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Abstract. Companies are collecting increasing amounts of information about their customers. This effort
is based on the assumption that more information is better and that this information can be leveraged to
predict customers’ behavior in a variety of situations and product categories. For example, information
about a customer’s purchase behavior in one category can be helpful in predicting his potential behavior in
a related category, which in turn could help a firm in its cross-selling efforts.

In this paper, we present a model to better understand and predict a consumer’s purchases and
preferences when we may have limited or no information about him in one or more product categories.
Conceptually this involves leveraging information from purchases of other consumers in multiple
categories as well as partial information (e.g., purchase in one of the categories) of the target consumer.
Our approach builds on the pioneering work of Rossi et al. (1996) who demonstrate the value of purchase
information in the context of a single product category. We present results from an extensive simulation as
well as an application on scanner panel data.

Our simulation shows many interesting and somewhat surprising results. Specifically, we find that
compared to a single-category analysis, a cross-category analysis does not lead to any significant
improvement in data likelihood in most cases. Therefore, the single-category analysis of Rossi et al. (1996) is
even more powerful than previously thought. However, we also find that a cross-category analysis does
improve parameter recovery in many situations as compared to a single-category analysis. It is in these
conditions that retailers can use cross-category information to better implement micro marketing programs.

We demonstrate the transfer of information across categories in an application of two grocery
products—Breakfast Foods and Table Syrup. In spite of a reasonable correlation (0.21) in the price
parameter across these two categories, our simulation guidelines predict very little benefit of cross-category
analysis over single-category analysis. Our empirical results confirm this prediction.
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1. Introduction

Understanding and predicting consumer purchases is one of the main goals of
marketing researchers and marketing managers. Several decades of research has
shown that the best predictor of a consumer’s purchase is his past purchase behavior.
The growing realization that past purchases are important predictors, the ease of
obtaining purchasing data and the advent of sophisticated information technology
has propelled many companies to create enormous databases for customer
relationship management (CRM) and customer targeting.'

Even with these large databases, it is not uncommon, however, to have limited
purchase information about a specific consumer. This may be because of long
purchase cycles for a product, or because of missing information arising out of a
lack of data integration across various information sources (e.g., call centers, web
sites, retail stores, etc.) or owing to less than comprehensive information for
newly acquired customers. Such data scarcity poses challenges in defining a
customer-specific profile (e.g., individual customer’s price sensitivity) for targeting
purposes. Recently researchers, especially Rossi et al. (1996), have made
significant progress in addressing customer targeting when partial data is
available on some customers. This research shows how Bayesian methods can
be used to optimally pool information across consumer purchases within a
product category. Such Bayesian information pooling enables one to estimate an
individual customer’s preference (for example, price sensitivity) with very limited
or no information.

In a related research stream, several researchers have examined the correlation in
consumers’ price sensitivities across multiple product categories (Ainslie and Rossi,
1998; Erdem et al., 2001). This research shows that consumer price sensitivities are
correlated across product categories and that a consumer’s price sensitivity in one
category provides strong indications about his price sensitivity in another category.
Researchers typically arrive at this conclusion by using a combination of customer
demographics and information about previous brand choices and their causal
context (i.e., full information) from multiple product categories.

There are many situations where a company does not have complete information
about consumers’ purchases across multiple categories, thus making it difficult to
directly apply the methods developed in previous research (Ainslie and Rossi, 1998,
and others). For example, in cross-selling situations (Kasulis et al., 1979; Kamakura
et al., 2003) a firm may have significant purchase information about a customer in
one product category but may possess no information about him in a related
category. Clearly methods are needed that can handle such incomplete data
situations across categories. As customer acquisition becomes more and more
expensive, a firm’s ability to better target its customers for cross-selling purposes
gains more importance. Therefore, there is a strong need to better leverage

1 We are using the terms consumers, customers and households interchangeably.
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consumers’ purchase information in one category to make inferences about their
potential purchase behavior in other product categories.

In this paper, we address such situations involving partial information availability
across product categories. Specifically, we propose methods to better understand and
predict a consumer’s purchases when we may have limited or no information about
him in one or more categories. Conceptually this involves leveraging information
from other consumers across the multiple categories as well as information about the
purchase behavior of our target customer in other categories. Therefore, our
approach builds on the work of Rossi et al. (1996) who demonstrate the value of
information within a product category, and Ainslie and Rossi (1998) and Erdem
(1998) who show how complete information about consumer purchases across
multiple categories can be used to estimate cross-category linkages. Unlike Rossi et al.
(1996) we propose a method to leverage information across multiple categories, and
unlike Ainslie and Rossi (1998) we deal with situations, such as cross-selling, where we
have incomplete information about consumer purchases in one or more categories.
Our work is also conceptually related to research on data fusion (Wedel and
Kamakura, 1997) that focuses on combining information from different data sources.

Does it always help a firm to utilize information from multiple categories when
trying to target customers? Intuition would suggest that more information is always
better. However, recent industry reports on CRM suggest that collecting data from
multiple sources and especially integrating these data is both complex and costly. If
the marginal benefit of additional information is limited, then this additional cost
and complexity may not be warranted. To address this issue we use a simulation and
show that there are limits to the value of cross-category information. Specifically, we
show that even when the cross-category correlation between the individual-specific
parameters is high, the value of cross-category information may be insignificant
under some reasonable situations. In other words, in certain situations, information
from a single category is as good as multiple category information in predicting
consumer purchase behavior. This result has several implications. First, it makes the
approach suggested by Rossi et al. (1996) even more important. Second, it suggests
that rather than collecting more data, firms are well advised to identify conditions
under which multiple category information is indeed going to be valuable in
predicting consumer behavior. In our empirical application we show how we can use
the guidelines that emerge from our simulation to anticipate the value of cross-
category information.

The rest of the paper is organized as follows: In Section 2, we present our
conceptual framework for leveraging information across categories under different
Scenarios or levels of available information. In Section 3, we describe our modeling
approach and show how Bayesian methods can be used to make inferences about
specific customers given partial information across categories. In Section 4, we report
the results of a simulation study that identifies the conditions under which
information can be transferred across categories. In Section 5, we apply our
methods on a two-category data set. In Section 6, we show an extension of our model
to multiple categories by considering a three category example. In Section 7, we
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comment on how our findings can be reconciled with previous research on multi-
category data. Finally in Section 8, we conclude.

2. Conceptual framework

We illustrate our conceptual framework with two product categories. An extension
to multiple categories is illustrated in Section 6. We also distinguish between two
groups of customers—the reference group and the target group. The reference group
consists of those customers for whom a firm has complete information on all product
categories. Complete information for this group may be obtained in many ways,
such as by augmenting company’s databases with surveys. For example, a bank’s
database does not provide any information about its customers’ activities with
competing banks. Therefore, it lacks information about its customers’ share of wallet
which is crucial to assess their future potential value for the firm. Kamakura et al.
(2003) show how a survey with a sample of customers can be used to augment a
bank’s database to provide a complete picture for these reference customers. All
remaining customers belong to the target group and the firm has incomplete
information about them in one or more categories. The objective of the firm is to
assess and predict purchase behavior (e.g., price sensitivity) of the target customers
in all product categories. These estimates can then be used for targeting (e.g., who to
cross-sell) as well as customization (e.g., what price to offer) purposes.

Figure 1 shows the intuition for leveraging information across categories. In the
case of a single category analysis, complete information on reference customers in
Category-1 is used to estimate their response parameters (e.g., price sensitivity) and
to infer the parameters of target households in Category-1. A similar analysis can be
done independently for the second category. However, this approach ignores the
linkages across categories. For example, consumers’ price sensitivities may be highly
correlated across product categories. A cross-category analysis attempts to leverage
this correlation.

In a cross-category analysis we have complete information on reference consumers
about their purchases and causal variables in both categories. However, there is
limited information about the target customers. As discussed shortly, there may be
various levels of incomplete information for the target customers. For example, in a
cross-selling situation, we may have complete information about a target customer in
Category-1 but no information about his behavior in Category-2. In order to impute
parameter estimates for the target customer in Category-2, we leverage information
from multiple sources—information from reference customers in Category-2 (akin to
single category analysis), information about the correlation or similarity of purchase
behavior across the two categories from the reference group (akin to Ainslie and
Rossi, 1998), as well as the information, if any, about the purchase of target
customer in Category-1. In the model section, we formalize this intuition under
different Scenarios pertaining to different levels of partial information availability
for the target customers.
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Figure 1. Information transfer between categories.

As the details and the complexity of modeling vary with the degree of information
available for target customers, we begin by discussing the different levels of inform-
ation that firms may have about these customers. Note that throughout this analysis we
assume that the firm has complete information for a reference group of customers.

2.1. Information sets

Following Rossi et al. (1996), we assume that within a single product category a firm
may have four levels of information about target customers:

—_

. Base information: In this situation, firms possess no specific information about
customers within a product category. They may, however, possess aggregate
information about the distribution of demographics in the market place.

2. Demographics: In this situation, firms possess no information about choices made

by customers, but have information about the demographics of individual

customers. This is very common in direct marketing where firms buy lists of
customers with a known demographic profile.

2 Details regarding the situations in which such information sets may arise and the rationale for
considering them are discussed in Rossi et al. (1996).
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Table 1. Information matrix.

Category-2
Category-1 Base Demo Choice Full
Base Scenario 1 — — —
Demo — Scenario 2 Scenario 3 Scenario 4
Choice — Scenario 3 Scenario 5 Scenario 6
Full — Scenario 4 Scenario 6 Scenario 7

3. Choice only: Here, firms have information about the previous brand choices of
customers as well as their demographics, but have no information about the
causal environment. Many CRM and direct marketing applications can be
characterized by this situation.

4. Full purchase history: Full purchase history involves knowledge about the
choices, demographics and the causal variables for all purchase observations for
all customers. This represents the case with complete information.®

Rossi et al. (1996) discussed these information sets for one product category.
When considering multiple categories, information sets for each category can be
combined to form cross-category information sets for a target customer. For
example, for two categories, the combined information sets or Scenarios can be
represented in an information matrix as shown in Table 1. It is evident that some
Scenarios are infeasible and these are represented with a “—" in Table 1. For
example, once we know the demographic information for a target customer, it is
available for both categories and therefore, the Scenario involving Base information
in Category-1 and Demo information in Category-2 is infeasible.

In Scenario-1 we have only aggregate level information, which makes it difficult to
customize offers or target specific customers. On the other extreme is Scenario-7
where we have complete information about all customers in both product categories.
Ainslie and Rossi (1998) examine this Scenario to estimate the degree of correlation
in parameters across categories. The intermediate Scenarios 2—6 represent varying
degrees of information for each of the two product categories. They also represent
typical situations in CRM and database marketing. For example, Scenario-4 is a
cross-selling situation where we have complete information about a target customer
in one category but no information (except his demographics) in the other category.
Scenario-3 is an incomplete version of Scenario-4 where the firm did not collect
causal information (e.g., what catalogs or offers were sent to target customers).
Note, while Rossi et al. (1996) deal with only one product category and Ainslie and

3 Rossi et al. (1996) also consider the case of one observation, which is very similar to the case of full
information (or multiple observations), both in terms of concept and modeling. Therefore, we omit this
case.
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Rossi (1998) and Erdem (1998) deal with only Scenario-7, we develop a model for all
information Scenarios and thereby assess the value of additional information for
prediction and targeting in this cross-category context. We now develop a formal
model and show how Bayesian methods can be used to leverage information across
categories for different Scenarios.

3. Model

We use a brand choice context, as in Rossi et al. (1996), to illustrate how information
can be leveraged across different product categories. We begin by describing a
hierarchical Bayesian cross-category choice model for the reference households for
whom we have full information across the different categories. Next, we show how
various posterior predictive distributions from this full model can be used to estimate
household-specific coefficients for the target households under different information
Scenarios.

3.1.  Model for reference households

Consider 7 = 1,..., H households of the reference group who provide t = 1,..., 1y
observations for each of k =1,..., K categories. Each observation in category k
yields y,,., a vector of binary indicators {ysisu, ..., Vujks- - -, Vapuer} that identify the
brand chosen in that category at time ¢. A random utility framework can be used to
model the cross-category choices in terms of brand utilities as follows:

W = XpokBpi + €niks (1)

where X, denotes the pj x g, matrix containing causal variables in category k, pi
represents the number of utility equations and g, represents the number of coefficients
(intercepts and response coefficients) to be estimated. We assume that the errors
within a category ey are independent and are distributed N(0,X;) where X
represents the block diagonal covariance matrix for the unobserved factors. This
yields a multinomial probit specification within each category. We also assume that
the errors are independent across the categories. The link in the utilities across the
categories is achieved by assuming that the household-specific coefficients,
B, = {By1:Byos - - -, Bux }» are jointly distributed multivariate normal. Specifically,

Bh = Z/,(l + ;‘-h; (2)
where Z; is a matrix containing the demographic variables for household 7/, a

represents the population mean, and A;, which contains the unobserved sources of
consumer heterogeneity, is assumed to be distributed multivariate normal, N(0, A).
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Note that the A matrix captures the covariance among the parameters across product
categories. Specifically,

Al A Az .0 Ak
A — A22 A23 “ee A2K , (3)
Akk

where Ay is the covariance matrix between the parameters of product category k and
k’. An independent single category analysis implicitly assumes that each Ay =0
where k # k’. The link between the latent utilities and the observed outcome is
specified in the following manner:

1 if max (w) = up
Vhjtk = { 0 otherwise, !

where,j=1,....,prand k=1,... K.

As the origin and scale of the utilities are unknown, identification is achieved by
constraining one intercept to zero and by setting one of the variances in X to one for
each product category. Bayesian analysis can be performed by specifying priors over
all unknowns and by using MCMC methods for simulating from the posterior
distribution. Details regarding the priors and the full conditional distributions for
the unknowns are provided in Appendix A. It can be seen in Appendix A that a
cross-category analysis involving two categories requires posterior conditional
distributions of B,, given B,, and PB,, given B,,. Here, B, and PB,, refer to the
household-specific parameters for Category-1 and Category-2. These posterior
computations explicitly connect the household-specific parameters of the categories
and reflect the effect of any cross-category covariance between the parameters, an
important aspect that is ignored by a single category analysis. Also, note that there is
no restriction in the length of parameter vectors of the two categories—the
parameter vector in Category-1 can be of a different length than that in Category-2.
This difference can be due to either unequal number of brands in the two categories
or different marketing mix elements across the two categories. For instance, consider
three brands in Category-1 and four brands in Category-2 with price as the only
marketing mix element in both categories. Then, the length of the parameter vector
in Category-1 would be three (two brand intercepts and one price parameter).
Similarly, the length of the parameter vector in Category-2 would be four (three
brand intercepts and one price parameter). Given these parameter vectors, Aj; would
be of size 3 x 3 and Ay, would be a 4 x 4 matrix. The cross-category covariance, Ay,
however, would be of size 3 x 4. All elements of the cross-category covariance matrix
can be estimated. Thus, there is no restriction that the parameter vectors in the two
categories have to be of equal length.
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Once the above model is estimated on a reference set of individuals, various
posterior predictive distributions can be computed to obtain household-specific
coefficients for the target households about whom we have only partial information.

3.2. Model for target households

We now show how inferences can be made for the household-specific coefficients B,
for the target group, under different information Scenarios. For each Scenario,
inferences about B, are obtained by combining information from a full information
set analysis on a reference group of households with other sources of information
that are specific to the target household /. In the main body of the paper, we describe
how such inferences can be made for two Scenarios. These two Scenarios represent
cases which are either typical (e.g., cross selling as in Scenario-4) or involve sparse
information (e.g., Scenario-5 represents a situation where a firm lacks information
about causal variables for the target households). Complete mathematical details
regarding the computation of P, under the other Scenarios are available in
Appendix B.

3.2.1. Scenario-4: Full-Demo. This Scenario represents typical cross-selling
situations where a firm has complete information about target households in one
category (without loss of generalization, say, Category-1) but has no information,
except for demographics in another category (Category-2). Inferences about the
response coefficients B,, in Category-2 can be obtained by combining information
from a reference set of households on whom full information in both categories is
available, with information about the target household / in Category-1. Specifically,
we have

B = Zpog + My, ”
B2 = Zipoz + Mo,
where &, = {hy1, M2} ~N(0,A). The reference households provide information
about the population parameters a and A. Note that

Al Ap
A= , 6
[AZI 1\22} (6)

where A, and Ay, capture the covariances among the parameters of Category-1 and
Category-2 respectively, and Aj, = Ay, capture the cross-category covariances
among the parameters of the two categories. If both categories are modeled
independently or if we assume no correlation across the parameters of the two
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categories, then Aj; = 0. In this case, parameters of one category provide no
information about the parameters in the other category. In other words, there is no
information leverage from one category to the other.

If Aj» # 0 then we can derive the conditional distribution of B,, given B, which
can then be used to make inferences about B,,. Specifically,

Bio | Bpy ~N(EBya | Biy), Var(Byy | Brr)),
EBy | Bi) = Zinaz + Ay Aj (B — Zma) (7)
Var(,, | B1) = A — A21A1_1]A12~

Note that if there is no correlation in parameters across categories, then the mean of
this conditional distribution reduces to Zj;a, and its variance becomes Aj;.
Inference about B, can be based on random draws obtained from the conditional
distribution in equation (7). In obtaining the B,, draws, the MCMC draws for a and
A obtained from the reference set analysis are used in combination with the B,
draws obtained from the single category analysis on the target group of households.
This procedure ensures that inferences for B,, are based on its posterior predictive
distribution.

3.2.2.  Scenario-5: Choice-Choice. Increasingly firms are creating loyalty programs
to reward and retain their valuable customers. These programs typically keep
detailed information about customers’ purchases (e.g., airline tickets, hotel stays, or
product purchases). This information is needed to reward loyal customers and
encourage their patronage with the firm. However, in many of these situations, firms
do not keep track of the causal variables that may have affected a consumer’s choice.
For example, while an airline may keep track of a customer’s ticket purchase for its
frequent flier program, it may not record the price he paid for that ticket. Similarly, a
catalog company may have an extensive customer database that keeps account of all
customers’ purchases for RFM analysis, but it may not track information about
e-mails, catalogs or other promotional items sent to each customer at each point in
time. Scenario-5 represents these situations where firms have information only about
consumers’ choices in both product categories.

As Rossi et al. (1996) show in the context of a single category purchase, lack of
information about causal variables poses a significant challenge. Essentially, we have
to estimate a consumer’s price sensitivity without knowing the prices faced by this
consumer. This complexity is further exacerbated in the context of two or more
product categories because we also need to capture the correlation in response
sensitivities across product categories. We achieve this by extending the procedure
developed by Rossi et al. (1996) to two categories. Specifically, utilities for a
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complete data model (given in equation (1)) can be rewritten as

0
Uy = Xhtlﬁh] +ep = |: :| + Xch118/1l + €n,

Y

0
W2 = XpoBjy +enn = [ } + Xeno0p2 + e,

T2

where X1 and X, are matrices containing the causal variables and vy,,; and y,, are
brand-specific constants for Category-1 and Category-2 respectively. For identifica-
tion purposes, the first brand-specific constant in each category is forced to zero.
Note that the parameters across the two categories, y,;, Yy, Om and &, are
correlated.

While complete information is available for reference households, only choice
information is available for the target households. Therefore, for the target group we
can only specify a cross-category intercept-level model, i.e.,

0
Wy = + €1,
Ky

0

:| + €nn,
Wiz

Upp = |:

where py,; and p,,, are assumed to be jointly distributed multivariate normal across
households and, therefore, capture the underlying cross-category correlation.

To leverage information from the reference group analysis appropriately, we
first need to map the posterior distribution for p, = {p,;,n;,} into a distribution
for the full set of parameters B, = {B,,,B;,}. The identification restrictions in the
cross-category model with complete information are different from those required
for the intercepts-only model for the target households. In particular, the first
intercept is set to zero in both categories in the intercept-only model and this
necessitates taking utility differences in the complete model so as to make the
parameters across the two models comparable (see Rossi et al., 1996 for an
extended discussion). After making adjustments for these differences in identifica-
tion conditions for the above two sets of equations, and after taking iterated
expectations E[u] = E,[E[u|X]] = E([Xp] we arrive at the following equalities for
the parameters within the two models

Y + Ridp = pyy,

(10)
Vi + Rodpa = pyp,
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where,
T T
P ad|
/ /
Xh — x
3 1
R, = '
T
X! — x|

and ;J/ is a vector of the means for the causal variables of the jth brand in
Category-1. The matrix R; is defined analogously for Category-2.

These two sources of information can be combined using the following matrix
equality

[llh] _ [All Alz] {l‘m} (1)
o Ao An | (B’
where, p, = (%17“22)/’&:5 (81 ;12)/’ B = (Y/11,5h1)/, Brn= (711278112)/ and,

e %) e
1170 07 lZ*Isz

IR L AN
21—00722—01~

The reference group provides estimates of the population parameters o and A.
These estimates allow us to write the following

]~ v (13)

h
where,

M — |:A11Zhlul + A12Zh2(12:|

14
AoiZpay + AnZpoa, (14)

and

=)
|

Q; Qp
{QQI sz]‘ (13)
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In the above equation,

Q= A%IAH + A%zAzz +AnAp(An + Ay),
Q= AJ A1 + A% AR + A An(An + Aa), (16)
Q) = AnA2A L + AAnAn + At AnAn + ApAg Ay,

and
Q) = Ql12~

Given the above setup, the conditional distribution for the causal coefficients ,, is a
normal N(8,|p,) and can be written as:

Onlw, ~ N(E(8;|my), Var(dsw,)),
E@uln,) = AnZpa; + AnZpay + Qy Qi (W, — (Al Znay + ApZpay)),
Var(8,/p,) = Qy — Q1 Q1 Q-
(17)

It can be seen from the above expressions that Aj,, the cross-category covariance
between the parameters, contributes to both the mean and variance of the
conditional distribution for §,.

4. Simulation study

At this point, we could simply present an empirical application to illustrate how our
model works (we provide such an application in the next section). However, it is
difficult to draw broader and generalizable results from any single application. Even
analyzing multiple data sets has limitations since (a) we do not know the “truth” that
generated these data and (b) the underlying factors that make these data different are
not varied systematically. For example, industry reports suggest that cross-selling
works in some cases but not in others. By simply examining these cases, it is not
obvious under what conditions cross-selling works. Therefore, to gain a better
understanding of the conditions that are necessary for transfer of information across
categories, we conduct a detailed simulation.
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4.1. Factors

Based on the literature and our understanding of the phenomena, we chose three key
factors for generating the simulation data sets. These factors and their levels are
briefly described below.

1. Correlation in response parameters (p): As mentioned in our model section, if the
correlation among the parameters of the two categories A, is zero, then there is
no information transfer from one category to the other. Clearly, the higher this
correlation, the greater is the information leveraged. Although we allow all
parameters to be correlated, we focus on the correlation between the price
parameter of the two product categories. Previous studies have shown varying
levels of this correlation. For example, Ainslic and Rossi (1998) examined five
product categories and found the mean correlation of 0.28 in the price sensitivities
across these categories. Erdem et al. (2001) investigated three product categories
and found correlation among price coefficients in the range of 0.56 to 0.68.
Therefore, for our simulation study we chose two levels, 0.3 to represent a
relatively low level of correlation, and 0.7 to represent a relatively high level of
correlation among parameters.

2. Consumer heterogeneity (y): In addition to parameter correlation, consumer
heterogeneity is also likely to play a significant role in information leverage across
two categories. Recall that we have a reference set of households for whom we
have complete information in both categories. Our objective is to make inferences
about the target households for whom we have limited information in one or both
categories. If consumers are very homogeneous (in the extreme case, identical),
then information on reference households within a category is sufficient to make
inferences about the behavior of target households in that category. In other
words, additional information from a second category, no matter how high the
parameter correlation across these two categories may be, is unlikely to provide
any additional information. Although heterogeneity estimates from previous
studies are not strictly comparable due to differences in models and other features,
nonetheless they provide guidelines for our choice in this simulation. In their study
of tuna, Rossi et al. (1996) find unobserved heterogeneity in price parameter
(measured as variance of price parameter across consumers) to be approximately
11. Ainslie and Rossi (1998) found the comparable heterogeneity in price
parameter across five product categories in the range of 4.88 to 9.0. Erdem et al.
(2001) estimated this heterogeneity in three categories in the range of 0.37 to 1.69.
Based on these studies, we chose two levels of consumer heterogeneity (defined as
variance of parameters across consumers) as 0.3 (low) and 11 (high).

3. Number of observations (ny,n;): Bayesian theory suggests that information
transfer from Category-1 to Category-2 also depends on the precision of
household-level estimates in Category-1. Among other things, this precision
depends on the number of observations available for a household in Category-1.
The number of observations for a household may differ across categories because
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of differences in purchase frequency. Based on previous scanner studies, we chose
two levels for the number of observations (7)) in the first category — 8 (low) and 24
(high). The number of observations for the second category (ny) were kept
constant at eight.

4.2. Data generation

We generated data using the cross-category multinomial probit model described in
Section 3.1. We considered three brands in each category and constructed the
responses assuming that the underlying latent variables are affected by only one
explanatory variable, say, brand price. As mentioned above, we allowed the number
of observations per household to differ across the two categories. For each
observation, the three brand prices in a category are independently and identically
distributed as a uniform random deviate between 2.00 and 5.00.* Thus, for
observation ¢ of household / within category k, the 3 x3 design matrix, X,
contains the two intercepts and a column of prices for the three brands. Given the
design matrix, the underlying latent variables for household % in category k follow
W ~ N (XpiicByi, Zic), where Xy is fixed to be identity and B, is a 3x 1 coefficient
vector.

The household-level parameters, B, and B, are drawn from a multivariate
normal with a population mean p of dimension 6 x 1 and a population variance-
covariance matrix A of dimension 6 x 6. We did not consider any household-level
demographics for this simulation, thus Z, = I. We fixed p’ at [0.9,1.5,-1.5,1.0,0.8,
—2.0] for all data sets in the simulation and set A to be an equicorrelated matrix of
the form yQ. The correlation matrix Q has a correlation p on each off-diagonal
element and y represents the population variance for each parameter.

As the three factors correlation, heterogeneity, and number of observations are
varied at two levels each, we have a 2 x 2 x 2 design for the simulation study. Within
each of the eight cells, we generated 10 replications involving a reference group of
200 households and a target group of 100 households. The design matrices (X ) for
these 80 replications were randomly generated using uniform deviates to create
variation across the replications.

4.3. Results

We assess the simulation results on two criteria—likelihood of the target group’s
data under different information Scenarios and how well household-specific

4 A uniform distribution can increase the variance in prices more than what is observed in scanner data.
We thank one of the reviewers for bringing this to our attention.
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parameters are recovered. We use the error sum of squares (ESS) to measure how
well household-specific parameters are estimated for the target group. The ESS is
defined by the following formula:

ESS=+> > (B~ By, (18)

=1 j=1

~I —

3

where f;; is the true (known) parameter j for consumer i within the target category,
Bi/‘ is the estimated posterior mean for the parameter, and 7 is the number of
individuals in the target group.

For computing the data likelihood, we use the estimated household-specific
posterior mean of the parameters, f§;, as an input to the Geweke—Keane-
Hajivassiliou (GHK) algorithm (Geweke, 1991; Hajivassiliou, 1990; Keane, 1994)
for the multinomial probit model. The algorithm details can be found in Chib et al.
(1998).

We compute ESS and the data likelihood for target households in a category using
both single-category and cross-category analysis. We then compare the improvement
in these two criteria in going from single-category analysis to cross-category analysis
under different experimental conditions. In other words, our focus is to see the
incremental benefit of the cross-category analysis that leverages information from
both categories over a single-category analysis that treats each category as
independent of the other. Without loss of generality, we assume that we are
leveraging the information from Category-1 to predict consumer behavior in
Category-2. We now discuss the results of four key Scenarios (1, 4, 5 and 7). Recall
that these Scenarios represent varying degrees of information about target
households. In every Scenario, we have complete information about reference
households in both categories.

4.3.1. Scenario-1: Base-Base. This Scenario represents the situation where a firm
has no specific information about a target customer. The firm, however, does know
the distribution of preferences and price sensitivities across reference consumers in
both product categories, as well as the correlation in these preferences and price
sensitivities between the two products. In a single-category analysis, inference for the
target household will be simply based on a random draw from the distribution of
reference households in Category-2 (Rossi et al., 1996). This analysis can be possibly
improved by using information about households’ preference distribution in
Category-1 and its correlation with Category-2. We call the latter as cross-
category analysis. Table 2 presents the absolute improvement in log-likelihood and
the percent improvement in ESS in going from single-category to cross-category
analysis, averaged over the 10 replicated data sets within each experimental cell of
the 2x2x2 design. Here, each of the three factors (correlation in parameters
between the two products, consumer heterogeneity in parameters, and number of
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Table 2. Simulation results for Scenario-1: Base-Base.

Parameter Consumer Number of Percent improvement Improvement
correlation heterogeneity observations in ESS in LL
L L L —0.53 —5.18
L L H 0.52 —2.60
L H L 0.53 3.93
L H H 0.12 —5.86
H L L —0.14 —1.76
H L H 0.41 —1.18
H H L 0.03 —18.19
H H H 1.33 8.50

observations in Category-1) are represented at two levels (L = low, and H = high).
The low and high levels for each factor are as discussed above. Statistically
significant improvements in log-likelihood and ESS are shown in bold.

The results show that cross-category analysis does not provide any significant
improvement in either the data likelihood or parameter recovery (as measured by
ESS) for any of the experimental conditions. In other words, additional information
from the second category (e.g., correlation in price sensitivities, even when it is as
high as 0.7), does not provide any incremental benefits. This is not surprising since
the base case does not provide any specific information about the target households.
This result sets a benchmark for the potential improvement in other Scenarios.

4.3.2. Scenario-4: Full-Base|Demo. As mentioned before, this Scenario represents
a typical cross-selling case. Here a firm may have full information about target
customers in one category (Category-1) but no, or only demographic, information in
Category-2. The firm wishes to leverage customers’ information in Category-1 to
predict their behavior in Category-2. For simplicity, we ignore demographics in this
simulation. To ensure consistency with the nomenclature in Table 1, we continue to
call this as Scenario-4.

To compute the incremental benefit we compare the predictions in Category-2
from a single-category model with those from our cross-category model. In a single-
category probit model, we have no specific information about target households in
Category-2. Therefore, inferences can only be made by using the population-level
estimates obtained from estimating the model on the reference group purchases in
Category-2. In contrast, as described in Section 3.2, when a cross-category model is
used, inferences about the target group within Category-2 are based on (a) the
population-level estimates obtained from estimating this joint model on the reference
group purchases in both categories and (b) the full purchase history of the target
households in Category-1. A comparison of the results from the two approaches
provides an indication of the incremental information gleaned from a cross-category
analysis. Table 3 provides these results. The numbers in bold represent a significant
improvement.
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Table 3. Simulation results for Scenario-4: Full-Base.

Parameter Consumer Number of Percent improvement Improvement
correlation heterogeneity observations in ESS in LL
L L L —5.79 —17.73
L L H 1.78 0.85
L H L 9.89 4.75
L H H 11.88 4.62
H L L 21.13 2.45
H L H 37.61 5.25
H H L 38.41 117.23
H H H 51.38 114.02

We begin by focusing on log-likelihood. Our results show that cross-category
information improves the data likelihood only when both parameter correlation and
consumer heterogeneity are high. If these conditions hold, data likelihood from the
cross-category model improves over those from the single-category analysis by as
much as 115 points. In all other conditions, there is no significant improvement. It is
reasonable to expect that when correlation among parameters of the two categories
is low (p = 0.3), there is very little transfer of information from one category to the
other. Therefore, it is not surprising to find that high parameter correlation is a
necessary condition for improvement in prediction over single category analysis.
However, a somewhat surprising result is that high correlation, while necessary, is
not a sufficient condition. Why? When consumer heterogeneity is low (in the extreme
case consumers are perfectly homogeneous), information about reference consumers
in Category-2 is a strong indicator of target consumers’ behavior in this category as
consumers are relatively homogeneous. Additional information from Category-1
purchases of target customers does not provide any incremental benefit in predicting
their behavior. Therefore, high heterogeneity is needed in addition to high
correlation.

We next focus on ESS. The ESS results show that in all conditions, except when
both heterogeneity and correlation are low, the full purchase information of a target
household in Category-1 is useful in recovering its parameters in Category-2.
Further, the incremental benefit of this information is the highest under conditions
of high heterogeneity and high correlation. When all three factors are at a high level,
cross-category model ESS improves over single-category ESS by as much as 51%.
Finally, we rank the factors in terms of their influence on the results by averaging the
gain for the three factors and considering the difference in the gain between the high
and low level of each factor. For this analysis, the non-significant gains are taken to
be 0. The average gain for high level of correlation is 37% whereas that for a low
level of correlation is 11%. This gives a spread of 26%. The spread for heterogeneity
and number of observations can be similarly computed and they are — 2% and 10%
respectively. Thus, correlation is the most influential factor, followed by number of
observations and consumer heterogeneity.
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Comparing the results for log-likelihood and ESS, we see that in several situations
while ESS improves with additional information from a second category, there is no
significant improvement in log-likelihood. In other words, the benefit of additional
information from a second category depends on the researcher’s objective.

4.3.3. Scenario-5: Choice-Choice. This Scenario represents situations where
companies collect information about consumers’ choices but do not have any
information about the causal variables (e.g., price) that may affect their choices.
Examples include direct marketing companies that track consumers’ choices simply
because they have to ship the product. However, many of these companies do not
keep records of all the events and promotional material sent to every customer.
Similarly, loyalty programs keep detailed account of customers’ purchases (e.g.,
hotel stay, travel etc.) but not necessarily the price paid or other causal variables.

In our context, we once again have complete information for both product
categories for the reference households, but only choice information in both
categories for the target households. For a single category, Rossi et al. (1996) show
how we can draw inferences about the price sensitivity of target households without
observing causal information for them. In our context of two categories, we wish to
find out if correlation between these two categories and the choice information of
target households in Category-1 help us draw better inferences about their
preferences and purchase behavior in Category-2.

Once again we compare the predictions for target households in Category-2 from
a single-category model with those from our cross-category model. In a single-
category model, inferences about the parameters for the target group can be made by
combining (a) the information about choices of the target group in Category-2 and
(b) the population-level estimates obtained from estimating this model on the
reference group purchases in Category-2. When a cross-category model is used,
inferences about the parameters for the target group in Category-2 are based on (a)
choice information of the target households in Category-2 (b) the population-level
estimates obtained from estimating this joint model on the reference group purchases
in both categories (which includes the correlation in parameters between these two
categories) and (c) information about choices of the target households in Category-1.
A comparison of the results from the two approaches provides an indication of the
incremental benefit from the cross-category analysis.

Table 4 provides these results. As earlier, this table shows the absolute
improvement in log-likelihood and the percent improvement in ESS of cross-
category model over single category model. The improvement estimates are averaged
over the 10 replicated data sets within each combination of the experimental factors.
Statistically significant changes are highlighted in bold.

We begin with the log-likelihood results. In general, there is no improvement in
log-likelihood. In fact, under low correlation and low heterogeneity, there is a
significant decline! We explain this surprising finding in the following discussion of
the ESS results.
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Table 4. Simulation results for Scenario-5: Choice-Choice.

Parameter Consumer Number of Percent improvement Improvement
correlation heterogeneity observations in ESS in LL
L L L —5.38 —22.72
L L H —-17.95 —17.60
L H L 3.51 —35.15
L H H 0.70 —23.87
H L L —4.44 —3.75
H L H 9.72 —1.50
H H L 1.33 —43.45
H H H 1.18 —23.95

The ESS results show that under low correlation and low heterogeneity condition,
the cross-category model performs worse than the single category model. In other
words, instead of being beneficial, additional information is detrimental to
parameter recovery! We believe this happens for the following reasons. In a
choice-choice context where we have no information about causal variables for
target households, it is obviously much harder to infer price sensitivity for these
customers. In case of low heterogeneity, customers are very similar. Therefore, price
sensitivity of reference households in Category-2 provides significant information
about the price sensitivity of target households in Category-2. In effect, this is what a
single-category model is doing. When we add cross-category information in a low
correlation context, we are doing the following. First, using choice information of
target households in Category-1, we are inferring their price sensitivity in Category-
1. Next, we are using the parameter correlation between the two categories
(estimated from reference households) to link Category-1 price sensitivity of a target
household to its price sensitivity in Category-2. Note, in a low heterogeneity case,
analyzing only Category-2 provides us a fairly accurate account of target
household’s price sensitivity. In the extreme case of completely homogeneous
population, we have a perfect estimate of target households’ price sensitivity in a
single category analysis. However, when we add the noisy (due to low correlation)
estimates from the cross-category analysis to good (in the extreme case, perfect)
estimates of single-category analysis, we end up with estimates that are worse than
single category estimates. The inaccuracy in the estimates in then reflected in the
deterioration of the log-likelihood. Most of the other differences in ESS are
insignificant except H-L-H combination of correlation, heterogeneity and observa-
tions respectively. However, this appears to be an anomaly.

4.3.4. Scenario-7: Full-Full. This is the most data rich Scenario where a firm has
complete information about both reference and target households in both product
categories. Most cross-category studies (e.g., Ainslie and Rossi, 1998; Erdem et al.,
2001) consider this Scenario. Results for this Scenario are given in Table 5.
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Table 5. Simulation results for Scenario-7: Full-Full.

Parameter Consumer Number of Percent improvement Improvement
correlation heterogeneity observations in ESS in LL

L L L 1.14 —0.08

L L H 5.63 —-49

L H L 5.36 0.14

L H H 3.61 —0.49

H L L 17.76 5.70

H L H 28.71 1.38

H H L 15.46 —1.34

H H H 15.37 —4.96

These results suggest that compared to a single-category analysis, cross-category
analysis in general does not improve the data likelihood. The H-L-L combination of
correlation, heterogeneity and observations appears to be an anomaly. However,
there is a significant improvement in parameter recovery or ESS under high
correlation case. We can rank the three factors in terms of their influence on the ESS
results. We average the gain for the three factors and consider the difference in the
gain between the high and low level of each factor. The average gain under high
correlation is 19.32% and under low correlation is 0% (non-significant gains are
taken to be 0). Thus, the spread in gain is 19.32%. The differences for consumer
heterogeneity and number of observations are smaller at —7.82% and 5.43%
respectively. Thus, correlation is the most influential factor followed by consumer
heterogeneity and number of observations.

4.4. Summary of simulation results

Based on our simulation results, we can draw the following conclusions about the
benefit of cross-category analysis over single-category analysis.

1. In most situations there is very little gain in data likelihood compared to single
category analysis. This suggests that in any empirical application, where the
likelihood provides a way to compare approaches, a cross-category analysis is
unlikely to show any significant gains over a single-category analysis. This makes
the single-category analysis as suggested by Rossi et al. (1996) even more powerful
than we may have realized in the past. In many situations, however, leveraging
information across categories improves the recovery of underlying household-
specific parameters. This finding is managerially useful as better estimation of
individual-level parameters can lead to more optimal customization of marketing
initiatives.

2. Cross-category analysis and leveraging information across categories is most
useful when there is complete information for a customer in one category and no
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or very little information about that customer in a related category (Scenario 4).
However, when firms have no causal information in either product category
(Scenario 5), they may be well advised to avoid the complexity of cross-category
analysis since it does not provide any benefit over single-category analysis.

3. In many situations, high correlation among parameters of two categories is a
necessary but not sufficient condition for transfer of information between two
products. Consumer heterogeneity also plays an important part. This provides
strong guidelines for researchers and managers about when additional informa-
tion and complexity is likely to pay off.

4. More information is not always better. In some cases (low correlation, low
heterogeneity and choice only), including additional information from a second
category may lead to worse results.

5. Application

In this section, we report the results from an application for two grocery products.
Here, we use our model on the reference households to get estimates of parameter
correlations and consumer heterogeneity. In addition, the data provide us
information about the number of observations in each category. The information
on these three factors when combined with our simulation guidelines allows us to
predict how well a cross-category model is likely to perform compared to a single-
category model. In other words, we can hypothesize the value of leveraging
information across categories. We estimate both single- and cross-category models,
compare the likelihood and assess whether our application results confirm our
simulation guidelines.

5.1. Data

The data, made available by A.C. Nielsen, pertains to two related product
categories—Breakfast Foods and Table Syrup. We deliberately chose related
categories to ensure significant correlation in parameters between these two
products. The data span a period of 120 weeks from January 1993 to March 1995
and are from a large metropolitan market area in the western United States. We
randomly chose 200 people to form the reference group and 100 people to form the
target group. There are four major brands within each category. For each brand, we
have price and promotion information. Promotion is a dummy variable created by
combining various promotional vehicles such as feature and display. On average, we
have eight observations per household in Breakfast Foods and three observations
per household in Table Syrup. Table 6 provides summary statistics for the two
categories. The column labeled promotion indicates the proportion of times that a
specific brand was promoted.
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Table 6. Summary statistics of data.

Breakfast Foods Table Syrup
Brand Price (§) Promotion Brand Price ($) Promotion
1 1.75 0.07 1 1.98 0.03
2 1.58 0.04 2 2.87 0.02
3 1.92 0.09 3 1.74 0.05
4 1.94 0.01 4 1.63 0.07

5.2.  Estimation

Both the single and cross-category models were estimated using the Bayesian
procedures outlined in Appendix A. We first estimated the population parameters
using data for reference customers. The population parameters and the purchase
information of target households were then used in tandem to estimate the parameters
for the target households and to predict their behavior under the four information
Scenarios discussed earlier. The MCMC algorithm for estimating the population level
parameters in both single category and cross-category analysis was run for 40,000
iterations with a burn-in period of 25,000 iterations. Convergence of the parameters
was assessed by monitoring the time series plots across the MCMC iterations.

5.3.  Results
5.3.1. Results for reference customers. The parameter estimates from the

independent single-category analysis of reference households are given in Table 7.
This table shows the estimates for the population mean and the population variance

Table 7. Parameter estimates for single-category analysis.

Breakfast Foods Table Syrup
Parameter Mean Variance Mean Variance
Interceptl —0.67 3.90 —0.02 1.96
(—=1.11, =0.23) (2.48, 5.73) (—0.75, 0.63) (0.74, 4.14)
Intercept2 2.08 2.94 —0.54 3.42
(1.69, 2.57) (1.72, 4.80) (—1.13, 0.28) (1.83, 5.94)
Intercept3 —0.94 4.30 —1.45 1.67
(—2.18, —0.19) (2.06, 8.79) (—=2.03, —0.86) (0.67, 3.35)
Price —3.36 2.89 —5.18 1.48
(—4.20, —2.88) (0.93, 4.44) (—=5.91, —4.62) (0.37, 3.07)
Promotion 0.28 1.40 1.22 1.71

(—0.17, 0.74) (0.63, 2.78) (0.29, 2.10) (0.52, 4.25)
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of the parameters in the two categories. The numbers in parentheses show the 95%
posterior intervals around the estimate and “‘significant” posterior means are shown
in bold. The corresponding estimates from a cross-category analysis are given in
Table 8. In addition, the cross-category analysis also provides estimates of the
correlation between parameters of the two categories (Table 9). Note, in our
estimation procedure, we allow all the parameters across the two categories to be
correlated with each other. In other words, we do not impose any structure on the A
matrix. We estimate the A matrix during each iteration of the MCMC algorithm and
then calculate the correlations. Table 9 gives the average correlations across 25,000
iterations with the significant ones shown in bold. Significance is ascertained by
looking at the 95% confidence interval around the estimate.

From these tables we make the following observations. First, the parameter
estimates have face validity, i.e., the price parameters are negative and the promotion
parameters have positive signs. Second, the parameter estimates from the single-
category analysis are very similar to those obtained from the cross-category analysis.
Third, while there is no significant correlation between the promotion parameters of
the two categories, the price parameters are positively correlated. However, this
correlation is only 0.21 which is consistent with the results in Ainslie and Rossi
(1998). Fourth, consumer heterogeneity, as measured by the population variances, is
between 1.7 to 4.3. In general, there is greater heterogeneity in Breakfast Foods than
in Table Syrup.

Recall that our simulation results were based on three factors: parameter
correlation (low = 0.3, high = 0.7), consumer heterogeneity (low = 0.3, high = 11)
and number of observations (low = 8, high = 24). The results from our application
show low correlation between parameters (0.21 to — 0.32), low to moderate customer
heterogeneity (1.7 to 4.3), and low number of observations (3 for Table Syrup and 8
for Breakfast Foods). Therefore, our simulation guidelines suggest that cross-
category analysis is unlikely to provide a better data likelihood than single-category

Table 8. Parameter estimates for cross-category analysis.

Breakfast Foods Table Syrup
Parameter Mean Variance Mean Variance
Interceptl —0.64 4.29 —0.22 2.62
(—1.08, —0.19) (2.67, 6.38) (—=0.97, 0.52) (1.11, 4.99)
Intercept2 2.13 3.33 —0.63 4.36
(1.74, 2.59) (1.96, 5.41) (—1.28, 0.03) (1.84, 8.51)
Intercept3 —0.80 4.32 —1.68 2.45
(—=1.63, —0.12) (2.27, 7.58) (—=2.35, —1.04) (1.06, 4.92)
Price —3.38 3.70 —5.81 1.89
(—3.90, —2.91) (2.02, 5.90) (—6.75, —4.80) (0.83, 3.24)
Promotion 0.29 1.73 1.53 2.45

(—0.15, 0.75) (0.83, 3.23) (0.47, 2.67) (0.90, 5.59)
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Table 9. Cross-category correlation matrix.

Category-2
Category-1 Intercept-1 Intercept-2 Intercept-3 Price Promotion
Intercept-1 0.23 —0.19 —0.32 0.23 0.01
Intercept-2 —-0.27 —0.10 0.21 0.02
Intercept-3 —0.28 —0.18 0.03
Price 0.21 0.03
Promotion 0.04

analysis for all possible information Scenarios. While we do not know the true
parameters in the context of our application, simulation results suggest that
parameter recovery is also unlikely to benefit in almost all Scenarios, with the
possible exception of Scenario-4 (full-base).

5.3.2. Results for target customers. In ecach of the four information Scenarios
discussed earlier, we use both the single- and cross-category models to estimate
parameters for the target households. In the single-category analysis for each
product, we use full information of the reference households and any available
information (depending on the Scenario) of the target households in that product
category only. In other words, we completely ignore the purchase information in the
related product category. For example, to estimate parameters of target households
in Breakfast Foods in Scenario-5 (choice-choice), we use full information of
reference households but only choice information of target households in Breakfast
Foods. Similarly, in Scenario-4 (full-base), we have no specific purchase information
on target households. In cross-category analysis, we use full information of reference
households in both categories and any available information of target households in
both categories. For example, cross-category analysis for Breakfast Foods in
Scenario-4 (full-base) involves using full information of the reference households in
both the categories, full information about the target households in Table Syrup, but
no specific information about target households in Breakfast Foods.

Using the single-category and cross-category analysis, we estimated the mean price
parameter for each of the 100 target households. We then calculated the sample
mean and standard deviations for these household-specific parameters. Table 10
shows the mean price parameter estimates with the standard deviation in the
parenthesis. As expected from our simulation results, there are no significant
differences in the price parameter estimates of single- and cross-category analysis for
any Scenario, except for Scenario-4 (the results are similar for other parameters).

We also computed the log-likelihood using both the single- and cross-category
models. As expected from our simulation results, cross-category analysis did not lead
to any significant improvement in likelihood over a single category analysis for any
of the four scenarios.
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Table 10. Mean price parameter estimates.

Breakfast Foods Table Syrup

Information Single category Cross- category Single category Cross-category
scenarios analysis analysis analysis analysis
Scenario-1 —3.37 —3.38 —5.19 —5.81
(Base-base) (0.04) (0.02) (0.31) (0.40)
Scenario-4 -3.37 —5.26 -5.19 -3.51
(Full-base/demo) (0.04) (0.39) (0.31) 0.37)
Scenario-5 —3.23 —2.74 —3.17 —3.34
(Choice-choice) (1.58) (1.24) (0.43) (0.35)
Scenario-7 —3.38 —3.40 —5.65 —5.83
(Full-full) (1.33) (1.50) (0.30) (0.45)

The number in parentheses is the standard deviation. Significant differences are shown in bold.

6. Extension to multiple categories

Until now the paper has focused on two categories. Extension to multiple categories
is straightforward. Here we show the extension of our model for three categories.
The number of information scenarios (Table 1) grows if an additional category is
considered. In what follows, for illustration purposes, we choose two information
Scenarios and show how inferences for household-level parameters can be carried
out. The two Scenarios that we choose are Full-Choice-Demographics (Full
information in Category-1, Choice information in Category-2 and Only Demo-
graphics in Category-3) and Full-Full-Choice (Full information in Category-1, Full
information in Category-2 and Choice information in Category-3).

6.1. Full-Choice-Demographics

In this Scenario, we have full information about the target group in Category-1,
choice information in Category-2 and only demographics in Category-3. The
following analysis shows how to combine these three information sets to infer
household-specific parameters in categories where only partial information is
available.

We begin with Category-2. The information set in that category is choice only.
Specifically, utility for a complete data model in Category-2 (given in equation (1))
can be rewritten as

0
W2 = XpoBjp + en2 = [“{12} + Xen20p + eppo, (19)
1



LEVERAGING INFORMATION ACROSS CATEGORIES 451

where X.;» 1S a matrix containing the causal variables and 1y,, is brand-specific
constants for Category-2. For identification purposes, the first brand-specific
constant is forced to zero.

While complete information is available for reference households, only choice
information is available for the target households. Therefore, for the target group we
can only specify an intercept-level model, i.e.,

0 } + e€nn. (20)

Up = |:
h2

To leverage information from the reference group analysis appropriately, we need
to map the posterior distribution for p,, into a distribution for the full set of
parameters f,,. The identification restrictions in the model with complete
information are different from those required for the intercepts-only model for the
target households. In particular, the first intercept is set to zero in both categories in
the intercept-only model and this necessitates taking utility differences in the
complete model so as to make the parameters across the two models comparable (see
Rossi et al., 1996 for an extended discussion). After making adjustments for these
differences in identification conditions for the above two sets of equations, and after
taking iterated expectations E[u] = E[E[u|X]] = E,[XB] we arrive at the following
equalities for the parameters within the model.

Vi + Radp2 = pyp, (21)
where,
/ /
xh — X
/ /
X, —x
3 1
R, = .
7 3
X — X

n

and x_j’ is a vector of the means for the causal variables of the jth brand in Category-2.

We can now integrate the information in Category-2 with that in Category-1 and
Category-3. This linkage explictly captures the cross-category influence. The
integration is best expressed through the following matrix equality.

B I 0 0 0B,
Wo| _ (0 I Ry 0 Th2
S| [0 0 I Of]|dn]| (22)
Bis 00 0 I] [P
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This can be rewritten as:
0, A Ap Bhl2}
— 23
[Ch] {AZI Azz} { Bus |’ 23)

where, 0, = (5;11’”22)/>C/1E( 2> B;ﬁ)/a Bin= (l};11’7;7278;:2)/ and,

I 0 0 0
A“:{o I RJ’ A”:M’ (24
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0 00 I

The reference group provides estimates of the population distribution’s fixed effect
a, and covariance A.

Using the above defined submatrices of A, we can rewrite the multivariate normal
expression as

O _n(|An A (| Zmon| A Ap || An Ay | |An Ay (25)
& Aoy A || Zpzos |" | Ay Axn | |An Az ||[An Axn|)’

where A, refers to the cross-category covariance matrix between parameters in
Category-1 and Category-2, A3 is the cross-category covariance matrix between
parameters in Category-1, Category-2 and Category-3 and Ajz; represents the
within category covariance matrix of the parameters in Category-3. We choose
this particular representation of the covariance matrix between the parameters
of Category-1, Category-2 and Category-3 in order to have a 2x2 structure,
which facilitates the subsequent analytical computation. Finally, Z;p;0;=
(Zi o, Zindy)'

For ease of illustration, we denote the covariance, AAA’, as 2 x 2 matrix Q,
where,

Qi = AL A +ALAG +AAR (A + Aly),

Q) = A3 A + AL A + AsjAn (A + Aly),

Q= AnA2A DL + ARARAS + Al AR A + ApAsi Ay,
Q= Q/12'

(26)

Given the above normal distribution, the conditional distribution for §;, a normal
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N(E;,|9;) can now be ascertained. Specifically,

i 10n ~ N(E(E,|0,), Var(C,0,)),
E%,101) = A1 Zpna0is + AnZizas + Qy Qi (0) — (A1 Zn201n + A12Z303)),

Var(§,16;) = Qy — Q5,Q1' Q).
(27)

6.2. Full-Full-Choice

In this information scenario, we have Full information in Category-1, Full
information in Category-2 and Choice information in Category-3. In what follows,
we show how to combine the available information across the three categories to
make inferences about the household-specific parameters.

We begin with Category-3. The information set in this category contains only
choices. The analysis described in the previous sub-section within Category-2 can be
replicated in Category-3. Thus, we begin with the matrix representation for
integrating the information across categories.

B I 0.0 0 By,
B/ 01T 0 0] |Bp

h — 1 . 28
W3 0 0 I R3| |y 28
03 0 0 0 I o3

This can be rewritten as:
0, Al Ap Bll2]
= 4 29
[5/13} {Azl Azz} { Bz |’ (29)

where, 0, = (B;ﬂ ) B;127 l‘fla)la Biin= (B;n ) B;ﬁ),? Bis= (Vi3 5;13), and,

I 0 0 0
An=1{0 1|, Ap=1|0 o |,
00 I R; (30)

Ay =[0 0], Ap=[0 I].

The reference group provides estimates of the population distribution’s fixed effect
a, and covariance A.
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Using the above defined submatrices of A, we can rewrite the multivariate normal
expression as

[ 0, } N( {An Alz] |:Z/112(112:| {An A12:| { A /\123} {An Aj })
03 Ay An | Zpnas | [Ay An|lAn A ] [An Anl)’
(31)

where, Ay, refers to the cross-category covariance matrix between parameters in
Category-1 and Category-2, Ajp; is the cross-category covariance matrix between
parameters in Category-1, Category-2 and Category-3 and Aj; represents the within
category covariance matrix of the parameters in Category-3. Finally,
L0 = (Lo}, Zpna,)'

For ease of illustration, we denote the covariance, AAA’, as 2 x 2 matrix Q, where,

Qi = Al A+ ALAS + AnAn(Ans + Aly),

Q= A% A1 + A% As + AniAn(As + Aly),

Qi = AlAy AL + ApAnAs + A AnAis + ApAg A,
Q21 = Ql12

Given the above normal distribution, the conditional distribution for 8,3, a normal
N(8,3]0;) can now be ascertained. Specifically,

0310, ~N(E(8;3]0y), Var(d,3|95)),
E(8310;) = A Zpno1n + AnZizos + QyQpy (04 — (A1 Zpnenn + A12Z303)),

Var(8)301) = Qy — Q5,Q1, Q.
(33)

Thus, our model lends itself to an extension to three categories. However, as is
evident, increasing the number of categories, increase both the complexity and the
number of parameters to be estimated. As more categories are considered, it would
become necessary to impose a structure on the parameter covariance matrix in order
to keep the estimation procedure feasible. Examples of this structure include
variance component analysis (Ainslie and Rossi, 1998) or a factor analytical
structure (Deepak et al., 2002).

7. Multi-category data

In this paper we focused on prediction and parameter recovery within a category in
the presence of missing information. Using these two criteria, we assessed the
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information gain while using data from another category. In our simulation study,
we find that, in general, there is very little gain in prediction from a cross-category
model when compared to a single-category analysis. This suggests that in any
empirical application, where the likelihood provides a way to compare approaches, a
cross-category analysis is unlikely to show any significant gains over a single-
category analysis. In many situations, however, leveraging information across
categories improves the recovery of underlying household-specific parameters.

While we focus on a specific facet of multi-category information and find its
informational value questionable, it is clear that there are several substantive
problems that cannot be addressed in the absence of multi-category information. For
instance, Ainslie and Rossi (1998) focus on the presence of correlation in price-
sensitivities across multiple categories. It would be impossible to address this
substantive problem in the absence of multiple category information. Our focus is
also on the correlation in cross-category price sensitivities but, rather than just its
presence, we question whether that correlation can be leveraged for parameter
recovery and choice prediction within a category. We find that a high correlation
among parameters of two categories is a necessary but not sufficient condition for
information transfer between two product categories.

Apart from the substantive problem of investigating the correlation in price
sensitivities across categories, there are other issues that cannot be addressed without
multi-category data. For instance, managers are interested in understanding how
brand equity can be leveraged across categories. Several studies have proposed that a
common brand name helps in transferring quality across product categories (Aaker
and Keller, 1990; Wernerfelt, 1988). This effect, called umbrella branding, has
subsequently been empirically studied. Both Erdem (1998) and Manchanda et al.
(2000) found that common brand names across categories did indeed help in
transferring quality and that there was a strong correlation in the own price
sensitivity across categories. Manchanda et al. (2000) also found that the cross-
category effects were stronger for common brands. In a similar context, Erdem and
Sun (2002) found evidence for advertising and promotion spill over effects for
common brands across categories. All the empirical studies described above used
multi-category data and it would be impossible to address these substantive issues in
absence of such multi-category information.

Another stream multi-category research has focused on understanding the nature
of relationships in cross-category purchasing. An interest in uncovering comple-
mentary and substitute relations between products has its roots in both marketing
(Bass et al., 1969) and economics (Stone, 1954). The identification of substitute and
complementary products can help in understanding how shopping baskets are put
together. This understanding, besides being of obvious interest from an academic
perspective, can guide managers to forecast the cross-category effects of any
marketing action. In this vein, Manchanda et al. (1999) used multi-category grocery
data to separate the effects of product complementarity from that of co-occurrence
or coincidence on the formation of a shopping basket. As with the substantive issue
of umbrella branding, the issues of complementarity and substitution cannot be
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suitably addressed without multi-category data. Thus, we are certainly not making a
claim that multi-category information is questionable under all circumstances.

In sum, the value of cross-category data depends on the objective of the
researcher. Our focus is well suited for providing guidelines to managers for
implementing their micro marketing programs. We have shown conditions where a
cross-category analysis can lead to better recovery of household-specific parameters
as compared to a single category analysis. Any decision problem that relies on
household-specific parameter estimates to derive optimal managerial actions could
directly benefit from an improved recovery of parameters. For instance, in optimal
couponing decisions (Rossi et al., 1996), improved estimation of household-specific
parameters can alter the distribution of household-specific optimal coupons in a
target category. However, we also showed that there are specific conditions that are
conducive for this better parameter recovery. Thus, managers have to carefully
consider the cost-benefit tradeoffs associated with collecting and utilizing multi-
category information.

8. Conclusion

As companies collect increasing amounts of information about their customers, there
is a strong need to understand how this information can be leveraged to predict
consumers’ behavior in multiple categories. This could help companies in many
situations such as cross-selling. Building on the work of Rossi et al. (1996) who show
the value of purchase information within a single product category, we show how
information can be leveraged across multiple categories when a firm has limited or
no information about a target customer in one or more categories.

To understand the boundary conditions of information transfer across categories,
we conduct an extensive simulation that shows many interesting and surprising
findings. For example, we find that in most situations a single-category model is
likely to give rise to data likelihood as good as a cross-category model. This makes
the work of Rossi et al. (1996) even more powerful than previously recognized.
However, our simulation also shows the conditions when additional information is
likely to be beneficial. Specifically, we find that there are a few conditions wherein
there is a decrease in the ESS when a cross-category model is considered as compared
to a single-category analysis. In those conditions, the distribution of household-
specific optimal coupons in a target category would be different if cross-category
information is considered as opposed to household information from only the target
category.

The guidelines developed from this simulation help us to predict the outcome for
empirical applications. We confirm this in our application involving two related
grocery products—Breakfast Foods and Table Syrup. In spite of a reasonable
correlation in the price parameter across these two categories, a cross-category
analysis provides no significant benefit over a single-category analysis, consistent
with our simulation guidelines.
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There are several limitations of the present work and these provide avenues for
future research.’ In this paper, we show that the information content of cross-
category data is questionable. We, however, empirically show this result with only
two categories. It is possible that our results might change if more categories are
considered. This would be the case as with more categories there is greater
information about household-level purchase behavior and this might aid in
leveraging any cross-category correlation. In our model, we utilize an unstructured
covariance matrix between the cross-category parameters. On the one hand, an
unstructured covariance matrix is flexible but on the other, as more categories are
considered, it suffers from the curse of dimensionality. It would be interesting to
explore whether putting a structure on the covariance matrix, and thereby relatively
easily accommodating more categories, helps in better parameter recovery and/or
prediction.

Appendix A. Full conditional distributions for the cross-category model

Markov chain Monte Carlo procedures are used for numerical Bayesian inference
for the reference group data. MCMC involves iterative sampling from the full
conditional distributions. The multiple iterations of the MCMC procedure then
generate a Markov chain that converges in distribution to the joint posterior
under fairly general conditions. Thus, the essential idea is to construct a chain
whose stationary distribution is the required posterior distribution. We extend to a
cross-category model the MCMC procedure for the multinomial probit model
(Albert and Chib, 1993; McCulloch and Rossi, 1994) to generate the sample of
draws. The following set of full conditionals and priors for a, A, X, 2, B, B, and
u are used:

a. The full conditional for @ is multivariate normal N(@,V,), where V,! = C™' +
S ZW A Zy and @ = V,[C ' + Y7L, Z), A" B,). The prior mean 1 was fixed to
be 0 and C was set as a diagonal matrix diag(1000).

b. The full conditional for the precision matrix A~' of the population distribution is
a Wishart distribution. The full conditional can be written as W(p,,V,), where
V.=, (B, — Zwo) (B, — Z4a) + pT) " and p, = p + H. H is the number of
households, p which is the df for the Wishart prior is set to N, 4 1, where N, is the
dimension of B, and I' the scale matrix for the Wishart prior is fixed at identity.

c. Draws for B, are obtained by obtaining conditional draws for B, and B,,. We
consider the full conditional of B,; here and the one for B, is analogous. The
prior for B, is N(Z,e,A). We can derive the conditional prior distribution of B,

5 We thank the reviewers for bringing a few of these to our attention.
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given PB,,. Specifically,

ﬁhl ‘ B/12 NN(E(Bhl | BhZ)’ Var(l}hl | ﬁhZ))a
EBy1 [Bia) = Zinar + AAy, (B — Zinas), (1)
Var(By | Bia) = Aii — AAs Aoy,

where, Ay is the covariance among the parameters of Category-1, Ay, is the
covariance among the parameters in Category-2 and A, refers to the covariance
between the parameters of Category-1 and Category-2.

For ease of exposition, we can write the conditional normal prior as
P(Bi1 [ Bi2) ~ N(ai2, Ayp). With this conditional prior, the full conditional of f,
is normal N(Bu, Vg,) with Vp! = AQ) +570 X} 27X, and By, s
Vi [AT 2012+ D27 X0 21wy

d. The full conditional distribution for £; and X, can be considered separately given
their assumed independence. Here we consider the full conditional of X;. The full
conditional of X, is analogous. X; is diagonal with the first element set to 1 (for
scaling purposes). As the utilities within Category-1 are considered independent
given PB,;, each element of X; can be considered separately. Considering the kth
element of X;, we set an inverse gamma prior IG(a b). Thus, p(o1x) ~IG(a, b)
With this prior, the posterior is IG(Ny /2 4+ a, [1/2 1, S2M" (tnk1 — X'y B ) +
b~']"") where N, is the number of observations within Category—l We fixed a at 3
and b at 0.5 for the priors.

e. The utilities uy, and uy,; for any given observation in each category can be drawn
in a data augmentation step as detailed in Rossi et al. (1996). This involves
drawing each brand utility from a truncated conditional normal distribution
where the truncation points depend upon whether the utility is for the chosen
brand or not.

Appendix B. Information scenarios

In this appendix we show how to make inferences for the household-specific
parameters, B, for the target group under the different Scenarios.

B.1. Scenario-1 ( Base-Base)

In this Scenario, no specific information about any target household / is available in
both categories. Inferences about the response coefficients B, can be made by
utilizing the information about the reference group in both categories. Specifically,
the reference group gives information about the population parameters, a and A.
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For any particular target household %, we can write,

p(B D) = / (B | Zi 0, A (Zy)f (0, A | D) dZ dadA, (1)

where p(B,| D) is the predictive distribution conditional on the data D of the
reference group, Z; represents the block-diagonal matrix of demographics
influencing B,, f(Z;) represents a distribution of the demographics and f(a, A | D)
is the joint posterior distribution of population parameters conditional on D.

As the demographics of a particular household, i.e., Z;, are unknown, these have
to be averaged out. This can be done by assuming a suitable demographics
distribution, f(Z;), such as the empirical distribution in the data, and then sampling
from that distribution. The integration over the population parameters, a and A, can
be carried out by using samples obtained from the joint posterior distribution as a
consequence of estimating the cross-category model on the reference group. This
procedure gives a predictive distribution for parameters in both Category-1 and
Category-2. Rossi et al. (1996) employ a similar inference procedure. They, however,
use information of the reference group from Category-2 to infer the parameters of
the target group in that category. We differ by using information of the reference
group in both categories. This helps to leverage any information that is present in the
cross-category covariance between the parameters.

B.2.  Scenario-2 ( Demo-Demo)

This Scenario builds on the previous one by letting retailers have knowledge about
demographic attributes of their customer base. In the context of making inferences,
the only difference from Scenario-1 is that there is no need to average out the
distribution of demographics. Thus,

(B |2y D) = / p(By 0, A)p(a, A| D) dadA, 2)

where p(B, | Z, D)is the predictive distribution conditional on the data D of the
reference group and the known demographics matrix, Z, of the target household and
f(a,A|D)represents the joint posterior distribution of population parameters
conditional on the reference group data D.

B.3. Scenario-3 ( Demo-Choice)

In this Scenario, the demographics of the target household and choices in one
category (without loss of generalization Category-1) are known. Scenario-2 provides
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the methodology for estimating the target household parameters when only
demographics of the target households are known. The new element in this Scenario
is that choice information is available within Category-1 and no purchase
information is available for Category-2. In what follows, we adapt the methodology
outlined in Rossi et al. (1996) when only choice information is available within a
category to our cross-category context.

For the target households, we can only run an intercept-level model within
Category-1. This yields

0
uy = + €. 3
[M} (3)

We have to map the posterior distribution of p,,; into a distribution on B,; and
need to simultaneously infer B,, based on the demographics for household / and the
population parameters from the reference group. The complete model for house-
holds within Category-1 can be written as

0
Uyl = XhtlBhl + en = |:'Y] :| + X(7/1t16h1 + €ur1s (4)
h1

where, X, 1s @ matrix containing causal variables, which is not available for the
target households. Therefore, to map p,, into B,;, following Rossi et al. (1996),
we can take iterated expectations and equate these expectations with the
intercepts obtained in equation (3) above. Formally, E[u] = E([E[u|X]] = E\[Xf]
and thus,

X8y
Y21 + X504
E[u] _ 21 . 2

ypl + gahl
In the above equation, x_; is the vector of means of the causal variables for the jth
alternative. It is through these means that the prior information on the

distribution of causal variables is incorporated. After making adjustments for
differences in identification, we can write in matrix form,

Tn + R18/11 = M (6)
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where,
] N
%=X
/ x/l
R, =
x = x

This analysis needs to be integrated with the reference group information in both
categories. Conceptually, these sources of information can be brought together as

a set of equations,

Myt I R 0 Tni
O | =10 I 0] |dn, (7)
B> 0 0 I]([Bp

Rewriting (8}, B),)as 0, we have

M Thi
[ hl} =[A]| o |, (8)
0/1 l}
2
where,
I R, 0
A=1{0 I O
0 0 I

Further, we can write (y};,8,,)=p), to obtain

4]-ul2)

The reference group provides estimates of the population distribution’s fixed

effect a, and covariance A. These estimates allow us to write the following

[’gﬂ } ~N(AZa, AAA).
h



462 IYENGAR, ANSARI AND GUPTA

For ease of explication, let,

A Ap
A= 11
[Az[ Axn :|7 ( )

where,

0 I 0
A =[I Ri], Ap=][0], A21={0 0], AzzZ[I}

Using the above defined submatrices of A, we can rewrite the multivariate normal
expression as

M ~N( A Ap | [Zpon | [An Ap | |An An | [An Ay (12)
0, Aoi A | |Zpar |" | Ay An | |As An||An Axn|/)’

For ease of illustration, we denote the covariance, AAA’, as 2x2 matrix Q,
where,

Q= AL A +ALAR +AAR (AL + Ay,

Q= A5 A1+ A% A + Ay An(An + Ag),

Qp, = Al1A2A L+ AAnAn + A1AnAn + ApAs Ag,
Q= Qllz-

Given the above normal distribution, the conditional distribution for 0, a normal
N(0; | w, )can now be ascertained. Specifically,

0 [y ~N(E(O | py), Var(0y [ py ),
E©|ny) = AnZnoy + AnZpar + QyQr (my — (Al Znay + ApZjpay)),

Var(0; | py) = Qxn — Q5,Q11'Qs.
(14)

B.4. Scenario-4 ( Base-Full)

This Scenario is discussed in detail in the text.
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B.5. Scenario-5 (Choice-Choice)

This Scenario is discussed in detail in the text.

B.6. Scenario-6 (Choice-Full)

In this Scenario, we have full information in one category (without loss of generality,
Category-1) and only choice in the other (Category-2). Thus for the target group, we
can estimate a cross-category probit model that yields the response parameters f, in
Category-1 and the intercepts p,, in Category-2. Using these estimates and the
information from the reference group, the task is to obtain estimates for response
coefficients for the causal variables in Category-2, i.e., 8. We can write the
relationship between these three sets of parameters in matrix form as follows:

Bh 1 I o0 0 ﬁhl
me| =10 I R T2 | > (15)
S 0 0 I ||[op

where R; is analogous to that defined previously. We denote,

0
R, |. (16)
I

For ease of explication, let,
Al Ap
A= , 17
[AZI Ax } (a7
where,

I 0 0
All—{o}; Alz—[l Rz} Az =[0], and Ap=[0 IJ.

The reference group provides estimates of the population distribution’s fixed effect a,
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and covariance A. These estimates allow us to write the following

0/1 I
[ th} N(AZ,a, AAA)), (18)

!
where, 0= (B, wj,)". _ . _
Using the above defined submatrices of A, we can rewrite the expression as

{Bh}NN({An Alz][zhlfll] |:All A12]|:A11 A12} {An An}) (19)
O Ari Ax || Zpoy ' |Ay An | |An Axn||An Axn|)/)

For ease of illustration, we denote the covariance, AAA’, as 2 x 2 matrix Q, with
components Q;,,Q;,,Q,, and Q,, defined in equation (13) in the appendix. As in
Scenario-3, the conditional distribution for &y, is a normal N(8;, |0;,)where the
mean and variance of this distribution can be obtained from equation (14) of the
appendix.

B.7.  Scenario-7 (Full-Full)

In this information set, full information is available for every target household 7 in
both categories. Hence, there is no difference between the reference group and target
group in terms of the level of available information. Thus, within each category, the
reference group and the target group can be combined and our cross-category model
can be estimated on these combined groups. As a by product of the estimation
procedure, we can obtain the inferences for the household-level parameters.
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