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Abstract. This paper presents an optimization model for the selection of sets of clients
that will receive an offer for one or more products during a promotion campaign. The
complexity of the problem makes it very difficult to produce optimal solutions using
standard optimization methods. We propose an alternative set covering formulation and
develop a branch-and-price algorithm to solve it. We also describe five heuristics to
approximate an optimal solution. Two of these heuristics are algorithms based on re-
stricted versions of the basic formulation, the third is a successive exact k-item knapsack
procedure. A heuristic inspired by the Next-Product-To-Buy model and a depth-first
branch-and-price heuristic are also presented. Finally, we perform extensive computa-
tional experiments for the two formulations as well as for the five heuristics.
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ming; branch-and-price algorithm; non-approximability; heuristics; business-to-business;
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1. Introduction

Promotion campaigns are fundamental direct marketing tools for improving the economic
profit of a firm, either by acquiring new customers or by generating additional revenue from
existing customers [13]. The former action is called “acquisition” while the latter is “reten-
tion” [27]. In this paper we are concerned with the latter case: campaigns that generate
additional revenue by offering new products to existing customers. This study is justified
by at least two practical facts. Reinartz et al. [27] point out that “When firms trade off
between expenditures for acquisition and those for retention, a suboptimal allocation of re-
tention expenditures will have a greater impact on long-term customer profitability than will
suboptimal acquisition expenditures”. Moreover, models and methods used for data analysis
are more suited for retention [12] since more information is available. Retention boosts the
customer lifetime value, which is defined by Kumar et al. [14] to be “the sum of cumulated
cash flows — discounted using the weighted average cost of capital — of a customer over his
or her entire lifetime with the firm”. Customer lifetime value usually serves as a metric for a
ranking or segmentation of the firm’s customers [28]. During the last decades, the advances
in data analysis coupled with the availability of customer data have pushed firms to develop
a more customer-oriented strategy. Nowadays, such a strategy is globally accepted, but its
practical implementation is far from being accomplished. This implementation delay is ob-
served both in business-to-business and business-to-consumer settings, and is particularly
pronounced in financial institutions such as large banks and insurance companies, which
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often have a large number of customers with full data available but may lack sophisticated
tools that efficiently take into account these advantages in decision making [7].

In literature, promotion campaign models are also frequently referred to as optimal prod-
uct targeting models [12]. The latter examine “Which products should be targeted to which
customers to maximize profits, under the constraints that only a limited number can be
targeted to each customer, and each product has a minimum sales target”, which is men-
tioned by [12] as an interesting issue for future research. A promotion campaign problem is
essentially characterized by two steps, which are “data analysis” and “problem formulation
and solution”. The first step, which is mainly statistical, has received an increasing atten-
tion with the advances in data analysis. Recently, numerous models that carry the name
“response models” have been developed and are currently being used in practice [5,12]. Al-
though this step is necessary for an application in financial institutions (as its outputs are
used as inputs for the second step), its use can be less important for an application in other
areas. De Reyck and Degraeve [6], for example, have developed a model mainly based on
the second step for an advertisement company.

This paper investigates the development of optimization models for promotion campaigns
based on integer programming. Motivation for studying this problem comes from a case
occurring at FORTIS [10], one of the leading banks in Belgium. We aim to maximize the
profit (return on investment) subject to business constraints such as the campaign’s return
on investment hurdle rate that must be met, a limitation on the funding available for each
product, a restriction on the maximum number of possible offers to a client and a minimum
quantity commitment (MQC) on the number of units of product to be offered in order for that
product to be part of the campaign. This constraint has been briefly mentioned by Cohen [5]
as technical issue for an application in a bank. However, he did not explicitly incorporate
it into his model. Our model takes into account this constraint, making it an extension of
the model used by Cohen. In our formulation, we also impose a more general version of
the MQC constraint, allowing the fixed minimum quantity to depend on the product, which
distinguishes the constraint from comparable MQC restrictions studied in the analysis of
transportation problems [18], bottleneck problems [19], and assignment problems [17].

In this paper, we present a basic integer programming formulation for the optimization
of promotion campaigns. We show the non-approximability of the problem, which makes
the existence of an algorithm that will always provide a feasible solution and guarantee a
specified proportion of optimal profit in polynomial time, highly unlikely. We next present
a set covering formulation and develop a branch-and-price algorithm for solving it. A dy-
namic programming algorithm and a 2-approximation algorithm are presented for solving
the pricing problem, which is closely related to the k-item knapsack problem. The size
of instances that can be solved optimally using this algorithm allows its efficient use for
business-to-business promotion campaigns (which have moderate size and high variable and
fixed costs) and for sampling approaches in financial institutions [5]. We then present five
heuristics to approximate an optimal solution, which can be used for large instances and
hence for business-to-consumer promotion campaigns. These heuristics are either variants
of the algorithms used in practice for application in a bank (see [10]) or developed based on
the structure of the problem.

This paper is organized as follows. Section 2 describes the basic integer programming
formulation for deciding on the composition of promotion campaigns. The complexity of



the basic formulation makes it very difficult to produce optimal solutions using standard
optimization methods. We propose an alternative formulation called the set covering for-
mulation in Section 3 and develop a branch-and-price algorithm to solve it. In Section 4,
we describe five heuristics to approximate an optimal solution. The first two are algorithms
based on restricted versions of the basic formulation, while the third is a successive exact
k-item knapsack procedure (E-kKP), the fourth is a heuristic inspired by the Next-Product-
To-Buy model used by Knott et al. [12] and the last one is a depth-first branch-and-price
heuristic. Section 5 contains some ideas pertaining to the implementation issue of these
algorithms. The experimental results for the two formulations (basic formulation and set
covering formulation) as well as for the five heuristics are presented in Section 6. Finally,
two extensions of the studied model are presented in Section 7, followed by some conclusions
in Section 8.

2. Basic formulation

The objective of a promotion campaign is to find a way to achieve a maximum profit by
offering n different products to m customers while taking into account various business
constraints. We incorporate the following restrictions: the return on investment hurdle rate
must be met for the campaign, the budget allocated to each product is limited, an upper
bound is imposed on the number of products that can be offered to each client and there
is also a MQC constraint for each product. We define the parameter 7;; as the probability
that client i reacts positively to an offer of product j (or the probability that product j is
the next product bought by client ¢ [12]) and DFV;; as the expected return for the firm
when client ¢ responds positively to the offer of product j. The latter is termed the Delta
Financial Value by FORTIS [10]. These two parameters are the basis for the computation
of customer lifetime value [28]. Practically, these parameters are estimated using response
models based on historical data [5,12,26] and are assumed to be available within the firm.
Further, there is a variable cost ¢;; associated with the offer of product j to client 7, the
upper bound M; of offers that can be made to a client ¢ (this quantity is related to the status
of the client), the minimum quantity commitment bound O; associated with product j, the
budget B; allocated to the product j, a fixed cost f; needed for a product j if used for the
campaign and finally the corporate hurdle rate R. The value of R is dependent on the firm
and the riskiness of the investment. In practice, most firms use their weighted average cost
of capital (WACC) as an estimation of R [3]. Let x;; and y; be binary decision variables
defined by:

- _ | 1, if product j is offered to client i,
Y 1 0, otherwise,
. ~ | 1, if product j is used during the campaign,
Yio = 0, otherwise.

A basic formulation for the promotion campaign problem can be expressed as:

(M1) maximize Z Z (ri;DFVi; — cij) x5 — Z Jiy; (1)
=1

i=1 j=1



m n n

subject to Z Z rijDFVi;x;; > (14 R) Z Z CijTij + Z Jiy; (2)

i=1 j=1 i=1 j=1 j=1

Zcijxingj jzl,...,n, (3)
=1

D ay < M; i=1,...,m, (4)
j=1

injgmyj jzl,...,n, (5)
=1

injZijj j:17"'7n7 (6)
=1

Y,z € {0,1} i=1....m,j=1,...,n. (7)

The objective function (1) is the maximization of the total net benefit received from the offer
of products to clients minus the fixed cost of using the products for the campaign. The first
constraint (2) is the corporate hurdle rate constraint, which makes sure that the campaign’s
return on investment is at least R, and was first suggested by Cohen [5] for an application in
a bank. The set of constraints (3) enforces that we should not exceed the budget B; allocated
to the product j. Here, the product dependency of the budget reflects the situation in a
large firms where an individual business unit is responsible for the production and the sale
of a product. Hence, each business unit has its own budget. The set of constraints (4) states
that we cannot propose more than a certain number M; of products to client ¢; the sets
of constraints (5) and (6) constitute the MQC constraint, which specifies that a product
J taking part in the campaign will be offered to at least a certain number O; of clients
(O, > 0), and finally the last set of constraints (7) is the integrality constraint. We denote
by pi; the return to the firm (revenue) when client i reacts positively to the offer of product
J, 80 pij = ri;DFV;;. In the remainder of this paper, we will mostly use p;;.

The graph depicted in Figure 1 represents an instance of the promotion campaign problem
with two products and three clients.

Example 1. An integer program corresponding to the example described by Figure 1 is given

by:
maximize —2ZE11 + 31’21 + 3[)’231 + T2 — 2.1322 + 2[L’32
subject to 8 + 8 + > L 8 + >0
——=T —x —T3] — =T19 — =T -
) 311 321 331 312 322 332_

2011 + xo1 +4w3; < 4, Axio + 290 + 2230 < 5

T+ 212 <1, mop+ X2 <2, xz a3 <1

T+ xo1 + 31 2> 2y1,  Tig + Tao + X3z > 22

11+ T+ w31 <3y, iz + T2+ x32 < 3y

yj, xi; € {0,1} 1=1,2,3, j=12.
An optimal solution offers Product 1 to client 1 and client 2. So, we have x11 = 191 = y; = 1,
31 = 0 and x19 = T9g = T30 = Yo = 0 for an optimal objective value of 1. On the
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Revenue (pi)

M1 =1 Cllent 1 0 Cost (ci)
Budget =4
Product 1 - Fixed cost =0

. MQC=2

me=o Client?2
Budget=5

; Product 2 Fixed cost=0

ms=1 Client3 MQc = 2

Number clients = 3
Number products = 2

Hurdle rate =173

Figure 1: An example of a promotion campaign with two products and three clients.

other hand, an optimal solution to the linear programming relaxation of this example is
1

Top = X371 = %, Tig = T3p = %, Y1 = %, Y2 = ¢ with optimal objective value 5.4.
Definition 1. A non-trivial feasible solution for the basic formulation (M1) is a feasible
solution which achieves a non-zero objective value.

The following result shows that there is little hope for finding a polynomial time algorithm
for solving (M1).

Proposition 1. The promotion campaign problem defined by the formulation (M1) is strongly
NP-hard, even for O; =1 for all j.

Proof: This result follows directly from the fact that the basic formulation (M1) has the
generalized assignment problem (GAP) [21,29] as a special case for R =0, M; = 1, Vi, and
O; =1, f; =0, ¥j and p;; > ¢;; for all < and j. The latter problem is known to be strongly
NP-hard [29]. O

Moreover, the basic formulation (M1) is difficult to solve even approximately. We prove
this non-approximability result by showing that it is NP-hard to find a non-trivial feasible
solution for (M1). The proof uses the following variant of Partition (see [8]; by adding |A]
dummy elements of size 0 to an instance of the usual Partition problem, one easily sees that
this variant of Partition is as hard as the original problem):

INSTANCE: A finite set A = {1,2,...,2¢} with size s(i) € Z for each i € A, K =
% D ica s(1).

QUESTION: Does there exist a subset A" C A with |A'| =g and Y., s(i) = K7

Proposition 2. Finding a non-trivial feasible solution for the basic formulation (M1) is
NP-hard.



Proof: For a given arbitrary instance of Partition, consider the following polynomial reduc-
tion to an instance of (M1). Each i € A indicates a client with a unit upper bound, so m = 2¢
and M; =1 for all i = 1,2,...,2q. Suppose there is one product, n = 1. Let 6 = 2K + 1.
For each client i = 1,2, ..., 2q, the cost ¢;; = 6 + s(i), the revenue p;; = ds(i). Suppose also
that for our product, product 1, the lower bound O; = ¢, the budget B; = ¢d + K, and
the fixed cost f; = 0. Finally, we set the hurdle rate R = (K;f#. Now we prove that a
non-trivial feasible solution for (M1) exists if and only if there is a solution A’ to Partition.

On one hand, if Partition has a solution A’, we offer the product to the clients in A’.
This is a non-trivial feasible solution to the instance for (M1) constructed above since: (i)
the lower bound O; = ¢ is met, (ii) the budget is met (qd + >, 4 s(i) = ¢0 + K = By)
and (iii) the hurdle rate is achieved: Y., pin = 63 ;e q 8(i) = 0K = 2 (¢6 + K) =

O+K
<1 + %) (g6 + K) = (1 + R)(¢d + K).
On the other hand, if we have a non-trivial feasible solution, then consider the set of clients
A’ receiving the product. We have [A'| =qgand ), cii = ;o0 0+ < B =¢+ K. In
fact, we have ) . ,, cii = q¢0+ K. Suppose that Y., ¢ < ¢6+K, then Y ., ciq = qd + K,
with Ky < K. Thus

Kl q5—|—](1 K5
>_pa 10 =Koz < 5q5+K (g0 + 1)q5+K

i€ A’

_ (1 n (Kq;q#) (6 + K1) = (1 + R)(qd + K1),

contradicting the fact that we have a non-trivial feasible solution because the corporate

hurdle rate constraint is not satisfied. Therefore |A'| = ¢ and ). , c¢q1 = ¢d + K, which
implies that A’ is a solution to the variant of Partition defined above. O

The results of Proposition 1 and Proposition 2 justify the intensive use of heuristics in
practice [5,6,12].

The basic formulation (M1) can be strengthened by using the following disaggregate
version of constraints (5):

l’z‘ijj izl,...,m,jzl,...,n. (8)
The following result allows the relaxation of the integrality constraint on y; for all j.

Proposition 3. The conver hull of the feasible solutions to the integer program (M1) is
identical to the convex hull of the solutions that satisfy the constraints (2), (3), (4), (6), (8)
and 0 < Yj < 1, Ti; € {O, 1} fO’F all Z,j

Proof: Denote the convex hull of the feasible solutions to (M1) by C'H(M1) and the convex
hull of the solutions that satisfy the constraints (2), (3), (4), (6), (8) and 0 < y; <1, zy; €
{0,1} for all 4,5 by CH*. Because any feasible solution to (M1) satisfies (2), (3), (4), (6),
(8) and 0 < y; < 1, zy; € {0,1}, the set of feasible solutions to (M1) is included in CH*,
therefore, the convexity of CH* implies that CH(M1) C CH*.

On the other hand, let (z° 4°) be an extreme point of CH*, (2°,¢") satisfies (2), (3),
(4), (6) and z;; € {0,1}, and (2°,y") satisfies (8) which implies that (z°,y") satisfies (5).
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Furthermore y? € {0,1} for all j because if there was a jo such that 0 < y?o < 1, then
9, =0 for all 7 and constraints (6) will be violated. We then have 3 € {0, 1} for all j and
therefore (x°,4°) is a feasible solution to (M1), so belongs to C'H(M1). Since (2°,4°) is an
extreme point of CH*, it is also an extreme point of CH(M1) (because CH(M1) C CH*)

implying that CH* C CH(M1). O

A similar proof has been derived by Lim et al. in [18] for the transportation problem with
minimum quantity commitment.

3. Branch-and-price

This section is devoted to the application of a branch-and-price algorithm for solving the
promotion campaigns problem. In the first subsection, we derive an appropriate formulation,
called a set covering formulation. The next subsection studies the pricing problem and the
last subsection presents a branching strategy.

3.1 A set covering formulation

Proposition 3 and the inequalities (8) lead to the following strengthened formulation of our
problem:

(M2) maximize ZZ Dij — Cij) Tij — Zf]yj (9)

=1 j=1

subject to ZZpijx”_ (1+ R) ZZCUSEU—FZf]y] (10)
i=1 j=1 i=1 j=1
> ay < M; i=1,...,m, (11)
Zcijxij < Bj ] = 17 e,y (12)
i=1
injZijj jzl,...,n, (13)
y; >0, z; €{0,1} i=1,...,m, j=1...,n. (15)

We investigate a relaxation of (M2), in which we consider (10) and (11) to be coupling
constraints and for each product j = 1,...,n, we have the special constraints given by (12),
(13), (14) and (15). For j =1,...,n, we define A; = {(zj,y;); Doy CijTij < Bj, > oor | ij >
Ojyj, vy < wy;i=1,....m,y; <1, y; >0, 2, € {0,1}""}, where x; is a vector with m
entries x;;. Because (0,,0) € A; A] is nonempty Furthermore, A, 1s bounded as 0 <

Yj, Tij S 1. For every pI‘OdUCt ja A — {( jay]) ( .jvyj)7( .jayj>7' o 7( .j 7yj )} EXpllCltIY7
A; consists of (0,5,0) and all the (2%, 1) with Y7, ¢z < By, Y200 x5 > Oy, x5 € {0, 1},



that is the empty set of clients coupled with 0 and any subset of clients of cardinality greater
than or equal to O; and total cost less than or equal to B;, coupled with 1. We assume that
k.
(%, 93) = (04,0) so that A; = {(0,;,0), (), 1), (z%,1),...,(z],1)}.
We relax (M2) by considering conv(A;) for each product j, where conv(A4;) is the convex
hull of A;. Any element (z;,y;) € conv(A;) is a convex combination of its extreme vertices

and hence can be represented in the form (z ;,y;) = Z’;j:o zpi (2%, y%) where the coefficients

2p; are nonnegative and satisfy Z];jzo 2pi = 1,7 =1,...,n. A Dantzig-Wolfe decomposition
of the relaxation of (M2) is then given by the master problem (MP).

ki T m
Z (Z(Pij - Cij)l"fj) - 1y}

p=0 i=1

n

(MP) maximize Z

J=1

Zpj (16)

o
<7

n

subject to Z (Z(pi]’ —(1+ R)Cij)xzz?j) - (1+R)fy}

=1

j=1 | p=0

n

3
SN bz, <M, i=1,....m, (18)

7=1 p=0

k;

D =1 j=1,....n, (19)
p=0

zijO jzl,...,n,pE{0,1,...,1@}. (20)

In what follows, we will consider the subset of extreme points without (0 ;,0), subsequently
denoted as A; = {(z},1), («%,1),..., (xi»j, 1)}. This change requires that each constraint in
(19) become an inequality in order for the optimal value to remain unaffected.

For every product j, we map each extreme point (m@,y? ) € A; to S,; where S,; =
{i € {1,...,m} |2, = 1}. Using the equalities )", p;;z}; = > ies,; Dij and D ey CijTy =
Y ic s,; Cij» an integer programming version of (MP) is

n kj

(M3) maximize Z Z Z (pij — ¢ij) — fi | 2 (21)

j=1 | p=1 \i€S,;

n kj

subject to Z Z Z (ng — (]_ + R)Cij) — (]_ + R)f] ij Z 0 (22)

j=1 | p=1 \i€S,,;

n

ijgj\jZ 2:1,,m, (23)
22

J=1 p:€Sp;

k;

Zzpj§1 j=1...,n, (24)
p=1

zp; €{0,1} j=1,...,n,pe{l,... k;}. (25)

In the formulation (M3), the binary variable z,; indicates whether the product j is offered
to the set of clients S,; (z,; = 1) or not (z,; = 0). The first constraint (22) enforces that
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the campaign’s return on investment must be at least R, the set of constraints (23) ensures
that at most M; products are offered to client ¢ and the set of constraints (24) states that
at most one nonempty set of clients is selected for each product. We call the formulation
(M3) a set covering formulation to reflect the fact that its solution can be viewed as a cover
for the set of clients. The set covering formulation (M3) is then essentially obtained by
applying Dantzig-Wolfe decomposition to a relaxation of the basic formulation (M2). As
a consequence, the value of the bound provided by the LP relaxation of (M3) is equal to
the value of the Lagrangian dual obtained by dualizing the constraints (2) and (4) [24].
Furthermore, the example described by Figure 1 illustrates that the LP relaxation of (M3)
is stronger than the LP relaxation of (M1). We denote S1; = {1,2}, S12 = {2,3} and 211, 212
the corresponding variables. The associated LP relaxation of (M3) is

maximize 1217 + 0212

4
subject to 0z11 — 5212 >0

0§21j§1 j:1,2

Remark that the constraints (23) and (24) are obviously satisfied. The optimal solution is
(1,0) with an optimal value of 1, which is also the optimal objective function value of the
integer program. The result highlighted in the above example has been observed for the
GAP by Savelsbergh [29].

Let z be any feasible solution to the LP relaxation of (M3) and let f; = > oo %),

y; = f,jzl 2p;, then (z*,y*) is a feasible solution to the LP relaxation (LPM2) of (M2).
Furthermore, we have the following result, which is useful for the branching strategies.

Proposition 4. Given a feasible solution z to the LP relaxation of (M3), for a given product

J» if 2pj 1s fractional, then there must be an i such that xj; = Zp:iespj 2p; 15 fractional.

Proof: Suppose there is no client ¢ such that zj; is fractional. Let F' = {p € {1,...,k;} [0 <
zp; < 1} be the set of fractional variables associated with product j. We may assume that
|[F'| > 2, otherwise the hypothesis (there is no client i such that xj; is fractional) will be
violated. We have }° cpz,; =y < 1for j=1,... . nand }_ cpcq 2 =aj; €{0,1}, i =
1,...,n. In particular for ¢ € U,cpSy;, we have ZpeF:iespj 2y = 1. But ZpeF:iespj Zpj =
> oper Tipzp; = 1and Y pz,; = 1. Hence, 2f; = 1, Vp € F, meaning that for all p;,ps € F,
we have S, = S,,, contradicting |F| > 2. O

Proposition 4 implies that the bound provided by the LP relaxation of the set covering
formulation is stronger than that obtained by the LP relaxation of the basic formulation.

3.2 The pricing problem
We consider the LP relaxation (LPM3) of (M3) obtained by replacing constraints (25) by

Zpj > 0 j=1,....n,pe{l,... k;}. (26)

Formulation (LPM3) has an exponential number of variables, making it difficult to solve even
for average size instances. Instead of solving the full master problem (LPM3), we consider

9



a restricted problem that includes only a subset of variables (columns) and can be solved
directly. Additional columns for the restricted problem can be generated by looking at the
dual of (LPM3) given by:

(DLPM3) minimize Y Mu; + Y v,
i=1 j=1

subject to > [(pij — (1 + R)cij)d + wi] — (14 R) f;d +v;

’iESpj
2 Z (pz] - Cij) - fj7 vp7j7 (27)
S
u;,v; > 0,d <0 i=1,....m,j=1,...,n, (28)

where we use the dual variables d corresponding to (22), u; corresponding to the set of
constraints (23) and v; corresponding to (24). The optimal solution found for the restricted
problem is not optimal for the master problem if the associated dual variables u,v and d
violate one of the constraints (27). Note that the set of constraints (28) is automatically
satisfied by the dual variables. Since it is not computationally viable to compute and check
the inequality (27) for all couples (p, j) not included in the restricted problem, we propose
to proceed as follows. First, we drop the index j and assume that the product is given. We
then solve the following question called the pricing problem:

38, such that Y [pi(d — 1) + c;(1 = (1+ R)d) +u] + v+ f(1— (1+R)d) <0?  (29)

Remark that for a given product j, the left hand side of the inequality is exactly the re-
duced cost of the variable z,;, so that the pricing problem (29) checks the primal optimality
condition [2].

Solving the pricing problem

A solution to the pricing problem (29) for a fixed product j can be obtained by solving the
following variant of the k-item knapsack problem (KKP). For ease of exposition, we define
w; =pi(d—1) + ¢ (1 — (1 + R)d) + u; for all 1.

(kKP) minimize ) wja; (30)
=1

subject to Z cx; < B (31)
=1

sz‘ >0 (32)
i=1

We take the w;’s as the weights and the ¢;’s as the costs. Notice that in general the problem
(kKP) is weakly NP-hard. Furthermore in our case, the w; need not always be positive nor
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are they always integers. These last observations make the use of dynamic programming by
weight [11] for solving (kKP) inefficient. Kellerer et al. [11] derive a dynamic programming
algorithm for the case where the cardinality constraint (32) is replaced by ", z; < O. We
show here that this algorithm is easily modified to deal with (30)—(33).

Exact algorithm

We propose a dynamic programming algorithm based on the algorithm describe in [11] for
solving (kKP) in pseudopolynomial time. Let k be the optimal value of the following problem

m
maximize Z T;
i=1
m
subject to Z cr; < B
i=1

x; € {0, 1} i=1,...,m.

Clearly, since ¢; > 0, k can be computed by taking the items with smallest cost ¢; until the
constraint is violated. If & < O then the problem (kKP) is infeasible. Assuming that & > O,
we define the two-dimensional dynamic programming function Y;(¢, 1) for i = 0,1,...,m; [ =
0,1,...,k; ¢c=0,1,..., B, as the optimal solution value of the following problem:

Yi(c,1) = min {ijxj | chxj =c, Z@ =1, z; € {0, 1}}
j=1 j=1 =1

An entry Y;(c, 1) = ¢ means that among the clients 1,2, ..., 4, there exists a subset of exactly
[ of these clients with total cost ¢ and minimal weight ¢ among all such subsets.

The initialization is given by Yy(c,l) = +oo for I = 0,1,...,k; ¢ = 0,1,...,B and
Y0(0,0) = 0. Then, for i = 1,...,m, the entries Y; can be computed from those of Y;_; by
the following recursion

Y;'—l(CJ) if ¢; >c¢

Yile,D) = { min{Y;_1(c,0),Yi1(c—c;, 1 = 1) +w;} if [ >0, ¢; <e. (34)

After computing all the values of Y from Y; up to Y,,, the optimal objective function value
of (kKP) is given by
min{Y,,(¢,{)|1 > O, ¢=0,1,...,B}.

We observe that only entries in Y;_ (¢, [) need to be stored in order to derive Y;(c,1). Caprara
et al. [4] propose an implementation based on pointers that achieves a space complexity of
O(k*B) and a time complexity of O(mkB).

Approximation algorithm

An approximation algorithm for (kKKP) is based on the LP relaxation of the problem, which
is obtained by replacing constraints (33) by

0<z;<1 i=1,...,m. (35)
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Denoting the optimal objective function value of the LP relaxation of (kKP) by z%F the
following result proved in [4,11] holds.

Lemma 1. An optimal basic solution x* of the LP relazation (30), (31), (32) and (35),
has at most two fractional components. Let J; = {l |z} = 1}. If the basic solution has
two fractional components x; and x}, supposing without loss of generality c¢; < ¢;, then
w; + Y ey, wi < 2 and the solution defined by Jy U {j} is feasible for the (KKP).

The following algorithm describes an approximation algorithm for (kKP).

1 Approximation algorithm for (kKP)

Let %" be an optimal solution of the LP relaxation of (kKP)
Jy = {l|zF" =1}
F={l10<zF <1} // fractional variables
if F'=( then

24 = ZLP
end if
if /' ={i} then

2 = min{}, ; w, > _iefijur, Wit where R; is the set of the k—1 items with the smallest

weight in {1,...,m}\ {¢}

9: end if

10: if F' = {4, j} with ¢; < ¢; then

1: 24 = min{> e 5oy Wi 2oieqiyur, Wit where R; is the set of the k — 1 items with the
smallest weight in {1,...,m} \ {i}

12: end if

Proposition 5. Approzimation algorithm for (kKP) is a 2-approximation algorithm for
(kKP) and runs in O(m) time.

Proof: This follows from an easy modification of a proof in [4,11]. ]

Using the column generation procedure outlined above, we can solve the master problem
(LPM3) in reasonable time. There is no guarantee, however, that the solution found will be
an integer solution; if this is not the case we will proceed with a branch-and-bound algorithm.

3.3 Branch-and-bound

Branching is needed when the optimal solution to (LPM3) turns out not to be integral.
However, as Savelsbergh points out in [29], a naive branching strategy may sometimes lead
to a conflict between the variable used for branching and the one generated. Hence, it is
worth looking for a branching strategy compatible with the pricing problem.

Proposition 4 allows the use of a hybrid branching policy [1,29]; that is to perform
branching using the basic formulation while working with the set covering formulation. We
will then fix a single variable (variable dichotomy) [29,31]. This variable dichotomy branching
strategy is exactly the branching scheme proposed by Ryan and Foster for set partitioning
master problems [1].
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In the basic formulation, fixing x;; to zero forbids product j to be offered to client 7, and
fixing x;; to one requires product j to be offered to client . In the set covering formulation,
this is done by adding (not explicitly) one extra constraint. Fixing z;; to zero leads to
Zp:iespj 2p; = 0 and fixing to one leads to Ep:iESpj 2p; = 1. Hence, at the node u of the tree,
let H(u) C {1,...,n} be the subset of products j for which there exists a non-empty set
of clients RY C {1,...,m}, (R} # 0) who must receive an offer of product j. Similarly, let
L(u) € {1,...,n} be the set of products j for which there exists a non-empty set of clients
Ny C{1,...,m}, (N} # 0) who cannot receive an offer of product j. The LP problem to
be solved at the node u is the following:

n [k
(LP,) maximize Z Z Z (Pij — ¢cij) — fi | #ps (36)
Jj=1 | p=1 \i€Sy;
subject to Z Z pij— (L+R)ci;) —(L+R)fj | 25| =0 (37)
j=1 | p=1 \i€Sp;
ijSMi izl,...,m, (38)
J=1 p:i€Sp;
2y =1 J € H(u), (39)
pR;‘gSp]
D =0 j e L(u), (40)
N¥NSp; 70
k;
D <l ji=1,...,n, (41)
p=1
zijO jzl,...,n,pe{l,...,k:j}. (42)

The branching scheme resulting from the variable dichotomy branching strategy is compat-
ible with the pricing problem for it does not render the pricing problem more difficult. To
meet the set of constraints (40), we set z; = 0, Vi € N}' when solving the pricing problem
associated with the product j € L(u). Similarly, for the set of constraints (39), we set
x; = 1, Vi € R} when solving the pricing problem corresponding to the product j € H(u).
The constraints (31) and (32) are updated and the remaining problem is still a (kKP), of
reduced size. Moreover, the inequality (24) of the restricted master will be changed into
equality for the product j € H(u).

It is not clear how the generalized upper bound (GUB) branching strategy (see [29], for
an application to GAP) can efficiently be applied here. In fact, the use of the GUB branching
strategy does not partition the set of feasible solutions into two subsets. Therefore, to cover
the whole set of feasible solutions, an important number of branches is needed.

An upper bound at node wu is provided by the optimal solution to the master problem
(LP,) or estimated by dualizing some constraints; details on these computations are provided
in Section 5.1 and in the Appendix.
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4. Heuristics

We have shown (see Proposition 2) that even finding a non-trivial feasible solution to the
promotion campaign problem given by the formulation (M1) is NP-hard, which justifies an
intensive use of heuristics in practice [5,6,12]. In this section, we present five heuristics
for the promotion campaign problem. These heuristics are either variants of the algorithms
used in practice for application in a bank or specifically developed based on the structure of
the problem. The first is a variant of the algorithm developed by FORTIS [10]. It assumes
that the variable cost and the profitability of the different clients are identical and that
the campaign involves all products. The second heuristic is also based on these simplifying
assumptions, but allows for choosing the products to be used for the campaign. The third
is a procedure that successively solves a number of FEzact k-item knapsack problems (E-
kKP) (which are kKP’s with an equality for the cardinality constraint (32)). It uses an
approximation algorithm for solving the (E-kKP) to identify the best product to be offered
as well as the selected set of clients at each iteration. The fourth heuristic is also an iterative
algorithm, inspired by the Next-Product-To-Buy model used by Knott et al. [12] for an
application in a retail bank. Finally, the last heuristic is a depth-first branch-and-price
heuristic. In this section, we will say that client i is active if it has not yet received M; offers.

4.1 Heuristic 1

Heuristic 1 is a variant of the algorithm developed by FORTIS. It uses the average cost and
the average revenue for each product. These quantities are defined by

2. iy DEV

number of clients’

> Cij
Cj = s and Pj:=
7" number of clients !
This heuristic ignores the selection of products for the campaign and simply imposes the
minimum quantity O; on the number of offers of each product j. Using a new decision vari-
able u; := number of clients that receive an offer for the product j, the simplified formulation

used by FORTIS is the following.

n

(M4) maximize Y [(P; — Cj)u; — f]

j=1
subject to Z[PJ - (1+R)Cjlu; = (1+ R) (Z fj)
j=1 =t
CjUjSBj j:17~-'7n7
O;<u;<m j=1...,n,

We remark that the problem formulated here is still NP-hard as it includes an integer knap-
sack problem [11] as a special case. On the other hand, (M4) does not take into account
the third constraint (4) of the basic formulation (M1); that is it does not enforce the upper
bound constraint on the number of products that can be offered to a client.
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Heuristic 1 solves (M4) and uses the outcome to build a solution (potentially infeasible)
to our original problem.

2 Heuristic 1
: for each product j, compute the average revenue P; and the average cost C;

solve the resulting integer programming formulation (M4)

sort products by decreasing profit such that Piuy > Pous > ... > Py,

for each product j, sort customers in decreasing profit

offer the products in increasing order and for each product j offer it to the u; most profitable
active clients

6: choose the best solution between this solution and the trivial solution

4.2 Heuristic 2

Heuristic 2 is an improvement of Heuristic 1; here the average revenue and the average cost
per product are still used, but the choice of products to be offered during the campaign
is taken into account. Using the same variable u; defined above and a new binary vari-
able y; that equals 1 if product j takes part in the campaign and 0 otherwise, the integer
programming problem to be solved is

n

(M5) maximize Y [(P; — Cy)u; — fy;]

Jj=1

subject to Y _[(P; — (1+ R)C))u; — (1+ R) fy;] > 0

7j=1
CjujSBj j:]_,...7n7
ijjgujgmyj jzl,...,n,

y; €4{0,1}, wu; €N j=1,...,n.

Notice that (M5) generalizes (M4), since (M4) arises when we set y; = 1 for all j. This
formulation also does not take into account the upper bound on the number of products
that can be offered to a client. However, unlike formulation (M4), (M5) does incorporate the
choice of products to be offered during the campaign. Heuristic 2 proposes a procedure to
find a solution (potentially infeasible) to the promotion campaign problem by solving (M5).

3 Heuristic 2
for each product j, compute the average revenue P; and the average cost C;

solve the resulting integer programming formulation (M5)

sort selected products by decreasing profit

for each selected product j, sort customers in decreasing profit

offer the selected products in increasing order and for each product j offer it to the u; most
profitable active clients

6: choose the best solution between this solution and the trivial solution
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Notice that the outcome of Heuristic 2 (as well as of Heuristic 1) may be an infeasible
solution; the last line (line 6:) merely guarantees that the value of the solution (potentially
infeasible) is nonnegative.

4.3 Heuristic 3

This is a successive Exact k-item knapsack problem (E-kKP) procedure. For a given product
J, we have the following (E-kKP):

m

(E-kKPj) maximize Z pij — (L + R)cijlxij — (L+ R) f;

=1

m
SUbjECt to Z CijTij < Bj
=1

> 7 =0
=1
xije{(),l} z:l,,m

Remark that the LP relaxation of (E-kKPj) has a solution with either 0 or 2 fractional

components. The approximation algorithm for (kKP) is used as 2-approximation algorithm
for (E-kKPj).

4 Heuristic 3
1 wval =0, V:={1,...,m} //objective value
2: for each j =1...,n, solve E-kKP;j
3: while there exists a product j such that val + Z]E >0 do

4:  select product j* with the highest profit Z]E
5.y =1

6:  wal :=val + 2

7. forie JI do

8: Tyj =1

9: Mz = Mz —1

10: if M; =0 then

11: V=V \{i}

12: end if

13: forbid any further offer of the product j* to client ¢ / /by setting c;;« greater than B
14: end for

15: Oj* =1

16: fj* =0

17:  update Bj-
18:  for each j =1...,n satisfying O; < |V, solve E-kKP;j
19: end while

20: if val < max{zf, j=1,...,n} then
21:  wal := max{zf, j=1,...,n}
22: end if
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Heuristic 3 describes an iterative procedure for finding a solution to the problem using a
2-approximate solution for (E-kKKPj). We denote the objective value found by Approximation
algorithm for (kKP) for the problem (E-kKPj) by zI and the set of solution components equal
to 1 by JjE . The notation zJA used by Heuristic 3, refers to the notation of Approximation
algorithm for (kKP). Heuristic 3 works as follows: it first selects the product j* with the
highest positive val + sz*, this product is then offered to the set of clients Jﬁ , the problem is
updated and the procedure is repeated until no more product can be offered to clients; the
quantity val represents the objective function value of the solution obtained by the algorithm
at each stage of its execution. Notice that after each iteration, the reconstructed problem is
still a promotion campaign problem.

4.4  Heuristic 4

This heuristic is inspired by the Next-Product-To-Buy model proposed by Knott et al. [12]
for an application in a retail bank. For a given product j, the offer is made to active clients
in decreasing order of the probabilities r;; until no more budget is left. We refer to this
heuristic as Heuristic 4.

5 Heuristic 4
1: forj=1,...,ndo

2:  sort the probabilities r;; in decreasing order {1,...,m}
3 fort=1,...,m do

4 if 7 is active then

5: if enough budget then

6: Ty =1, M= M; —1
7 if M; =0 then

8 1 becomes inactive

9: end if

10: else

11: Ty =0

12: end if

13: else

14: Lijx 1= 0

15: end if

16: end for

17: end for
18: choose the best solution between this solution and the trivial solution

Like Heuristic 1 (and Heuristic 2), the last line Heuristic 4 simply guarantee that the
value of the solution (potentially infeasible) is nonnegative.

4.5 Heuristic 5

This is a depth-first heuristic based on the branch-and-price logic. This heuristic is used
to find a feasible and high-quality solution as quickly as possible. Figure 2 describes the
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Figure 2: Flow chart of the branch-and-price heuristic (Heuristic 5)

steps to follow. To start the algorithm, we need an initial restricted master problem with
a feasible LP relaxation. Therefore, we generate one column (if it is identified by the 2-
approximation algorithm) for each product; this is an approximate solution to kKP. We then
solve the restricted master problem (RLPM3). Next, columns are generated by running the
2-approximation algorithm for kKP per product built based on the dual variables. If there is
no column to add to the master problem RLPM3, we check whether the solution obtained is
integral or not. If yes, we stop the algorithm, otherwise we branch and repeat the procedure.
On the other hand, if new columns are identified, they are added to the RLPM3 and it is
resolved. Remark that here, we do not solve the RLPM3 until optimality. Moreover, as the
goal of this heuristic is to find a good feasible solution and not necessarily an optimal one,
we do not have to branch such that the solution space is divided evenly. Thus, using the
hybrid branching strategy, we choose to branch on the fractional variable z;; closest to 1,
and we set x;; = 1 in one branch and z;; = 0 in the other branch. In case of a tie, we select
the variable with the highest revenue p;;. With this branching rule, we are more likely to
find a good solution in the node with z;; = 1, and we investigate that node first. Similar
heuristics have been used successfully for raw materials logistics planning [20] and for the
airline crew pairing problem [1].

The first four heuristics present many advantages, among which their simplicity. Their
implementation does not require many efforts as the size of the integer program to be solved
for Heuristic 1 and Heuristic 2 is usually very small, the solution to the linear program used
by Heuristic 3 can be found in linear time and the fourth heuristic is based on an algorithm
for sorting, which can easily be done in polynomial time. There is no guarantee, however,
that the solutions obtained by these four heuristics are non-zero feasible solutions for the
basic model (M1). Heuristic 5, on the other hand, is guaranteed to provide a feasible solution
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(often non-zero) but may take more time.

5. Implementation issues

5.1 Branch-and-price algorithm
Initial restricted Master Problem

To start the column generation procedure, an initial restricted master problem with a feasible
LP relaxation has to be provided to ensure that the dual variables used to derive the pricing
problem are properly computed. We have chosen to start with the solution of Heuristic 3
(which is a non-trivial feasible solution that is usually of good quality and that is obtained
quickly) as a starting solution. If Heuristic 3 fails to provide a non-trivial feasible solution,
then we generate one column per product corresponding to an optimal solution of the k-item
knapsack problem.

Column generation subproblem

Any column with negative reduced cost is a candidate to enter the basis. The exact algo-
rithm (dynamic programming) for the pricing problem (29) finds the column with the lowest
reduced cost for each product. If there is a column with negative reduced cost, dynamic
programming will always identify a candidate column.

However, solving the LP relaxation (LP,) at a node u involves the solution of several
pricing problems (k-item knapsack problems), which is computationally intensive. As it is
not necessary for the column generation scheme to always select the column with the lowest
reduced cost, we first use the 2-approximation algorithm for solving the pricing problem. If
it fails to identify a column with negative reduced cost, the dynamic programming algorithm
is invoked to prove optimality or generate a column with negative reduced cost. This two
phase procedure is repeated until an optimal (or near optimal) solution to the LP relaxation
is found.

Tailing off and upper bound

At each node of the branching tree, the tailing off effect can be observed. That is: many
columns have to be added in order to prove the optimality of the LP solution, but its value
(almost) does not change any more [30]. To prevent excessive running times, we have adopted
the following rule: if during 30 iterations the objective value has not changed, we stop. Hence,
we do not necessarily solve the linear program to optimality. This figure 30 was chosen after
many trials. In this way, however, the value found does not provide an upper bound as it
is not necessarily optimal. We next describe how we still obtain an upper bound in this
case; the method used has been investigated in [15,30]. At a given node u, consider the LP
relaxation problem to be solved (LP,). Let T'f = > ™, w;;x} be the optimal objective value of
the k-item knapsack problem (kKP) (30)-(33) for a given product j, obtained by the dynamic
programming algorithm and J = {j € {1,...,n} \ H(u) : T'; + f;(1 — (1 + R)d) + v; < 0}.
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We have an upper bound given by the right hand side of

i=1 j=1

JEH (u)UJ

We detail the procedure to obtain this upper bound in the Appendix. Notice that the com-
putation of this upper bound needs an optimal solution of (kKP). To meet this requirement,
we solve the (kKP) problem exactly using the dynamic programming algorithm at the last
iteration (30" iteration) of the tailing off,

Branching scheme

We have shown that the hybrid branching strategy is compatible with the pricing problem

(Proposition 4). Moreover, in Section 3.3, we have shown that variable dichotomy is com-

patible with the pricing problem. Therefore, we branch on the fractional variable z;; closest
1

to 5. We set x;; = 1 in one branch and z;; = 0 in the other branch. In case of a tie, we

select the variable with the highest revenue p;;.

5.2 Heuristics
Heuristic 1 & 2

The implementation of the first two heuristics is straightforward. For Heuristic 1 (respec-
tively Heuristic 2), the reduced integer program (M4) (respectively (M5)) is solved using
CPLEX 10.2 and the solution then serves as the basis for the implementation of the heuris-
tic.

Heuristic 3

The efficiency of the implementation of Heuristic 3 is essentially based on the efficiency of
the algorithm used for solving the linear relaxation of the Exact k-item Knapsack problem.
The linear time complexity is achieved using the method proposed by Megiddo [22,23].

Heuristic 4

Heuristic 4 is based on sorting the r;;’s, which can easily be done in polynomial time.

Heuristic 5

The implementation of Heuristic 5 follows that of the branch-and-price algorithm under the
modifications described above. Firstly, we do not use the solution of Heuristic 3 as starting
solution, but we generate one column per product (if it is identified by the 2-approximation
algorithm). This column is the solution found by the 2-approximation algorithm for (kKP).
If for any product there is no column obtained, then we call the dynamic programming
algorithm for (kKP). Secondly, at each node we use only the first phase of the two phase
procedure of the branch-and-price algorithm. Hence, only the 2-approximation algorithm for
(kKP) is used to identify the columns that can be added to the master problem. Therefore, it
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may happen that although a column with a negative reduced cost exists for a given product,
the 2-approximation algorithm for (kKP) does not identify it. This implies that we do not
necessarily compute an optimal solution to the LP relaxation, hence we do not have an upper
bound for the best solution reachable from that node. Unlike branch-and-price, however, we
do not need an upper bound here. Thirdly, the branching is performed in a greedy fashion,
as explained in Section 4.5.

6. Computational experiments

6.1 Generating test instances

The instances used for the experiments are randomly generated, with cost ¢;; randomly gen-
erated from the set {1,2,3} and the return to the firm p;; = r;; DFV;; is an integer randomly
generated between 0 and 16. The choice of these figures is guided by examining the real-life
data used by Cohen [5]. The corporate hurdle rate R belongs to the set {5%, 10%, 15%}.
There are six different values for the number of clients m: these are 100, 200 and 300 clients
(small size; S1, S2 and S3), 1000 and 2000 clients (medium size; M1 and M2) and 10000
clients for instances of large size (L). For each number of clients, we have three different
numbers of products n; these are 5, 10 and 15 products. In total, we have 54 groups of
instances, as described in Table 1.

Group rate R number of clients (m) | number of products (n)
S1 | 5%, 10% or 15% 100 5, 10 or 15
S2 | 5%, 10% or 15% 200 5, 10 or 15
S3 | 5%, 10% or 15% 300 5, 10 or 15
M1 | 5%, 10% or 15% 1000 5. 10 or 15
M2 | 5%, 10% or 15% 2000 5. 10 or 15
L | 5%, 10% or 15% 10000 5, 10 or 15

Table 1: Size of the generated inputs

For each group, we generate a minimum quantity commitment bound O; as a random
integer selected between [ZTM1 and (ETM} We consider three values for the budget B,
namely a random integer chosen between Oj% and 2% and the two extreme budgets

which are LOJ%j and [QZTM%W The fixed cost f; is a random integer between
% > ilpij — (1+ R)c;;] and % > ilpij — (1 + R)ci;]. These bounds have been chosen
in such a way that the instances become feasible and consistent. We generate one instance
with a small upper bound M; for any client, selected between 1 and %, and another one
with a large random upper bound M; for each client, selected between [2] and [2*]. In
conclusion, we have in total 3 x 2 x 54 = 324 test instances.

Since Heuristic 4 requires as input 7;; (and not p;;), we have decided to generate for each
of the 324 test instances, three different sets of values for r;;. The first set is generated
randomly from |0, 1[, while the second is also randomly generated in |0, 1] but proportional
to ¢;; and the last is inversely proportional to p;;. Note that by choosing 7;; in |0, 1], we

discard certainty. These 3 x 324 = 972 test instances are solved using Heuristic 4.
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We have implemented all algorithms in Visual Studio C++ 2005; all the experiments
were run on a Dell Optiplex GX620 personal computer with Pentium R processor with 2.8
GHz clock speed and 1.49 GB RAM, equipped with Windows XP. CPLEX 10.2 was called
as subroutine for solving the linear programs.

6.2 Computational results

In this section, computation time is expressed in seconds, while Gap is a percentage lzap—zup|

100%, where zyp is either the optimal objective value or an upper bound of the optirrgl ob-
jective value and z4p is the objective value obtained by our algorithm.

Basic formulation Set covering formulation
Group | n | M Gap : Time Gap - Time
518 8.33 | 0.06 | 0.16 | 0.31 || 5.05 4.88 16.13 51.70
l 6.51 | 0.08 | 0.30 | 0.55 || 0.03 1.70 95.62 784.97
s1 10 S 3.11 1 0.05 | 0.13 | 0.23 || 0.62 6.09 13.71 24.98
l 3.26 | 0.08 | 0.26 | 0.50 || 0.18 3.70 14.31 41.33
15 LS 2.96 | 0.05 | 0.14 | 0.27 || 0.45 6.89 11.59 34.56
l 1.28 | 0.06 | 0.25 | 0.53 || 0.07 1.73 | 105.06 805.14
58 2.51 | 0.11 | 0.31 | 0.67 || 0.78 | 166.03 | 705.97 | 2862.80
¢ || 12.80 | 0.19 | 0.93 | 2.31 || 5.47 0.47 | 115.57 531.11
99 10 LS 3.37 1 0.11 | 046 | 0.91 || 0.21 | 105.60 | 287.50 518.71
¢ || 10.51 | 0.20 | 1.06 | 2.28 || 0.80 0.45 | 305.50 | 1047.98
15 LS 247 1011|043 | 0.83 || 0.15 80.75 | 190.46 271.88
l 5.00 | 0.16 | 1.12 | 2.23 || 0.00 | 120.67 | 225.42 458.99
518 8.65 | 0.17 | 0.97 | 1.99 || 7.57 | 784.69 | 3004.44 | 11052.67
J4 5.92 | 0.44 | 2.14 | 4.28 || 0.20 14.63 674.21 1575.14
3 10 LS 3.48 | 0.19 | 0.51 | 0.88 || 0.58 | 1407.73 | 2322.51 | 3404.60
¢ || 16.73 |1 0.47 | 1.91 | 3.86 || 0.03 0.91 | 1838.27 | 8277.15
15 LS 2.23 1 0.19 | 0.42 | 0.75 || 0.69 | 1766.64 | 3158.25 | 4804.45
£ || 13.65 | 0.48 | 2.54 | 5.74 || 0.77 1.09 | 588.26 | 1480.95

Table 2: LP relaxation of the basic formulation and the set covering formulation

Table 2 shows a comparison of the LP relaxation of the basic formulation and the set
covering formulation. Notice that each cell is the average of 9 values, described by three
values for R and three values for the budget B. The table confirms the theoretical result
obtained in Section 3.1 that the set covering formulation is strong: that is, it gives a solution
very close to the optimal solution compared to the solution obtained by the basic formulation.
This difference is reflected by Gap for the set covering formulation. We observe that Gap is
less than 1% for many groups. However, this quality of the LP relaxation of the set covering
formulation comes with a relatively high computation time. Notice that this computation
time increases with the size of the problem (number of clients). Table 2 explicitly displays
the trade-off between the solution quality and the computation time. Remark that the
computation time displayed in Table 2 for the set covering formulation is not necessarily
the computation time spent by the branch-and-price algorithm at the root node as we stop
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solving the root node when we go through 30 iterations without an improvement of the
objective value (as discussed in Section 5.1).

Table 3 compares three different strategies of traversing the branching tree. These are
breadth first, depth first, and best first. The main difference between these three strategies
is observed after the branching, when selecting the child to investigate first [29].

breadth first depth first best first
n | M Time | Nr Nodes Time | Nr Nodes Time | Nr Nodes
5 S 10131.57 178 7365.78 74 || 2031.13 26
S1 14 64.68 8 38.75 6 72.85 2
10 LS 5057.54 936 1141.08 210 || 3035.86 410
14 9967.78 754 || 20172.64 1395 || 8587.53 208

Table 3: Comparison of different tree traversal strategies for the branch-and-price algorithm

The comparison is made for 36 instances from Group S1. We clearly see from Table
3 that the output of the breadth-first branch-and-price algorithm is dominated either by
the output of the depth-first branch-and-price algorithm or by the output of the best-first
branch-and-price algorithm. Remark that the number of nodes might be important here as
more nodes is likely to imply more columns generated. The generation of these columns is
time consuming, and too many columns may sometimes lead to a memory problem for our
branch-and-price algorithm.

Table 4 displays the results of the exact algorithms for the promotions campaigns prob-
lem. The basic formulation (M2) is solved using the MIP (mixed-integer programming) solver
of CPLEX 10. In Table 4, the minimum, the mean (average) and the maximum computation
time are recorded. For Group S1, CPLEX was able to solve each instance. However, the
computation time increases when we move to Group S2. For that group, CPLEX could not
solve four instances, due to memory problems. Amongst these four instances, three have a
small upper bound per client M; (more precisely M; = 1) and only one was an instance with
large upper bound. For Group S3, up to ten instances were not solved by CPLEX. In that
group, all unsolved instances have a small upper bound M;. The above observations coupled
with an analysis of the computation time given in Table 4 for the basic formulation lead to
the following conclusions. Computation time seems to increase exponentially with the size
of the instance (number of clients). Moreover, instances with small upper bound M; seem
to be harder to solve than instances with large upper bound.

Table 4 also shows the computation times obtained by the branch-and-price algorithms.
We concentrate only on depth-first and best-first branch-and-price algorithms as Table 3
has shown that these two dominate the breadth-first branch-and-price algorithm. It is clear
that using the Mixed Integer Optimizer of CPLEX 10.2 for solving the basic formulation
(M2) (enhanced with the default cutting planes) is much faster than the branch-and-price
approaches. Although the pricing problem is solved fast and Gap is smaller at the root node,
the number of nodes in the branching tree can be excessive, as witnessed in Table 4. We do
not apply the branch-and-price algorithms for solving the instances in Group S3.
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Heuristic 2 Heuristic 3 Heuristic 5

Group n Pos Gap Time Feas Pos Gap Time Feas Pos Gap Time Feas
51 61.11 | 84.99 | 0.01 | 1.64 || 100 | 7.07 | 0.14 | 100 100 | 2.90 95.34 | 100

S1 | 10 || 66.67 | 83.02 | 0.01 | 1.50 || 100 | 10.27 | 0.14 | 100 100 | 6.68 | 168.14 | 100
15 || 77.78 | 83.42 | 0.02 | 0.00 || 100 | 11.51 | 0.15 | 100 100 | 6.43 | 363.33 | 100

5 1| 50.00 | 86.85 | 0.02 | 0.00 || 100 | 8.19 | 0.55 | 100 100 | 14.81 | 2190.56 | 100

S2 | 10 || 77.78 | 87.37 | 0.01 | 2.57 || 100 | 9.22 | 0.62 | 100 100 | 6.77 | 1892.39 | 100
15 || 58.82 | 83.62 | 0.02 | 1.70 || 100 | 9.22 | 0.62 | 100 100 | 14.72 | 2217.17 | 100

51 41.18 | 82.97 | 0.02 | 0.00 || 100 | 8.46 | 2.93 | 100 || 58.82* | 4.68 | 869.59 | 100

S3 | 10 || 41.18 | 87.55 | 0.01 | 0.00 || 100 | 8.70 | 9.97 | 100 || 58.82* | 14.15 | 339.68 | 100
15 || 41.18 | 82.65 | 0.01 | 0.00 || 100 | 9.47 | 1.74 | 100 || 58.82* | 13.12 | 434.03 | 100

* identifies the groups where there is an effect of the time limit.

Table 5: Heuristics comparison

In Table 5, the outcomes of the heuristics are exhibited. Again, Gap is a percentage
% x 100%, where zyp is the optimal objective value and z4p is the objective value
obtained by the heuristic. Pos is the percentage of (potentially infeasible) solutions with
positive objective value and Feas is the percentage of feasible solutions among solutions with
positive objective value. Unlike the previous tables, here each cell is the average of 18 values,
described by three values for R, three values for the budget B and the two values of M.
The experimental results of Heuristic 1 are not displayed in Table 5 because the solutions
produced by Heuristic 2 are better.

The results of Table 5 confirm the existence of a trade-off between computation time
and solution quality. Heuristic 2 is the fastest heuristic in the table. This is mainly because
the reduced formulation to be solved is very small (the size is proportional to the number
of products). This low computation time comes with a high Gap (more than 80%) which
expresses a very poor solution quality. Moreover, the solutions obtained are usually not
feasible (at most 3% of the solutions with positive objective value). Heuristic 3, however,
gives a feasible solution with positive objective value for all the test instances. Moreover,
Gap (at most 12%) and the computation time (at most 10s) make it an attractive heuristic.
The solutions provided by Heuristic 5 are of good quality with Gap of at most 15%. However,
unlike Heuristic 3, Heuristic 5 requires much more time. This computation time increases
with the size of the problem. Therefore, Heuristic 5 is applied for Group S3 (instances with
300 clients) with a time limit of one hour; we were able to provide solutions with positive
objective value (and feasible) for more than 50% of these instances.

Table 6 depicts the results of Heuristic 4 for the three categories of probabilities (random,
proportional to cost and inversely proportional to revenue). Although Heuristic 4 does not
find any feasible solution, we see different results for the three categories. The best behavior
of Heuristic 4 is observed for the random probabilities (which is close to the real life situation)
with the percentage of solutions with positive objective value around 80% and a gap usually
less than 80%. Also, remark that Heuristic 4 achieves the smallest running time among all
heuristics.
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Heuristic 4

Cost Revenue Random

Group n Pos Gap Time Feas Pos Gap Time Feas Pos Gap Time Feas

5 5.56 | 88.61 | 0.00 | 0.00 || 16.67 | 94.48 | 0.00 | 0.00 || 83.33 | 80.73 | 0.00 | 0.00

S1 | 10 || 11.11 | 82.10 | 0.00 | 0.00 || 55.56 | 88.89 | 0.00 | 0.00 || 88.89 | 75.26 | 0.00 | 0.00

15 || 11.11 | 80.22 | 0.00 | 0.00 || 72.22 | 89.35 | 0.00 | 0.00 || 94.44 | 78.35 | 0.00 | 0.00

5 6.25 | 89.01 | 0.00 | 0.00 || 25.00 | 91.91 | 0.00 | 0.00 || 62.50 | 80.98 | 0.00 | 0.00

S2 | 10 || 33.33 | 84.52 | 0.00 | 0.00 || 38.89 | 83.67 | 0.00 | 0.00 || 94.44 | 81.20 | 0.00 | 0.00

15 || 23.53 | 84.24 | 0.00 | 0.00 || 47.06 | 88.49 | 0.00 | 0.00 || 88.24 | 76.62 | 0.00 | 0.00

5 || 17.65 | 78.31 | 0.00 | 0.00 || 47.06 | 86.40 | 0.00 | 0.00 || 82.35 | 75.36 | 0.00 | 0.00

S3 | 10 || 17.65 | 81.76 | 0.00 | 0.00 || 47.06 | 90.34 | 0.00 | 0.00 || 82.35 | 80.64 | 0.00 | 0.00

15 || 17.65 | 70.95 | 0.00 | 0.00 || 47.06 | 84.12 | 0.00 | 0.00 || 82.35 | 72.71 | 0.00 | 0.00

Table 6: Heuristic 4

To summarize the comparison between the five heuristics, we formulate the following
advice. If the solution quality is the only criterion to be taken into account, the use of
Heuristic 5 or Heuristic 3 is advised if an efficient exact algorithm is not available. However,
if both the computation time and the solution quality are relevant, we strongly recommend
the use of Heuristic 3. Finally, we advise not to use Heuristic 2 or Heuristic 4 unless no other
choice is available as they do not guarantee feasibility nor good quality of the solutions.

6.3 Large instances

Heuristic 2 Heuristic 3 Heuristic 4 (random)
Group | n Pos Gap | Time | Feas Pos Gap Time | Feas Pos Gap | Time | Feas
5| 38.89 | 84.51 | 0.01 | 0.00 || 100 | 12.56 | 156.26 | 100 || 83.33 | 83.73 | 0.01 | 0.00
M1 10 || 50.00 | 88.33 | 0.01 | 2.00 || 100 | 13.45 | 454.52 | 100 || 88.89 | 84.41 | 0.01 | 0.00
15 || 55.56 | 82.41 | 0.01 | 0.00 || 100 | 14.76 | 324.82 | 100 100 | 78.06 | 0.01 | 0.00
5| 44.44 | 83.36 | 0.01 | 2.25 || 100 | 14.01 | 2135.32 | 100 || 66.67 | 85.05 | 0.01 | 0.00
M2 10 || 44.44 | 86.44 | 0.01 | 2.25 || 100 | 13.35 | 2331.94 | 100 || 94.44 | 82.20 | 0.01 | 0.00
15 || 61.11 | 88.10 | 0.01 | 0.00 || 100 | 12.82 | 1197.70 | 100 || 88.89 | 81.67 | 0.01 | 0.00
5 || 38.89 | 90.70 | 0.03 | 0.00 || 100 | 34.04 | 3573.92 | 100 100 | 84.74 | 0.08 | 0.00
L 10 || 38.89 | 78.25 | 0.04 | 0.00 || 100 | 33.52 | 3143.41 | 100 100 | 78.91 | 0.08 | 0.00
15 || 38.89 | 85.45 | 0.04 | 1.50 || 100 | 37.80 | 3353.81 | 100 100 | 75.40 | 0.07 | 0.00

Table 7: Heuristics comparison for large instances

In Table 7, Pos and Feas have the same meaning as in Table 5, but Gap is a percentage
M x 100%, where 2y is an upper bound of the the optimal objective value obtained
by solving the LP relaxation and z4p is the objective value obtained by the heuristic.

Due to time constraints, Heuristic 3 was run for at most one hour per instance in Group
L. Hence, the solution output by the Heuristic 3 for instances in that group is not necessarily
the best solution it can provide. Similarly, for some instances, the LP relaxation was not
solved until optimality, and we impose a time limit of one hour and consider the value

obtained at that time as an upper bound of the optimal objective value.
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Table 7 confirms the difficulty experienced by Heuristic 2 and Heuristic 4 in finding
a feasible solution. Moreover, we observe a slight reduction (respectively increase) in the
percentage of non-zero solutions for Heuristic 2 (respectively Heuristic 4) compared with
smaller instances, while the gap remains quite large (more than 80% for Heuristic 2 and
more than 75% for Heuristic 4) and the percentage of feasible solutions is not promising.
The only good news comes from the computation time, which increases very slowly.

Heuristic 3, by contrast, behaves very well for large instances: Gap is less than 15% for
Group M1 and Group M2. Although this Gap increases up to 38% for the instances with
10 000 clients, Heuristic 3 still outperforms all the other heuristics.

In practice, there may be instances with millions of clients [5]. When dealing with such
instances, one often-used technique is to cluster the clients into groups (these techniques
are also called aggregate techniques [5]). Next, clients within a group are treated as being
identical. We point out here that a variant of (M1) provides a model for this situation where
x;; is then defined as the number of clients of group ¢ that receive the product j and the
parameters c¢;; and p;; are redefined accordingly. Let 7" be the number of groups thus built
and size(i) be the cardinality of group i.

(GM1) maximize ZZ (pij — cij) Tij — Zf]y]

= 1] 1
T n n
subject to Z Zpijxw > (1+R) Z CijTij + Z fiyj
i=1 j=1 i=1 j=1 j=1

ZCUZEUSBJ‘ jzl,...,n,

inj < size(i)M; 1=1,...,T,
Zmijgmyj j=1...,n,
i=1

T
injZijj j:]_,...,n,
y; €{0,1} z;; € {0, ..., size(i)} i=1...,7,j=1,...,n.
Often in practice, instead of solving the integer program (GM1), its LP relaxation is solved
and the outcome is used to build an assignment problem for each group.
7. Extensions

In this section we deal with two additional constraints regularly encountered in financial
institutions [5,12]. The first constraint is a single time window constraint. So far, our
formulations take into account only the probability that client ¢ reacts positively to an offer
of product j, missing the question of when client ¢ is likely to accept an offer of j. This
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condition can be incorporated in our formulations by taking for a given time window 7T the
probability riTj that client ¢ reacts positively to an offer of product j over the next period
T. These quantities are computed using well known statistical and probability tools [12].
The extension with sequentially ordered products over multiple time windows [16,25] is an
avenue for future work.

The second constraint is related to the maximum number of offers that can be made for
a given product during the campaign. This constraint is easily incorporated into the basic
formulation by adding a constraint of the form ), x;; < N;y; for each product j, where
N; represents the maximum number of offers allowed for the product j. The set covering
formulation (M3) remains valid under a slight modification in the definition of S,; such that
it contains at least O; clients and at most N; clients. The major effect appears in the pricing
problem: instead of solving the k-item knapsack problem (kKP) ((30)-(33)), we have to solve
the following k;|ke-item knapsack problem:

(k1|koKP)  minimize Zwixi (43)
i=1
subject to Z cr; < B (44)
i=1
ki< a <k (45)
i=1
x; € {0,1} i=1,...,m. (46)

The dynamic programming recursion applied for the k-item knapsack problem is also valid
for the kq|ko-item knapsack problem if we replace k by min{k, ks }, while the 2-approximation
algorithm is valid without any modification. This is due to the fact that a solution to the
k1 |ko-item knapsack problem has at most two fractional components. This second constraint
is also easily incorporated in all the heuristics defined above after some minor modifications.

8. Conclusions and future works

This text explicitly models the promotion campaign problem taking into account both busi-
ness constraints and customer preferences and specificities. Our research shows that the
problem is strongly NP-hard and that it is unlikely that a constant factor approximation
algorithm can be proposed for solving this problem. We have also presented a set covering
formulation for the promotion campaign problem in which each product is associated with
a subset of clients (which can be empty) in the optimal solution and developed a branch-
and-price algorithm for solving it. We have shown that this last formulation is stronger than
the basic formulation. These two formulations are used to produce optimal solutions to the
promotion campaign problem. Experimental results confirm that these two formulations are
limited by the size of instances that they can efficiently solve, which makes their application
more suited for business-to-business applications in which variable (and fixed) costs are more
important and the number of clients is not very large (around 1000 clients [9]).

To extend the application to a business-to-consumer environment with considerably more
customers, we have presented five heuristics. Some of these heuristics are currently used
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in practice (Heuristic 1, 2, 4), while others are new (Heuristic 3, 5). Based on extensive
experimental results, we provide a comparison and comments on the efficiency and quality
of the results obtained using the different formulations and the heuristics. These results
clearly show a trade-off between computation time and solution quality and suggest the use
of optimal algorithms for small and medium size instances, while heuristics are prererable
for large size instances and when time is an important factor.

An important immediate further research direction that might be pursued is an extension
of this work to multichannel offers where the products can be offered through many different
channels and each channel has its own constraints (e.g. minimum and maximum number of
offers through this channel [5]). For the long term, we may extend this work to take into
account sequentially ordered products over time that is when different related products are
offered over multiple time windows [16,25].
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Appendix: upper bound computation

In this section, we describe how to obtain an upper bound at a node u of a branch-and-price
tree where we observe the tailing off effect. The method used has been investigated in [15,30].
At a given node u, the LP relaxation problem to be solved (LP,) can be reformulated as
follows.

n k;

(LP,) max Y S i —ci) =i | @] (=2) (47)

j=1 | p=1 \i€Sy;

n

subject to Z Z (pij — (L +R)cij) —(L+R)f; | zp5| >0 (d<0) (48)
Jj=1 | p=1 \i€S);
Z M,; (w; >0) i=1,...,m, (49)
Jj=1 p:i€Sp;
2y =1 (vjfree)  j € H(u), (50)
p:R}‘QS’m
k;
Y <l (v; >0)  je{l,....n}\ H(u), (51)
p=1
2 €EY, j=1,...,n, (52)

where E7 is defined by

ifj ¢ H(u)UL(u), Ef={z;>0:pe{l,... k}},

ifj € H(u) \ L(u), Ef ={z; >20: pe{l,.... ki}, Rf C Sy},

ifjeL(u)\ H(u), Ef={z;>0:pe{l,....k}}, NNS, =0},

ifj e H(u) N L(u), Ef={z;>0:pe{l,....k}}, R} CSp, NjNSy =0}
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By dualizing the constraints (48)-(51), we obtain:

n

z < max Z Z Z(pij_cij)_fj Zpj

j=1 p 1€Sp;

n

=AY I Dy — (L R)eyy) = (L+ R)fy | 2

7j=1 p 1€Sp;

n

—i—Z;Miui—Z 2:(2:uZ ) Zp; —|—ZU] ZZU]ZW

J=1 P i€Sp; Jj=1 p
subject to  2,; € EY, j=1,...,n

The above inequality is rewritten as:

z—ZMiui—Zvj < max Z Z pij(1—d)+c¢i;(1 = (14+R)) +
i=1 j=1 €Sy,

=11 p

A

+£i(1 = (1 + R)d) + v;} zp;]

subject to  z,; €EY, j=1,...,n
r
< max Z Z {(szg)+f31( ))+UJ} J]
7j=1 | P 1€Sp;
subject to  z,; €EY, j=1,...,n
n i m
< max Z Z — { ( xin;mX}‘ Zwijﬁﬂi) + f;(1—= 1+ R)d) + vj} ij]
j=1L p i=1

subject to  z,; €EY, j=1,...,n
where wi; = pij(d — 1) + ¢;5(1 — (1 + R)d) + u; and X is defined by
ifj & H(u)UL(u), Xj= {fﬂz €{0,1}: Zcz‘j% < By, sz > O]} 7
i=1 i=1

lfJEH(u)\L(U), xZE{O 1} ZCZ']'QTZ'SBJ‘,ZZ'Z'ZO]', fﬂi:l, VZER;L},
=1 =1

{1’16{0 ].} ZCZ‘J'IZ‘SBJ‘,ZZEZ'ZOJ‘, ZEZ‘:O, \V/ZGNJU},
i=1

if j € L(u) \ H(u),

=1

. - - x; =1, Vi € R
i . . < B > (). ¢ ) 77
if j € H(u) N L(u), z; € {0,1}: E_l cijx; < Bj, E_l x; > 0, z; =0, Vie Nt }
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Let I'f = >, wi;a; be the optimal objective value of the k-item knapsack problem (kKP)
(30)-(33) obtained by the dynamic programming algorithm. We have

z—ZMiui—Zvj < max Z Z—{F;—i-fj(l—(1+R)d)+vj}zpj
i=1 Jj=1 j=11Lp J
subject to  z,; € E}, j=1,.

max Z —{I5+ f;(1—(1+R)d +UJ}ZZPJ

Jj=11
subject to  z,; €K}, j=1,...,n

IN

We know that >z, = 1for j € H(u) and }_ z,; < 1for j € {1,...,n} \ H(u). Let
J={je{l,...;n}\ H(u) : I+ f;(1 = (1 + R)d) + v; <0}, weset 3 2,; =1forjeJ
and ) zp; =0 for j ¢ H(u) UJ. At a node u, we have an upper bound given by the right
hand side of

2<Y M+ vi— > Ui+ fi(1= (1+ R)d) + vy,
=1 j=

JEH (u)UJ
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