could be reduced by 19.1% when simultaneously reducing alcohol intake while
increasing folate intake, which is similar to simultaneously conducting interventions on
all three exposures. The estimated additional reduction in CRC occurrence results from a

decrease in red meat intake, however, appeared to be relatively minimal.

3.6 Discussion

The pPIF extends the concept of the pPAR, and provides a useful means for assessing the
potential impact of interventions targeting continuous exposures in a population. Motivated
by the HPFS, we developed a computationally tractable Bayesian approach for estimating
the pPIF when continuous exposures are measured with error. This estimator is based upon
the reclassification model, and specifies conditional distributions of the true exposures given
the observed surrogate exposures. In the MS/IVS design considered here, we assumed
the reclassification transportability condition, requiring that the reclassification process to
be exchangeable between the MS and the IVS, and clarified the relationship between this
assumption and the transportability conditions proposed previously. Finally, this Bayesian
procedure allows us to easily obtain both point and interval estimates for a range of pPIF
values, without resorting to complex numerical integration.

Across a range of sample sizes, disease prevalences, and degrees of measurement error,
our simulations suggested that, in the presence of exposure measurement error, the proposed
Bayesian approach can reduce the bias in estimating the pPIF and accurately quantify the
uncertainty. In particular, the estimation bias can be dramatically reduced with an IVS as
small as 100, while nominal frequentist coverage may require a larger IVS, at least 250 in
our simulation scenarios, in the presence of moderate to high amount of measurement error.

Ignoring exposure measurement error leads to substantial bias and under coverage of the
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credible interval, and the bias could be towards either direction.

There are several potential limitations of our approach, both of which will be pursued
in our future work. First, only continuous surrogate and true exposures can enter the
model, which implies a possible improvement of including both discrete/categorical and
continuous exposures into the model. Second, we have assumed that there are no missing
surrogate exposures in both the MS and the IVS. In the HPFS, missing exposures could
arise from non-response of dietary questionnaires, and have been excluded from our
analysis. Assuming exposures missing at random (MAR), a potential modification within
our Bayesian framework could regard the missing surrogate exposures as model parameters
and include additional Gibbs updates for these missing values, alongside estimating the
remaining model parameters. This procedure is akin to the joint modeling approach used in
multiple imputation (Molenberghs et al., 2014). It remains to be explored whether such an
approach would perform well in simulations and substantially change our empirical pPIF
estimates for the HPFS. Third, we have assumed the availability of an IVS, as motivated
by the HPFS data. Often, the validation study occurs in an external population, where the
disease outcome is not available. Given the importance of this design in practice, it would
be worthwhile to extend the current approach to the main study/external validation study

design in the presence of exposure measurement error.

3.7 Appendix

3.7.1 Proofs for Claimed Relationships between ST, RT, and DT

We assume all marginal, conditional, and joint densities exist and are positive on their
respective supports. Following notations in the main article, let X and Z denote the
true and surrogate exposures, let f(x) and f(z) denote marginal distributions of true and

surrogate exposures, let f(z|x) and f(x|z) denote corresponding conditional distributions,
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Figure 3.1: A Venn Diagram for Claimed Relationships between ST, RT, and DT.

and let f(x, z) denote the joint distribution of the true and surrogate exposures. Here we

reiterate the definitions of ST, RT, and DT:

e ST: Single Transportability. f(z|x) is transportable between the validation study
(VS) sample and the main study (MS) sample, but no transportability assumption is

placed on f(x).

e RT:Reclassification Transportability. f(x|z) is transportable between VS and MS,

but no transportability assumption is placed on f(z).
e DT: Double Transportability. f(x, z) is transportable between VS and MS.

We show relationships between ST, RT, and DT are as claimed in the Venn diagrams above.

1. DT C ST
Proof. Self-evident from the definition. [
2. DT C RT
Proof. Self-evident from the definition. O
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3. DT =STNRT

Proof. Since DT C RT and DT C ST, we obtain RT' N ST # () and DT C RT N ST.
Next, to show the converse, we will show that if ST and RT both hold, which means both
f(z|x) and f(x|z) are transportable between VS and MS, then f(x) is also transportable.

As a general matter, f(x)f(z|x) = f(x,z) = f(z)f(x|z), which gives

and

1 :f];(z))dz:/

f2) [ S
i@~ fa (@)° ‘/ )0

(@) flx

so that the marginal f(«) is determined by the two conditional distributions f(z|x) and
f(x|z). Thus, the transportability of f(z|x) and f(x|z) implies that of f(x), and therefore

implies double transportability. [

4. RT — ST #10

Proof. Let f,,(x, z) and f,(x, z) denote the joint distributions in the main and validation
studies. We want to show the existence of an example where RT holds but ST does not. For
simplicity assume both joint densities are positive. Assume f,,(x|z) = f,(x|z) so that RT
holds, and denote the common conditional distribution by f(x|z). Letr(z) = f,(2)/fm(2)
denote the ratio of the marginal densities of z in the validation and main studies; for example,
this situation could be realized if the validation study participants were sampled from the
main study participants with probabilities proportional to r(z). Unless r(z) = 1 for all z,
in which case double transportability holds, the function » must take at least two different

values (at least one larger than 1 and one smaller than 1). Let z; and 2z, be such that

]’:“((zzz)), which is equivalent to foz1) o fm(2) Then for

r(z1) > r(z2), so that J{;(Zl) > Foz2) = Fnlza)

(z1)
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arbitrary  we have

fo(zi®) _ folz)f(2]21) _ fm(20)f(2]21) _ fm(21]2)
folzel®)  fo(z2)f(®|z2) = fu(22) f(2]22)  fin(22|@)’

so that the conditional distribution of Z|X in the validation study is not the same as that in

the main study, and ST does not hold. O]

5.ST —RT #0

Proof. This follows from the proof of RT'— ST # () with the roles of X and Z interchanged.
O]
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3.7.2 Tables and Figures

Table 3.8: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for estimat-
ing the three pPIFs, with different validation study size (N, = 100, 250). UN = uncorrected,
RCyy/1, RCY, and IVS are defined in Section 4, Bayes = proposed. The simulation results
are based on 1000 data replications, under 5, = —2 (common disease) and 3y = —4
(rare disease), multivariate normal true reclassification model, and the low measurement
error scenario. Coverage percentage between 93.6% and 96.4% in bold font are within the
margin of error for 1000 replications.

Estimators
fo=—2 fo=—4
N, pPIF UN RCyyr RCy IVS  Bayes UN RCyyr RCy IVS  Bayes
100 pPIFy, BIAS 82.60 1.05 -507 191 131 7598 075 -6.04 527 146

MCSE 0.005  0.030 0.027 0.035 0.022 0.006 0.038 0.039 0.063 0.033
ASE 0.004  0.033 0.030 0.038 0.020 0.006 0.045 0.039 0.076 0.029
RMSE 0.128  0.030 0.029 0.036 0.022 0.158 0.039 0.041 0.066 0.035
Coverage 0.00 9490 93.90 96.00 90.50 0.00 9420 92.80 96.60 91.20

pPIFx, BIAS 170.84 -3.79 -1048 323 -0.77 159.13 -6.53 -1090 6.53 -2.79
MCSE 0.005  0.037 0.033 0.039 0.026 0.007 0.050 0.048 0.075 0.043

ASE 0.004  0.040 0.036 0.042 0.024 0.007 0.058 0.048 0.087 0.038

RMSE 0.135 0.038 0.035 0.040 0.026 0.173 0.052 0.050 0.077 0.044

Coverage 0.00 9430 93.60 95.10 91.40 0.00 9520 9250 94.10 91.00

pPIFx, x, BIAS 101.64 -0.02  -630 246 081 87.65 -037 -643 6.19 0.65
MCSE 0.005 0.012 0.019 0.030 0.011 0.006 0.015 0.026 0.052 0.015

ASE 0.004  0.014 0.020 0.034 0.011 0.005 0.018 0.027 0.067 0.014

RMSE 0232  0.012 0.024 0.032 0.013 0263 0.016 0.032 0.057 0.017

Coverage 0.00 95.00 88.10 96.30 92.20 0.00 9410 89.30 97.40 92.90

250 pPIFx, BIAS 82.44 -0.12 -7.18 1.06 091 75.76 016 -7.17 1.83 090
MCSE 0.004 0.018 0.017 0.022 0.013 0.007 0.023 0.022 0.035 0.019

ASE 0.004 0.018 0.018 0.022 0.013 0.006 0.024 0.024 0.036 0.019

RMSE 0.128  0.018 0.020 0.022 0.014 0.158 0.023 0.027 0.035 0.020

Coverage 0.00 95.60 89.50 93.40 94.20 0.00 9570 91.00 95.00 94.30

pPIFyx, BIAS 170.43 -097 -6.58 0.61 -0.71 161.11 -1.98  -9.04 -020 -1.49
MCSE 0.005  0.022 0.020 0.025 0.016 0.008 0.030 0.027 0.042 0.024

ASE 0.005 0.022 0.021 0.025 0.016 0.007 0.031 0.029 0.042 0.024

RMSE 0.135  0.022 0.021 0.024 0.017 0.175 0.030 0.029 0.042 0.024

Coverage 0.00 9520 95.20 94.00 93.60 0.00 9450 95.50 93.60 94.00

pPIFx, x, BIAS 101.43 -028 -6.64 097 045 88.07 -026 -7.06 153 033
MCSE 0.005  0.008 0.011 0.017 0.007 0.006 0.010 0.016 0.028 0.009

ASE 0.004 0.008 0.012 0.019 0.007 0.005 0.010 0.016 0.029 0.009

RMSE 0.231  0.008 0.019 0.017 0.010 0264 0.010 0.027 0.028 0.012

Coverage 0.00 95.00 76.80 95.60 93.00 0.00 94.00 76.10 94.30 94.90
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Table 3.9: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for es-
timating the three pPIFs, with different validation study size (N, = 500,1000). UN =
uncorrected, RC)yr, RC, and IVS are defined in Section 4, Bayes = proposed. The
simulation results are based on 1000 data replications, under 5y = —2 (common disease)
and [y = —4 (rare disease), multivariate normal true reclassification model, and the low
measurement error scenario. Coverage percentage between 93.6% and 96.4% in bold font
are within the margin of error for 1000 replications.

Estimators
Bo=—2 Bo=—4
N, pPIF UN RCy;r  RCp 1VS  Bayes UN RCyyr RCp 1VS  Bayes
500 pPIFy, BIAS 82.56 -0.13 -6.86 0.03 029 75.64 -044 -751 022 0.07

MCSE 0.005 0.013 0.013 0.015 0.010 0.007 0.018 0.018 0.024 0.013
ASE 0.004 0.013 0.013 0.015 0.010 0.006 0.018 0.018 0.024 0.014
RMSE 0.128 0.013 0.017 0.015 0.009 0.158 0.018 0.024 0.024 0.014
Coverage 0.00 95.10 87.10 95.30 93.00 0.00 94.70 84.40 94.90 96.00

pPIFx, BIAS 170.84 -093 -7.65 096 -0.15 160.66 -1.36  -8.27 -0.83 -0.01
MCSE 0.005 0.016 0.015 0.016 0.011 0.007 0.023 0.023 0.027 0.017

ASE 0.005 0.016 0.016 0.017 0.012 0.007 0.023 0.022 0.028 0.018

RMSE 0.134 0.016 0.017 0.017 0.011 0.174 0.023 0.025 0.028 0.017

Coverage 0.00 95.00 9190 94.40 94.70 0.00 9430 91.40 94.10 93.90

pPIFx, x, BIAS 101.63 -0.34 -680 041 0.19 87.83 -0.59 -7.11  0.11  0.15
MCSE 0.005 0.006 0.008 0.012 0.005 0.006 0.007 0.012 0.018 0.007

ASE 0.004 0.006 0.008 0.013 0.005 0.005 0.008 0.012 0.019 0.007

RMSE 0.231  0.006 0.017 0.014 0.010 0.264 0.008 0.024 0.017 0.008

Coverage 0.00 9520 57.70 94.90 95.80 0.00  95.00 58.00 95.70 95.80

1000 pPIFx, BIAS 82.93 -0.66 -693 0.65 022 76.04 -1.11 -8.11 035 0.26
MCSE 0.004 0.010 0.010 0.010 0.007 0.006 0.015 0.014 0.017 0.011

ASE 0.004 0.010 0.010 0.011 0.007 0.006 0.015 0.014 0.017 0.011

RMSE 0.128 0.010 0.015 0.010 0.006 0.159 0.015 0.022 0.017 0.011

Coverage 0.00 9270 8220 94.60 96.30 0.00  94.00 79.00 94.30 94.80

pPIFx, BIAS 170.03 -0.73  -752 -025 0.05 159.45 -0.62 -8.02 032 -0.51
MCSE 0.005 0.012 0.012 0.012 0.008 0.007 0.019 0.017 0.020 0.014

ASE 0.004 0.013 0.012 0.012 0.009 0.007 0.019 0.018 0.020 0.014

RMSE 0.134  0.013 0.013 0.006 0.004 0.173 0.019 0.020 0.020 0.014

Coverage 0.00 94.70 9270 95.00 95.30 0.00 9430 9220 95.70 95.10

pPIFx, x, BIAS 101.64 -0.65 -6.84 037 0.18 87.77 -0.85 -7.48 042 0.07
MCSE 0.004  0.004 0.006 0.008 0.004 0.005 0.006 0.008 0.013 0.005

ASE 0.004  0.005 0.006 0.009 0.004 0.005 0.006 0.009 0.013 0.005

RMSE 0.231  0.005 0.017 0.008 0.007 0.263 0.006 0.024 0.014 0.010

Coverage 0.00 9450 30.50 96.30 94.50 0.00  93.60 26.00 95.60 95.60
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Table 3.10: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for estimat-
ing the three pPIFs, with different validation study size (N, = 100, 250). UN = uncorrected,
RCy/1, RCY, and IVS are defined in Section 4, Bayes = proposed. The simulation results
are based on 1000 data replications, under 5, = —2 (common disease) and 3y = —4
(rare disease), multivariate normal true reclassification model, and the high measurement
error scenario. Coverage percentage between 93.6% and 96.4% in bold font are within the
margin of error for 1000 replications.

Estimators
fo=—2 fo=—4
N, pPIF UN RCuyr RC; 1VS Bayes UN RCuyr RC; IVS  Bayes
100 pPIFy, BIAS  -51.94 -29.52 -26.11 0.89 1.80 -50.07 -95.95 -26.14 -1398 5.70

MCSE 0.010 0.147 0.068 0.075 0.058 0.0254 0405 0.093 0.228 0.138
ASE 0.010 0.507 0.128 0.078 0.050 0.0231 1.963 0.166 0.339 0.080
RMSE 0.164 0.173  0.102 0.076 0.060  0.189 0.542  0.133 0.246 0.150
Coverage 0.00 98.30 95.90 93.00 88.10 0.00 99.20 96.00 90.40 74.90

pPIFx, BIAS -52.46 -100.65 -4393 -0.52 -2.50 -52.55 -326.10 -49.28 -57.32 -15.13
MCSE 0.011 0.218 0.104 0.094 0.081 0.028 0.686 0.152 0344 0.235

ASE 0.011 0.682 0.189 0.096 0.072 0.026 2.634 0263 0.508 0.131

RMSE 0.089 0273 0.126 0.096 0.082 0.113 0949 0.181 0392 0.252

Coverage 0.00 98.60 98.50 93.30 89.40 0.00 98.80 92.00 99.00 73.80

pPIFx, x, BIAS -49.53  -22.19 -2730 1.10 121 -47.16 -67.45 -2540 -13.49 3.96
MCSE 0.011 0.133  0.066 0.081 0.055 0.027 0.386 0.090 0.259 0.128

ASE 0.012 0495 0.132 0.084 0.051 0.027 1.900 0.172 0.347 0.075

RMSE 0.219 0.171  0.130 0.082 0.057 0.240 0.524 0.154 0.294 0.139

Coverage 0.00 98.10 83.90 93.70 90.00 0.00 98.60 9240 93.10 74.80

250 pPIFy, BIAS -51.28 -9.12 -20.56 -0.08 0.27 -50.62 -24.06 -19.01 -1.32 2.57
MCSE 0.010 0.098 0.059 0.044 0.036 0.024 0.194 0.085 0.108 0.069

ASE 0.010 0.206 0.076 0.044 0.034 0.023 0.652 0.104 0.132 0.062

RMSE 0.162 0.104 0.085 0.045 0.036 0.191 0229 0.110 0.111 0.072

Coverage 0.00 95.30 88.30 94.90 92.20 0.00 96.30 92.00 9290 89.60

pPIFx, BIAS -53.67 -2845 -2397 -1.11 095 -51.890 -83.25 -2380 -1.79 1.02
MCSE 0.011 0.163 0.097 0.056 0.049 0.025 0.334 0.141 0.151 0.111

ASE 0.011 0311 0.122 0.055 0.047 0.026 0983 0.173 0.171 0.098

RMSE 0.092 0.174 0.106 0.057 0.051 0.110 0.384 0.150 0.158 0.115

Coverage 0.00 9520 9510 94.00 92.40 0.00 96.40 95.50 9230 90.10

pPIFx, x, BIAS  -49.50 -4.58 -18.04 -0.13 0.78 -47.33 -13.51 -14.33 0.75 3.34
MCSE 0.011 0.080 0.049 0.047 0.035 0.027 0.159 0.065 0.113 0.065

ASE 0.012  0.188 0.069 0.047 0.034 0.026  0.599 0.091 0.129 0.056

RMSE 0.218 0.086 0.089 0.048 0.036 0.241 0.192  0.097 0.115 0.069

Coverage  0.00  97.00 7450 9420 92.10 0.00 97.10 89.00 93.80 88.20
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Table 3.11: Simulation results for the relative bias (% Bias), Monte Carlo standard er-
ror (MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE)
and empirical coverage percentage of 95% Cls (Coverage %) of different estimators for
estimating the three pPIFs, with different validation study size (N, = 500, 1000). UN
= uncorrected, RCy;/;, RCT, and IVS are defined in Section 4, Bayes = proposed. The
simulation results are based on 1000 data replications, under 5y = —2 (common disease)
and [y = —4 (rare disease), multivariate normal true reclassification model, and the high
measurement error scenario. Coverage percentage between 93.6% and 96.4% in bold font
are within the margin of error for 1000 replications.

Estimators
Bo=—2 Bo=—4
N, pPIF UN RCyyr RCy IVS  Bayes UN RCyyr RCy IVS  Bayes
500 pPIFy, BIAS  -51.56 -3.64 -17.47 0.16 -0.24 -49.45 -539 -1349 0.02 0.69

MCSE 0.009  0.059 0.045 0.029 0.024 0.023 0.086 0.068 0.068 0.048
ASE 0.010  0.080 0.049 0.031 0.024 0.023 0.150 0.075 0.071 0.047
RMSE 0.163  0.062 0.068 0.030 0.024 0.187 0.092 0.084 0.069 0.049
Coverage 0.00 9530 8250 9590 95.00 0.00 95.80 93.00 93.80 93.70

pPIFx, BIAS  -53.46 -4.58 -20.50 -0.53 -0.43 -5221 -1548 -21.17 -1.50  0.01
MCSE 0.010  0.104 0.078 0.037 0.033 0.024 0.167 0.122 0.089 0.073

ASE 0.010  0.130 0.083 0.038 0.034 0.025 0263 0.134 0.092 0.073

RMSE 0.091 0.108 0.085 0.037 0.035 0.111 0.178 0.133 0.090 0.075

Coverage 0.00 9520 93.60 95.00 9450 0.01 9590 95.00 93.80 93.10

pPIFx, x, BIAS -49.62 -1.56 -15772  0.08 -0.12 -46.65 -2.14 -11.19 041 1.12
MCSE 0.011  0.052 0.038 0.032 0.024 0.026 0.068 0.053 0.068 0.046

ASE 0.011  0.068 0.041 0.032 0.025 0.025 0.128 0.061 0.071 0.044

RMSE 0.219  0.054 0.075 0.032 0.024 0.238 0.071 0.077 0.070 0.047

Coverage 0.00 9540 58.60 94.60 95.10 0.00 9540 87.40 93.50 92.10

1000 pPIFx, BIAS  -51.87 -2.89 -15.67 0.43 031 -4934  -398 -12.04 -033 0.39
MCSE  0.010 0.042 0.034 0.021 0.018 0.023 0.067 0.056 0.049 0.036

ASE 0.010  0.043 0.036 0.021 0.018 0.022 0.070 0.061 0.047 0.036

RMSE  0.164 0.043 0.057 0.022 0.017 0.186 0.070 0.071 0.049 0.037

Coverage  0.00 93.00 74.80 9380 9560 0.00 9420 90.80 93.50 93.80

pPIFx, BIAS  -53.09 -548 -1851 -1.06 -1.06 -53.17 -9.50 -18.27 -1.74 042
MCSE 0.011  0.074 0.060 0.027 0.024 0.027 0.127 0.103 0.061 0.053

ASE 0.010 0.076 0.062 0.027 0.025 0.025 0.131 0.111 0.062 0.054

RMSE 0.091  0.075 0.066 0.026 0.0244 0.114 0.131 0.110 0.062 0.055

Coverage 0.00 9470 9250 94.60 9440 0.01 9420 9510 94.60 95.20

pPIFx, x, BIAS -49.70 -298 -14.42 0.04 -0.04 -46.89 -2.66 -1023 -025 0.68
MCSE 0.012  0.036 0.027 0.022 0.018 0.026 0.053 0.044 0.047 0.033

ASE 0.011  0.039 0.029 0.022 0.018 0.025 0.057 0.048 0.047 0.034

RMSE 0.219  0.038 0.065 0.022 0.017 0.239 0.056 0.067 0.047 0.033

Coverage 0.00 9430 4090 9520 94.70 0.00 94.80 84.10 9340 94.10
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Table 3.12: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of the uncorrected and proposed
Bayesian estimators for estimating the three pPIFs, with different validation study size. The
simulation results are based on 1000 data replications, under 3, = —2 (common disease),
multivariate gamma true reclassification model, and the low measurement error scenario.
Coverage percentage between 93.6% and 96.4% in bold font are within the margin of error
for 1000 replications.

N, Estimand Method Bias MCSE ASE RMSE Coverage
PIF, Uncorrected  82.32  0.005 0.004 0.134 0.00

' Bayesian 0.06 0.018 0.018 0.020 94.00

100 PIFy Uncorrected 169.27  0.005 0.005 0.138 0.00
> Bayesian -0.05 0.022 0.022 0.028 94.70

PIFy x Uncor‘rected 100.54 0.004 0.004 0.239 0.00

22 Bayesian 0.22  0.009 0.009 0.010 94.00

PIFy Uncorrected  82.57 0.005 0.004 0.134 0.00

' Bayesian 0.36  0.009 0.009 0.010 95.00

500 PIFy Uncor.rected 169.77  0.005 0.004 0.138 0.00
> Bayesian -0.65 0.011 0.011 0.010 94.10

PIF, x Uncorrected 100.84  0.005 0.003 0.239 0.00

%2 Bayesian 0.09 0.004 0.004 0.010 94.80
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Table 3.13: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of the uncorrected and proposed
Bayesian estimators for estimating the three pPIFs, with different validation study size.
The simulation results are based on 1000 data replications, under 3, = —4 (rare disease),
multivariate gamma true reclassification model, and the low measurement error scenario.
Coverage percentage between 93.6% and 96.4% bold font are within the margin of error
for 1000 replications.

N, Estimand Method Bias MCSE ASE RMSE Coverage
PIFy Uncorrected 75.46  0.007 0.006 0.164 0.00

' Bayesian -0.23  0.025 0.025 0.026 93.40

100 PIFy Uncorrected 159.60 0.007 0.007 0.182 0.00
> Bayesian 0.33 0.032 0.032 0.033 94.20

PIFy x Uncor‘rected 86.83 0.007 0.004 0.270 0.00

b2 Bayesian 0.35 0.011 0.011 0.010 95.20

PIFy Uncorrected  75.24  0.007 0.006 0.164 0.00

' Bayesian 0.50 0.013 0.013 0.014 94.30

500 PIFy Uncor.rected 159.15 0.008 0.007 0.179 0.00
> Bayesian -1.09 0.016 0.017 0.017 94.70

PIF, x Uncorrected  86.57 0.006 0.004 0.270 0.00

172 Bayesian 0.12 0.006 0.006 0.010 93.60
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Table 3.14: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of the uncorrected and proposed
Bayesian estimators for estimating the three pPIFs, with different validation study size. The
simulation results are based on 1000 data replications, under 3, = —2 (common disease),
multivariate gamma true reclassification model, and the high measurement error scenario.
Coverage percentage between 93.6% and 96.4% in bold font are within the margin of error
for 1000 replications.

N, Estimand Method Bias MCSE ASE RMSE Coverage

PIFy Uncorrected -51.39 0.011 0.010 0.158 0.00

' Bayesian 434 0.063 0.058 0.063 91.30

100 PIF, Uncorrected -53.56 0.012 0.011  0.089 0.00
> Bayesian -6.11  0.105 0.093 0.110 89.90

PIFy « Uncorrected -49.56 0.013 0.012 0.212 0.00

22 Bayesian 236  0.063 0.058 0.063 91.80

PIFy Uncorrected -51.44 0.010 0.010 0.158 0.00

' Bayesian 1.75 0.028 0.028 0.032 93.10

500 PIFy Uncorrected -53.54 0.010 0.011  0.089 0.00
> Bayesian 1.76  0.043 0.042 0.045 93.10

PIFy « Uncoqected -49.59 0.012 0.012 0.212 0.00

%2 Bayesian 1.92 0.028 0.028 0.032 93.20
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Table 3.15: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of the uncorrected and proposed
Bayesian estimators for estimating the three pPIFs, with different validation study size.
The simulation results are based on 1000 data replications, under 3, = —4 (rare disease),
multivariate gamma true reclassification model, and the high measurement error scenario.
Coverage percentage between 93.6% and 96.4% in bold font are within the margin of error
for 1000 replications.

N, Estimand Method Bias MCSE ASE RMSE Coverage

PIFy Uncorrected -50.61  0.023 0.022 0.184 0.00

' Bayesian 8.20 0.150 0.088 0.179 79.80

100 PIF, Uncorrected -51.60 0.026 0.025 0.105 0.00
> Bayesian -63.86 0.392 0.180 0473 78.70

PIFy « Uncorrected -47.44  0.025 0.026 0.235 0.00

22 Bayesian -422 0.185 0.091 0.217 80.80

PIFy Uncorrected -50.40 0.022 0.022 0.184 0.00

' Bayesian 0.90 0.047 0.049 0.055 94.90

500 PIFy Uncorrected -53.31 0.027 0.025 0.110 0.00
> Bayesian -4.89  0.084 0.085 0.089 95.00

PIFy « Uncorrected -47.87 0.025 0.026 0.237 0.00

%2 Bayesian 0.02 0.047 0.047 0.045 93.70
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Table 3.16: Bayesian estimation results from reclassification model parameters (I'*), illus-
trative example.

a 7 Z Z3 Xy Xs
X; 0.696 0991 -0.056 -0.714 0.022 -0.008

Xy 0425 0297 0.830 -0.411 -0.011 -0.043
X3 0251 -0.061 -0.030 0.503 0.003 -0.004

Table 3.17: Bayesian estimation results from reclassification model parameters (22.,), the
HPFS.

X Xy X
X1 0284 0.039 -0.004

Xs 0.039 0.358 0.007
X3 -0.004 0.007 0.020
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Figure 3.2: An illustration of empirical densities for red meat intake, alcohol intake,
and folate intake obtained from the proposed Bayesian approach. Red lines represent
surrogate exposures. Blue lines represent imputed true exposures. Green lines represent
true exposures in the internal validation study.
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3.7.3 A Simulation Study Investigating Performances of RC Estima-

tors

We conducted a simulation study to further investigate the performances of RC estimators.
As suggested in Carroll et al. (2006), RC methods give suboptimal estimates of logistic
conditional disease probability model coefficients when the under one or more of the

following conditions:
1. The rare disease condition is violated;
2. Large measurement error;
3. Prognostic effects of the exposure are moderate.

In our main simulation setting, where the conditional disease probability model coefficients,
B = (6o,1,0.5,0.5)', where fy = —2 (base disease prevalence 12 %) or -4 (base disease
prevalence 2 %). This coefficient setting is unfavorable towards RC methods, because the
relative risk with respect to X; and X5 are 1.859 and 1.324 when 5y = —2 (2.513 and 1.571
when 3y = —4), which are considerably substantial. We thus consider a more favorable
simulation setting for RC estimators, where 3 = (—4,0.25,0.125,0.125)’. This reduces the
relative risks to 1.276 and 1.129. We follow the same settings for the generating distributions
of surrogate exposures and the reclassification process coefficients. We considered two
different validation study sizes, 250 and 1000, and three different amount of measurement
errors. Results are given in Tables 3.18 to 3.20.

under more favorable conditions, RC estimators exhibit improved performances in terms
of bias, the RMSE, and coverage probability. RC methods show comparable estimation ac-
curacy and efficiency compared to the Bayesian estimator under the low measurement error
setting. As measurement error amount increases, Bayesian estimator starts to outperform

RC estimators, as it shows less bias and smaller RMSE. Hence, compared to RC estimators,
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the proposed Bayesian estimator shows better stability under various scenarios. However,

RC estimators are easier to implement since they do not require a long running time.
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Table 3.18: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for es-
timating the three pPIFs, with different validation study size (N, = 250,1000). UN =
uncorrected, RCy;/r, RCy, and IVS are defined in Section 4, Bayes = proposed. The simu-
lation results are based on 1000 data replications, multivariate normal true reclassification
model, and the low measurement error scenario. Coverage percentage between 93.6% and
96.4% in bold font are within the margin of error for 1000 replications.

Estimators
N, pPIF UN RCy;r  RCp IVS Bayes
250  pPIFy, BIAS 82.46 -1.82 -3.11 -13.73 -0.36

MCSE 0.024 0.041 0.038 0.151 0.017
ASE 0.024  0.041 0.040 0.191 0.017
RMSE 0.096 0.042 0.039 0.159 0.019
Coverage 4.00 9510 94.80 91.70 95.00

pPIFx, BIAS 162.27 -298 -2.82 -72.55 0.88
MCSE 0.025 0.051 0.049 0.206 0.039

ASE 0.026  0.051 0.050 0.261 0.038

RMSE 0.098 0.052 0.50 0.228 0.039

Coverage 4.00 94.10 9540 90.80 95.60

pPIFx, x, BIAS 99.24 0.019 -0.75 -3.40 -9.46
MCSE 0.025 0.017 0.017 0.123 0.049

ASE 0.026  0.018 0.017 0.142 0.048

RMSE 0.166  0.017 0.017 0.133 0.050

Coverage 0.00 94.50 95.60 91.60 94.40

1000 pPIFy, BIAS 80.21 -1.72 -047 -2.17 0.3l
MCSE 0.024  0.039 0.037 0.061 0.016

ASE 0.022 0.038 0.038 0.061 0.015

RMSE 0.094  0.040 0.037 0.062 0.016

Coverage 5.00 9270 94.80 93.70 94.60

pPIFx, BIAS 167.57 -3.23  -1.28 -544 -2.05
MCSE 0.027  0.048 0.045 0.074 0.032

ASE 0.024  0.047 0.047 0.073 0.032

RMSE 0.101  0.049 0.046 0.075 0.032

Coverage 400 92770 9530 9290 95.80

pPIFx, x, BIAS 99.39 -0.11  -1.34 0.89 1.02
MCSE 0.028 0.016 0.016 0.045 0.039

ASE 0.024 0.017 0.016 0.045 0.039

RMSE 0.166  0.016 0.016 0.045 0.040

Coverage 0.00 9590 9510 93.50 94.80
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Table 3.19: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for es-
timating the three pPIFs, with different validation study size (N, = 250,1000). UN =
uncorrected, RCy;/r, RCy, and IVS are defined in Section 4, Bayes = proposed. The simu-
lation results are based on 1000 data replications, multivariate normal true reclassification
model, and the moderate measurement error scenario. Coverage percentage between 93.6%
and 96.4% in bold font are within the margin of error for 1000 replications.

Estimators
N, pPIF UN RCyyp RC; IVS  Bayes
250  pPIFy, BIAS -31.09 -2430 -3.72 -50.81 -0.67

MCSE 0.032 0.123 0.084 0.270  0.081
ASE 0.032 0.284 0.094 0.328 0.066
RMSE 0.048 0.145 0.086 0.298 0.107
Coverage 77.00 95.20 95.10 88.80 94.60

pPIFx, BIAS  -25.02 -90.12 -40.70 -131.28 -4.73
MCSE  0.035 0.195 0.131 0.299  0.091

ASE 0.033 0395 0.143 0.373  0.079

RMSE  0.038 0.228 0.136  0.327 0.103

Coverage 88.00 9540 95.00 87.70  93.20

pPIFx, x, BIAS  -27.96 -895 -3.74 -40.82 -20.63
MCSE 0.038  0.083 0.067 0.293  0.127

ASE 0.038 0.191 0.074 0.344  0.115

RMSE 0.061  0.087 0.068 0.332  0.137

Coverage 79.00 96.00 95.40 89.50 93.20

1000 pPIFx, BIAS  -24.39 -4.86 -2.54 -7.86  -3.71
MCSE 0.031 0.081 0.079 0.094 0.048

ASE 0.031  0.082 0.079 0.092 0.051

RMSE 0.041  0.083 0.080 0.096 0.049

Coverage 78.00 94.80 94.90 92.70  96.40

pPIFx, BIAS  -3292 -27.72 -2337 -1542 -0.88
MCSE  0.035 0.120 0.117  0.108 0.054

ASE 0.032 0.124 0.118  0.105 0.055

RMSE  0.040 0.123 0.119  0.111 0.054

Coverage 86.00 94.80 94.40 91.60 96.00

pPIFy,x, BIAS -26.13 -254 374  -597 -20.76
MCSE 0036 0.065 0062 0.108 0.078

ASE 0038 0065 0064 0.104 0.076

RMSE 0057 0.066 0064 0.109 0.080

Coverage 76.00 9490 9510 9290 94.40
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Table 3.20: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of different estimators for es-
timating the three pPIFs, with different validation study size (N, = 250,1000). UN =
uncorrected, RCy;/r, RCy, and IVS are defined in Section 4, Bayes = proposed. The simu-
lation results are based on 1000 data replications, multivariate normal true reclassification
model, and the high measurement error scenario. Coverage percentage between 93.6% and
96.4% in bold font are within the margin of error for 1000 replications.

Estimators
N, pPIF UN RCyyr RC; IVS  Bayes
250  pPIFy, BIAS -52.53  -9298 -1845 -63.81 -17.76

MCSE 0.034 0.250 0.112 0.302 0.142
ASE 0.033 0.904 0.136 0.347 0.112
RMSE 0.069 0.301 0.116 0.333  0.180
Coverage 45.00 96.50 97.60 87.50 90.60

pPIFx, BIAS  -57.76 -364.98 -55.04 -145.53 -6.96
MCSE  0.037 0433 0.174 0331 0.116

ASE 0.034 1.324  0.217 0408 0.102

RMSE  0.050 0.518 0.179 0357 0.123

Coverage 81.00 96.30 96.50 87.70  91.60

pPIFx, x, BIAS -53.04  -50.73 -11.32 -56.12 -88.29
MCSE 0.044 0.206 0.112 0.338  0.208

ASE 0.041 0.821 0.136 0.403  0.155

RMSE 0.099 0.235 0.115 0.372  0.249

Coverage 38.00 96.50 96.70 86.40 91.60

1000 pPIFx, BIAS  -53.17 -13.57 -13.95 -6.10 -2.76
MCSE 0.033 0.112  0.108 0.099 0.071

ASE 0.032 0.118 0.111 0.101  0.075

RMSE 0.070  0.115 0.112 0.101  0.074

Coverage 51.00 95.00 94.80 94.40 95.20

pPIFx, BIAS  -60.52 -63.28 -37.85 -28.64 -5.23
MCSE  0.038 0.192 0.172  0.114 0.063

ASE 0.033 0.196 0.173 0.113  0.067

RMSE  0.052 0.200 0.178  0.117 0.066

Coverage 77.00 95.40 94.60 93.50 95.80

pPIFx, x, BIAS -54.28  -10.75  -9.57 -9.50  -8.77
MCSE 0.040 0.118 0.108 0.119  0.088

ASE 0.040 0.118 0.110 0.121  0.090

RMSE 0.099 0.122  0.111 0.122  0.091

Coverage 37.00 93.70  95.80 93.80 94.00
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3.7.4 A Simulation Study when the Internal Validation Study is a Bi-

ased Sample from the Main Study

We included an additional simulation study to examine the operating characteristics of
the Bayesian estimator when internal validation study (IVS) is a biased sample from
the entire population. Even though the IVS is not uniformly sampled from the main
study, the reclassification transportability still holds (while neither the single nor double
transportability conditions may not hold), and our estimator in theory should still be
effective in accurately estimating the pPIF in the presence of exposure measurement errors.
This simulation study aims to confirm this analytical conjecture, and the results may endorse
the application of our approach in general MS/IVS designs, where the IVS is not a random
sample from the MS.

We conducted the simulation by first generating surrogate exposures (Z;1, Ziy) ~

N((—0.2,0.8)",3,), where

Each observation ¢ = 1,..., N is independently selected into the IVS according to a

Bernoulli variable T} with

(T = 1|21y, Z) = — P00+ 0120 + 02 750)
z IR L exp(go + 01 Zi + $2Zin)

and (¢1,¢2) = (1,—0.5). We vary size of the IVS via changing the value of ¢y. In
specific, we set the total number of observations in this simulation study N = 10000,
and vary ¢, € {—4.5, —3.5, —2.8, —2}, which corresponds to sizes of IVS at around 100,
250, 500, and 1000. Similar to previous simulation studies, we generate the two true

exposures from a bivariate normal measurement error model, X; ~ N (I'*Z;, X, ), where
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Z; = (1,7, Zin, X;3)" and X, = 3. The correctly measured exposure, X3, is generated
from the standard normal distribution. The parameter matrix for the reclassification model

18 set as

—-0.2 0.6 0.2 —-0.7
01 02 04 -0.5

which leads to moderate degree of measurement errors. The exposure-outcome relationship

model is assumed logistic with

Ui = E(K|Xz) _ eXp(B() + ﬁlXil + ﬁQXiQ + 53X¢3) 7
1+ exp(Bo + SiXi + B2Xio + B3 Xis)

and 3 = (01, 52, B3) = (1,0.5,0.5). The relative bias, MCSE, ASE, RMSE and coverage
probability are reported in Table 11 and 12, where the proposed sampler performs similarly

on the IVS sampled with bias.
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Table 3.21: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of the uncorrected and proposed
Bayesian estimators for estimating the three pPIFs, with different validation study size. The
simulation results are based on 1000 data replications, under 5y = —2 (common disease),
multivariate normal true reclassification model, biased validation study sample, and the
moderate measurement error scenario. Coverage percentage between 93.6% and 96.4% in
bold font are within the margin of error for 1000 replications.

N Estimand Method Bias MCSE ASE RMSE Coverage

PIF Uncorrected -28.61 0.007 0.007 0.071 0.00

' Bayesian 1.41 0.042 0.036 0.045 89.10

100 PIFy Uncorrected -19.27  0.008 0.008 0.032 12.00

*  Bayesian 092 0.057 0.051 0.055 90.30

PIFy Uncorrected -24.42  0.008 0.008 0.089 0.00

%2 Bayesian 1.66 0.037 0.034 0.045 91.00

PIFy Uncorrected -28.23  0.007 0.007 0.071 0.00

' Bayesian 0.76  0.025 0.024 0.032 92.60

250 PIF Uncorrected -19.54  0.008 0.008 0.032 10.50
> Bayesian -042 0.033 0.033 0.032 93.30

PIFy « Uncorrected -24.26  0.008 0.008  0.089 0.00

b2 Bayesian 0.53 0.023 0.022 0.032 93.80

PIFy Uncorrected -28.66 0.007 0.007 0.071 0.00

' Bayesian 045 0.017 0.018 0.017 93.90

500 PIFy Uncorrected -19.16  0.008 0.008 0.032 10.00
*  Bayesian 049 0.023 0.024 0.032 95.40

PIFy. Uncorrected -24.41 0.008 0.008 0.089 0.00

142 Bayesian 0.52 0.016 0.017 0.014 94.50

PIFy Uncorrected -28.33  0.007 0.007 0.071 0.00

' Bayesian -0.07  0.013 0.013 0.020 93.60

Uncorrected -19.37  0.008 0.008 0.032 9.50

1000 PIFx, Bayesian 024 0.017 0.018 0.018 94.70
PIFy Uncorrected -24.27 0.008 0.008 0.087 0.00

%2 Bayesian 0.07 0.012 0.012 0.017 95.50

*Average N, based on N = 10000 and values of (¢q, ¢1, ¢2).
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Table 3.22: Simulation results for the relative bias (% Bias), Monte Carlo standard error
(MCSE), average (posterior) standard error (ASE), root mean squared error (RMSE) and
empirical coverage percentage of 95% Cls (Coverage %) of the uncorrected and proposed
Bayesian estimators for estimating the three pPIFs, with different validation study size.
The simulation results are based on 1000 data replications, under 3, = —4 (rare disease),
multivariate normal true reclassification model, biased validation study sample, and the
moderate measurement error scenario. Coverage percentage between 93.6% and 96.4% in
bold font are within the margin of error for 1000 replications.

N Estimand Method Bias MCSE ASE RMSE Coverage

PIF Uncor‘rected -26.90 0.015 0.014 0.089 0.00

' Bayesian 3.87 0.074 0.058 0.077 86.20

100 PIF Uncoqected -18.60 0.016 0.016 0.033 43.50

*  Bayesian -390 0.111 0.093 0.114 87.40

PIFy » Uncoqected -22.26  0.016 0.015 0.105 0.00

22 Bayesian 3.15 0.058 0.049 0.063 88.60

PIFy Uncorrected -27.27 0.016 0.014 0.089 0.00

' Bayesian 0.83 0.041 0.039 0.044 92.70

250 PIF Uncor‘rected -1898 0.016 0.016 0.032 39.00
> Bayesian -1.75 0.063 0.060 0.062 93.30

PIFy « Uncoqected -22.60 0.016 0.015 0.107 0.00

122 Bayesian 0.71 0.033 0.033 0.031 93.50

PIFy Uncor.rected -26.99 0.014 0.014 0.089 0.00

' Bayesian 0.17 0.031 0.030 0.031 94.00

500 PIF Uncoqected -18.82 0.016 0.016 0.032 41.00
*  Bayesian 1.68 0.047 0.045 0.046 93.30

PIFy. Uncor‘rected -22.33  0.016 0.015 0.105 0.00

22 Bayesian 093 0.025 0.025 0.032 93.40

PIFy Uncorrected -27.06 0.017 0.014 0.091 0.00

! Bayesian 0.33 0.023 0.023 0.031 93.60

1000 PIF Uncor‘rected -18.82  0.018 0.016 0.046 46.00
> Bayesian -0.47 0.0350 0.0339 0.036 93.30

PIFy x Uncorrected -22.41  0.017 0.015 0.109 0.00

12 Bayesian 0.27 0.020 0.020 0.012 93.40

*Average N, based on N = 10000 and values of (¢q, ¢1, ¢2).
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Chapter 4

When customer dynamics is more than
relationship: A coupled hidden Markov
model framework!

Abstract

Despite the growing interest in using hidden Markov model (HMM) to study customer
dynamics and implement customer relationship management (CRM), little is known about
whether a single Markov process can adequately capture dynamics of customers. In
this research we propose a coupled non-homogeneous hidden Markov model (CNHMM)
framework that simultaneously considers two distinct yet (potentially) correlated Markov
processes, respectively representing the latent relational and monetary value of customers.
Leveraging data from a major telecommunication carrier in China, our findings indicate
that the proposed method is able to uncover the multi-dimensional latent states of customers
(dynamic customer values) and possible effects of covariates of interests (including mar-
keting mixes) on the evolutions of the latent states. Consumers’ choice of products (and
services) are jointly influenced by their relational and monetary value over time, and the

evolution of customers’ relational states is significantly dependent on their monetary states

!Co-authored with Yiwei Li and Xiangnan Feng
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(but not vice versa), suggesting customer heterogeneity in monetary value is a potential
antecedent of customer-firm relationship. Furthermore, we show how scenario analysis
using the proposed model can help firms formulate effective multidimensional dynamic

segmentation strategies for customer relationship management.

4.1 Introduction

Currently, firms widely use the recency, frequency, and monetary value (RFM) framework
to measure customer value (Petersen and Kumar, 2015; Lewis, 2006; Zhang et al., 2015),
conduct customer segmentation (Fader et al., 2005; Feinberg et al., 2016; Haenlein et al.,
2006), and allocate marketing resources to customers (Avery et al., 2012; Venkatesan and
Farris, 2012; Wiibben and v. Wangenheim, 2008). This customer-centric approach, coupled
with the increasing availability of customer-generated big data, has led to an interest in
both the notion and the calculation of RFM-based metrics and scores (Ansari et al., 2008;
Ertekin et al., 2019; Venkatesan et al., 2007). Conceptually, while it seems straightforward
that customer value can be calculated independently on each of the three dimensions (i.e.
the recency, frequency, and monetary value), firms in practice assign different weights
to them according to their perceived importance. For an example, Reinartz and Kumar
(2000) suggest firms assign maximum importance to recency then to monetary value and
the lowest importance to frequency.

In understanding the differential importance of customer value in various dimensions,
a common practice is to associate each of the dimension (e.g. RFM metric) with firms’
sales performance, typically in regression analysis (Ansari et al., 2008; Ertekin et al.,
2019). This approach however implicitly assumes orthogonal relationships between the
dimensions, by including them in the regression as independent drivers of product sales.
In particular, we argue customer value measured in different dimensions are potentially

interdependent. Without loss of generality, we consider a two-dimensional case where a
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customer is measured in relational (e.g. recency and frequency in service-encounters or
product purchases) and monetary value (e.g. average spending per transaction). For instance,
loyal customers (i.e. high in relational value) may tend to spend more with the firm (i.e.
also high in monetary value), and the interdependence argument still holds true if we frame
the relationship reversely: customers who spends more can (i.e. high in monetary value)
easily become loyal customers. Therefore, we aim to develop a methodological framework
that helps firms identify potential interdependence between distinctive dimensions of
customer value, and also obtain rigorous empirical evidence revealing such interdependent
relationships.

For customer-centric firms, another challenge in understanding customer value is that
customer preferences and behaviors are fundamentally dynamic (Ansari et al., 2008; Rhee
and Mclntyre, 2008; Zhang and Chang, 2021). For instance, customers who received a
direct mail piece last week may be less receptive to a direct mail piece this week (Neslin
et al., 2013), and some customers may stop interacting with a firm by starting to ignore
the communications coming from it (Ascarza et al., 2018). Leveraging real-time data
instead of static list-based audiences of yesteryear, firms start to manage the timing of
marketing efforts in order to obtain optimal results. Consequently, to contact the right
customer (whom) at the right time (when) has now become the central theme of customer
relationship management (CRM) and dynamic segmentation (Ma et al., 2015a; Netzer et al.,
2008; Zhang et al., 2014).

Insofar as the complexity lies in both the interactive nature of the dimensions of customer
value and the embedded dynamic process, we propose a flexible approach that builds on the
coupled nonhomogeneous hidden Markov model (CNHMM) framework (Sherlock et al.,
2013; Touloupou et al., 2020a,b). Hidden Markov models (HMMs) have been widely used
in marketing to study the dynamics in customer behavior, delineating how customers move
back and forth between different unobserved (or latent) states. These latent states, which

govern the observed customer behavior, include, for example the relationship between

123



the customer and the firm (Ansari et al., 2012; Holtrop et al., 2017; Zhang et al., 2017),
purchasing propensity (Liechty et al., 2003; Schwartz et al., 2014), and price sensitivity
(Zhang et al., 2014).

Unlike the conventional HMM which includes a single Markov process (e.g. customer-
firm relationship states), the proposed CNHMM employs multiple underlying Markov
processes that evolve dynamically (e.g. two simultaneously evolving latent processes
representing customers’ relational and monetary states). Importantly, the CNHMM relaxes
the complete independence assumption among underlying Markov processes by explicitly
modeling the interdependence among latent states across underlying processes (e.g. whether
customer relational states drive monetary states or vice versa), and thus help firms to evaluate
the differential importance of each underlying process. In addition, we allow customer
latent states to be influenced by time-varying covariates (such as service encounters and
customer spending), leading to time-nonhomogeneous transition matrices, while accounting
for unobserved customer heterogeneity through individual-specific parameters both in the
latent state evolution and observed customer behavior (given state membership) stages.

We apply the proposed CNHMM model to a large-scale longitudinal mobile service
data from a major Chinese telecommunication carrier, comprising 217,726 subscribers
from a major city in southwest China for two years from October 2013 to September 2015.
We identify two distinctive latent processes, which correspond to the evolution of customer
relational and monetary states respectively. The results suggest an interesting interactive
pattern of the two underlying processes: the evolution of customers’ relational states is
dependent upon their monetary states but not vice versa. Specifically, customers in higher
monetary states are likely to transition to higher relational states, implying that the level
of customer engagement may be partially determined by how much money customers
spend with the firm. While the extant literature on HMM has predominantly focused on
single-Markov-process customer-firm relationships (Ascarza et al., 2018; Ma et al., 2015a;

Zhang et al., 2017), our results indicate dynamic monetary value serves as a potential source
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of customer heterogeneity in CRM. By considering the important heterogeneity, our model
also performs better than competing conventional frameworks at identifying the latent states
and predicting future customer behavior (e.g. service plan renewal, and phone purchase).

The proposed framework generates useful guides for firms to actively manage customer
base and effectively allocate marketing resources. Through identifying different factors that
can influence either the evolution of customer latent states or the observed behaviors, we
demonstrate that firms can achieve better performance via meaningful service interventions.
In particular, insights from (the evolution of) customer latent states can help firms formulate
effective promotion strategies. This is exemplified through our scenario analyses in which
we suggest, by focusing on customers in some specific segments, firms can increase the
expected revenue from service plan renewal and phone purchase of customers. In addition,
firms can dynamically (e.g. for every month) recover the latent monetary-relational state
(segment) of their existing customers and effectively allocate marketing resources according
to the perceived importance of each segment.

The remainder of this paper is organized as follows. Section 4.2 continues by discussing
the literature pertaining to customer value, dynamic segmentation, and HMM-based models.
Section 4.3 develops a flexible CNHMM model for firms to dynamically segment customers
based on their monetary and relational value. In Section 4.4 we apply our model to a large-
scale longitudinal mobile service data, and show how two Markov processes simultaneously
and interactively reflect the evolution of the customers’ monetary and relational states, which
govern customers’ phone purchase and service plan renewal behavior. Employing scenario
analyses, we also demonstrate how the telecom carrier could increase sales through actively

targeting the right segments. Finally, Section 4.5 concludes the paper with a discussion.
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4.2 Literature Review

In this section we discuss two streams of relevant literature. From a substantive point of
view, our work relates to customer value, more specifically, to how it serves as a basis for
CRM and marketing resource allocation. From a methodological point of view, our work

relates to a growing number of HMM applications in marketing.

4.2.1 Customer Value-based CRM

The contention that loyal customers are always more profitable is a gross oversimplication.

— Dowling and Uncles

Using a customer-value-based approach to conduct CRM yields several benefits (Ku-
mar and Reinartz, 2012), such as decreased cost (Lewis, 2004), reactivation of dormant
customers (Neslin et al., 2013), acquisition and retention of profitable customers (Lewis,
2006), and increased profits from marketing investments (Venkatesan et al., 2007). The
importance of customer value has led to keen and growing interests on customer lifetime
value (CLV) in a wide sense, for firms that wish to continuously and dynamically align
their resources with drivers of customer value (Kumar et al., 2008; Venkatesan et al., 2007;
Zhang et al., 2015). Customer value, or CLYV, is a dynamic concept, not only because its
magnitude is likely to change over time, but also because the determinants of customer
value may alter significantly (Haenlein et al., 2006; Parasuraman, 1997).

With a dynamic perspective, firms are now finding their ways to optimize the current
as well as the future value of customers (Fader et al., 2005; Kumar and Reinartz, 2012).
Naturally customer-firm relationship has become the central focus and a key indicator of
future profitability (Ascarza et al., 2018; Reinartz and Kumar, 2003). A substantial body of

literature has evaluated the effectiveness of relationship-oriented interventions, such as the
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influence of loyalty programs (Lewis, 2004; Liu, 2007; Wang et al., 2016). While great
efforts have been directed to create and maintain strong relational bond between firms and
customers, doubts have been cast on the basic assumption that a loyal customer (high in
relational value) is always more profitable. For instance, Rust and Verhoef (2005) suggest
that action-oriented CRM interventions such as sales promotions, and direct mailing with
coupons are less effective among loyal customers. As loyal customers might have reached
their potential relational value in view of the number of products purchased, they might
be less likely to purchase additional ones, despite a received direct mailing with a call for
action (Dwyer et al., 1987; Grant and Schlesinger, 1995).

Our paper provides a new perspective for Dowling and Uncles (1997) which claims that
it is a gross oversimplication to equate loyal customers with higher profits. Specifically,
we consider the monetary value of customers as potential antecedents of their relational
value, and therefore a loyal customer is not necessarily more profitable, unless he reaches a
“minimum spend” in history. While several studies have included monetary value in predict-
ing CLYV, they simply discount the future cashflows associated with a customer to yield a
net present value (NPV) (Reinartz and Kumar, 2000, 2003), or summarize the relational
and monetary value as independent predictors of CLV, such as through RFM framework
(Haenlein et al., 2006; Schmittlein and Peterson, 1994). Our approach used to assess the
customer value provides several benefits relative to standard CLV calculations. First, by
explicitly modeling the interdependence between the relational and monetary value, we
allow customers’ relational value to be endogenously and dynamically affected by their
monetary value (and vice versa); Second, the proposed framework allows firms to validate
the widely-held view that relational value (e.g. recency) is usually a more powerful dis-
criminator than monetary value (Fader et al., 2005; Hughes, 2000), and therefore enhances
the flexibility for firms directly to link CLV to marketing decisions, such as to identify
profitable yet short-lived group and then to stop chasing these customers (Reinartz and

Kumar, 2003), or to simply abandon unprofitable but strongly bonded customers (Haenlein
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et al., 2006). Third, customer value assessed under our proposed alternative approach can
serve as a basis for segment classification, enabling firms to allocate scarce marketing
resources and make individual customer purchase-level forecast in a real time fashion.
The results based on our mobile service data suggest customers’ relational value can
be influenced by their monetary value, i.e., a customer in higher spending level tends to
remain more loyal to the firm (but not the vice versa). We emphasize that the purpose
of this empirical study is not to straightly conclude monetary value as the determinant of
customer relational value, since the relationship between these two important dimensions
are likely to change across industries and perhaps over time. That being said, we would
join the sentiment with the work of Dowling and Uncles that loyalty does not always
go first. Managers would be wise if they can flexibly conduct CRM based on both the
relational and monetary value of customers, assessing potential interdependences in between

simultaneously.

4.2.2 HMM-based CRM

Customers’ relational and monetary value are not only individual-specific, but also time-
varying. For example, a customer can move from a loyal to a disloyal segment over
time. To capture such dynamic evolution of customer value, HMMs are a representative
setup wherein customers migrate among a set of latent “states” (akin to latent segments in
dynamic customer segmentation) over time.

HMMs have made significant inroads into marketing over the past several decades
(Kappe et al., 2018; Montgomery et al., 2004; Zhang and Chang, 2021). Increasing
attempts are being made to use HMMs to model the dynamic change in customer-firm
relationship. Netzer et al. (2008) used an HMM in the context of university alumni donation
and classified alumni into dynamic relationship states based on their changing propensities

for donation. Montoya et al. (2010) employed an HMM to explore how pharmaceutical
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marketing managers optimize targeting activities to individual customers (physicians), and
found that detailing is more effective for acquisition whereas sampling is more effective for
retention. Ascarza et al. (2018) applied HMMs to two contexts, a daily deal website and a
performing arts organization, and separated two types of customer churns, the observed
and unobserved customer attrition (i.e. “overt” churn and “silent” churn).

Leveraging HMMs in the area of CRM has unique advantages (Du and Kamakura, 2006;
Moon et al., 2007; Zhang and Chang, 2021). First, in today’s information-rich environments,
customer-firms encounters take places across multiple channels and in various forms, and
customer relationship encompassing multiple encounters measures various facets of a
richer relational construct; Second, HMMs classify customers into a set of “latent states”
(e.g. low and high loyalty states) based on their observed (buying) behaviors, and such
empirically determined states naturally shed light on the segmentation strategies for CRM;
Third, HMMs estimate the movements of customers in and out of the segments and identify
drivers of the segment transitions, and therefore allow firms to perform dynamic targeting,
through tailoring marketing actions to nudge customers towards desirable segments; Forth,
marketing mix tailored for each segment can be created to directly influence customer
(state-dependent) behaviors, representing another useful feature of dynamic targeting.

Our CNHMM approach pushes forward the marketing literature of the HMM and its
applications in CRM from several aspects. First, the CNHMM provides a framework
to include multiple potentially correlated underlying Markov processes, by relaxing the
assumptions that only one or independent underlying process(es) should be there (e.g. for
CRM). We also find superior explanation power and predictive validity of the proposed
CNHMM relative to the traditional HMM and the factorial HMM (FHMM, e.g. an HMM
with two independent hidden Markov chains). Second, by adding monetary value as another
distinct yet potentially more fundamental segmentation criterion, the CNHMM allows
firms to implement multidimensional segmentation strategies. For example, managers

will be able to identify high-loyalty but low-monetary, and low-loyalty yet high-monetary
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customers; Third, based on the results generated by the CNHMM, firms can have richer
inputs (considering both latent customer relational and monetary states) to dynamically
tailor targeting actions for customers in a just-in-time fashion, as well as allocate marketing

resources to maximize the long-run profitability.

4.3 Model Development

We extend the existing methods for modeling customer relational value and monetary value
by proposing a joint modeling framework based on an CNHMM that can incorporate both
dimensions as two distinct yet interacting latent processes.

There is a collection of Marketing literature on using Markov models to characterize
customer dynamics (Zhang and Chang, 2021), within which, a sizable section of research
focuses on using HMMs to model dynamic changes in customer-firm relationships (Netzer
et al., 2008; Montoya et al., 2010; Ascarza et al., 2018). These studies predominantly
consider a single aspect, i.e., relational value, in the RFM framework for CRM. We note
that some studies modeled multidimensional behavior of customers (e.g., Ascarza et al.
(2018) modeled customers’ behaviors of opening promotion emails, and clicking on deals
or the unsubscribe button included in those emails) without considering the existence or
effects of multiple latent customer values. Therefore, in this study, we propose to analyze
dynamics of customer behaviors by simultaneously modeling two latent customer values
using a CNHMM.

Different from the traditional HMM and the factorial HMM, the CNHMM allows for
dependence between the two latent Markov chains representing the two evolving customer
values, monetary and relational, respectively. The approach enables firms to implement
finer multidimensional segmentation strategies. For instance, managers will be able to
segment customers into various groups based on their combinations of loyalty and spent

levels, and devise more specific and effective promotion strategies targeting each different
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group.

4.3.1 Preliminaries

We model customers’ multidimensional observed behaviors regarding telecom services.
At each period, we observe two customer behaviors for every individual: (i). whether or
not the customer has changed her mobile phone tier, and (ii). whether or not the customer
has changed her telecom service plan. For the customer behavior of changing mobile
phones, the customer first makes the decision on whether or not to change the tier of her
mobile phone; and if she decides to change phone tiers, she then will decide on choosing
an upgrade or a downgrade. The tiers of mobile phones are largely characterized by phone
prices. For the other customer behavior, we can observe in the data whether or not the
customer decides to change her telecom service plan at each period. Here, we solely focus
on the behavior of changing telecom service plans because such it can largely reflect the
level of engagement of a customer with the firm.

More formally, we observe a three-dimensional binary random vector Y;;, = [Y},, Yi‘;i,
Yf”tli] with the realization y; ,, = [yf,., ¥}, ¥i lt], where y¢, = 1 if customer i changes the
tier of her mobile phone at time ¢; (0 otherwise), yi ;, = L if customer ¢ upgrades her mobile
phone at time ¢; conditional on a phone tier change happens in the same period (0 for
downgrade), and yf’ lt = 1 if customer 7 changes her telecom service plan at time ¢; (0
otherwise).

We assume the existence of a pair of latent variables that respectively reflect the
customer’s monetary and relational values to the firm. Each latent variable takes values
from a set of latent states, and we model the likelihood, P(Y;+, = y.+,), as a function of
the latent state pairing occupied by customer ¢ at time ¢;. For instance, we expect that a
customer who is highly interested in buying a newly released mobile phone that is more

expensive and switching to a new service plan will be captured by a latent state pairing
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that exhibits high probabilities of upgrading mobile phones and changing service plans. In
contrast, a customer who might be tightening her financial budget on wearable tech gadgets
and showing little interest in viewing different service plan options will be captured by a
latent state pairing with a high probability of downgrading mobile phones and perhaps a
low probability of switching service plans.

We assume that customers transition among the latent state pairings following a first-
order coupled Markov process, where for a given customer, the two latent states in period ¢
are independent conditional on latent states in period ¢ — 1. This conditional independence
structure in the CNHMM bridges the gap between the overly simplistic assumption of
complete independence between the two latent states by the factorial HMM, and a poten-
tially over-parameterized HMM that assumes general dependence between the two latent
states. Furthermore, to better understand the evolutions and impacts of the two latent
customer values, we allow managerially relevant covariates such as average revenue per
user (ARPU) of different services and customers’ frequencies of service calls with the firm
to affect customers’ transitions among latent state pairings as well as their behaviors given

membership of a particular latent state pairing.

4.3.2 Model Specification

The model consists of two main components, both describing dynamics at the individual
level: (i). the latent state pairing evolution, and (ii). the customer’s state-dependent
behaviors (e.g., the probability of changing phone tiers, upgrading phones, and switching
service plans). We account for individual heterogeneity across customers by including
individual-specific parameters in both the states evolution and customer behaviors (given

state membership) processes.
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Latent States Evolution

We assume K latent monetary value states, which differ with respect to the customer’s
probability of changing and upgrading/downgrading her mobile phone, and K" latent
relational value states, which differ with respect to the probability of the customer switching
to other service plans. To capture the evolution of customers’ behaviors, we allow customers
to transition among latent state pairings over time. Let Z} and Z7, denote the latent
state pairing (monetary and relational, respectively) occupied by customer 7 at time ¢;. The
evolution of Z"; and Z], each follows a first-order hidden Markov process.
Conceptually, however, it will be overly simplistic to assume evolution processes of
a customer’s monetary and relational values to the firm are completely independent. For
instance, a customer is more likely to select products from a certain brand/firm even if they
are more expensive than alternatives with equal value of functionality when she occupies a
state of higher monetary values, and such phenomenon of brand/firm loyalty rarely happens
when the customer falls into a state of low monetary value. Considering such possible
scenarios, we assume that there could exist potential dependence between the two latent
variables when they are evolving over time. This assumption of dependent latent processes
leads to us adopting a CNHMM to describe the underlying transition dynamics. In specific,
with the CNHMM, we assume the following transition probability for the customer’s latent

state pairings:

P( zt+17ZTt+1| it ert) IP)(Zt-u| zt?Z:t)XP(Zrt+1| it Z:t> (4.1)

The two latent variables are interactively evolving in a way that the value of one latent
variable at time ¢; 4 1 is dependent upon values of both latent variables at time ¢;. This is
equivalent to assuming the independence between Z'; ., and Z;, , conditional on Z}"; and

Z; .- Such conditional independence structure in the CNHMM serves as an intermediary
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between the overly simplistic assumption of complete independence between the two latent
states by the FHMM, and a potentially over-parameterized HMM that assumes general
dependence between the two latent states.

We model the customer’s probabilities of moving from one latent state to another using

multinomial logit models:

P<ZZ7,?EZ = kgn‘Z:;Zfl = k§n7 Ziitifl = kT)

exXp <qj}g;n,kgl + Uzzm,kgn + “/{,Z—Nkr)/pgm)

= —n - 4.2)
anzl €exp <Cﬁggn,nm + U/Zl;n,nm + z‘%—1(kr) PTm)
for k7", k3 € {1,..., K™},
]P)(Zi?:ti = k§|Z£ti—1 = I?Zﬂi—l - m)
exp <Cz’7:k’1",k§ + Mhr kg “/z‘fti—1(km)/PZg>
— , 4.3)

25;1 exp (C;;k{,mr + TIIZ{,HT + W/Z’T,’ti—l(km)/p;;T)

for k7, ky € {1,...,K"}. Here W/} (k") and W/, (k™) are vectors of transition
covariates which also characterized the coupling mechanism between two Markov chains,

and we have
k) = W kT =2}, kT = KT}
and
W/, (k™) = W, | I{E™ =2}, .. I{k™ = K™}].

Parameter vectors p}}. and p;. capture the effects of those covariates. Parameters 1}/ ;.m
k k ki k3

and 7)j;r. K determine propensities to transition from state k" to k3" and k7 to kI, respectively.
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Customers are assumed to differ in their propensities to transition among latent states. These
differences in transition probabilities reflect the hypothesis that customers may exhibit
different lifetimes or shorter (versus longer) runs of frequent activity. This heterogeneity
across customers is captured by individual-level propensities C;r,‘qn’kgn and ¢/ Kok FOT
identification purposes, we set (/i 1, 7t 15 P1* G gr 15 gr 1> and 7 as zero.

We assume the following initial condition to determine the latent state memberships
for customers in period 1. In specific, we assume that the probabilities that a customer
belongs to latent state pairing k" and k" at time ¢; = 1 are determined by parameters

m

" = (ny, ..., %) and " = (7}, ... 7. ), where

1
1+ ZST:LYL:Q eXP(WTm>7
exp(mih)
1+ Z,.;lez exp(n™,)’

fork"™ =1

, (4.4)
fork™" =2,..., K™

and

n G —, for k" =1
B(Zp, = k) = 1T 2ewr=2 xP() | (4.5)

e}f{?m’“)  fork" =2, K"
14> _yexp(mh)

Observed Behaviors

In each period, we observe whether the customer changes her model phone tier or service

plan, represented by the random vector Y ;, = [V, Y}, thl] In the model, conditional on

2,00 Tt
the latent state membership, we allow the customer’s behavior to be affected by covariates
(e.g., time to the nearest iPhone release date, number of available phone choices) that might
influence behavior without altering the latent states she occupies at the time. For example,

customers might be more likely to upgrade their mobile phones when a new influential

hi-tech smartphone is released to the market.
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Since the customer needs to make the decision on whether or not to upgrade/downgrade
her mobile phone conditional on her decision to change her mobile phone tiers, we model
the customer’s phone changing behavior via a two-stage approach, where the customer first
makes a decision on whether or not to change the tier of her mobile phone, and conditional
on the scenario where the customer decides to change phone tiers, she makes a second
decision on whether to upgrade or downgrade. Feng et al. (2020) suggest that (the price
of) mobile phone is an indicator of the social capital of the user, and thus we consider the
phone changing behavior is primarily associated with customers’ latent monetary value
state. This can also be reflected by our model-free evidence in section 4.4. The probability
of customer ¢ deciding to change phone tier at period ¢; given the latent monetary state k£™
is

exp(&fpm + pim + X5y ' Bim)

P(YS =1|X7,, 2" =k™) = . 4.6
( Z,tl | 7/,t1 7t1 ) 1+eXp<€ka +Mzm +ch’t2//6]2m) ( )

This probability is modeled as a function of underlying propensities of changing phone
tiers that varies across latent monetary value states, (.., across customers, 52 wm» and
customer-level time-varying covariates that might affect the phone tier changing behavior
conditional on a given state, X7, . Since both the propensity of changing phone tiers, £},
and effects of covariates, 3;.., are state-specific, customers in different monetary value
states can have different underlying propensities of changing phone tiers and different
sensitivity to stimuli from the time-varying covariates.

In a similar fashion, we can model the second stage of customers’ phone changing
behavior, where the probability of customer ¢ in latent monetary value state k™ upgrading

her mobile phone at time ¢;, conditional on she has made the decision of changing phone
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tiers, is

eX p m _|_ p’"L _I_ le / p’rrL
ROV, = XY, 2, = k) = ot T e ¥ R )

= . “4.7)
L+ exp (&} jm + fim + X!, B

Wym 18 the propensity of upgrading mobile phones across latent states. fff xm represents the
customer-level heterogeneity in phone upgrading propensity, and X fj +; 1s the customer-level
time-varying covariates that might affect phone upgrading.

Finally, we model the remaining observed behavior of customers changing telecom
service plans. In the literature, the behavior of customers switching service plans often
reflects their latent relational value states to the firm. In specific, customers with higher
relational value exhibit higher levels of engagement with the firm (Lee et al., 2018), and
therefore show higher levels of interest in learning and switching to new service plans
provided by the same firm. We thus model the probability that customer ¢ will switch
service plans in period ¢; given membership of relational value state £ as

exp (&l + iy + X1, BY)

P(Y}, = 1X0, Zl, =k') = LA (4.8)
1+ exp(El), + phe + XP4 BY)

where uﬂ and 55 lk,« are population- and customer-level propensities of customer changing
service plans, X;f i is the customer-level time-varying covariates that might affect the
service plan switching behavior when in a given state, and 3% ! is the corresponding effects
vector.

The specification of our model assumes that the two observed behaviors are inter-
connected via the hidden states, but conditionally independent given the latent state mem-
bership. Time-specific random effects could potentially be added to the probabilities of
observed behaviors given the latent state membership provided there is more interest in

measuring further correlations among these behaviors. We perform the model estimation

using the method of stochastic variational Bayes (SVB) due to the large size of our data.
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Details of the estimation approach is available in section 4.6.1 of the Appendix.

4.4 Results

We apply our CNHMM framework to a large-scale longitudinal mobile service data obtained
from a major Chinese telecommunication carrier. The telecom carrier operates by providing
customers with different options of mobile phones and service plans. Customers can choose
the type of products in terms of service plans and/or mobile phones based on their needs.
The more frequently appeared purchasing paradigms are: (i). a new customer joining the
carrier’s network by purchasing a service plan only, (ii). a new customer purchasing a new
mobile phone and a service plan from the carrier, (iii). an existing customer switching
to another service plan without purchasing new mobile phones from the carrier, and (iv).
an existing customer purchasing a new mobile phone and switching to another service
plan both provided by the carrier. A customer becomes a subscriber to the carrier once
she purchases a service plan. Subscribers can switch to other available service plans or
terminate the current service plan (unsubscribe from the carrier) at any time they desire
without additional costs.

Service plans offered by the carrier primarily differ in prices and volumes of three main
telecom services, namely, phone calls, SMSs, and mobile Internet data. Customers who
have higher technology affinity may tend to select service plans providing lower prices
on mobile Internet data. The telecom carrier also offers a large variety of mobile phones,
ranging from phones that do not support 3G network to those equipped with the most
cutting-edge technology. Service plans could also be sold together with a newly purchased
mobile phone, but such bundling is not compulsory. From the perspective of the carrier, one
important operating aspect is to retain subscribers through identifying their characteristics

and making timely targeting offers that improves profitability in the long-run.
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4.4.1 Data Description and Patterns

We collected data from a branch of the carrier located in a city of southwest China. An
overwhelming majority of the customers included in the data live in the same area, which
eliminates the factor of different development levels of telecommunication infrastructure to
a large extent. We focus on a cohort of customers that were (any point in time) subscribers
to the carrier’s service network within a time window from October 2013 to September
2015, a total of 24 months. This observation window includes 24 periods, as we record
customers’ behaviors and other related factors at the end of each month. The data comprise
217,726 subscribers. Since the data became uncollectable once subscribes terminate their
relationship with the carrier and no conclusive longitudinal results could be obtained with
data from a single observation period, we observe customers for a minimum of two and a
maximum of 24 periods.

In each period, two behaviors are observed for every customer: their decision on
whether or not to change phone tiers (including whether it is an upgrade or a downgrade),
and their decision on whether or not to change service plans. Phone tiers are formed by
categorizing mobile phones into different tiers mainly based on their prices, which showed
little fluctuation during the observation window. In addition, we observe some general
telecom service usage of customers, including total phone call time (made or received) in
minutes, total number of SMSs (sent or received), and the total mobile Internet data usage
in KB. Other time-varying factors were also recorded in the data, i.e., the tenure length
of the customer with the carrier, late fee frequencies of the customer, and the number of
available service plans/mobile phones etc.

In the data, the majority (169,648 subscribers, 77.9%) of customers ended up unsub-
scribing from the carrier within the observation window. Customers unsubscribing from
the carrier during the observation window on average spends 9.41 months (with a stan-

dard deviation of 5.56) with the carrier, which differs significantly from customers who
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remain with the carrier at the end of the observation window. For customers who did not
unsubscribe, the average time with the carrier is 23.94 months with a standard deviation
of 0.25. The two groups of customers in terms of whether or not unsubscribe during the
observation window also differ considerably in the frequency of changing service plans,
where customers did not unsubscribe on average change service plan 0.88 times during
their time with the carrier, compared to those who unsubscribed at 0.28. This observation
seemingly suggests that there exists an association between customers’ loyalty to the carrier
and their frequency of changing service plans.

During our observation window, a total of 2,746,398 instances (person x month) were
rerecorded in the data, among which, the change of phone tiers and service plans occur
in 3.1% and 3.3% of these instances, respectively. We categorize mobile phones into five
different tiers, from low to high, according to their prices. It is observed in the data that
probabilities of customers purchasing new phones while using mobile phones in these
five tiers are 2.6%, 2.6%, 3.3%, 4.7%, and 5.6%, respectively. This observation roughly
implies that there might exist an association between customers’ financial capability and
their behavior of phone change.

The behaviors of changing mobile phone tiers and service plans also appear to exhibit
associations when observed longitudinally. In specific, we can compute the empirical
probability of one behavior occurring conditional on the other behavior is observed in the
same period (). In a similar fashion, the empirical probability of a behavior occurring
can also be computed for times when the other behavior occurs after the next or before
the previous certain number of periods (in period ¢ — n or t + n). We computed empirical
probabilities for both behaviors and plotted our findings in Figure 4.1.

In the left panel of Figure 4.1, we see that, for a customer who changes phone tiers
at time ¢, there is a considerable increase in the empirical probability of her switching
service plans at the same time (the empirical probability at time ¢ is over 6%). This

could be partially due to the fact that a large number of service plan sales are bundled
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together with mobile phone sales. However, it is also noted that this increase in service
plan changing probability persists into times several observation periods after the phone
change has occurred (empirical probabilities of changing service plans are less than 2%
before the phone change, but grow to around 4% after the phone change). In contrast, the
right panel of Figure 4.1 shows the empirical probabilities of phone change conditional on
a service plan change occurs at time ¢, where the phone changing probability spikes in the
same period of service plan change large due to the bundling sale strategy (the empirical
probability at time ¢ is over 6%). The persistent impact of service plan changes on the
behavior of phone change, however, does not seem to exist in observation periods after
the plan change occurs (empirical probabilities of changing mobile phones are around 4%
before and after the service plan change). From this observation, we postulate that there
could be longitudinal dependence between the corresponding latent attributes behind the
two observed behaviors, which we later capture and analyze using our proposed CNHMM

framework.
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(a) Plan change probability (%)

on phone change happens at time ¢

S = D W Bk U N
T
|

S = D W k Ut N
T
|

t—3—2—1 1 t+1+2t+3
(b) Phone change probability (%)

on plan change happens at time ¢

Figure 4.1: Empirical Distributions of Plan Change Probability (%) and Phone Change
Probability (%) Conditional on the Occurrence of the Other Behavior.

There are certain limitations with the model-free analysis presented: (i). we are making
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inference about individual-level customer dynamics from aggregate data patterns with-
out controlling for individual heterogeneity, and (ii). the patterns analyzed are largely
qualitative, which leads to suggestive results rather than more substantiated explanatory
mechanism. Therefore, in the ensuing sections, we utilize our proposed modeling frame-
work to address these problems by incorporating individual heterogeneity and by providing

more quantitative and detailed explanations for the findings.

4.4.2 Covariates

In this section, we introduce covariates included in each part of the model. The model
comprises two main components: (i). the two observed behaviors (mobile phone change and
service plan change), and (ii). the latent states evolution (affecting the two behaviors) over
time. While some covariates are more likely to impact customers’ behavior instantaneously,
other variables might affect their decision-making long-term in the future. For example, if
a customer has been continually having more phone calls or SMSs with people who are not
in the carrier’s service network, she becomes less likely to stay with the carrier and search
for other service plans in the future. We account for both types of effects by including
variables that are expected to have a short-term impact via the observation part of the model
and variables that are likely to have a longer-term impact in the future via part of the model

that describes latent state transition dynamics.

Observed Behaviors

We consider several variables that might have effects on customers’ decision on changing
mobile phones. One set of variables included in the model are the customer’s total usage
volumes of three primary telecom services, namely, phone calls in minutes (C'all Vol; ;,),
SMSs (SM S Vol;,,), and mobile Internet data in KB (Net Vol ;,). Customers’ decision

to upgrade or downgrade could partially depend on whether their current mobile phones
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matches well with the functions (e.g., mobile Internet) they desire to use. For example,
customers who exhibit high usage of mobile Internet data are more likely to upgrade if their
current mobile phones do not support high-speed mobile Internet networks.

The using time of current mobile phone (Phone Using T'ime; ,) is another variable
that may factor into customers’ decision process of changing phones, where a sense of
attachment or convenience is often established if the customer has been using her current
mobile phone for a longer duration, leading to a reduced change of her changing phones.
Customers’ affinity for technology may also be an influential factor in their decision to
change mobile phones. To capture this effect, we included two related variables, where
one dummy variable (Smartphone; ,,) indicates whether or not the current mobile is a
smartphone, and another variable (:Phone Release;;,) measures the time between the
current observation period and the nearest iPhone release date. Here we use iPhone
as a surrogate for an influential mobile phone that represents high-end technology with
a large base of followers, and its release might sway customers’ decision of changing
phones substantially. Besides aforementioned variables, we included another variable
(Available Phone Choices;,), which represents the number of different available mobile
phone types offered by the carrier, as a control covariate. We assume that both stages of the
phone changing behavior might be influenced by the same set of variables. Therefore, with

reference to (4.6) and (4.7), we have

X, = Xf’ti =[Call Vol;y,, SMS Vol;,,, Net Vol ,, Phone Using T'ime; 4,,

Smartphone; s,, iPhone Release; ;,, Available Phone Choices; ]

For the customer behavior of changing service plans, we expect it to also be affected by

customer’s total usage volumes of three primary telecom services, phone calls in minutes
(Call Vol;y,), SMSs (SM S Vol,,), and mobile Internet data in KB (Net Vol ;,). We also

include the variable, Available Phone Choices,,,, representing the number of different
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available telecom service plans offered by the carrier, as a control covariate. With reference

to (4.8), we have
Xﬁi = [Call Vol;y,, SMS Vol;s,, Net Vol +,, Available Phone Choices; ] .

Summary statistics of covariates included in the observation sub-model are given in Table
4.1.

Table 4.1: Summary statistics of covariates included in the observation sub-model (/N =
2,746, 398).

Covariate Minimum Maximum Mean Std. Dev. Median
Call Volume 0.00 9721.90 197.61 28347  104.93
(in mins)
SMS Volume 0.00 21788.00 9244 15432  42.00
Net Volume 0.00  107802.66 19273 71372  16.72
(in KB)
Phone Using 0.00 2717.00 41090 35438  313.00
Time (in days)
Smartphone 0.00 1.00 0.83 0.38 1.00
(dummy)
iPhone Release 0.00 181.00 9269 5407  92.00
(in days)
Available Phone -, o ) 289.00 27720 1122 281.00
Choices
Available Plan o5 24300 21620  19.03  212.00
Choices

Latent State Transitions

As discussed previously, variables that are more likely to affect customers’ behaviors long-
term in the future are included in the latent state transition part of the model. For the latent
process representing the regime-switching of customers’ monetary value, we include each

customer’s average revenue per user (ARPU) for the three primary telecom services, phone

call (Call ARPU;,), SMS (SMS ARPU, 4,), and mobile Internet data (Net ARPU, ;) as
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part of the variables that may affect changes of the customer’s latent monetary value. ARPU
values in each separate category contains information of customers revenue generating
value to the carrier, which can be integrated into a unified customer monetary value by being
incorporated into the transition model. We add a dummy variable (Roaming; ;,) indicating
whether or not the customer spends significant time in a roaming status®, which might impact
customer monetary value. Since our modeling framework allows dependence between the
two latent processes, dummy variables (I{£" = 2}, ..., I{k" = K"}) indicating the value
of the other latent variable, Z{: ti1s 1s also included in the transition covariates. Therefore,

with reference to (4.2), we have

WL (k") =[Call ARPU;,, SMS ARPUj,, Net ARPUj,,

{k" =2},... . I{k" = K"}]

For the latent process representing the evolution of customers’ latent relational value
to the carrier, we include variables that are expected to affect the customers’ relationship
with the firm. One variable we considered is a customer’s tenure length with the carrier
(CI Tenure;4,), where longer tenure with carrier creates stronger sense of affinity or
convenience, leading to higher relational value. The other variable (C'all — In — Call —
Out;+,) included is a variable indicating the customer’s communication patterns with others
who are within or outside of the carrier’s service network. C'all — In — Call — Out;;, =1
if customer ¢ has more within-network phone call time in period ¢;; C'all — In — Call —
Out;;, = —1 if the customer has more out-of-network phone call time in period t;;
Call —In— Call — Out;;, = 0 if the customer has equal phone call time in both categories
in period ¢;. In addition, we included carrier’s service phone call frequency with the

customer (Service Call F'reg;,,) and the customer’s late fee frequency (Late Fee F'reg; 4,)

ZEvery telecom service account has a registration area. When the customer is using telecom service
outside of the registration area, a roaming fee is incurred. The roaming fee exists for all Chinese telecom
carriers.
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to capture the effect of qualities of past interactions between the customer and the carrier on
the customer’s latent relational value. Similar to the monetary value latent process, we also
include dummy variables (I{k™ = 2},... I{k™ = K™}) indicating the value of the other

latent variable, Z{’"tﬁl, in the transition covariates. With reference to (4.3), we thus have

VVftl(k;m) =[CI Tenure;;,,Call — In — Call — Out,4,, Service Call Freg;,,

Late Fee Freq;,,, {k™ =2},... . I{k™ = K™}].

Table 4.2 reports the summary statistics for covariates included in the transition sub-model.

Table 4.2: Summary statistics of covariates included in the transition sub-model (N =
2,746, 398).

Covariate  Minimum Maximum Mean Std. Dev. Median

Call ARPU 0.00 18020.05 61.76  59.08 51.00

SMS ARPU  0.00 70440 085  4.13 0.00
Net ARPU 0.00 223936 1002  28.06 0.00
Roaming 0.00 1.00 0.13 034 0.00
(dummy)
CI Tenure 0.00 333.00 43.45 61.82 23.00
Call-In-Gall 9 .00 -056 075 -1.00
-Out
Service Call 5 706.00  0.95 2.93 0.00
Freq
Late Fee 0.00 65400  9.05  7.43 7.00
Freq

4.4.3 Model Selection

We split the data into a calibration period (from October 2013 to March 2015) and a
validation period (from April 2015 to September 2015). We conduct the model estimation
varying the number of states from one to four in both latent Markov chains and compute the
deviance information criterion (DIC) (Spiegelhalter et al., 2002), in-sample mean squared

error (ISMSE), and in-sample prediction accuracy (ISPA), as well as two out-of-sample
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metrics: out-of-sample mean squared error (OSMSE) and out-of-sample prediction accuracy
(OSPA) to select a suitable model. We use these metrics to select number(s) of states for
the CNHMM, the factorial HMM (FHMM), and the nonhomoenegous HMM (NHMM)
with one latent Markov chain.

With reference to Table 4.12 in section 4.6.4 of the Appendix, the CNHMM with the
best DIC and ISMSE is the model with three latent states in both Markov chains, whereas
models with other numbers of states occasionally show better performances in ISPA. As for
out-of-sample metrics, the CNHMM with three latent states in both Markov chains displays
the best performance in both OSPA and OSMSE. We therefore use the specification with
three latent states in both Markov chains as the model for data analysis. The model selection
results for the FHMM is shown in Table 4.13 in section 4.6.4 of the Appendix, where the
FHMM with four monetary value states and two relational value states are chosen because it
gives the best performance in OSMSE and OSPA. While the FHMM with four states in both
Markov chains performs slightly better in DIC, ISMSE, and ISPA, we chose the chose the
more parsimonious specification with fewer number of states. Table 4.14 in section 4.6.4 of
the Appendix shows the model selection results of the NHMM, where a three state model
performs the best in multiple metrics, including DIC, ISMSE, and OSMSE, and among the
best in other metrics. In addition to the three latent state models, we also estimate a logistic
regression model without the latent state dynamics. The model comparison results for these
four competing models are shown in Table 4.3 below. The proposed CNHMM compared
favorably to other model specifications in both in-sample and out-of-sample metrics, where

it shows lower DIC, ISMSE, and OSMSE, and higher ISPA and OSPA.

4.4.4 Model Estimation Results

In this section, we present our estimation results by first summarizing the state-specific

behaviors for each latent state in order to characterize them. This is then followed by a
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Table 4.3: Model comparison results.

Model DIC ISMSE ISPA OSMSE OSPA

CNHMM  54127.10 0.059 0978 0.169  0.933
FHMM  56982.58 0.061 0979 0.177 0.930
HMM 5561899 0.060 0977 0.179  0.923

Logistic 4800310 0.165 0.848 0357  0.641
Regression

discussion of the effects of covariates on customer behavior in each of the latent states and
latent state transition dynamics. Values of covariates are standardized before entering into

the model to prevent disproportional impacts of certain variables.

4.4.5 Characterizing Latent States

Table 4.4 presents estimated averages of customers’ probabilities of changing mobile
phone tiers, upgrading mobile phones, and changing service plans for each of the hidden

states. Following previous modeling assumption, customers’ phone changing behavior

Table 4.4: Estimated averages of state-specific behaviors.

Monetary  Prob (Change Prob Relational  Prob (Change
Value State  Phone Tier) (Upgrade) Value State Service Plan)

Ml 0.054 0.577 R1 0.049
M2 0.035 0.490 R2 0.055
M3 0.047 0.334 R3 0.084

is mainly associated with their latent monetary value states, and customers’ service plan
changing behavior is primarily affected by their latent relational value states. Customers
in monetary value state M1 show the highest probability of changing mobile phone tiers
(P(Change Phone Tier) = 0.054) as well as highest probability of upgrading their mo-
bile phones (P(Upgrade) = 0.577). These two probabilities both decrease on average
when customers transition from state M1 to either state M2 or state M3. Customers

in monetary state M2 are characterized by having the lowest probability of changing
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phone tiers (P(Change Phone Tier) = 0.035) and the median probability of upgrading
(P(Upgrade) = 0.490). In comparison, customers in monetary state M3 have the me-
dian probability of changing phone tiers (P(Change Phone Tier) = 0.047) and the lowest
probability of upgrading (P(Upgrade) = 0.334). Since customers in states M1, M2,
and M3 respectively show the lowest to the highest average probability of upgrading
their mobile phones, we correspondingly label states M1, M2, and M3 as latent states
with high, moderate, and low monetary values. As for service plan changing behaviors,
customers in relational value state R1 shows the lowest average probability of chang-
ing service plans (P(Change Service Plan) = 0.049). This probability increases as cus-
tomers transition from state R1 to states R2 (P(Change Service Plan) = 0.055) and R3
(P(Change Service Plan) = 0.084). We therefore label states R1, R2, and R3 as latent

states with low, moderate, and high relational values, respectively.

Covariate Effects on Customer Behaviors

We now discuss how certain factors affect customers’ state-specific behaviors of changing
mobile phones and service plans. Table 4.5 presents the estimates and standard deviations
for the effects of covariates on the behavior of changing phone tiers. In model specification,
we allow the effects of covariates to be state-specific. Hence, effects of the same covariate
could vary across columns, depending on which latent state customers occupy.

From Table 4.5, we can see that for customers in the highest and lowest monetary value
states (M1 and M3), if the current phone is a smartphone, they are less likely to switch for
a mobile phone in a different tier. For customers in the lowest monetary state (M3) who
are already using a smartphone, there is a higher chance that their need for technology is
readily satisfied by their current equipment; and a lack of monetary budget could further
prevent them from switching to phones in other tiers. For customers in the highest monetary
state (M 1) who are already using smartphones, their current equipment is likely to be more

technologically advanced mobile compared to other customers. Hence there could be a
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Table 4.5: Covariate effects on changing mobile phone tiers.

Monetary Value States

Covariate . ”
M1 (“highest M2 M3
monetary value)
—0.151 0.113 0.288
Call Volume (0.481) 0.761)  (0.532)
—0.134 —0.050 —0.093
SMS Volume (0.505) 0.751)  (0.522)
—0.110 0.113 0.258
Net Volume (0.447) (0.705)  (0.484)
Phone Using —1.240* ~0.903 —1.226*
Time (0.529) (0.734)  (0.584)
Smartohone —1.874* —1.891% —1.907*
p (0.559) 0.720)  (0.588)
. —0.039 0.089  —0.282
iPhone Release (0.447) 0.730)  (0.512)
Available Phone 0.248 0.958 0.343
Choices (0.439) 0.653)  (0.530)

1. ** indicates 95% CIs not including 0.
2. Standard deviations are given in parentheses.

lack of motivation for them to switch to phones that belong to other tiers. Decisions of
customers in the moderate monetary states (M2) are less likely to be affected by the type of
their current mobile phones. The effects of phone using time are negative across all three
latent states, which substantiates our assumption that longer using time builds up familiarity
and reduces customers’ chances of switching to other phones in different tiers.

Results of covariate effects on the behavior of upgrading mobile phones are presented
in Table 4.6. Customers in all three latent monetary value states are more likely to upgrade
their mobile phones with increased usage in primary telecom services, phone calls, SMSs,
and mobile Internet data. Increased usages appear to have largest impacts on customers in
the moderate monetary value state (M2).

For customers who have made the decision to change phone tiers, longer using time

of their current mobile phones seem to lower their probabilities of upgrading. This could
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Table 4.6: Covariate effects on upgrading mobile phones.

Monetary Value States

Covariate . ”
M1 (“highest M2 M3
monetary value)
0.336** 0.950*  0.747%
Call Volume 0.171) (0.303)  (0.106)
0.536** 0.939*  0.805"
SMS Volume (0.075) 0213)  (0.094)
0.328** 0.920%  0.776*
Net Volume (0.069) 0.135)  (0.142)
Phone Using —0.920% —1.209% —1.102*
Time (0.228) 0.282)  (0.144)
Smartohone 0.144 0.244 0.112
p (0.955) 0.257)  (0.144)
. —0.763* —0.908** —0.575*
iPhone Release (0.230) 0.169)  (0.208)
Available Phone 0.865** 0.769** 0.869**
Choices 0.272) 0.109)  (0.275)

1. ** indicates 95% CIs not including 0.
2. Standard deviations are given in parentheses.

be caused by their familiarity established with their current equipment, which curbs their
enthusiasm, to certain extent, on pursuing expensive phones that offer additional functions
which they might not use. On the other hand, however, the impact of newly released
hi-tech mobile phones might not be overlooked, as the closer it is to the iPhone release data,
the more likely for customers to upgrade their mobile phones. The number of available
mobile phone types offered by the carrier also has positive effects on customers upgrading
mobile phones, since it is more likely for customers to search for mobile phones that offer
significantly more functions with slightly higher prices when given more choices.

Table 4.7 summarizes the covariate effects on the customer behavior of changing
service plans. Customers in the highest relational value state (R3) are likely to be affected
by their usages of SMSs and mobile Internet data. When customers are enjoying good

relationships with the carrier, they tend to search for more suitable service plans when they
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are experiencing increased telecom service usage. For customers in all three relational
value states, an increased number of service plans could also increase their likelihoods in
switching to a more suitable plan according to their own situations, which corroborates our

assumption.

Table 4.7: Covariate effects on changing service plans.

Monetary Value States

Covariate R1 (“lowest”
. R2 R3

relational value)
—0.069 0.044  0.208
Call Volume (0.147) (0.145)  (0.090)
—0.005 —0.104 0.629*
SMS Volume (0.182) (0.135) (0.189)
0.059 0.036  0.128*
Net Volume (0.056) (0.059)  (0.066)
Available Phone 0.710** 0.769* 1.707**
Choices (0.013) (0.015) (0.058)

1. ** indicates 95% Cls not including 0.
2. Standard deviations are given in parentheses.

Covariate Effects on Latent State Transition

Covariate effects on latent monetary state transition dynamics are given in Table 4.8. Recall
that coefficients corresponding to the first latent state in (4.2) and (4.3) are set to zero for
identification purposes. Therefore, covariate effects, pj., can be interpreted as increasing
the value of a covariate renders it more or less likely for customers to transit to state £™
than to state 1. In Table 4.8, we can see that ARPU values for primary telecom services
have negative effects on customers transitioning to latent states with lower monetary values
(states M2 and M3). The effects of phone call ARPU are significant for transitions to both
moderate monetary value state and low monetary value state, whereas SMS ARPU and
mobile Internet data ARPU are significant for transition to the low monetary value state.

Effects of dummy variables representing membership of the relational value state are not
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statistically significant, which implies that the transition dynamics of customers’ latent

monetary value states do not depend on their latent relational value.

Table 4.8: Covariate effects on monetary value latent state transition.

Monetary Value States

Covariate
M2 M3
—1.107* _2.143**
CallARPU ) 500 (0.607)
~1.053 —1.584**
SMS ARPU - 13) (0.778)
~1.121 —1.389*
Net ARPU ) 610 (0.535)
Roamin —1.493 —1.294
& (1.391) (1.333)
~1.024 0.192
R-State-1- 1 39 (1.120)
—0.277 0.172
R-State-2 1 149y (1.203)

1. ** indicates 95% ClIs not including 0.
2. Standard deviations are given in parentheses.

Table 4.9 shows the covariate effects on relational value latent state transition. Cus-
tomers are more likely to transition to higher relational value states if they have longer
tenure with the carrier, which corroborates our initial assumption. It is also observed from
the results that customers are more likely to transition to latent states with higher relational
values if customers have higher degree of dependence of the carrier’s because majorities of
their contacts are within the carrier’s network. Service quality of the carrier could play a
significant role in increasing customers’ likelihoods of transitioning to higher relational
value states. Higher service call frequencies and lower frequencies of late fees can both
shift customers to having higher relational values to the carrier.

Different from the latent monetary value states transition, dummy variables representing
membership of the monetary value state in fact show significant effects on the transition

dynamics of customers’ latent relational value states. In specific, the customer is less likely
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to transition to states with higher relational values in the future if she is currently in a
lower monetary value state. Such effects are significant for transitions to both moderate
relational value state (R2) and high relational value state (R3). This result implies that the
evolution of customers’ latent relational value, to certain extent, depends on their latent
monetary value. However, the evolution of customers’ latent monetary value shows no
significant dependence on their relational value. This finding can lead to various managerial
implications for the carrier to implement with the goal of achieving more effective CRM

and increasing profits in the long-run.

Table 4.9: Covariate effects on relational value latent state transition.

Relational Value States

Covariate
R2 R3

0.920* 0.787*

ClTenure () 1g7) (0.357)

Call-in-Call-  1.212** 9.201**

out (0.163) (0.128)

Service Call 2.459** 0.585**

Freq (0.023) (0.162)
Late Fee —0.826** —1.304**

Freq 0.071) 0.071)
—1.125* —1.861*

M-State-1- 4 036) (0.109)
—1.513* _1.422%

M-State-2 ) 243 (0.352)

1. ** indicates 95% Cls not including 0.
2. Standard deviations are given in parentheses.

4.4.6 Scenario Analyses

In this section, we present some examples of possible managerial implications that can be
gained for the carrier using our proposed CNHMM framework. We start by recovering
latent state memberships using model estimation results. Managerial implications are then

given via scenario analyses where we compare effectiveness of different targeting strategies
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based on the model.

Recovering Latent State Memberships

We use parameter estimates to compute the probability of each customer belonging to
each state at any time period. The forward-backward algorithm is adopted to calculate the
posterior probability that customer 7 is in monetary value state £ and relational value state
k" at time t;. Details of the forward-backward algorithm is available in section 4.6.3 of the
Appendix. We then averaging these probabilities across customers to obtain estimates of
the proportion of the customer base in each state pairing at any time period. The evolution

of these proportions over time during the calibration period is given in Table 4.10.

Table 4.10: Latent state membership proportions.

Latent State Pairings
MIR1 MIR2 MIR3 M2R1 M2R2 M2R3 M3R1 M3R2 M3R3

Time

2013/11 0.282 0.089 0.015 0.025 0.005 0.035 0416 0.084 0.050
2013/12 0.332  0.025 0.017 0.019 0.001 0.039 0.502 0.021 0.043
2014/01  0.279 0.079 0.015 0.017 0.004 0.056 0.449 0.063 0.040
2014/02  0.289 0.094 0.014 0.023 0.006 0.062 0413 0.065 0.035
2014/03 0.260 0.083 0.013 0.018 0.004 0.038 0471 0.074 0.038
2014/04 0.268 0.094 0.014 0.025 0.006 0.026 0.450 0.078 0.039
2014/05 0.264 0.094 0.015 0.022 0.005 0.025 0459 0.074 0.042
2014/06  0.267 0.093 0.016 0.022 0.005 0.026 0455 0.073 0.043
2014/07 0.261 0.096 0.017 0.024 0.005 0.037 0.441 0.076 0.043
2014/08 0.265 0.101 0.015 0.034 0.006 0.029 0428 0.078 0.043
2014/09 0.258 0.098 0.015 0.056 0.005 0.019 0429 0.077 0.044
2014/10 0.249 0.088 0.014 0.070 0.006 0.005 0.449 0.076 0.043
2014/11 0.252 0.081 0.012 0.066 0.006 0.003 0.464 0.073 0.042
2014/12  0.239 0.072 0.013 0.070 0.006 0.003 0477 0.074 0.047
2015/01 0.239 0.073 0.013 0.066 0.006 0.004 0478 0.073 0.050
2015/02 0.241 0.074 0.013 0.068 0.007 0.004 0.469 0.073 0.050
2015/03 0.257 0.076  0.013 0.030 0.008 0.001 0.495 0.074 0.046

Understanding the evolution of customers’ latent state membership could help the carrier

gain a better understanding of the customer base. For example, we find that proportions of
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customers within the calibration period remain relatively stable. In specific, high monetary,
moderate, and low monetary value customers respectively take up around 37%, 6%, and
57% of the customer base with certain fluctuations from time to time. There exists a gradual
decline in the proportion of customers in the high monetary value state, accompanied
by a gradual increase in the proportion of customers in the low monetary value state,
with the proportion of customers in the moderate monetary value state staying relatively
stable. For relational value states, customers occupy low, moderate, and high relational
states at proportions of roughly 75%, 15%, and 10% in each time period. There appears
to be a gradual increase in the proportion of customers in the low relational value state,
accompanied by a gradual decline in the proportion of customers in the high relational
value state, with the proportion of customers in the moderate relational value state staying
relatively stable. In the next section, we explore the strategies in terms of marketing actions
that the carrier could potentially implement based on customers’ latent state memberships

to achieve better CRM and improved profitability.

Scenario Analyses

We use scenario analyses to demonstrate how the model can help the carrier increase
customers’ activity levels in changing and upgrading mobile phones as well as changing
service plans. We compare results from strategies based on the model with other approaches
using the validation data (from April to September 2015, six months in total). Specifically,
we first estimate the latent state probability at the end of the calibration period for every
customer in the validation data, and assign her to a latent state pairing if the probability of
belonging to that paring is the largest. Using estimated parameters and transition covariates,
the latent state probability at the beginning of the validation period for each included
customer can also be estimated and a latent state pairing can be assigned to her in a similar
fashion. Sequentially, latent state membership at each period in the validation data for all

included customers can be then estimated.
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Since we have obtained estimates of latent state membership at each period in the
validation data, we can then estimate the behavior probabilities of phone mobile change,
mobile phone upgrade, and service plan change for each customer. We then compute
average behavior probabilities across all customers for each time period in the validation
data. These average behavior probability estimates can be obtained for all competing
strategies. If certain average behavior probabilities from the strategy based on our model
are greater than those from competing strategies, then it could be said that our model is

able to provide benefits for the carrier to make more effective managerial decisions.

Stimulation with Promotion Packages

A commonly adopted marketing action is to give out free promotion packages with low
cost in order to stimulate customers into purchasing products and thus achieves higher
profits. For the telecom carrier, such low-cost promotion packages that can be given out
freely often comprises of mobile usage quotas. In this analysis, we simulate a scenario
where the carrier is interested in increasing the probabilities of customers purchasing more
expensive mobile phones and switching service plans via giving out free mobile usage
quotas, including phone call minutes, SMSs, and mobile Internet data. We here make the
assumption that customers will use up all the free quotas given to them and their original
telecom service volumes observed in the validation data.

We consider three competing strategies, i.€., status quo (SQ), universal targeting (UT),
and segmentation (SG). Status quo refers to the strategy where the carrier does not give out
free quotas, and customers only use up their original telecom service volumes. Universal
targeting refers to the carrier gives out the same free quotas to all customer, and segmentation
is the strategy based on the model, where only certain segments of the customers are selected
to be given free quotas.

In this analysis, we assume the carrier gives out an extra 1/3 of the standard deviation

of phone call minutes, SMSs, and mobile Internet data to every customer in the universal
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targeting strategy. From table 4.10, we found that, on average, around 10% of the customers
belong to the moderate monetary value state (M2) or the high relational value state (R3)
at each time period. Because mobile usages have significant effects on customers in state
M2 or R3, they are chosen as the targeted group. Hence for the segmentation strategy, we
assume the carrier gives out all the free quotas, which would have been given out to all
customers in the universal targeting strategy, only to customers in state M2 or R3, and
does not give out free quotas to other customers. We measure the effectiveness of the
strategies using differences in behavior probabilities, which are obtained by subtracting
corresponding behavior probabilities under the status quo strategy from the other two. A
more effective strategy is expected to yield more positive probability differences. Results

are given in Table 4.11.

Table 4.11: Scenario analysis results for free promotion packages (free quotas only).

A Phone Change A Phone Upgrade A Plan Change
UT SG UT SG UT SG

2015/04 0.000  0.000  0.086 0.107 0.003  0.043
2015/05 0.000  0.000  0.084 0.103 0.005 0.047
2015/06 0.000  0.000  0.080 0.096 0.005 0.047
2015/07 0.000  0.000  0.075 0.090 0.005 0.050
2015/08 0.000  0.000  0.071 0.087 0.005 0.050
2015/09 0.000  0.000  0.066 0.077 0.006 0.052

UT: Universal Targeting. SG: Segmentation.

Time

Because covariate effects of mobile usages on the behavior of changing mobile phone
tiers are not significant, the marketing action of giving out free quotas does not increase
customers’ likelihoods of changing mobile phone tiers. However, from Table 4.11, we can
see that this marketing action could lead to increased probabilities in customers upgrading
mobile phones and changing service plans. With the same level of cost, the segmentation
strategy, which is more effective, results in a larger increase in both probabilities compared

to the UT strategy. The free promotion strategies do not lead to increased probabilities of
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customers changing phones because the corresponding covariate effects are not significant.
With the model, the carrier can identify a small segment of the customer base and possibly

achieve the same or higher level of profitability.

4.5 Discussion

In this paper, we developed a CNHMM framework for a multidimensional and dynamic
understanding of customer values. Such CNHMM framework, illustrated through an
application in the large-scale telecommunication data, offers several insights into both the
drivers of customer value and dynamic CRM.

The first contribution of this research is to suggest a behaviorally grounded model that
help marketers to identify multiple underlying sources of customer value. Leveraging a
large-scale longitudinal mobile service data, we identify two distinctive latent drivers of
customer value, i.e., the relational and monetary values. Indeed, as customer value can be
measured beyond the relational and monetary dimensions, our proposed model presents a
general framework for marketers to capture multiple sources of heterogeneity in customer
value. Future research can also construct and assess alternative or additional dimensions
that offer additional managerial insights.

Second, our proposed CNHMM model not only uncovers latent drivers of customer
value, but also explicitly identifies the interdependence among different dimensions of cus-
tomer value. Interestingly, our empirical results suggest that customer monetary value drives
relational value but not vice versa, indicating that firms can improve sales performance
(e.g. in eliciting more phone purchases) by strategically considering the weights or relative
importance of customers’ monetary and relational value when allocating scare marketing
resources. While the relationship between monetary and relational value of customers may
vary across industries, our empirical evidence suggests that the sole reliance on customers’

relational dimension in implementing CRMs may lead to incomplete understanding of
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customer values.

Third, the dynamic nature of the proposed model allows firms to understand the evolu-
tion of customer value, and therefore to implement dynamic segmentation strategies. In
our sample, firms can recover the latent monetary and relational states (segments) of their
customers (e.g. for every month), and then dynamically trace those customers that have
“silently” transferred to another segment each month, and eventually adjust the marketing
mix offered to those customers accordingly. With this dynamic approach, marketing re-
sources can be allocated more efficiently over time, with respect to the perceived importance
of each segment.

Besides the methodological developments, our paper offers fruitful managerial insights
for customer-value based CRM. Our simulation studies suggest the proposed model can
help firms formulate customer acquisition strategies. For example, by acquiring customers
high in both monetary and relational value, firms can substantially increase the expected
revenue from customers’ phone purchases and service plan renewals. In addition, firms
can tailor make their (targeted) promotions based on the recovered segments of customers,
which not only enhances the effectiveness of promotion by improving sales performance
(e.g. eliciting more phone purchase), but also leads to higher promotion efficiency as firms
may choose to focus on particular (e.g. customers in the moderate-monetary-value segment)
instead of universal segments, better allocating their scarce marketing resources.

To summarize, we believe our study provides a first step to explore the multidimensional
customer value using HMM-based models. We have also provided CRM practitioners with
an implementable model for evaluating the monetary and relational values of customers,
as well as their interdependence over time. Such models are necessary today as consumer-
generated big data plays an increasingly important role for firms. We encourage future
research to continue investigating the multidimensional characterization of customer value

and derive managerial-relevant insights in creating a better customer-centric CRM system.
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4.6 Appendix

4.6.1 Model Estimation

In this section, we describe the stochastic variational Bayes (SVB) method we used in

estimating the coupled non-homogeneous hidden Markov model (CNHMM).

Variational Bayesian Inference

Variational Bayesian (VB) inference is a Bayesian estimation approach that uses density
functions from simple distribution families to approximate intractable posteriors (Jordan
et al., 1999; Blei et al., 2017).

Given a generic model p(y|@) with y denoting the observed data and 8 as unknown
parameters, the aim of VB is to approximate the intractable posterior p(8|y) through a
variational posterior distribution p,s (@) from a tractable variational distribution family
P, where ¢ is the set of variational parameters that govern the variational distribution.
The distance between p,(6) and p(€|y) is often measured by the Kullback-Leibler (KL)

divergence

KL [py(0)[p(6]y)] = Eg, [log ps(6) — log p(6]y)]
= E5, [log pg(0) — log p(y, 0)] + log p(y)

= —L(p) +logp(y).

Since KL [py(0)]|p(€]y)] is nonnegative, equations above imply that £(¢) < logp(y),
Vpe. So L(¢), being a lower bound for the log marginal likelihood, is called the evidence
lower bound (ELBO) function.

The optimal variational posterior can be obtained by maximizing £(¢) over ¢, which

is performed via stochastic gradient ascent (SGA) (Robbins and Monro, 1951). Letting
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VL (¢) denote the gradient of £(¢) with respect to ¢, after selecting an initial value ¢®,

¢ is updated via
¢ = ¢ + 9 0 VL($),

where superscript (7) denotes the 7-th iteration, operator o denotes the Hadamard (element-
wise) product, and {1, } .>o contains a sequence of learning rates satisfying the Robbins-
Monro conditions (Robbins and Monro, 1951). Each updating step involves determining
values of the learning rates and the gradient. In this study, we apply the well-received Adam
optimizer for adaptive learning rates; Adam is efficient with limited tuning required, capable
of handling noisy and/or spare gradients and non-stationary objectives, and particularly
suitable for dealing with non-convex objective functions (Kingma and Ba, 2015). Section
4.6.2 gives a more detailed specification of the Adam optimizer.

The complexity and accuracy of the above VB method is significantly influenced by the
choice of variational posterior family P (Blei et al., 2017). In practice, a trade-off between
approximation accuracy and computational complexity is sought. The mean-field family,
which assumes complete independence for model parameters, is a common choice, but
while it reduces computational complexity, the over-simplified form may lead to suboptimal
approximations. Here, we use a structured mean-field family that adds dependence among
certain variational posteriors to better approximate the structures of true posteriors. The
dependence is introduced based on the factor covariance structure developed by (Ong et al.,
2018). Numerical studies in latter sections show that the utilized posterior family performs

satisfactorily.

The Stochastic Variational Bayes Estimation of The CNHMM

Following the model setting in the main article, consider the CNHMM with observed

! - .
response sequence {Y; 7.} where Y;,, = (Y5 ,Y/, Y} ), emission covariates sequence

i Tt Tl
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{ X7} with X5, = (X7, X7p, X7 i), and transition covariate sequence {W; 7, } with
Wi, = (Wi, W/, )fort;=1,... , Tyandi = 1,..., N from N independent individuals.

Let {Z;7,} denote the hidden states sequences such that Z;;, = (7]}, Z;, ). The

complete-data likelihood for the CNHMM is

Z,1,€,B,¢,n, p, | X, W)

p(Y
N T; T;
:H 117 Hp zt1|Zzt17th17lJ’ 5 ﬁ H i,ti|Zi,ti—1av‘/i,ti’C7n7p>

ti=1 t;=2

X p()p(§)p(B)p(C)p(n)p(p)p(T),

itis M ﬁ f)

Wi+, €, m, p) is the transition distribution, and

where p(p), p(€), p(B), p(€), p(n), p(p) and p(7r) are priors, p(Yi,

i,ti

is the emission distribution, p(Z; ¢,
p(Z;1, ) is the initial state distribution.

In specific, for model parameters, we have

o p= (uc,ﬂp,w’l), where p¢ = {pfn|k™ € [K™]}, pP = {ppm k™ € [K™]}, and
= {u k" € [K]};
o £={&,&, " i, v, where £ = {€8n |k € [K™]}, €8 = {0 |k™ € [K™]},
and £ = {0}, |k € [K"]};
o 3= (80", B"), where 3¢ = {B.|k™ € [K™]}, B° = {BL.|k™ € [K™]}, and
= (B |k € (KT}
o ¢ = {¢" ¢ iz, v, where G = {(Tn o [R1" € [K™] k3" € [K™ — 1]} and
G = {C@Tk{kgw{:{ € [K"],ky € [K" — 1]}

e n = (n™,n"), where ™ = {mn |k € [K™] k" € [K™ — 1]} and " =
{nier iy [KT € [K7) k3 € [K™ — 1]}

k™ € [K™]}and p" = {pj,

e p=(p", p"), where p™ = {pj. k" e [KT]h
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o w=(m" w"), where ™ = {7} |k € [K™ — 1]} and ®" = {~},

k" e [K"—1]}.

VB computes the posteriors of u, &, 3, {, 1, p and 7, as well as hidden states sequences

{Z, 1. }. We first specify the variational posteriors with the factorized form

Po(1: €, 8,C,m, p, 7, Z) = Pg, (11)Pg (§)Pos (B)Po, (C)Pg, (M)Dg, (P)Po. (7)P(Z),

where ¢ = {@,,, P¢, bs, O¢, Py, @,, P} are the variational parameters. We allow depen-
dence within each of u, &, 3, {, n, p, ™, and Z to achieve better approximation, and retain
independence between u, &, 3, ¢, 1, p, 7, and Z for computational tractability. The ELBO

objective,

L= Eﬁ¢{Eﬁ<Z)[10gp(Y, Z,p,§,8,¢,n p,7 X, W)

— log Py, (1)Pa (§)Pa, (B)Pe (C)Pg, (M)Pe, (P)Pe. (7)P(Z)] }

is maximized by updating s, (12). Poc (€). Po, (B). s (C)- P (1). i, (). P, (). and
p(Z) iteratively.

The updating of p(Z) involves calculating posteriors of Z;;, and (Z;+,—1, Z;,) with
current values of variational parameters. We jointly update the posterior of Z} and Z;,.

due to their dependence on each other. The joint posterior of { Z; 7.} is proportional to

N T;
exp { > sy, (s, @5, (8) 108 D(Yis| Zisis Xigis 11 €, B)]
=1 ti=1

2

T;
+> B (o Mo, (o) 108 P(Zig,
t;=2

Ziy—1, Wi, ¢, m, p)] }

Based on the posterior, we compute the marginal posteriors p(Z;;,) and p(Z;+,—1, Z;+,)
using the forward and backward probabilities of the Baum-Welch procedure (Baum et al.,

1970). Details of the forward-backward algorithm are given in section 4.6.3.
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The updating of variational parameters ¢,,, ¢¢, @3, ¢¢, ¢y, @), and ¢, is conducted
through SGA. Here we use ¢, and ¢z as examples to describe the procedure of updating
variational parameters, since other parameters can be updated in a similar fashion. For the

updating of ¢,, we assign the following factorized variational posterior for p:

K™ KT
LT 11 5opmson (P53 0 e (P ).
km=1kr=1

where D 1 m (Pin) and Dg . .. (P}.-) are Ry~ and R, -dimensional multivariate normal

distributions with factor covariance structures as follows (Ong et al., 2018):
Dy o (Pein) = N (pjis; Mg o, G g on Gy o + H o o)
and
Por s (Phr) = N (phri My, Gor e Gy o + HD y)

Thus, by definition, ¢,m jm = {Mym gm, G ym gm, Hym pm } and @ pr jr = {mpr jr, G pr v,
H, -} are variational parameters to be estimated, where m,m jm and m,- ;- are varia-
tional mean vectors for pj;. and p}., G ym pm and G- - are R} X 1,m pm and Ry, X 7,0 pr
matrices with 7,m pm < R and r,r 1r < Ry, 7,m pm and r,- - denote numbers of factors
used to approximate the correlation among elements in pj;. and pj.., respectively. Upper
riangles o m_gm an r ,r are restricted to zero for identification. m_gm an T
t les of G ym 1, dG tricted t for identificat H,m dH,

are diagonal matrices with diagonal elements hym pm = (Rpm gm 1, ..., Rpm gm gm)’, and
horjr = (Rprgr 1y« Rpr e re ). As demonstrated in Ong et al. (2018), a small number of
factors (r,m ,m = 3 or 4) already provides satisfactory approximation to high-dimensional
posteriors. Indeed, approximation accuracy can be improved if we increase the number of

factors r,m = used, which also raises the optimization difficulty; if we set r,m ym = R}

w
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we are using a multivariate normal distribution with a full covariance structure, which
yields the closest approximation.

With the factorized variational posterior for p, updating ¢, reduces to the iterative
update of ¢ m m and @, ;. To update @,m =, we need to compute the gradient estimates,
Vmﬁ, Vg/pm?n L, and V%L, and then update mm jm, Gym jm, and Hpm pm
sequentially according to the formula. Similarly, for ¢, ;-, compute Vm/pr;ﬁ, VG/p;;C,
and Vgp;ﬁ, then update mr -, G i, and H - ;-. The gradients are computed using
the reparametrization approach, which was introduced to control variance for the Monte
Carlo gradient. It is applicable when the generic model parameter 6 can be represented
as @ = t(¢,v), where v denotes a random vector with a known fixed distribution f(v).
For instance, suppose 8 follows a multivariate normal variational distribution, then it can
be reparametrized by the mean vector m, the lower Cholesky factor L of its covariance
matrix, and a standard normal random vector v as @ = m + Lv. After reparametrization,

the ELBO objective function can be rewritten as

L(¢) = Ejp, [logp(y, 8) — logpy(8)] = E; [log p(y, t(¢, v)) — log pe(t(¢, v))] ,

and the gradient becomes

Vol(@) =B, { M8 00 logply. 9. v) ~ louult(,v)] - Vo loxTilt6.v) ).

The variance of the gradient estimate can be further reduced by dropping the last term in

the equation above (Ong et al., 2018); the final formula for estimating gradient is given as:
dt(¢p,v)’ ~

which is computed with random samples generated from f(v).
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With the reparametrization approach, p;.. and pj. can be represented as
Pim = Mpm gm + G ym gmUpm gm 1 4 Rpm gm 0 Upm gm 9,
and
Pir = My jr + G e jrVpr jr 1+ Rpr jr 0 Vpr g 9,

where v,m ym 1, Upm gm 2, Upr e 1, and v, g o are independent standard normal random
vectors of dimensions r,m ym, R, 7, -, I, respectively. The gradient with respect to

M ym m 18

Vmpm’kmﬁ = ]Ef{vpznm [lng(mpm’km + Gpm,kmvpm,km,l + hpm,km e} 'Upm,km,2)] -+

-1
(GP"L,]{;””G;ﬂn’km + szm,k‘m) (Gp”L,k'mUp"”,km,l + hp"L,k'"” o Up'nL’km72) }
The gradient with respect to G ym jm is

.M

vam,km£ = Ef{vpzn [log p(1mym gm + G ym gm Vpm m 1 + Rpm gm © Vi gom 2] 'U,IW,km,l"‘

/ 2 -1 /
(Gpm7k'mGpm,km + Hpm,km) (Gpm7kmvpm7km’1 + hpm7k‘m @) Upm7km72) Upm,km,l}'
The gradient with respect to hm pm is

VGpm,km'C — Ef{dlag<Vp’I’€nm [logp(mpm7km ‘I— Gpm7kmvpm7k;m71 + hpm7km O Upm7km72)]

/ ! 2 -1 /
. Upm,km,2 “I‘ (Gpm7kapm7k,m “I‘ Hp’",k’”) (Gpm7kmvpm’km71 + hp'm7km O Upmykmg) Upm,k‘m,2> }

The expectations are computed numerically by generating samples v,m jm 1, and v,m pm o

from respective standard normal distributions. Gradients with respect to m - -, G o ir,
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and h - ;» can be derived in the same fashion and computed numerically with samples of
Uy g1, and vy g 0.

The updating of ¢ is similar to that of ¢,. For the K™ sets of - and Rg—dimensional
emission model parameters {3 } and {3, }, as well as the K" sets of R’ﬁ’l—dimensional
emission model parameters {3}, we assign them with similar factorized multivariate

normal variational posteriors as

Km KW?,
I 28in) = T1T N (Bim: mge s, G pon Gy o + Hzejon)
km=1 km=1
K"L K’!VL
H ﬁ( Z”m) = H N (ﬁZm; megp gm, Gﬂp,ka/ﬁp’km + ngng) y
km=1 km=1
K" K"
H 5(,8]]3,%«) - H N (ﬂzlr, mﬁpl7kr, Gﬁpl,kTG,ﬁPng?" + Héphkr) )
k=1 kT=1

where mge jm, Mge gm, Mot o, G e gm, Ggp gm, Ggpt ory Hpge g, Hgp jm, and H gp1 1. are
defined similarly. Numbers of factors are denoted as 7ge ym, 7gp jm, and 7gp1 . The varia-
tional parameters ¢ge jm = {mge gm, Gge gom, Hge gm }, dgo gom = {mgo gom, Ggo gom, Hgp jom },
and @po g = {Mgst g, G ot g, Hgot - } can be updated similarly as above. For other

model parameters and their corresponding variational parameters:

l,l/c: Q’)/_Lc = {muc7G“c’HHc}; I_,Lp: d)”p = {muP,GHP,H'LLP};
“pl: ¢Mpl — {mupl,Gupl,Hupl};

& beei = {Mieei, Gee iy Hee i} €0 Pev i = {Mier i, Gev i, Hep i}
[
Ef . ¢§pl7z‘ = {mgplﬂ;, Gfplﬂ;, H{”l,i};

[ ] sz ¢Cm,i = {mgmyi, Gcmﬂ‘, HCm7i}; CZT ¢)<r7i = {mgrm G<r7i, HCT,;L‘};
[ nm: ¢nm = {mnm, Gnm, Hnm}; ’r’TZ ¢777‘ = {mnr,Gnr,Hnr};

o ¢7|-m = {mﬂ-m, GﬂM,Hﬂ-m}; " d)ﬂ-r = {mﬂr, Gﬂ—r,Hﬂ-r}.
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Here, for convenience, we model and estimate the vectorized version of ;" such that m¢m ;
isa K™ x (K™ — 1)-dimensional vector, and G¢m ; and H¢m ; are K™(K™ — 1) X rem-
and K™ (K™ —1) x K™(K™ —1)-dimensional matrices respectively. Similar vectorization
and dimensionality apply to variational parameters mr ;, G¢r i, Her i, mypm, Gpm, Hpm,
m,r, G, and H,-. Gradients with respect to these variational parameters can be derived
and computed in the same fashion as those with respect to ¢,,.

For a dataset with large number of individuals, N, we can speed up the computational
efficiency via subsampling because of the independence among individuals. In specific,
we randomly sample N, out of the /V individuals at each iteration and update parameters
based on the subsample. Hoffman et al. (2013) labeled this subsampling-based variational
Bayes estimation scheme the stochastic variational Bayes (SVB), which reduces the time
complexity of the algorithm significantly from O(NT') to O(N,T). The ELBO, L, and
the likelihood function, p, in the aforementioned gradient derivations are thus replaced by
Ly, and py,, the ELBO and the likelihood function computed from the subsample of N,
sequences, respectively. The SVB method is guaranteed to converge to an local optimum;
we terminate the algorithm after a sufficient number of iterations when convergence is

attained (Blei et al., 2017; Ong et al., 2018; Hoffman et al., 2013).

The SVB Procedure

The SVB procedure consists of the following steps:
Step 1: Specify the number of iterations for the algorithm, /fer, and initialize all variational

parameters.
The procedure iteratively performs the following steps until Izer is reached.
Step 2: Randomly sample N individuals from the total /N without replacement.

Step 3: Update the posteriors for hidden states { Z, ;. } for i € {N,} using current values
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of variational parameters and the sampled N, sequences. To address numerical underflow

issues, the forward-backward probabilities are normalized for each time point ;.

Step 4: Update shared (global) variational parameters, ¢, = {¢uc, P, i}, G =

(P poms Ppw poms Pavt ir K™ € [K], KT € [KT]}, @y = {@yms @}y @p = { Py i @pr e
k™ e [K™|, k" € [K"]}, and ¢ = {¢rm, -} via SGA. The adaptive learning rates are

determined using the Adam optimizer.

Step 5: Update individual (local) variational parameters for i € {N,}, ¢¢; = {beei, Pev i, Pent i}
and ¢¢; = {¢¢m i, Per i} via SGA. The adaptive learning rates are determined using the

Adam optimizer.

Step 6: Compute the ELBO value £y, using current values of variational parameters.
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4.6.2 The Adam Optimizer

The Adam optimizer generates adaptive learning rates for SGA. Let ¢(-T), Y, 4, and VZET)
denote the j-th element of ¢(7), 1), and VL(¢(7)), respectively. The learning rate ), at

the Tth-iteration is computed as follows:

X1,7,j

(v/Xarry +€0) VI

Vrj = 0;

where

S~ Xy

X177—7] - 1— 671"

55 o X2,7,j
2,7, — 1 _ 657

Xi,rj = €1X1,7—1,; + (1 — el)Vl](.T)7

2
X2,rj = €2X2,—1,; + (1 — 62)Vlj(~ ) )

and ¢ €1, €2, and o; are predefined hyperparameters. For this approach, we set starting
values as X1, = X2,0,; = 0 and hyperparameters as ¢y = 1078, ¢ = 0.9, €5 = 0.999,
0j = 01;05;, 015, € (107%,107%), and 0y; € (0.999,0.9999), according to the suggestions
in the literature (Shi et al., 2019; Kingma and Ba, 2015). For other details of the Adam

optimizer, we refer readers to Kingma and Ba (2015).
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4.6.3 The Forward-Backward Algorithm

The forward probabilities a; ¢, (k) and backward probabilities b; ¢, (k) are defined as: for
k € [K],

Q4 ¢, (k) == p(m,l:tia Zi,ti == k‘Xi,lztia m,l:tm M, ‘S? /87 Ca n,p, ﬂ-)a

bi,ti (k) = p(}/z.',(ti—&-l):Ti |Zi,ti = k; Xi,(ti—l-l):Tiu Wfi,(ti+1):Ti7 K, 57 ﬁ7 C7 n, p, 71'),

4.9)

where K = K™ x K", and Z; ;, = kifand only if Z7}, = k™ for k™ € [K™] and Z], = k"
for k" € [K"]. Here we establish a one-to-one correspondence between (k™ k") and k by
letting k = k™ x (K" — 1) + k". The forward and backward probabilities can be computed

iteratively using the following formulas:

a;, =mD;,,
@y = @y Big1 Dy,
bir =1,
bit, = By 1D; 4,415 4,41,
where a;:, = (i, (1),...;a;4,(K)), biy, = (big,(1),...,04,(K)), 1 is a K-dimensional
vector with all elements being 1, and D, ;, and FE,; are diagonal and square matrices,
respectively, as defined below. To prevent numerical underflow issues, a;¢, and b; ;, are

normalized at each iteration. The diagonal elements of D, ,, are given as follows: for

k=1,....K,
di ¢, kk = €XP {Em“(mﬁ% ©50,(8) 108 P(Yir| Ziy, = K, Xiy,, 1, €, [3)]} :
Elements in F; ;, are given as follows: for k1, ky = 1,... K
City ks = XD {Emwm (5, (0) 108 D(Ziy, = k2| Zig,—1 =k, Wiy, €, m, Pﬂ} :
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The above two expectations are computed numerically using Monte Carlo samples from
relevant variational posteriors. Note that D, ,, and E;;, can be viewed as variational esti-
mates of emission probabilities and transition probability matrices respectively. Marginal

posteriors p(Z;;,) and p(Z; 1,1, Z;,) can be computed as follows:

ﬁ(Zi,ti = k) X ai7ti(k)bi,ti(k)
_ i, (R)biy, ()
Zj it (])b27t1 (])’

and

ﬁ(Z’L,ti—l == k17 Zi,ti = k:2) X a”iﬂfi—l(kl)ei,ti,klkgdi,ti,kgkzbi,ti(kQ)

_ Wi ti—1(K1)€its by ko ity ook Dit; (K2)
Dis 2oy Witi—1(J1) €0ty g1 jo it 2o Uit (J2)
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4.6.4 Model Selection Tables

Table 4.12: CNHMM model selection results for selecting numbers of states; metrics
include the DIC, in-sample mean squared error (ISMSE) and prediction accuracy (ISPA),
and out-of-sample mean squared error (OSMSE) and prediction accuracy (OSPA).

DIC

K™ 1 2 3 4

KT’

1 98093.10 62306.71 68109.99 66207.12
2 56783.00 62127.00 59664.64 62052.25
3 57368.12 58457.01 54127.10 55970.27
4 57609.51 54562.28 54411.67 57205.30

ISMSE

K™ 1 2 3 4
K’I“

1 0.165 0.066 0.067 0.060
2 0.062 0.062 0.067 0.062
3 0.061 0.065 0.059 0.072
4 0.060 0.063 0.066 0.065
ISPA

K™ 1 2 3 4
K'f"

1 0.848 0.978 0.971 0.975
2 0.978 0.980 0.967 0.981
3 0.978 0.980 0.978 0.979
4 0.977 0.978 0.978 0.978
OSMSE

K™ 1 2 3 4
KT’

1 0.357 0.193 0.234 0.206
2 0.208 0.215 0.216 0.188
3 0.199 0.201 0.169 0.172
4 0.212 0.208 0.230 0.191
OSPA

K™ 1 2 3 4
K’I“

1 0.641 0.921 0.885 0.910
2 0.877 0.923 0.923 0.921
3 0.925 0.926 0.933 0.928
4 0.912 0.923 0.910 0.917
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Table 4.13: FHMM model selection results for selecting numbers of states; metrics include
the DIC, in-sample mean squared error (ISMSE) and prediction accuracy (ISPA), and
out-of-sample mean squared error (OSMSE) and prediction accuracy (OSPA).

DIC

K™ 1 2 3 4

KT’

1 98093.10 62306.71 68109.99 66207.12
2 56783.00 57206.20 58604.66 56982.58
3 57368.12 65591.20 65854.34 69868.21
4 57609.51 59951.82 71976.29 56805.46

ISMSE

K™ 1 2 3 4
K’I"

1 0.165 0.066 0.067 0.060
2 0.062 0.079 0.072 0.061
3 0.061 0.087 0.071 0.074
4 0.060 0.059 0.073 0.060
ISPA

K™ 1 2 3 4
K'f"

1 0.848 0.978 0.971 0.975
2 0.978 0.978 0.978 0.979
3 0.978 0.970 0.976 0.974
4 0.977 0.978 0.972 0.979
OSMSE

K™ 1 2 3 4
KT’

1 0.357 0.193 0.234 0.206
2 0.208 0.238 0.222 0.177
3 0.199 0.270 0.244 0.254
4 0.212 0.188 0.251 0.175
OSPA

K™ 1 2 3 4
K’I"

1 0.641 0.921 0.885 0.910
2 0.877 0.918 0.913 0.930
3 0.925 0.851 0.885 0.878
4 0.912 0.918 0.869 0.923
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Table 4.14: NHMM model selection results for selecting numbers of states; metrics include
the DIC, in-sample mean squared error (ISMSE) and prediction accuracy (ISPA), and
out-of-sample mean squared error (OSMSE) and prediction accuracy (OSPA).

K DIC ISMSE ISPA OSMSE OSPA

62354.04 0.063 0965 0.191 0.921
55618.99 0.060 0.977 0.179  0.923
61522.02 0.063 0978 0.198  0.926
61644.24 0.060 0.978 0.190 0.933
67494.01 0.060 0.978 0.184  0.936

AN B~ W
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