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Privacy is a fundamental human right. Over the years, we observe an increase in privacy concerns due to
the growing amount of data and the development of methodologies that pressure the fundamental right
to privacy. We define generative adversarial networks (GANSs) to represent any data generating process
and generate privacy-friendly artificial data for three data sets, each with different characteristics. Our
methodology stands out in terms of the ability to generate and share individual-level privacy-friendly data
without sacrificing the ability to derive meaningful insights. We show that GANs generate artificial data
that are useful in marketing modeling cases, while achieving anonymization without data minimization. We
display that we are able to derive the same real marketing insights from artificial data. Surprisingly, we find
that estimations on artificial data are able to outperform the real data in terms of predictive accuracy. We
contribute to the marketing literature by showing that academics and firms are able to generate privacy-
friendly artificial data, increase the predictive performance of estimations, promote data sharing even under

GDPR requirements and accelerate scientific progress in and outside the field of marketing.
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1. Introduction

Marketing has a rich history of modeling data in efforts to understand customer behaviour.
Wedel and Kannan (2016]) present an outline of the timeline of marketing data and ana-
lytics. As new types of data became available, the development of new methods naturally
followed. Parallel to the emergence of new data types and methods, the volume of data
increased. The rise and popularization of the internet and emergence of social media are
a considerable game changer for firms and academics to collect data, and a resource to
rich data sets containing detailed information on individual activities of users (Bucklin
and Sismeiro 2009} |Goodfellow et al.|2016). Until recently, methods from the artificial

intelligence (AI) literature started to outperform humans on complex tasks. For example,
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deep learning models have reached at least human performance on an image recognition
task with 1.2 million high-resolution images (Krizhevsky et al.[2012]), playing video games
such as Atari (Badia et al.|2020)), defeating the world champion in the game of Go (Silver
et al.|2016, [2017)) and 48-hours early detection of acute kidney disease (Tomasev et al.
2019). As of only 2016, a rule of thumb is that supervised deep learning algorithms achieve
at least human performance when trained with at least 10 million labelled observations
(Goodfellow et al. [2016). As of now, marketing science has not reaped the full benefits
from such algorithms to overcome marketing issues.

The marketing literature has defined privacy as one of its biggest priorities and the
importance of privacy in marketing continued to increase over the years (Wedel and Kannan
2016, Rust|[2019, Wieringa et al.|2019, [Marketing Science Institute |2020). Annually, firms
spend around 36 billion dollars to capture and leverage customer data (Columbus||2014)).
The vast amount of investment in leveraging customer data combined with the growth of
data and possibilities to capture individual customer data lead to privacy concerns among
individuals (Acquisti et al. 2015} 2016, Martin et al.[2017). Subsequently, privacy concerns
under individuals may lead to a decrease in firm- and industry performance, effective
personalization, willingness to disclose information and an increase in regulatory oversight
(Goldfarb and Tucker| 2011}, van Doorn and Hoekstra| 2013, Martin et al. 2017). In an
attempt to protect the privacy of the individual, the European Commission created privacy
legislation in the form of the General Data Protection Regulation (GDPR) (European
Commission 2012). This implies that for academia and practice to conform to privacy
legislation, we are limited as marketing science to derive meaningful insights from data.

To highlight the importance of our study, we provide a recent example that illustrates
the consequences of privacy concerns. Facebook and Cambridge Analytica shared data
of more than 87 million users without the consent of its customers (Reuters|2019). Data
sharing enables firms to collaborate, enrich data sets to get a better customer view and
enhance the predictive power of estimations (Peltier et al.[2013). The risks of such endeav-
ours are clear. Firms are at risk for potential privacy costs, losses in brand value, legal
fines or customer trust (Schneider et al.|2017, Martin et al.|[2017)). In case of Facebook and
Cambridge Analytica, privacy concerns led to a decrease of 119 billion dollars’ in Face-
book’s market value, a 5 billion dollar fine from the Federal Trade Commission (FTC)

and the termination of Cambridge Analytica (Neate|[2018)). Unfortunately, the Facebook
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and Cambridge Analytica data breach is no exception. Wedel and Kannan! (2016) describe
that in the last decade 5,000 major data breaches occurred with an average cost of four
million dollars. For example, the firms Zynga, Quora and Equifax disclosed a data breach
of 218 million users, 100 million users and 145 million users, respectively (Mathews 2017,
McLean! 2018, [Zynga; [2019).

This study is one of the first marketing studies to reap the benefits from the develop-
ments in the Al literature. Our work is heavily inspired by the Al literature on generative
modeling. |Goodfellow et al.| (2014a)) introduce a theoretical proof for GANs to represent
any data generating process. Goodfellow et al.| (2014al) describe that we are able to sam-
ple directly from the data generating process to generate artificial samples. Theoretically,
GANSs are able to generate an infinite amount of data that retains the ability to derive
meaningful insights (Goodfellow et al.2014al). However, GANs are in a very early stage
of development (Goodfellow|2016). In this study, we introduce GANs to investigate the
ability to generate privacy-preserving marketing data. Subsequently, our research ques-
tion is: “How are GANs able to generate privacy-preserving marketing data that maintains
the ability to derive meaningful insights?”. We address the Marketing Science Institute
(2020) research priority to fundamentally alter the raising concerns about data privacy.
Specifically, we aim to resolve the trade-off between privacy and prediction and show that
prediction can benefit from anonymization.

In this study, we empirically demonstrate how GANs are able to generate artificial data
from three marketing data sets, each with different characteristics. First, we show that
GANSs are able to represent the real data distributions and relationships among variables.
Secondly, we provide evidence for the predictive validity of the artificial data. Interestingly,
artificial estimations occasionally outperform the real estimations in terms of predictive
accuracy. Finally, we show that the parameter estimates of real estimations are largely
maintained in the artificial estimations. Therefore, we show that artificial data are useful for
academics to accelerate the development of theory by sharing data. For example, academics
are able to publish the artificial data together with a Marketing Science publication to
allow reproducibility of the study. Or in the case of practitioners, where the artificial data
help to increase the predictive validity of existing models. To set an example, accompanied

with our manuscript, we publish all artificial data, code, trained models and results.



Our paper makes several contributions to the literature of privacy in marketing. First,
we provide theoretical and empirical arguments which lead to the development of GANS to
successfully generate privacy-friendly artificial data, while maintaining the ability to derive
meaningful insights from artificial data (Wedel and Kannan 2016, Rust|[2019, Wieringa
et al.|2019)). Empirically, we show that artificial data increase the ability of practitioners
to predict the behavior of individuals or sales of a firm, while preserving the privacy of
individuals. Moreover, we find that parameter coefficients of estimations on artificial data
closely resemble the real data parameter coefficients. Therefore, other academics are able
to reproduce results and improve the generalizability of a study’s findings. As market-
ing science produces more generalizable results, the development of theory or scientific
progress accelerates. Alternatively, more general empirical tests can investigate the validity
of existing theories.

Secondly, the marketing literature on the generation of privacy-friendly data largely relies
on methods where the quality of the samples decrease as the dimensionality of the data
increases. Moreover, we are unable to reliably monitor when the samples are of high-quality
and often have to make assumptions a priori about the relationships between variables in
the data (Danaher and Smith|2011}, Holtrop et al.[|2017, Schneider et al.[2017,2018). This
study provides empirical evidence for the performance of a variety of GAN architectures to
generate marketing data. We show that we are able to effectively monitor the performance
of GANSs in terms of speed of convergence and the ability to generate high-quality samples.
We demonstrate that GANs are able to scale to the generation of high-dimensional data
and can approximate complex multivariate distributions very well.

Finally, we also contribute to literature outside the field of marketing. At the time of
writing, the Al literature is heavily focused on the generation of high-dimensional data
(e.g., images), while marketing data consist of rather low-dimensional consumer data (Sali-
mans et al. 2016, Gulrajani et al.|2017, Karras et al.|2017). Therefore, architectural choices
are likely to yield different results. We perform robustness checks to identify the hyper-
parameters that are available in GANs to increase the quality of the artificial data and
reflect on our findings with recent Al literature. Furthermore, |Acquisti et al.| (2015) take
a broader perspective on the consequences of privacy concerns. Privacy concerns and the
inability to share data prevent early identification of infectious disease outbreaks, progress

in genetic research (e.g., cancer or Parkinsons disease), access to credit, identity theft and
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the unintended creation of monopolies (e.g., Facebook and Google). Therefore, the results
of this study possibly contribute to progress in other scientific fields.

The rest of this study is presented as follows. In the subsequent chapter, we highlight
the privacy-preserving literature in marketing. We describe previous attempts to preserve
the privacy of individuals, while maintaining the ability to derive insights. In chapter 3, we
give an overview of several state-of-the-art architectures of GANs. We describe two neural
networks that function as two competing players in a GAN. Moreover, we describe the
developments that lead to the stable convergence of a GAN. In chapter 4, we describe the
advantages of deep neural networks and provide a theoretical analysis of the approximation
of the artificial data distribution to the real data distribution. In chapter 5, we describe
our empirical analysis for the three data sets, compare GAN architectures and provide
robustness checks for the hyperparameters present in GANs. In chapter 6, we describe the
results of our empirical analysis. Finally, we conclude and provide future research directions

in chapter 7.

2. Related work
To cope with privacy issues and maintain the ability to identify individuals, |Wedel and
Kannan| (2016)), European Commission| (2012) identify two potential actions to take: data
minimization and data anonymization. Data minimization is to limit the collection of data
and the disposal of redundant data. This may impede the goal of academics to gener-
ate generalizable results. Data anonymization can be accomplished with non-model-based
approaches such as k-anonymization, removing personal identifiable information, recoding,
swapping, or randomizing data or hashing algorithms (Reiter 2010, Wieringa et al.|2019)).
In this literature review, we focus on model-based approaches to data protection. We argue
that non-model-based methods often destroy the ability to derive insights from the data
and the artificial data remains privacy sensitive. Whereas, model-based approaches allow
theoretical privacy guarantees (Miller and Tucker| 2011, |Dwork and Roth|2014, |Schneider
et al.|[2017). We describe several attempts for model-based data anonymization to preserve
the privacy of individuals in the marketing literature (Danaher and Smith/ 2011}, |Holtrop
et al.|2017, [Schneider et al. 2017, [2018).

Early in the literature, Danaher and Smith| (2011) introduce copula models to success-

fully generate high-dimensional data and account for the complex mixture of continuous



and discrete variables in marketing data distributions. Previous methods were less able
to account for such complex distributions. For example, previous methods rely largely on
the marginal distributions to have fixed distributions. Compared to GANs, we are not
able to reliably estimate copula models with maximum likelihood estimation. Instead, we
are required to use Markov Chain Monte Carlo (MCMC) sampling to generate samples of
high-quality. Unfortunately, this introduces difficulties with respect to the convergence of
Markov chains, which GANs are designed to overcome (Goodfellow|2016). Moreover, the
paper of Danaher and Smith| (2011)) does not focus on the generation of privacy-preserving
data.

Holtrop et al.| (2017)) develop a generalized mixture of Kalman filters (GMOK) model
to capture customer clusters and the dynamic relationships in data over time. As a result,
it is not necessary to store data of individual customers. The main disadvantage of their
method is that the training data contains real identifiable individuals and we are only
able to store the parameter estimates over time. Therefore, individual-level data sharing
is impossible and the predictive accuracy of the estimation decreases over time. Although
the estimation outperforms existing methods in terms of the predictive accuracy staying
power.

Schneider et al.| (2017) segment data from a ticketing company with around 95,000
customers based on annual spend at the company. The authors draw samples from a
Dirichlet-multinomial model with a privacy parameter k to generate privacy-friendly data
for each segment. A high k results in a small level of privacy protection and a low k results
in a high level of privacy protection. Unfortunately, when the authors try to identify the
segment of artificial customers, a low parameter k£ substantially reduces the ability to derive
meaningful insights.

Schneider et al. (2018)) develop a model on AC Nielsen point of sales data. The authors
rely on a Bayesian specification of the SCAN*PRO model with a privacy protection param-
eter k. The authors obtain the posterior predictive distribution of the retail sales which
contains protected model parameters and sample from this protected distribution with
MCMC sampling. The authors describe the inclusion of only a select number of variables
as the main limitation. We argue that the parameter estimates that result in the poste-
rior predictive distribution are not robust to violations of the Gauss Markov theorem. For

example, endogeneity issues such as omitted variable bias are a reason for concern and the



variance of the parameter estimates might be biased in case of the potential violation of
normality, heteroskedasticity or autocorrelation. As a result, to sample from the posterior
predictive distribution might lead to inaccurate artificial data. Finally, the authors are
required to specify the relationships of the variables on the dependent variable a priori.
Therefore, the authors are required to make assumptions about the relationships of the
variables.

We provide a summary of the relevant literature in Table [I Here, Method refers to the
method that is used to generate data, Multivariate refers to the fact whether we are able
to account for the relationships between the variables in the artificial data. Case shows
for which marketing case the artificial data can be used. Assumptions refers to whether
we are required to make assumptions about the variables prior to data generation. Data

sharing refers to the fact whether we are able to share the artificial data with others.

Table 1 An overview of the model-based (privacy-preserving) marketing literature.

Study Method Multivariate Case Assumptions Data sharing Privacy-preservation

Danaher and Smith|(2011) Copula models v Any v X X

Holtrop et al.|(2017) GMOK v Churn prediction v X Store parameter estimates over time.
Schneider et al.|(2017) MCMC X Clustering v v Protect customer segment index.
Schneider et al.|(2018) MCMC X SCAN*PRO v v Sample protected store sales.

This study GANs v Any X v Generate artificial data that do not exist.

The methodology that we propose differs from previous marketing privacy research as
follows. First of all, GANs are known to generate high-quality samples that do not exist in
reality (Radford et al.[[2015, [Karras et al.|2017)). To illustrate, a GAN maps a noisy sample
from a standard normal distribution to an artificial sample. Once the GAN learns weights
to map the noise to high-quality samples, we are able to explore the latent space of the
GAN defined by its weights. In case of GANs, |Goodfellow et al. (2016|) describe that we
can refer to this latent space as a manifold (see section [4.2). An important characteristic
of the manifold is the set of its tangent planes. The set of tangent planes of the manifold
span the local directions of variation allowed by the manifold. These local directions tell
us how we are able to move on the manifold, while maintaining the ability to generate
high-quality samples. Radford et al. (2015) make use of this property and show that we
are able to “walk” into the directions of variation allow by the manifold to arrive at images

that do not exist. The authors show that we are able to do vector space arithmetic with



8

faces of individuals. To illustrate, the authors subtract the image of a male without glasses
from a male with glasses and add an image of a female to arrive at an image of a female
wearing glasses which was not available in the training data set.

Second, a GAN consists of a competition between two neural networks. Neural networks
are universal function approximators (Leshno et al.[1993). The universal approximation
theorem implies that a neural network is able to resemble any data generating process to
any degree of accuracy of a specific data set. Therefore, we directly generate data from the
data generating process instead of a prespecified specification. As a result, our artificial
data are robust to potential violations of econometric assumptions or specification errors.
In contrast to previous research, we are not required to specify the relationship among the
variables from the data set a priori (see Table [1)). For example, |Schneider et al.| (2018) only
describe data generation for a SCAN*PRO model. Therefore, it is not possible to share
the data with academics that might have other goals in mind. On the other hand, GANs
are theoretically able to fully restore the relationships in a high-dimensional multivariate
distribution of variables to an arbitrary non-linear degree. As a result, we are able to share
the artificial data from a GAN for any goal the practitioner or academic has in mind.

Finally, the marketing literature largely relies on Markov chain approximation to gen-
erate artificial data (Danaher and Smith| 2011, |Schneider et al.[|2017, 2018). Goodfellow
(2016)) describe that Markov chains do not guarantee to be a representative sample from
the target distribution. There is no way to test whether a Markov chain has converged
and as a result the samples are often used to early to be a representative sample from
the target distribution. Theoretically, we only know that the Markov chain will converge
to equilibrium distribution, just not when (Goodfellow et al. 2016]). This paper proposes
GANSs that consist of training two neural networks using maximum likelihood estimation
(Goodfellow| 2016). Compared to Markov chains, maximum likelihood estimation allows
us to track the progress the two neural networks make during training (see section [6.4.2)).
Moreover, GANs are able to take advantage of the universal function approximation theo-
rem to scale to much higher dimensions (Goodfellow|2016). For example, the generation of
high-quality pixel images of celebrity faces which are in R!924x1024x3 (Karras et al.[2017).

In the next chapter, we describe how GANs deal with high-dimensional input spaces.



3. Generative adversarial networks

A Generative Adversarial Network (GAN) is described by the idea of a game between two
players (Goodfellow| 2016). The first player is a generator. Let Z be a standard normal
random variable with the distribution pz(z). The generator takes a random noise sample
z from the distribution pz. The generator has the goal to approximate the real data dis-
tribution or ground truth as close as possible. The second player is a discriminator, that
distinguishes samples to be from the generator or real data distribution. This game is illus-
trated by a competition between a counterfeiter, the generator, that tries to create a real
image, and the discriminator acts as the art critic to identify the counterfeit images (see
Figure . The goal of the game is for the generator to create artificial samples of sufficient
quality that fool the discriminator. When the generator succeeds, the images from the
generator resemble the real images. The strength of the discriminator to separate samples
affects the ability of the generator to generate high-quality samples. Similarly, the strength
of the generator to generate realistic samples affects the strength of the discriminator. It

is this competition that drives the players to improve both respective performances.

pdata(w)

2 —2 . D)€ (0,1)
Discriminator

G

Figure 1 A simple visualization of the architecture of a GAN. The generator creates artificial samples that are
combined with real data samples. This input is used for the discriminator, which decides whether the
sample is from the real or generator’s distribution. Image of artificial face taken from |[Karras et al.
(2017).
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3.1. Formal objective

Formally, both players are functions represented by neural networks (Goodfellow et al.
2014al). Let a neural network N admit n input units and k output units that is parame-
terized by its weights 8. Thus a neural network is a function N, : R® — R¥. The generator
is defined as a neural network G that maps noise samples z into artificial samples G(z) to
fool the discriminator. Formally, we can think of G as a random variable that is a function
G :R™ — R*. The distribution of G is defined as p¢.

Let pgata denote the distribution of the data generating process, real distribution or
ground truth. The discriminator is defined as a neural network D that takes samples of
equal size from pg., labelled with 1 and pg labelled with 0 from the generator as inputs.
Similarly, we can think of the discriminator as a random variable D that is a function
D :R" — [0,1]*. The discriminator predicts the probability of a sample to be from pgas. or
from pz. The distribution of D is defined as pp. These functions compete in a minimax

game (Goodfellow et al.|[2014al):

mGinmgx V(D,G) =Egppppa(a [log(D(x)] + E.op 2 [log(1 — D(G(2))]. (1)

In Equation |l D has the objective to maximize the probability that the real samples are
real, while G has the objective to minimize the probability of the real samples evaluated
by D to be real. In other words, the objective of GG is to minimize the maximum attainable
of D. In case of convergence, the minimax game results in pg to be equal to the data
generating process pgata- As a result, the generator generates realistic artificial samples
(i-e., PG = Pdata)-

In the minimax game, the value function V(D,G) can be interpreted as three-
dimensional space with a loss surface that depends on the weights of the discriminator 0P
and the weights of the generator 8). On this surface, the generator minimizes the maxi-
mum attainable of the discrimination for the value function. Eg.,,... @) refers to expected
samples from the probability distribution of the data generating process and E..,, (. refers
to expected samples from a standard Gaussian (i.e., z ~ N(0,1)). G(z) refers to the out-
put of the generator with noise samples z. D(G(z)) refers to the probabilities that the
artificial samples are from the real distribution. D(«x) refers to the probability estimates

of the discriminator that samples are from the real distribution.
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To learn the generator’s distribution pg, G takes samples of noise z with parameters
0'“). Generally, the generator outputs a sample G(z) from the distribution pg in a range
of a tanh activation function. In other words, in a range of (—1,1). Although this restricts
the distribution of the artificial data distribution, we align the scaling of the real data
distribution with feature scaling. Before we feed the real data to the GAN, we scale the
real data distribution in a range of (—1,1). This does not only align the distribution of
Paata With that of pg, it also results in faster convergence of the two networks (LeCun et al.
1998)). To learn the discriminator’s distribution pp, D takes a combination of the real and
artificial samples & with parameters 0P) and outputs a probability between 0 and 1 (see

Figure [1)).

3.2. Loss functions

Both players in the minimax game employ maximum likelihood estimation. For example,
we can see maximum likelihood as an attempt to let pp approximate pqas.. In this study, we
refer to this distance between pgat. and pp as the negative log-likelihood. In the literature,
minimizing the negative log-likelihood is equivalent to minimizing the Kullback-Leibler
divergence or cross-entropy and are used interchangeably (Bishop|2006)). In the next para-

graphs, we describe the loss functions of the discriminator and generator in detail.

3.2.1. Discriminator. Consider the discriminator D, the neural network aims to deter-
mine whether a sample is from pgas, or pe (Goodfellow et al.|[20144). From Equation [I], we
observe that the discriminator has the objective to maximize the log-likelihood of observ-
ing a sample from pgaia. Simultaneously, the discriminator has the objective to maximize
the log-likelihood of not observing a sample from pg.

The discriminator uses a sigmoid activation function to map the input to a probability
to determine whether the sample is from pga¢, Or pg in a range of (0,1). Compared to the

mean squared error, taking the log-likelihood has the attractive property that it removes

1
1+e—%°

the exp(.) from the sigmoid activation function Thereby, we prevent the loss function
from saturation (Bengio et al. 1994)). Therefore, the loss function of the discriminator is

defined as follows:

TPV, 00) =B, [log(D@) - —Eaop,logl - DG (2)

In Equation [2, let m be the number of observations in a mini-batch. The mini-batches

consist of a random uniform sample of m observations from pg.i. and pz. Or in other words,
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the mini-batch contains a random sample of a combination of observations from ps and
Pdata- We introduce mini-batches for three reasons. First of all, random mini-batches lead
to a noisy estimate of the expected gradient of the loss function with respect to the weights,
which is helpful to escape local minima, saddle points or plateaux in the optimization
procedure, because each time we draw a mini-batch the loss function is different (Dauphin
et al.|2014)). As a side note, in this paper we refer to the gradient of the loss function with
respect to the weights simply as the gradient. Smaller mini-batches in terms of the number
of observations are described by Wilson and Martinez| (2003) to have a regularizing effect,
which prevents overfitting (also see section . Finally, the computational cost to obtain
the gradient is linear in the number of observations (Goodfellow et al. 2016)). Therefore,
in the case of substantially large data sets, it is computationally too expensive to use all
observations for a weight update. Additionally,|(Goodfellow et al. (2016]) describe that from
the standard error of the mean gradient from n observations is defined as o //n. As a result,
there are less than linear returns on increasing the number of observations n mini-batch
(i.e., diminishing returns). Therefore, the mini-batch size is a trade-off between an accurate
estimate of the gradient and computational efficiency. Usually, 50 to 256 observations are

used to obtain an estimate for the expected gradient (Goodfellow et al.|2016)).

3.2.2. Generator. From Equation |1, we derive that the generator G' attempts to min-
imize the maximum attainable of the discriminator D. In other words, GG seeks to make
the discriminator D believe that the artificial samples G(z) from pg are real. Note that
the generator does not make reference to pqa. directly, but only to pz (see Equation ‘
Goodfellow| (2016) argues that this makes the generator resistant to overfitting. To illus-
trate, if the generator would take samples from pg.i. directly, the generator could just
learn an identity function to generate realistic samples. In the case where we make indirect
reference to pgata, we force the generator to learn the same probability distribution, but
not necessarily the exact observations.

In practice, to minimize the objective of the generator from Equation [1| is not ideal
in training (Goodfellow| 2016). In an initial stage of training, the discriminator is able
to separate between a sample from pg.ia and pg with very high confidence, because pg
still very much resembles the noise from pz. This results in the term from Equation

E.,,[log(1 — D(G(z))] to be zero or very close to zero. As a result, the generator does
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not have a loss function to derive the gradient. This results in vanishing gradients for the
generator.

Goodfellow, (2016) reformulates the loss function of the generator G to maximize
log(D(G(z))) instead of minimizing log(1-D(G(z)). After reformulation, the generator has
the goal to increase the log probability that the discriminator makes a mistake, instead of
decreasing the log probability that the discriminator makes the correct prediction (Good-
fellow |2016)). This enables the generator to have a more stable gradient throughout the
minimax game (Goodfellow et al.[2016). To illustrate, consider an initial state of train-
ing where the discriminator is highly confident that G(z) are artificial (i.e. D(G(2z))=0).
The term E,.,,[log(D(G(z))] is now closer to 1 rather than 0. Therefore, to maximize
log(D(G(z))) makes it unlikely that loss function for the generator vanishes. This leads to
the following negative log-likelihood of the generator, where we apply the log function to

prevent the loss function from saturating:

TOOP,09) =~ L, log(D(G(2)]. Q

Here, G has the objective to minimize the negative log-likelihood of D over G(z) over
m observations in a mini-batch. Both loss functions J& and J) are heavily adopted
throughout the literature of GANs (e.g. Radford et al.| 2015, Karras et al. [2017, |[Kumar
et al.[2018, |Beaulieu-Jones et al.[2019).

3.3. Convergence
Goodfellow et al.| (2016) describe that the size and non-linearity of neural networks result
in a high-dimensional non-convex loss function for both players. Specifically, if we have k-
dimensional parameter vectors, we have a k-dimensional loss surface in R¥*1. To illustrate,
the language model GPT-3 from |Brown et al.| (2020) contains 175 billion parameters trained
on a data set with nearly a trillion words. Therefore, the graph of this loss function is in
R1.75e+11

Generally, the structure of the graph of a loss function in such a high-dimensional space
is poorly understood (Choromanska et al. 2014). What we do know is that the high-
dimensional space of the loss function is rich in local minima, plateaux and saddle points.
Therefore, we are not guaranteed to converge to a global minimum (Choromanska et al.

2014} Dauphin et al.[2014). Interestingly, Choromanska et al.| (2014)) show theoretically
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and empirically that for a sufficiently large neural network it is not crucial to find a global
minimum and a local minimum or not even such a critical point suffices. Specifically,
Choromanska et al.| (2014) show that as the number of hidden units increases, the mean
and variance of the loss function values decrease. The authors argue that to recover a
global minimum often leads to overfitting. To illustrate the importance of overfitting,
consider the discriminator from a GAN. If we would only settle for a global minimum of the
discriminator, the discriminator would predict every sample correctly and leave no gradient
for the generator to improve the artificial samples. Compared to shallow neural networks
where the variance of the values for the loss function is larger, the global minimum that
is so heavily desired is often very closely surrounded by acceptable local minima in deep
networks. This indicates that recovering a global minimum is more important for shallow
networks compared to deep networks.

Goodfellow et al.| (2016) describe that optimization algorithms to train neural networks
are based on stochastic gradient descent. To optimize the loss functions from Equations
and [3| |Goodfellow| (2016) recommends the usage of the stochastic gradient-based adap-
tive optimization algorithm Adam (Kingma and Ba|2014)). With Adam, the concept of an
adaptive learning rate is applied (see Algorithm [I)). Adam scales the learning rate inverse
proportional to the sum of squared gradients. Therefore, large partial derivatives of the loss
function with respect to the weights receive the greatest decrease in learning rate. Unfor-
tunately, the accumulation of large gradients leads to an early decrease in the learning
rate. Therefore, Kingma and Baj (2014) define the forgetting factors 8; and 3, to expo-
nentially decay the first and second moment estimates of the gradient. In this way, more
recent gradients have more influence on the adjustment of the learning rate. In Algorithm
[1, the gradient g is exponentially decayed by the hyperparameters §; and (2. Together
with these forgetting factors, the Adam algorithm defines a first and second moment esti-
mate of the gradient m and v at iteration k. We use the moments to update the weights
with the adjusted learning rates. Kingma and Ba (2014)) observe that the moments are
biased in early stages of training, because the two moment vectors are initialized as zero’s.
Therefore, the authors propose a bias correction. We summarize the training procedure of

a GAN with Adam in Algorithm
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Algorithm 1 Training of the discriminator and generator with Adam optimizer. In our

experiments we used k=1, a = 0.001, 3 = 0.5, B> = 0.999 and ¢ = 107® to prevent

division by zero (Kingma and Ba 2014)). Here, ® is an element-wise operation.

Require: initialize 8©), ") (Glorot and Bengio|[2010).

Require: N training iterations or epochs, k steps.

Require: « €0,1): learning rate

Require: (i, 5 €10,1): exponential decay rates for moment estimates

Require: mg < 0 (Initialize 15" moment vector)

Require: vg < 0 (Initialize 2" moment vector)

1: for number of training iterations do

2:

for k steps do

3: Sample mini-batch of m samples z; from pg.
4: Sample mini-batch of m samples x; from pgata-
5: Update the discriminator with Adam (Kingma and Ba;[2014)):
G = > Vo log D(x;) +1og(D(G(z;)) (Obtain gradients)
my < B1-mp_1+ (1 —51) - gr (Update biased first moment estimate (mean))
Vg < B2 vp_1+ (1—52) - g © gr (Update biased second moment estimate (variance))
my < my/(1— BF) (Compute bias-corrected first moment estimate)
O, < v/(1 — B5) (Compute bias-corrected second raw moment estimate)
«9,(CD) — 0,(3)1 —a-my/ (/U + €)(Update parameters element wise)
6: end for
7. Sample mini-batch of m noise samples z; from pg.
8:  Update the generator with Adam:
g 1 2oiey Voo log(D(G(z3;)))
G,E,G) — G,EE)I — a-my/(y/Vk + €)(Update parameters)
9: end for
3.4. Non-convergence

Theoretically, if both models have sufficient capacity, the competition between the two net-

works converges when equilibrium is accomplished (Goodfellow et al.|2014a). In a state of

convergence, the generator produces highly realistic samples that make the discriminator
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unable to separate between a real sample from pg.i, and a sample from pg. Unfortunately,
Goodfellow et al.| (2014a)) describe that convergence is not guaranteed. Normally the min-
imax games establish equilibrium at minima for both the discriminator and generator.
However, the discriminator and generator reduce their cost at the expense of each other
(Goodfellow| 2016). In other words, a decrease in the discriminator loss can result in an
increase in the generator loss and vice versa. We demonstrate the oscillations in the loss
function values visually in our robustness checks (see section . During training, the two
players are very likely to settle at a local minimum or not even arrive at such a critical
point. This highlights the importance of a delicate balance between the two players. To
reach the state of equilibrium for both players was found to be very difficult and is subject
to ongoing research (Goodfellow et al.|[2016, Salimans et al. 2016| Arjovsky et al.|[2017)).
One of the “failure modes” of a GAN is mode collapse. The literature has identified
mode collapse as the most important problem in the development of GANs (Goodfellow
2016). Where the quality of the output depends on how the minimax game develops. In
case of mode collapse, the generator is only able to produce a subset of the real data
distribution. Or in even more severe cases, only a single observation (Salimans et al.2016]).
An explanation of why mode collapse occurs is the lack of diversity in the mini-batches
that are provided to the discriminator, while in reality, the real distribution has a higher
level of diversity (Goodfellow|2016). During a specific iteration, the discriminator trains
on a low-in-diversity mini-batch. This makes the discriminator highly confident that only
such observations exist. Therefore, the generator only has to generate a limited number of
samples to fool the discriminator. In the next iteration of training, the discriminator has a
different low diversity mini-batch and the generator adjusts the weights accordingly. This
prevents the minimax game from converging (Salimans et al.|2016|, Goodfellow|2016)).
Furthermore, Theis et al.|(2015) attempt to define a measure to evaluate the performance
of generative models. The authors describe that the likelihood can be a misleading measure
for sample quality. High likelihood does not imply that the samples from the generator
are of high-quality, as low likelihood does not imply that the samples are of low quality
(Theis et al.|2015, \Goodfellow|2016)). To illustrate, Theis et al.| (2015]), van den Oord and
Dambre| (2015]) define an optimal (i.e., arbitrarily high likelihood) multivariate density p(x)
of random variable X and a pure noise distribution ¢(z) (i.e., extremely low likelihood).

Subsequently, the authors define a pdf m(x) that is a mixture of p(x) and g(x). Where we
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sample 99 percent of the times from ¢(x) and 1 percent of the time from p(x). In other
words, a mixture model defined as: .01p(x) + .99¢(x). The authors show that if we take
the log of the likelihood of this mixture model, that the total log-likelihood only changes

by a very small amount:

log[0.01p(x) 4+ 0.99¢(x)] = log[p(x)] — 4.60517 + log[q(x)] — .0100503 (4)

This implies that in a worst-case scenario, the arbitrarily high log-likelihood decreases
only with —4.60517. To illustrate the significance, the authors describe that the log-
likelihood in case of image generation problems can become in the orders of 1000’s (van den
Oord and Dambre|2015). Furthermore, Theis et al.| (2015) describe that the log-likelihood
increases as the dimensionality of the data increases. Therefore, this issue becomes more
prevalent for higher-dimensional data sets. As a result, a log-likelihood measure is discour-
aged for the quality of the samples from generative models. Theis et al. (2015) conclude
that currently there is no state-of-the-art method or measure to evaluate the performance
of a generative model during training and it depends on the application of the generative

model.

3.5. Developments towards a stable GAN

In this section, we describe the attempts to allow a stable convergence of the minimax
game. Moreover, we describe the attempts to improve the quality of the samples from a
GAN. First, we describe hyperparameters such as label smoothing, batch normalization
and dropout that help the minimax game in the GAN to converge in section[3.5.1] In section
and we describe a modification of the GAN its loss function that promises a
more stable convergence. In section [3.5.4] we describe convolutional networks that use a
convolution operation to detect features in the data and its advantages. Finally, we describe

networks that are able to deal with time-series data in section [3.5.5]

3.5.1. Hyperparameters. In general, the discriminator tends to minimize the loss func-
tion rapidly in an early stage of training, because the samples from the generator still very
much resemble the noise. The result is that the gradient of the generator becomes zero
or close to zero (i.e., J{©) ~0). Similarly, mode collapse can also be a result of a highly
confident discriminator. Label smoothing enables the discriminator to be less confident

(Szegedy et al.|2016). To accomplish this, we transform the labels of the samples from
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Pdata and pg in the mini-batches. For example, instead of a 0 and 1 indicating whether
the samples are artificial or real, the labels are replaced by .1 or .9 (Szegedy et al.|[2016),
Goodfellow| 2016)). Therefore, the discriminator is less accurate and the generator is able
to take a gradient step.

To increase the speed of convergence of neural networks, LeCun et al.| (1998) propose to
normalize the input data to a distribution that has a mean of zero (i.e., standard normally
distributed). LeCun et al.| (1998) illustrate the advantage of the normalization procedure
with an example. Consider the situation where we feed all positive input values to the
neural network, all the updates to the weights will be of the same sign. As a result, the
optimization of the weights becomes inefficient and slow (LeCun et al.|1998). However,
after many non-linear transformations (e.g., ReLU activation function) the activations of
subsequent layers do not remain standard normally distributed.

loffe and Szegedy| (2015) introduce batch normalization to increase the speed of learning
in a neural network. To describe batch normalization, we first need to define activations
of a neural network. Let the real-valued activation vector x at layer m of a neural network
to be defined as follows: x™ = o (W™x™"! 4 b™), where b" is a bias vector at layer m,
the mapping from the previous activation vector £™ ! to ™ is the weight matrix W and
o() is a non-linear activation function applied element-wise (e.g., sigmoid) (Goodfellow
et al|[2016)). In a neural network, the activation vector a layer is also referred to as a
representation.

The gradient of the loss function with respect to the weights tells us how to update each
weight under the assumption that other weights do not change (Goodfellow et al. 2016]).
In actual fact, this assumption does not hold and the weights in other layers are adjusted
simultaneously. Batch normalization scales the activations of the units in each layer to be
from a standard normal distribution. In other words, the activations are centered around
zero even after non-linear transformations in each layer. Therefore, batch normalization
allows the network to learn at the same speed in each of its layers. Empirically, this
allows the network to employ a higher learning rate, convergence faster and reduces the
need for dropout (loffe and Szegedy||2015). We deal with dropout in the next paragraph.
Additionally, [loffe and Szegedy| (2015)) argue that batch normalization acts as regularization
to prevent overfitting, because the transformation of the activations sometimes introduces

noise in the learned representations. In the context of GANs, Radford et al.| (2015) showed
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that the batch normalization prevents the generator from showing symptoms of mode
collapse.

Finally, |Srivastava et al.| (2014) propose the key idea of dropout as input or hidden acti-
vations that are randomly multiplied with zero in the network for each time we sample
a mini-batch. The idea of dropout is similar to bagging. When one neuron drops from
the architecture a completely different network arises. However, bagging is only able to
represent a linear number of networks and bagging is trained until convergence. Neural
networks with dropout are able to represent an exponentially large number of networks,
because the neural networks are distributed representations (see section [4.2]). Compared
to dropout, bagging is computationally more expensive, because we have to train each
algorithm, such as a decision tree, until convergence. Finally, dropout causes the represen-
tations in the hidden layers to be a good representation in every subset of the network.
Therefore, dropout acts as a regularization mechanism to increase the generalizability of
the network, because some of the representations are deleted due to the multiplication of
random activations with zero. Srivastava et al.| (2014) show that dropout improves the
generalization of neural networks dramatically. Nowadays, GANs benefit from dropout to
decrease the certainty of the discriminator throughout empirical research (Beaulieu-Jones

et al.|2019, [Kumar et al.|2018)).

3.5.2. Wasserstein GAN. Previously, we described that the simultaneous gradient
descent often does not lead to convergence of a GAN (see section [3.4)). Therefore, Arjovsky
et al.| (2017) propose a Wasserstein GAN (WGAN). Instead of the Jensen-Shannon diver-
gence in a GAN proposed by |Goodfellow et al.| (2014a), the authors propose Earth-Mover
(EM) distance to minimize the difference between pga.ta and pg. Informally, the Earth-
Mover distance measures the amount of cost, referred to as “dirt” it takes to transform pg
to approximate pgata. Intuitively, the dirt is defined as the mass of the distribution multi-
plied with the distance the mass needs to travel to approximate the real data distribution
(Arjovsky et al./[2017).

The authors provide proof that the Wasserstein distance has the guarantee of being
differentiable and continuous almost everywhere in contrast to the Kullback-Leibler diver-
gence. To illustrate this, Arjovsky et al.| (2017) propose to consider two uniform distri-
butions. As the distance between these two distributions increases, the Kullback-Leibler

divergence approaches infinity through division by zero. For example, the scenario where
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the two pdfs do not have overlap. This implies that we are unable to derive the gradient,
because there is no loss function to minimize. See Equation (19| for a formal definition of
the Kullback-Leibler divergence.

The Wasserstein distance is defined even if there is no overlap between the two distribu-
tions. Therefore, the Wasserstein distance is always differentiable and we are always able
to update the weights of the generator (Arjovsky et al.|2017). Now that the Wasserstein
distance is differentiable almost everywhere, D can be trained until convergence and G is
always able to “catch up”. Intuitively, an optimal D is able to give the most accurate loss
function to G. Whereas, earlier we needed to account for a delicate balance between D
and G. For example, to prevent mode collapse.

In contrast to Equation [I} the discriminator D acts as a critic instead of a detective.
The discriminator does not longer determine whether the samples are from pg.s. or pg with
a sigmoid activation function, but whether to what degree the samples are from pq.i, or
pe with a linear activation function. Consequently, the authors empirically show that the
convergence of the WGAN is more stable. During their empirical study, the authors did not
find any evidence for mode collapse during training (Arjovsky et al.[/[2017)). Furthermore,
the Wasserstein distance has the ability to provide a meaningful loss metric that correlates
with the quality of the artificial images (Arjovsky et al.2017)). Nonetheless, to date this

property has not been investigated for low dimensional marketing data generation.

3.5.3. Wasserstein GAN with gradient penalty. Gulrajani et al.| (2017) propose an
alternative to the WGAN from |Arjovsky et al. (2017). The authors describe that the weight
clipping applied in a WGAN reduces the critic in being able to represent complex functions.
In other words, the capacity of the critic is reduced. As a result, the critic is only able
to represent very simple functions. Furthermore, the authors show that the combination
of the weight clipping and loss function in the Wasserstein GAN leads to vanishing or
exploding gradients. |Gulrajani et al.| (2017) introduce a WGAN with gradient penalty
(WGAN-GP) to overcome these issues. Instead of reducing the capacity (weights) of the
critic, the authors introduce a L?-norm on the gradients of the critic and add the norm
to the loss function of the Wasserstein GAN. Therefore, the authors do not reduce the
available functions the critic can represent, but the size of the gradient steps it can take.

Gulrajani et al.| (2017)) show empirically that this leads to a more stable convergence of

GANS.
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3.5.4. Convolutional networks. Radford et al.| (2015) build further on the original
paper of |(Goodfellow et al. (2014a). The authors describe the recent success of convolu-
tional networks in image recognition networks and apply it to the architecture of a GAN
(Krizhevsky et al.|2012)). Theoretically, convolutional layers have several advantages com-
pared to fully connected layers (Goodfellow et al.|2016]).

First of all, the convolutional layers use a prespecified number of kernels k with the
convolution operation that moves over the data (see Figure [2). The weights of the kernel
are learned to detect the most informative features for subsequent layers. Therefore, we
only have to store the weights of the kernel, which leads to computational and statistical
efficiency. Simply put, we have fewer weights and more data. Secondly, the features are

stored as activations in as many feature maps x * k as there are kernels (Goodfellow et al.

2016).

lo[1[1]r]ofoo] « [afofx] = [1][2]1]1]o]
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Figure 2 Example of a 1D convolution operation. x refers to a vector of input data. Subsequently, the kernel k
of size 3 moves over x with a stride of 1. The stride refers to the step size the kernel takes over the
input data x. The result is as many feature maps x * k as prespecified number of kernels. The scalars
in the feature map x x k are the activations. The activations are usually manipulated with an activation
function such as RelLU, tanh or even dropout. In this example the convolution operation is as follows:
1(1) + 0(0) + 0(1) = 1. In this example, the size of the vector x shrinks. This is what we call valid
padding (Goodfellow et al.[[2016). To keep the same size of the vector x, one can use zero padding.

Zero padding adds zeros to the vector x to ensure that the feature map x * k remains of the same size.

Therefore, convolutional layers are often referred to as feature detectors. These learned
features are simple in lower layers, and become increasingly abstract in subsequent layers
(Goodfellow et al.2016). Ultimately, these features can help to explain the variance in
a variable of interest. In conclusion, deep convolutional generative adversarial networks
(DCGANS) offer advantages compared to fully connected GANs from |Goodfellow et al.
(2014a)) and are heavily used in the literature to generate images (Radford et al.| 2015,
Beaulieu-Jones et al.|2019, Karras et al.[2017)).
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3.5.5. Recurrent neural networks and LSTM. In this section, we propose a recurrent
GAN (RGAN) to generate longitudinal data. The literature has developed recurrent neural
networks (RNNs) to learn temporal sequences (Rumelhart et al.[1986). For example, Google
uses RNNs for their smart assistant Allo, Google Translate and Google Assistant (Beaufays
2015) Khaitan 2016). Moreover, Apple uses RNNs for Siri and Amazon for Amazon Alexa
(Raeesy et al.[2018).

Neural networks are often referred to as feedforward neural networks as we propagate
forward from the input layer to the output layer to arrive at a prediction. However, longi-
tudinal data brings an additional time dimension over which we want to learn the relation-
ships. |Goodfellow et al.| (2016) describe that recurrent neural networks include a trainable
hidden state or sequence of hidden states often denoted by h at time ¢ (see Figure . These
hidden states could be compared to the hidden layer in a feedforward neural network only
now the hidden state is applied recurrently. This creates a representation h of what should
be remembered over time t. Different from a feedforward neural network, the weight matrix
W is introduced and “recurrently” applied to learn what should be remembered over time
(see left of Figure [3)). In Figure 3| we unfold the computational graph of the network over
time, we observe that the same weight matrix W learns a summary of what should be
remembered over time. To illustrate unfolding, consider a function of the hidden state at
t = 3, h® = f(h?;0). If we unfold the function we obtain h® = f(f(h';0);0).

Unfortunately, recurrent neural networks suffer from vanishing or exploding gradients
(Hochreiter and Schmidhuber|[1997). The same weight matrix W is applied recurrently,
which means that if we have a long time sequence in the data, the weight matrix is written
as W'. If we consider the Hessian of the loss function with respect to the weights W,
the eigenvalues of the Hessian determine the optimal learning rate « (i.e., curvature). In
RNNs, the eigenvalues become an exponential function of the length of the time sequence
t. Therefore, the curvature increases exponentially over ¢ and a large learning rate arises
to account for the steep curvature (i.e., exploding gradients). In this way, the learning
becomes very slow and unstable, because the gradient step is too large and might catapult
over the desired minimum. Or if the eigenvalues are between 0 and 1, the gradient goes to
zero or vanishes. Subsequently, we are unable to determine in which direction we should

update the weight matrix W (Bengio et al./[1993).
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Figure 3 Architecture of a recurrent neural network. h is the hidden state that captures relationships over time
t. The V, W and U represent trainable weight matrices by gradient descent updates. The weight
matrix W is applied recurrently over time. o is the output that is used to calculate the loss L with
the true value y at time step t. In this architecture we output a sequence, however variations of this
architecture such as a final prediction at the end of ¢ are also possible. Figure adapted from (Goodfellow
et al.[2016).

These shortcomings in RNNs lead Hochreiter and Schmidhuber| (1997) to develop Long
Short-Term Memory (LSTM) networks. Hochreiter and Schmidhuber| (1997)) describes that
LSTMs overcome the vanishing gradient problem by introducing an input gate, forget
gate and output gate. These gates are able to transform the hidden state ) over time.
First of all, the input gate decides which values we update from h"Y. The forget gate
takes the previous hidden state R*™Y and @ and determines whether we should forget or
keep information from the representation h(*=Y. Finally, the output layer decides what is
transferred to the following hidden state h'). Each of these gates have a corresponding
weight matrix which allows the network to learn more complicated dynamics over time.
Graves et al.| (2009) describe how LSTMs outperform state-of-the-art sequence prediction
models. Compared to these models, LSTMs do not make a Markovian assumption which

makes learning contextual effect of long sequences difficult (Graves et al.|2009).

4. Theoretical analysis
In this chapter, we introduce theoretical concepts to understand why neural networks

are the appropriate method to sample privacy-preserving data. Moreover, we provide a
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theoretical analysis of the approximation of the data generating process pqan by pe in case

of a generative adversarial network (Goodfellow et al. 2014a).

4.1. Universal approximation theorem

In section [3.3) we describe that if we increase the number of hidden units, the variance
of values for the loss function decreases (Choromanska et al.|2014). Therefore, a question
arises of how many hidden units are appropriate for a specific task (Williams||1997)). As we
will describe, an infinite number of hidden units results in theoretical attractive properties
for the approximation of functions for neural networks.

Leshno et al| (1993), Williams| (1997) develop the theoretical notion that the neural
networks are universal function approximators as the number of hidden units (width)
goes to infinity. Intuitively, the proofs for such statements in the literature consists of a
statement that for any bounded continuous function f :R" — R* there exists a neural
network N with one hidden layer and tolerance e such that ||f — N|| < e. This implies
that neural networks are able to represent any continuous function to an arbitrary degree
of tolerance ¢ (Goodfellow et al.|2016)). Unfortunately, such neural networks are far too
large to have any practical value, because it is computationally too expensive to train
such one-layer wide networks. Therefore, one could question the practical value of neural
networks to represent functions such as image or customer churn recognition. Furthermore,
a neural network is able to represent the function but not necessarily learn the function.
For example, we might get stuck in a local minimum instead of a global minimum.

On the verge of the breakthrough of deep learning, Bengio (2009) finds that as we
increase the layers (depth) of a neural network, we require less hidden units (width) to
represent the function successfully. The theoretical argument is that deeper models are
able to reduce the complexity of the high-dimensional vector space the observations lie in
(Bengio|[2009)). To illustrate, the vector space grows linear with the number of variables.
However, the number of unique configurations of a set of variables grows exponentially
with each input variable introduced. Due to the high-dimensionality of these vector spaces,
we need a data set with a considerable number of observations to learn, for example, which

customers are likely to churn (i.e., the curse of dimensionality).

4.2. Manifold learning
In deep- and machine learning, we often refer to learning a manifold. Goodfellow et al.

(2016) describe that although a mathematical definition of a manifold exists, machine
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learning usually defines it more general. To explain a manifold, we go on a small adventure
into the geometric imagination. A manifold M is a lower-dimensional subset of observations
embedded in a high-dimensional vector space. For example, we can think of roads on earth
as a one-dimensional manifold in a three-dimensional universe, at least that is how humans
perceive the world. Or four-dimensional universe, if we consider spacetime from Einstein.

We can express a probability distribution around the subset of observations in the high-
dimensional vector space (e.g., kernel density estimation). Now consider the following case
where you generate an image of 1024 x 1024 with 3 colour channels by randomly sampling
a value for each pixel. The probability is very small that we obtain a realistic image of
a human face. Therefore, the probability distribution is a highly concentrated surface in
[R1024x1024x3 “\With highly concentrated we mean that the probability distribution has the
probability value zero for most observations.

The probability distribution is often visualized as a curved sheet in a high-dimensional
vector space. We can go into tangent directions that lie on the probability distribution
to arrive at other probable images. Only in a small number of directions, the probability
distribution remains large. If we move orthogonal from the probability distribution, the
probability quickly goes to zero. |Goodfellow et al. (2016) describe that there are deep
learning architectures that only learn the variations that are allowed by the manifold (i.e.,
autoencoders). The idea of moving orthogonal to the manifold is one of the reasons why
deep learning algorithms remain vulnerable and is an entirely new research stream called
adversarial machine learning (Goodfellow et al.[2014b)). Finally, we can extend the idea of
obtaining the image of a human face to many other real-world examples. As we describe
in the following paragraphs, one of the biggest advantages of deep neural networks arises
from a non-linear manipulation to the manifold of observations.

Goodfellow et al. (2016 describe how decision trees are able to represent a function that
divides the high-dimensional vector space into decision regions to classify observations.
Formally, a decision tree that has the objective to classify observations is a decision function
h:R™— [0,1]* that partitions the vector space R™ in k decision regions R, ..., R (Fawzi
et al.|2017)). Note that these decision regions of one class do not need to be connected. When
we train an algorithm such as a decision tree, we aim to learn the function that divides the
vector space into optimal decision regions to classify all observations correctly. |Goodfellow

et al.| (2016]) describe that the number of decision regions is linear to the number of leaves
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in a decision tree. Or in k-nearest neighbours the number of regions is equal to k£ predefined
clusters. Such algorithms are defined as local learning algorithms. To generalize to new
observations, these local greedy algorithms need rely on the smoothness prior (Goodfellow
et al.|2016). The prior states that the learned function around the observed data points
(locally) does not change much. However, the smoothness prior is not enough to represent
a complex data generating progress, because we are only able to represent a number of
regions linear to the number of leaves or predefined clusters. In the next paragraph, we
describe how neural networks overcome this limitation.

Compared to local learning algorithms, Bengio (2009) describe that deep neural net-
works with multiple layers consist of composite non-linear functions (e.g., with three layers
f(x)=f® ( f@ ( f (1)(.’13))). The composition of non-linear functions allows the network to
use representations learned in the earlier layers to carry over to higher layers in the net-
work (Goodfellow et al.[[2016). Intuitively, lower layers learn simpler representations, and
higher layers build on them to learn more abstract concepts. For example, in large image
recognition networks, the lower layers detect edges and lighting, similar to what the simple
cells of the human primary visual cortex register (Olshausen and Field||[1996)). Intuitively,
deep networks are able to non-linearly fold the curved manifold with the creation of these
representations. It is no exception that the classes are linearly separable in the final layer
of the network (Salakhutdinov and Hinton [2007)). Interestingly, Hauser and Ray| (2017)
show visually that a 40-layer deep neural network learns representations in each layer of a
neural network to make the classes linearly separable (see Figure . Therefore, one could
interpret the first layers of deep neural networks as a non-linear feature extraction mech-
anisms. This allows the network to learn about relationships between the learned regions
in a high-dimensional space of observations.

Finally, Bengio (2009) describes that deep neural networks are non-local learning algo-
rithms which means that the number of regions are exponential in the number of hidden
units. Intuitively, each neuron can contribute to multiple regions and multiple units can
contribute to one region. In other words, neural networks use distributed representations
(Goodfellow et al.2016)). Deep neural architectures do not only require less hidden units to
represent more regions, but they also require less training observations compared to local
learning algorithms such as decision trees (Bengio| 2009, |(Goodfellow et al.|[2013). Unfortu-
nately, we here end our trip into the geometric imagination with theoretical arguments to

use deep neural networks.
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Figure 4 lllustration from Hauser and Ray| (2017). First, the authors reduced the dimensionality of the manifold
to two dimensions. The neural network learns to non-linearly transform the input or manifold (layer 0)
until the case where the classes (blue and red) are linearly separable (layer 40). In other words, in each

layer the neural networks learns a new representation of the original input data.

4.3. Generative adversarial networks
In this section, we aim to give more intuition into the proof from |Goodfellow et al.| (2014al).
The authors provide proof for pg = paata. Recall, that we defined pgs as the distribution of
the random variable G' and that pg.i. is the data generation process or real distribution. In
the situation of pg = pyata, the distribution of the generator is equal to the data generating
process.

Goodfellow et al. (2014a) take the value function V (D, G) from Equation |I| and use the
equality:

Espy(108(1 — D(G(2))) = Earpie og(1 — D(@)). (5)

At first glance, one could argue that the equality in Equation [5| comes from a neural
network G that applies a transformation with a unique set of parameters such that G(z)
leads to samples of x. Subsequently, we could assume that an inverse function G~! of G
exists to go from x back to samples of z. However, in practice a neural network need
not be an invertible function. For example, if we use a ReLU activation function in the
hidden layers, all the negative inputs are mapped to zero. Intuitively, consider the situation
where we use a ReLLU activation function and the activation is -10. The output of the
activation function would be: max(0,—10) = 0. Subsequently, if we adjust the weight so
that the activation becomes -20, the result from the ReLLU activation function is still zero
max(0, —20) = 0. As a result, the inverse function G™! is not unique. Therefore, we argue
that we are not able to take the inverse function of G.

We argue that the equality is a result from measure theory. Specifically, a Radon-

Nikodym derivative from the Radon-Nikodym Theorem (Billingsley|[1986, Biau et al.|2018]).
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We illustrate the Radon-Nikodym derivative with an intuitive example. Consider a game
where we have four balls with different colors (red, green, yellow, purple). For a red ball we
receive 1 euro, the green ball 2 euros, the yellow ball 3 euros and the purple ball 4 euros.
For each ball there is a probability of }l to draw the ball from a glass jar. The expected
profit under the probability measure z is calculated as follows: Ex.,, = > zip. (z;) =
1($)+2(5) +3(5) +4(5) = 2.5 euros. Now let us introduce new probabilities for each ball.
This results in a new expected profit under the new probability measure g of Ex.,, =
S xipg (i) = 1(%5) +2(35) +3(55) + 4(15) = 2.4 euros.

Now we can use the Radon-Nikodym derivative. To switch between the probability mea-
sures z and g, we only have to multiply or divide by the Radon-Nikodym derivative &.
In this example, we can write: Ex.,, =Ex.,.{ to go from the probability mass function
(pmf) p, to the pmf p,. We only have to multiply or divide by & = % to go from one prob-
ability measure to another. We end our example with the main insight that we can switch
between probability measures (i.e., pmfs or pdfs) with the Radon-Nikodym derivative. In a
continuous case where we want to switch between pdfs, the Radon-Nikodym derivative is a
function over which we can integrate (Billingsley|[1986). An example of a Radon-Nikodym
derivative in a continuous case is an indicator function (Billingsley|/1986)).

Now we can return to the equality in Equation [5| given by (Goodfellow et al.| (2014a).
In this equality, the Radon-Nikodym theorem tells us that there exists a Radon-Nikodym

derivative to arrive at:

V(D,G) :=Eppy,, [log(D(@)] + Ezvp, [log(1 — D(G(2))]

= /pdata(a:) log D(x)dx + /p(z) log(1—-D(G(z)))dz (6)

— [ pasa(@)1og D(@) + po(a) log(1 - D(e)da.

Subsequently, remember that the goal of the discriminator D is to maximize Equation [
(see Equation [I)). If G is given, we can rewrite Equation [f] as: f(y) = alogy + blog(1 — y).
To find the maximum of a discriminator D given a generator G, we take a first order

derivative of f(y) and set it equal to zero:

b - —b
f’(y):0:g—k—=0=>M=0:>—a+ay—by=0:y(a—b)—a:0:>y:
y 1-y yly—1) a—b

(7)
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We can determine whether this is a maximum with f”(y):

a b a b
ffy)=0=-——5—-——5=0=>——F— —— <0 8
(@) y? (1—y)? (%) (A-:%)? ®)
Thus, we can conclude that % is indeed a maximum (i.e., f’(y) <0). Goodfellow et al.

_a_

(2014a)) provide further evidence that the maximum _%;

must be a unique maximum on the
domain given a,b € (0,1) and a + b # 0. Therefore, we find that the optimal discriminator

given G is:

* pdata(aj) pG(m>
D¢(x) = . 9
G( ) pdata<w) +pG(m) pG(m) +pdata(m) ( )
Goodfellow et al.| (2014a)) describes that with the definition of an optimal discriminator

and 1 — Di(x) =

we can reformulate the value function from Equation [6]and define a virtual training criteria

for the generator C'(G):

pc(x)

PG () + paata(®)”
(10)

Now that we have the optimal discriminator D for a given generator GG, we have to find

pdata(w)
C(G) =maxV (D¢, G) =Egpy,,.[l0 +Ezplo
(6) = max V(D G) = Eypy log —LI0Z ) 4B g

a global minimum of G. |Goodfellow et al. (2014a)) claim that the global minimum of C(G)
is achieved if and only if pg = pgata- In the first direction, given that pg.i. = pao, we arrive

at the optimal discriminator that is unable to distinguish real from artificial samples:

1 1
Dg(:c):§ and 1—Dg(a:):§. (11)

This represents the scenario where the discriminator is unable to distinguish between
samples from pqat. and pg. Subsequently, Goodfellow et al.| (2014a)) plugs the optimal
discriminator Df;(z) back into the value function from Equation [6] to obtain a candidate

value for a global minimum:

C(G) i = Eampy, 08 Dis(@)] + Eary, [log (1~ Ds(a))]
1 1 (12)
— [ Daala)lo8(3) + po(a) log(5)da.

Subsequently, we can integrate over the entire domain of both pga.(x) and pg(x) with

respect to x. The integrals of both pdfs are by definition equal to one. Such that:
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1 1
:10g§+log§ = —log4. (13)

The value —log4 is a candidate value for the global minimum. Now we want to prove
that this is a unique minimum for the generator. Therefore, we drop the assumption pg =
Ddata for now and observe that for any G, we can plug in D, into the equation where the

discriminator achieves its maximum (see Equation [12)):

pdata(m) pG<iL')
C(G) =Eqepy,.[lo +Epop ]l
( ) P [ 8 pdata(w) +pg(m)] P [ o8 pG(m) +pdata(m)

_ x)lo Paata(@) x)[lo po(2) z
—/mpdata( )1 g[pdata(w)+pe(w)]+pG( ) gpg(w)"‘pdata(w)]d '

(14)

Subsequently, we use a trick to add and subtract log2 and multiply with a probability
distribution in Equation , which is equal to adding zero to both integrals (Rome|2017)):

= og2—1lo x x)lo Paata (@)
C(6) = | (1092 - tog2)pa &)+ pas)tog - Heset=) ) .
pe(x)

po(@) +pdata<w>) de

+ (log2 — log 2)pg () +pc(x) log (

Subsequently, we can rewrite:

pdata(w)
= [ 102 2pdata () — 108 2Pdata () +Pdata(x) ]
/ﬂc 08 2Paata () — 108 2Pgata () +Paata () 10g (pg(w)+pdata(93))

pa(x)
Pol@) +pdata<m>) dr

:/_10g2pdata($)—logng(m)+pdata(w)10g <pg(§)dia;dw:ta(w))

+log2pg(x) — log 2pc(x)+pe(x) log (

(16)

+108 2paara () +10g 2pc () +pa () log (pG(wf‘Gf’(;:d) t (3’)> o

_ /w — 108 2(paata(®) + P () +Paata(T) log( pue 2 )

pG(w) + pdata(m)

+ 108 2paata () +10g 2pe () +pe () log (pG(:c;Di(Zd)t (:I:)) o

Eventually, we can integrate pqat.() + pe(x) over x and use linearity of the integral to

rewrite as:



31

——tog+ [ pasa(a)tog (Ll )

+108 2paata(@) +log 2pa (@) +pe () log (pc(mfj—(jd)t ($)> o
pdata(w) )
pg(w> +pdata(w)

+ log QPG(w)+pG(w) IOg (pG(mfiiz)ata(w) ) dx

pdata(w)
Pe(@) + paunl®@) ))

+ pa(x)(log 2+ log <po(m§)i(;)ata(m) ) )dz

= — 10g4 —+ / IOg 2pdata(w) +pdata(m> IOg (
. (17)

=—log4d+ /pdata(w)(log2 +log (

Now, we can use the logarithmic product rule for log2 + log (%) and log2 +

log (%) to arrive at:

jgel m)"’_pdata €T
2pdata<w) )
=—1lo 4—|—/ ata lo (
s mpdt( )( s yge; (w)_l—pdata(w) )

2pc(z
+ pe(x)(lo ( ) dx
G s pG + pdata ) )

——tog+ [ puaata)og (Pl )
+ pa () (log (

(18)

pa(x)
(@) +pdata<w)/2) Jde

Subsequently, Goodfellow et al.| (2014a)) largely draw from information theory and use a
definition of the Kullback-Leibler and Jensen-Shannon divergence to show that —log4 is a
unique global minimum. The Kullback-Leibler divergence for probability measures P and

Q of a continuous random variable is defined as follows (Bishop |2006]):

KL(P|Q) = [ ple)log (qui) da (19)

Intuitively, the Kullback-Leibler divergence measures the difference between two proba-
bility distributions. We arrive at Equation 5 from the paper of |(Goodfellow et al.| (2014al),
where the authors apply the definition of the Kullback-Leibler divergence in Equation

to arrive at:

O(G) = ~log4+KL (pdata ()| (w);pG(w)) i (pc(@npdm (w);pG(w)> (20)
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Bishop| (2006)) shows that with Jensen’s inequality for a convex function and random
variable X: E[f(X)] > f(E[X]) and the fact that f(x) = —Inz is a strictly convex function,
that the Kullback-Leibler divergence non-negative is if and only if p(x) = ¢(x) for all x.
Therefore, we take the definition of the Kullback-Leibler divergence from Equation [19| and

use the logarithm quotient rule log(2) = —log(%) to arrive at:

KL(P|Q) = [

T

p(z)log (%) da (21)

Next, we use Jensen’s inequality to prove that the Kullback-Leibler divergence from

Equation [21| has to be greater or equal to zero:

—) da (22)

T
Or alternatively using — log (@> =log (M>:

p@) a(@)
= / p(x)log (%) dz >0 (23)

Finally, we use the result from Equation [23]to show that the Kullback-Leibler divergence
must be equal or bigger than zero in Equation [20, This shows that the global minimum
must be —log4. Finally, (Goodfellow et al.| (2014a) use the definition of the Jensen-Shannon
divergence in Equation 20| to prove that only one G is able to achieve this minimum (Lin

1991)):

ISD(P]Q) = SKL(PI(P+Q)/2) + JKL(Q||(P +@)/2) (24)

If we use the definition of the Jensen-Shannon divergence for Equation [20{where P = pgata

and Q = pg:
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C(G) = ~og 4+ KL pas )| 2212 1260

LKL <pG(m)||pdata () +pc(€L’)) (25)

2
= —log4 +2-JSD (paata ()||pa(x))

We show that the Kullback-Leibler divergence must be equal or greater than zero, so we
can extend this idea to the Jensen-Shannon divergence (Lin|/|1991). The Jensen-Shannon
divergence between two distributions is always non-negative and zero if and only if pg =
Pdata for any value of x (Goodfellow et al.|2014a)). In conclusion, we show that —log4 is a
unique global minimum of G.

Goodfellow et al| (2014a)) provides evidence for the convergence of Algorithm [I] The
authors describe that for each gradient step update for pg with an infinite capacity D given
G leads to a convergence of pg into Pyata, as for the generator a unique global minimum
exists (—log4). However, in practice, we know that the optimization problem is non-convex,
due to the non-linearity in the neural network. Therefore, we might never arrive at such
a global minimum for both players in practice (see section . Therefore, we empirically
investigate the convergence of a GAN in case of marketing data.

To empirically investigate the proof, we take a univariate perspective to the comparison
of the multivariate probability distribution functions pg and pgata. First, we compare the
distributions and correlation for each variable from pgs and pgat.. Secondly, we investigate
whether artificial data are able to maintain the ability to derive meaningful insights from
artificial data (Wedel and Kannan!2016|, |Wieringa et al.|2019| |Rust|2019). For the artificial
data to be practically useful for marketing, we are interested in whether the artificial data
are able to predict marketing events, such as customer churn or supermarket sales. Fur-
thermore, in a case where the parameter coefficients are equal for an estimation on the real
and artificial data, academics are able to share the data to increase the generalizability of
studies. Thereby, we aim to introduce the potential of a GAN within the current literature

of marketing.

5. Empirical analysis
To evaluate our research question empirically, we consider three data sets, each with dif-

ferent characteristics. We use a publicly available churn data set to allow replication of our
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results. A real churn data set provides a realistic assessment of the ability to generate churn
data and estimate models on artificial data to predict real-life events. The real churn data
contains issues such as class imbalance, while a panel data set introduces the challenge
to generate longitudinal data over multiple years and supermarkets. The first data set we
describe in more detail is a public churn data set of 3,333 observations, which is freely

available on the internetﬂ (see Table [2)).

Table 2 The variables available in the publicly available churn data set.
Variable Scale Description
Account Length Ratio The number of months a customer has a contract.
International Plan Nominal Whether the customer has an international plan.
Voicemail Plan Nominal Whether the customer has a voicemail plan.
Voicemail Message Integer The number of voicemail messages.
Day Min. Continuous The number of minutes called during the daytime.
Day Calls Integer The number of calls during the daytime.
Day Charge Continuous The amount charged during the daytime.
Eve Min Continuous The number of minutes called during the evening.
Eve Calls Integer The number of calls during the evening.
Eve Charge Continuous The amount charged during the evening.
Night Mins Continuous The number of minutes called during the evening.
Night Calls Integer The number of calls during the evening.
Night Charge Continuous The amount charged during the evening.
Int. Min. Continuous The number of international minutes called.
Int. Calls Integer The number of international calls.
Int. Charge Continuous The amount charged from international calls.
Cust. Serv. Calls  Integer The amount of customer service calls.
Churn Nominal Whether the customer churned.

The second real churn data set is provided by an insurance provider in the Netherlands,
which consists of 1,262,423 observations. The variables that are present in the data are
available in Table Bl

The market panel data set with 4,858 observations provided by six different supermarket
chains in the Netherlands over the years 2013 - 2016. The variables that are present in the
data set are presented in Table [4]

5.1. Feature scaling
We scale the variables @ from the real data distribution pg.i, that we feed to the GAN
in the scale of (—1,1) to match the scale of the generator distribution pg (LeCun et al.

1998| |Goodfellow et al.|2016)). Intuitively this makes sense, as the generator employs a tanh

! The data set is available at https://github.com/GilianPonte/GAN.


https://github.com/GilianPonte/GAN
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Table 3  The variables available in the real churn data set.
Variable Scale Description
Churn Nominal Whether the customer cancelled the contract.
Gender Nominal Male or female.
Age Continuous The number of years a customer has lived.
Rel. duration Continuous The duration of the relationship.
Collective Nominal Whether a customer is part of an insurance collective.
Size of Policy Categorical The size of the policy.
AV 2011 Categorical Additional insurance package of the customer.
Complaints Categorical The number of complaints.
Contact Integer The number of contacts the customer made.

Distance to store Categorical The distance to a store.
Address size Categorical The size of the house of a customer.
Incoming contacts Nominal Whether the customer contacted the insurance.

# incoming contacts Integer The number of incoming contacts of the customer to insurance.

AV cancellation Nominal Whether a customer has cancelled the additional insurance.
Defaulter Nominal Whether somebody had trouble paying in the past.
Urbanity Categorical The urbanity of where the customer lives.
Social class Categorical The social class of the customer.
Stage of life Categorical The stage of life of a customer.
Income Categorical The income that a customer receives.
Education Categorical The level of education a customer received.
“BSR.groen” Nominal An additional insurance package.
“BSR.rood” Nominal An additional insurance package.
Without children Nominal Whether a customer had children.
Payment method Nominal The payment method of a customer.
Declared Nominal Whether a customer has declared any value.
Declared approved  Integer How many declarations were approved by the insurance.
Declaration amount Continuous The amount of declarations in euros.
Table 4  The variables available in the market panel data set.
Variable Scale Description
Date Categorical The date at the time of sales.
Year Categorical The year at the time of sales.
Quarter Integer The year at the time of sales.
Week Integer The week at the time of sales.
Chain Categorical The supermarket chain.
Brand Categorical The brand of lemonade.
Unit Sales Integer The units of lemonade sold.
Price PU Continuous The price of the lemonade with the promotion.
BasePrice PU Continuous The price of the lemonade without promotion.
FeatDispl Integer % of stores with feature and display promotion.
DispOnly Integer % of stores with display promotion.
FeatOnly Integer % of stores with feature promotion.
Promotion Continuous % of discount.
Revenue Continuous The amount of revenue in euros.
MinTemp Continuous The minimum temperature in Celsius at De Bilt.
MaxTemp Continuous The maximum temperature in Celsius at De Bilt.
Sunshine Continuous The minimum temperature in De Bilt.
Rain Continuous Duration of rain in .1 hour.
KarvanC. Go Continuous Google Trends index (0-100).
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activation function as output to generate data in our experiments. We scale each column

vector x; from the data set or matrix X, ; = (z;,...,z;) as follows:

(scaled) L — min(zcj)
T =2 -
J max(x;) — min(x;)

~1 (26)

To obtain the original scale for marketing modeling, it follows that we rescale variables

to the original scale of pga.a using the following transformation:

(scaled) max(a;) — min(a;
iy - O Dmaste) i) o

Consequently, we are able to interpret samples from ps and the data are ready to be

used in marketing applications.

5.2. DCGAN architecture

The architecture of the generator and discriminator are displayed in Figure [5] and [6] Both
are deep convolutional neural networks constructed of one input layer, three hidden layers
and one output layer with the tanh or sigmoid activation function. The specification of
these networks are derived from the literature from (loffe and Szegedy|2015| Radford et al.
2015, (Goodfellow 2016, |Goodfellow et al. 2016, |Szegedy et al./[2016).

& I ( D ( ] O ) — ) )] 1) [
input  dense Leaky  dropout 1D -conv Leaky dropout 1D -conv Leaky dropout ﬂatten Slngld
1x18 512 512 512 18 1x18 1x18 18 1x18 1x18

Figure 5 Topology of the discriminator (D). Sizes at the layers refer to output shape of the layer. We use the
sigmoid activation function, Adam optimizer with 3, =.5 and 8 = .99, Leaky ReLU (« =.2) as hidden

activation functions, dropout (40 percent) and negative log-likelihood as loss.

5.2.1. Discriminator. For the discriminator in Figure [0 the input layer activations
take the values from a randomly sampled (with replacement) input vector @ from pgas.. We
refer to the size of the layer as 1 x 18, because we calculate the gradient for each observation
in a mini-batch and average the gradient for the mini-batch to do a weight update (see

Algorithm . The 18 in the size of the layer refers to the dimensions of the input data. In
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Figure 6 Topology of the generator (G). Sizes at the layers refer to output shape of the layer. We use the
tanh activation function, Adam optimizer with 5; =.5 and (82 = .99, Leaky ReLU (a = .2) as hidden

activation functions and negative log-likelihood as loss.

case of the publicly available churn data set is 18 (see the number of variables in Table .
Naturally, we can change the dimensionality of the first layer for the other data sets.

The input layer is connected to the first hidden dense layer with 512 units (see dense in
Figure . A dense layer refers to a fully connected layer. In other words, all the activations
from the input layer are connected to all the activations in the dense layer with a weight.
Subsequently, we use a leaky activation function and dropout to the layer to arrive at the
final activations of the dense layer. These two operations are depicted as a layer because
we can clearly show where the operations occur. Moreover, one could view both operations
as two layers that further manipulate the activations.

In the second hidden layer (see I1D-conv in Figure [5]), the final activations in the dense
layer are connected to a one-dimensional convolutional layer that uses 18 kernels to find
meaningful features in the activations of the dense layer. The discovered features are stored
in the 18 feature maps (Goodfellow et al. 2016]). Subsequently, we apply the Leaky ReLLU
activation function and dropout on the activations in the feature maps. The third layer
uses the same operations as the second hidden layer. The output layer flattens the feature
maps and uses a sigmoidal activation function to arrive at a prediction whether the sample

is from pg Or Pgata in a range of (0,1).

5.2.2. Generator. The generator is displayed in Figure [6] The input layer consists of a
vector z randomly sampled with replacement from p;. The first hidden layer is a dense layer
which activations are manipulated with the Leaky ReLLU activation function and batch-
normalization (see batch-n. in Figure @ The second hidden layer is a one-dimensional
convolutional layer (similar to in the discriminator) to which we apply the Leaky ReLLU

activation function and batch normalization. The third hidden layer is equal to the second
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hidden layer. Finally, we output a vector of activations in the range of (—1,1) with the

tanh activation function.

5.3. Training procedures

In the case of the public churn data set, we train the DCGAN for 50,000 iterations. For each
iteration both the discriminator and generator update the weights (k = 1, see Algorithm‘
Next, the training procedure randomly samples mini-batch of 256 observations consisting of
equal variables as dimensions from pgat.. To update the weights, we calculate the gradient
for one observation at the time and average the gradients. The mini-batch from pq.¢. is
combined with a mini-batch from pg over the same dimensions. This results in a sample
with 512 observations. The observations from pq.:. are labelled as 1 and the observations
from pg with 0.

The DCGAN architecture uses label smoothing to induce uncertainty for the discrimina-
tor (Salimans et al.|2016). The architecture employs the optimizer Adam from Algorithm
in the generator and discriminator with a learning rate of .0001 and the forgetting fac-
tors 81 = .5 and fy= .999 (Kingma and Ba|[2014, Radford et al.[2015). The discriminator
is trained on the combined sample to separate the artificial from real observations (see
Algorithm. Consequently, the algorithm draws another mini-batch sample from pg. This
sample is labelled as 1, indicating that these observations are real. These misleading obser-
vations are fed to the DCGAN where the weights of the discriminator are frozen. In this
way, the weights of the generator are updated to be able to fool the frozen discriminator
into believing the sample from p¢ is actually from pgai.. We freeze the discriminator to let
the generator to be able to catch up. Would the discriminator have trainable weights, then
the weights of the discriminator are updated simultaneously to the generator. This would
prevent the minimax game from converging. Finally, when the minimax game converges,

the generator is able to fool the discriminator and generate realistic artificial observations.

5.3.1. Public churn data set. The training procedure leads to a relatively stable con-
vergence of the public churn data set, as visible in Figure [7]} One can interpret these plots
as a proxy for the certainty or confidence of both players. The red line represents the
generator loss and the black line represents the discriminator loss. Recall, that the discrim-

inator has the objective to maximize, while the generator has the objective to minimize
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(see Equation [1)). During the initial phase of training the DCGAN, the generator and dis-
criminator display a high variance in the log-likelihood in the first ~5,000 epochs followed

by a stable convergence of both losses.

&)
o
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Figure 7 The convergence of the public churn data set by the generative adversarial network (N = 50,000).

The red line displays the generator loss, while the black line shows the discriminator loss.

Visually the DCGAN is able to resemble the distributions with quite some accuracy, as
displayed in Figure [§ As described in section [3.4] the increase of both losses is not neces-
sarily an indication of the quality of the similarity of distributions. Therefore, the quality
of the artificial samples is visually examined by plotting the real and artificial distribution
every 1,000 iterations. The variables minutes called in the evening ( FveMins) and minutes

called internationally (IntlMins) are “cherry-picked” from the real and artificial data set.
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Figure 8 Some “cherry-picked” examples of the artificial data distribution (red) and the real data distribution
(blue).

5.3.2. Real churn data set. For the real churn data set, we present the convergence of
the training procedure in Figure [9] The variance over training iterations is considerably
higher compared to the public churn data set in Figure [7] To illustrate the convergence
of the DCGAN, a “cherry-picked” example of a comparison between the real and the
corresponding artificial data distribution is displayed in Figure [9] The DCGAN is clearly
having difficulties with pushing up the probabilities to estimate the extremes in the real
density function. As a result, the distributions are having clear dissimilarities.

Theoretically, we consider the possibility that the discriminator lacks the capacity to

approximate the distribution (Goodfellow et al. 2014a)). Therefore, we conduct several

experiments with varying sizes of the generator and discriminator. These experiments lead
to a more stable convergence with an increase of trainable parameters for the generator
to 25,860 and the discriminator to 68,166 parameters (see Figure . One can question

whether the increase in sizes of both players in the DCGAN lead to a more accurate

estimate of the real data density function. This confirms the notion of [Theis et al. (2015)

that a high log-likelihood does not guarantee that samples from the generator are of high-

quality, as low log-likelihood does not guarantee that the samples are of low quality (see

section .
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Figure 9 The convergence of the real data set by the generative adversarial network. The artificial data distri-

bution (red) and the real data distribution (blue) (N = 50,000). The red line displays the generator

loss, while the black line shows the discriminator loss.
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Figure 10  An attempt of convergence of the real churn data set. The artificial data distribution (red) and the

real data distribution (blue) (N = 50,000). The red line displays the generator loss, while the black

line shows the discriminator loss.
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5.3.3. Lemonade sales data set. Training a DCGAN in case of the lemonade sales
data set comes with more issues. The data set consists of variables with a low activity,
which makes it hard for the DCGAN to generate a similar distribution. Figure [L1] shows
how the generator and discriminator converge to equilibrium before eventually steadily
increasing. One can interpret this phenomenon as the situation where the discriminator
becomes highly uncertain after a number of iterations. This is a finding in line with results
from Beaulieu-Jones et al.| (2019)) and could indicate that the generator creates realistic
examples. Our suspicion is confirmed when we compare the distributions in Figure [11] It

is clear that the DCGAN is able to resemble the real data distributions.

Log-likelihood
- Density .

lterations Relatieduur

Figure 11  The convergence of the lemonade sales data set DCGAN. The artificial data distribution (red) and
the real data distribution (blue) (N = 50,000). The red line displays the generator loss, while the

black line shows the discriminator loss.

The first attempt is to generate the complete panel data set (n = 4,854). However, the
DCGAN generates a multitude of observations per unique date. This made it impossible to
combine two unique dates with observations of the competitors from a specific supermarket
brand. Subsequently, we train the DCGAN on data from one supermarket chain (n = 169),
before and after recoding the variables to account for multicollinearity (Leeflang et al.
2015). 169 observations are considered to be a very limited sample to successfully generate

artificial data. To illustrate, similar studies have reported training a DCGAN a multitude
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of observations. For example, Beaulieu-Jones et al. (2019) trained a DCGAN on 9,361
observations and Kumar et al.| (2018) used 5 million observations.

The limited sample size led to another issue, the DCGAN showed symptoms of mode
collapse on the variables with relatively low activity (i.e., the DCGAN only generated
one value for some of the variables). Therefore, a second attempt of training the DCGAN
with 1,000,000 iterations is performed on the data set. The mini-batch size is decreased to
create a regularization effect on the data, because a smaller mini-batch size leads to a more
noisy estimate of the expected gradient (Wilson and Martinez 2003). We motivated the
introduction of mini-batches in section [3.2.1] Wilson and Martinez| (2003) describe that
decreasing the size of a mini-batch adds noise to the learning process and the training takes
longer to converge. Therefore, we expect more variability in the artificial data and reduced
mode collapse. After training, the DCGAN generated 20,000 observations to prevent the
generation of variables with signs of mode collapse and ensure variation in the artificial

data. This artificial data set is used in subsequent analyses.

6. Results

In this chapter, we describe the results from the experiments. We provide an analysis of
the relationships between the variables, the predictive validity of the artificial data, the
parameters of the estimations on artificial data, compare GAN architectures and perform

robustness checks.

6.1. The correlations of variables from pg; significantly correlates with pg.ia

A property of the generator is that a sample from pg is in multitudes of the batch size.
Therefore, a sample from pg never has the exact same amount of observations as a sample
from pqata. Therefore, we draw a random sample equal to the number of real observations
from pg. We use a x? test of independence for dummy variables in Table [6] and Pearson’s
correlation test for continuous variables in Table )] When the GAN is able to anonymize
the data, the variables from pg and pgan should have no correlation. From Table [5] it is
visible that the variables from pqat. and pg are uncorrelated. From [6] we observe that the

dummy variables from both samples are independent.

6.1.1. Public churn data set. In Figure[12] the correlations among the variables in the
public churn data set are displayed. At first glance, the correlations among the variables

appear to be similar in the samples from both distributions pg and pgata.
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Table 5 Pearson’s correlation r between variables from pc and pgata. In this table we show r for all the variables.

Public churn Real churn data set Lemonade sales data set
Account Length -.01  Gender .15 Unit Sales -.02
Voicemail Message .01  Age < .00 Price PU -.01
Day Min. -.02 Rel. duration < .00 BasePrice PU -.01
Day Calls .27 Declaration amount .00 FeatDispl -.01
Day Charge -.02 DispOnly .01
Eve Min .03 FeatOnly -.02
Eve Calls .01 Promotion -.01
Eve Charge .03 Revenue -.02
Night Mins -.004 MinTemp .01
Night Calls -.04 MaxTemp -.01
Night Charge -.001 Sunshine .001
Int. Min. .02 Rain .02
Int. Calls -.02 KarvamC. Go -.01
Int. Charge .02

Cust. Serv. Calls -.02

Table 6 x? test of independence for pc and pyata. In this table we show x? value for all the variables

Public churn data set Real churn data set Lemonade sales data set
Intl. Plan 5.6 Churn 13 Urbanity < .00
Voicemail Plan .86 Collective 1.13  Social class < .00
Churn 3.1 Size of Policy < .00 Stage of life < .00
AV 2011 < .00 Income < .00
Complaints < .00 Education < .00
Contact < .00 BSR.groen 2.27
Distance to store < .00 BSR.rood .82
Address size < .00 Without children .53
Incoming contacts 1.0 Payment method .10
# incoming contacts < .00 Declared .51
AV cancellation 43 Declared approved < .00
Defaulter 71
Urbanity < .00
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Figure 12 Correlations among a sample from p¢ (left), correlations among a sample from pyata (right).
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To formally test whether the correlation matrices are related, we convert the correlation
matrices to two vectors and match the variables from both samples. The correlation of
the variables tested by a Pearson’s correlation test. The result indicates a statistically
significant high correlation between two vectors (r = .99, p < .00). This indicates that the
relationships between variables from pg.;» and pg are highly correlated. This implies that

the DCGAN is able to contain the relationships from pgaia in pg.

6.1.2. Real churn data set. A similar procedure leads to the creation of two vectors,
where both vectors contain the correlations among pg and pgai. The DCGAN is able to
approximate the relationships in pg.;n With pg with acceptable accuracy, as the correlation
the relationships is high and significant (r = .89, p < .00). Figure [13| presents two data
sets with similar correlations. Similarly to the public churn data set, the DCGAN is able

to contain the relationships among variables.
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Figure 13 Correlations among artificial data (left), correlations among real data (right).

6.1.3. Lemonade sales data set. In Figure [I4] we present the correlation among the
variables from pq.:. and pg for the lemonade sales data set. At first glance, there are some
differences between the two correlation matrices. The artificial data seems to have higher

correlations among variables. Whereas, the real data has lower correlations among the
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variables. A Pearson’s correlation test indicates that the correlations between variables in

the artificial data and real data are highly related (r = .93, p < .00).
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Figure 14  Correlations among artificial data (left), correlations among real data (right).

6.2. The predictive validity is equal between estimations based on a sample from pg
and Pdata

In this section, we investigate the predictive validity of the artificial and real data. We
employ a logistic regression, neural network, random forest, decision tree and bagging and
boosting to investigate the . We evaluate the performance in terms of hitrate, TDL and

Gini coefficient (Breiman 2001}, Lemmens and Croux|2006, Risselada et al.[2010)).

First, we estimate an artificial estimation on a sample from pg (n = 2,816) and a sample
from paata (n = 2,499). Subsequently, we estimate a real estimation on 75 percent from

the real sample and evaluate the predictive accuracy in terms of the hitrate, top-decile lift

(TDL) and Gini coefficient on 25 percent of the real sample (n = 834) (Leeflang et al.|
2017). We estimate the artificial estimation on 100 percent of the sample from ps and

evaluated on the same 25 percent from the real sample (n = 834).
We simulate both estimations a 1,000 times to create a distribution of hitrates, TDLs
and Gini coefficients. Each time we train the estimations, the train and test set consist of

a different random sample from the data. In this way, we account for the randomization
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in the selection of observations for the train or test set and are able to test for significant
differences. To test whether the hitrates, TDLs and Gini coefficients are significantly differ-
ent a Wilcoxon rank-sum test is employed. Where both variables are normally distributed,
determined by a Shapiro-Wilk Normality test, a Student t-test is employed. All subsequent
comparisons of predictive validity measures are tested for significant differences in a similar

fashion.

6.2.1. Public churn data set. The results from the simulations show that the differ-
ences in hitrate are in some cases not significant or the artificial data outperforms the real
data. In case of a neural network, both estimations resulted in an hitrate of 85.55 percent
(W =.99, p=.93; t =-.46, p = .64). Surprisingly, the performance of a logistic regression
estimated on artificial data significantly outperforms the model estimated on the real data
(86.53 percent vs. 86.05 percent). In terms of top decile lift, the artificial data outperforms
the real data in case of a logit (4.20 vs. 3.50). In the case of a neural network, the TDL in
the real and artificial estimation is 3.58 and 3.43. Contrary to believe until now, artificial
data are not only equal in performance, it is even outperforming estimations on real data.

Figure [15| summarizes the results from our experiments.

Gini hitrate TDL

453
0440 43 043 ' ol
. 0 : 396
: 900  88/96 "
. 8864 4
88[34 +
:

op 0.9 T 86113603
° 85/98551

boost logit neural random tree bag boost logit neural random tree bag boost logit neural random tree
Estimation methods

Figure 15 The hitrate, TDL and Gini coefficient for our estimation methods in case of the public churn data set.
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6.2.2. Real churn data set. In case of the real churn data set, the predictive accuracy
of the real and artificial churn data set is assessed by the same machine learning methods
(see Figure . Here, bagging and boosting are excluded, since it is computationally too

expensive to estimate the models on such a large data set (n = 1,262,423).
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Figure 16  The hitrate, TDL and Gini coefficient for our estimation methods in case of the real churn data set.

In Figure we observe similar results. For a random forest, the hitrate of an artifi-
cial estimation is outperforming the hitrate of a real estimation (95.81 percent vs. 95.79
percent). When we investigate the Gini coefficient, the logit and neural network estimated
on artificial data outperform the real estimations. For the TDL, the performances of the

random forest and decision tree are very close.

6.2.3. Lemonade sales data set. For the lemonade sales data set, we evaluate the
predictive validity of lemonade sales from a SCAN*PRO estimation. A predictive valid-
ity measure that is dimensionless across models is the Mean Absolute Prediction Error
(MAPE) (Leeflang et al.[[2015, Schneider et al.|2018). The MAPE allows for a compari-
son of the predictive validity of two estimations regardless of the scale of the dependent
variables. Additionally, we compare our estimations to a naive model that takes the value
of the dependent variable in ¢ — 1 as a prediction for the next period (¢ + 1). These mea-
sures are the Relative Absolute Error (RAE) and Theil’s U-statistic. When the outcomes
of these statistics are less than one, the model outperforms a naive model (Leeflang et al.

2015)). This scenario would imply that estimations on artificial data are worthwhile.

data

E3 fake
ES real
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To compare the predictive validity of the artificial estimations, we exclude the last 71
observations of the real observations from the estimation data of the real model. We use
rest of the observations to estimate the model. For completeness, we assess the predictive

validity of the real model in terms of the APE, ASPE, RASPE, MAPE, RAE and Theil U-

statistic (Leeflang et al.2015)). We assess the predictive validity of the artificial estimations

on the same last 71 observations from the real observations and the same measures. We
present the result of the assessments in Figure While evaluating these measures, one
has to take into account that the GAN is trained on 169 observations, which is considered

to be extremely little information for the application of GANs.
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Figure 17 The log-measures of APE, ASPE, MAPE, RASPE, RAE and Theil U statistic for the number of
artificial observations. The red line indicates a naive model that takes ¢t — 1 as a prediction for ¢. In

general, we can interpret the measures as the lower the better.
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In Figure we present the results from eighteen artificial estimations that differ in the
number of artificial observations. In this way, we investigate how the predictive validity
differs for a variety of sample sizes from the GAN. It is interesting to note that the the
predictive accuracy increases, as we increase the number of artificial observations. As n
increases the predictive accuracy improves and starts to decrease when n > 45,000, which
indicates that there is an ideal point around 45,000 - 50,000 observations (see Figure .

Subsequently, we experiment with the specification that results in the best predictive
validity. We settle for an estimation on 45,000 artificial observation. Figure [18| shows how
the artificial estimation on 45,000 observations is able to predict the real sales data quite
accurately. The results indicate that the artificial estimation is not able to outperform the
real model (MAPE = .071 vs .151). Nonetheless, the artificial estimation is able to predict
the real sales with acceptable precision. For example, the artificial estimation outperforms
a naive model (RAE = .207, Theil U = .194). Finally, the artificial estimation results in
an APE of 3,148, ASPE of 2,649,830,326 and RASPE of 51,476.
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Figure 18  The predictive validity of the artificial estimation (blue) vs the real estimation (red) (n = 71).

6.3. Comparing the parameter estimates based on ps and pgata
In this section, we investigate whether the artificial estimations are able to maintain the
ability to derive prescriptive insights. Specifically, we compare the parameter estimates of

churn models and a SCAN*PRO model for the lemonade data set.
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6.3.1. Public churn data set. We use the public churn data set to estimate a logistic
regression. We compare the parameter estimates from the artificial and real estimation.
First of all, in both estimations, high VIF values arise in the variables: VMailMessage, Day-
Charge, FveCharge, NightCharge and IntlCharge. Therefore, these variables are excluded
from both estimations. Finally, the parameters of the logit estimated on a sample from pg
and a sample from pq.;. correlate highly (r = .99, p < .00).

To test whether both models have similar parameters and covariance matrices, we employ
a Hausman test. The Hausman test results in a significant difference between the real and
artificial estimation (x? = 194, p < .00). This implies that the two estimations are signifi-
cantly different from the real estimation, taking into account the parameters and variance.
While being significantly different, the artificial estimation could still be considered useful.

When we compare the estimations in Figure [I9] they appear to be visually similar.
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Figure 19 Parameter estimates of logistic regression in case of the public churn data set. We round the parameter

estimates after the second digit behind the decimal point.

In the artificial estimation, the parameter estimates are of the same sign compared to
the real estimation. Only the variable AccountLength has an opposite sign from the sign in

the real estimation. However, AccountLength is not significantly different from zero in both

estimations. Schneider et al.| (2018)) define the Mean Squared Error (MSE) to compare the

parameter estimates as follows:
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1< 2
MSE = 7 Z (ﬁa - 53’) ; (28)
j=1

where J are the total number of parameters, 3, are the parameters estimates from a
sample from pga¢, and Bj are the parameters from a sample from p¢. For our two estimations
the MSE is only .024. This implies that on average our artificial parameters only deviate
.024 from our real parameter estimates.

Subsequently, we apply a least absolute shrinkage and selection operator (LASSO) logis-
tic regression on both the real and artificial sample. In other words, we include a L'-norm
penalty on the parameters to the loss function of the logistic regression. Similar to L>-
regularization, L!-regularization pulls the parameter estimates strongest in the direction
where the curvature of the loss function is the weakest (i.e. low eigenvalues of the Hessian
matrix of the loss function with respect to the parameters). As a result, we automatically
select the parameters that contribute most to the decrease of the loss function. We opt for
L'-norm parameter penalty, because the resulting parameters are more sparse compared
to L?regularization. In Figure [20, the estimation is clearly more sparse compared to the
logit estimation in Figure . The estimation results in a MSE of exactly zero (Schneider
et al[[2018). The parameter estimates are exactly equal between the real and artificial
estimation. In conclusion, we argue that the artificial data, in case of the public churn data

set, is able to maintain the ability to derive marketing insights.

6.3.2. Real churn data set. In case of the real churn data set, we employ a logistic
regression on a sample from pg.i. followed by an estimation on a sample from pg. An
estimation on a sample from pga., did not suffer from multicollinearity. All the VIF values
from the estimation are below the critical value of 5.

In the first real estimation all variables have a linear specification. We transform the
variables size of policy, address size, social class, income and stage of life from a linear
to a dummy specification which decrease the BIC to 424,487, 424,457, 424,309, 424,298
and 419,432, respectively. Changing the specification of the variables education, complaints
and distance to store does not lead to a decrease in BIC (419,432, 419,459 and 419,441).
We test the continuous variables age, relationship duration and declaration amount for a
quadratic specification instead of a linear specification. This leads to a decrease in the BIC

to 418,479 and 418,209. We find that specifying declaration amount in a quadratic form
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Figure 20 Sparse estimations with L'-regularization in case of the public churn data set.

does not decrease the BIC (BIC = 418,224). Therefore, we prefer a linear specification
of this variable. Finally, the variable BSR.groen has the highest p-value and removing
the variable leads to a decrease in BIC to 418,196. Finally, we obtain a model with only
significant variables and significantly outperformed a null-model (x* = 36,387, p < .00).

Subsequently, we use the same variables to estimate an artificial estimation. Surprisingly,
this leads to an estimation that suffers from a missing level in the dummy variable stage
of life in the artificial data. Removing this level from the variable, leads to a substantial
decrease in the BIC in the real estimation to 408,865. From Figure 21] and [22] we observe
that the coefficients from both estimations are moderately correlated (r = .43, p < .00).
The weaker correlation is also reflected in the MSE of the parameter estimates (MSE =
28.35). Subsequently, the Hausman test shows a significant difference between the two
estimations (x* = 4,974, p < .00).

In a similar way to the public churn data set, we apply L!-regularization to the logistic
regression in an attempt to obtain a sparse estimation. As a result, we obtain a MSE of
.082 between the artificial and real parameter estimates in Figure This implies that
the GAN is able to generate the most important variables. Therefore, we argue that the

artificial estimation is able to retain the prescriptive value of the real estimation.



o4

16.3
10
© 15 Estimation
30 |- — 07— T— —_— — — e — — - -— Artificial
"’ I 0010 0 0.02020%01° 010502 002,04 " 00301 02050397 040507 06 M Real
1.5
32
-10
183
0 5 10 18
Parameters
Figure 21 Parameter estimates of the real and artificial estimation for the real churn data set (1/2).
16.3
10
© 5 Estimation
80 o1 o1 07 010104 03,07 0608 , o2 : Artificial
@ 03 80.
014560 O . 00100 01 -01-01010 0.0201%3027" 01 0024540 0030 0 B Real
22 23 -15
-10
-16.3

20 25 30 35

Parameters
Figure 22  Parameter estimates of the real and artificial estimation for the real churn data set (2/2).

6.3.3. Lemonade sales data set. In case of the lemonade sales data set, we estimate

a SCAN*PRO model on a sample from pg.t. (Leeflang et al.|2015, [Schneider et al.|2018)).

The SCAN*PRO model has enabled already over 3,000 practitioners to get insight in a

multiplicative effect between sales units and price, competitive price, advertising, in-store

display and feature advertising (Schneider et al|2018). In our estimation, we use weekly
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estimates after the fifth digit behind the decimal point.

lemonade sales data from a supermarket chain in the Netherlands. We include additional
weather information, account for the discontinuation of a specific supermarket and include
Google Trends data on the release of an additional product of the lemonade brand. The

SCAN*PRO specification is defined as follows (Leeflang et al.|2015, [Schneider et al.|[2018):

J L
. Bh] Dll]t 616 Sunt Dt Eijt
Sije = Qj H [P H i )T BT Bre™ Bry et (29)
j=1,..,3 1=1,...,4

Here, S;;; represents the unit of sales at store 7, for brand j and week ¢, P,j; is the price
which results in a price elasticity. Furthermore, D;;; represent the promotional variables
such as feature, feature and display, display and price promotion, 7; is the temperature in
Kelvin, R; is the duration of rain in .1 hour, Sun, is the duration of sunshine in .1 hour
and D! is a dummy variable for the discontinuation of one of the supermarket chains.

Subsequently, we adapt the SCAN*PRO specification to one supermarket and one brand
of lemonade (i.e., cross-sectional). We have to opt for a cross sectional model, because the
DCGAN was not able to recreate panel data (see section . Finally, we specify the
following estimation with taking the log in Equation [29;

J L
InS;=Ina+ Y [BiInPy+ > (Infy)Dyi]+ BisIn T, +InBir Ry + In BrgSun, +In B Dy + &

j=1,..,3 I=1,..4

(30)
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For the estimation on the real sample, we perform a test for multicollinearity, autocorre-

lation, heteroskedasticity and normality (Leeflang et al.|2015)). First of all, we account for

multicollinearity in line with (Leeflang et al.|2015, p. 185). Second, we do not encounter

first-order autocorrelation (p = .13, p = .09) or heteroskedasticity with a Breusch-Pragan

test (x? = 27.47, p = .16) nor non-normality of the residuals (x* = 1.23, p = .51).

Subsequently, we generate an estimation on an artificial sample from pg;. We compare

both estimations in terms of the parameters of the estimations with a Pearson’s correlation

test, MSE and an Hausman test (Schneider et al.|[2018)). We observe that the parameters

from the artificial estimation correlate highly with the real parameters (r = .95, p < .00).

However, the Hausman test shows that there is a significant difference between the real

and artificial estimation (x? = 10, p = .01). Although the estimations are significantly

different, one could argue that the prescriptive function of the model is contained, as most

of the parameters are similar (see Figure . This is also reflected in the low value of

the Hausman test statistic. For example, the own price elasticity parameter is -1.542 in

the artificial estimation versus -1.809 in the real estimation. Finally, we observe a MSE of

1.12, which indicates that the real parameter estimates deviate 1.12 on average from the

artificial parameter estimates (see Figure 24)).
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Surprisingly, the artificial estimation did not suffer from autocorrelation, resembling
the real estimation (p = -.003, p = .70). Compared to the real estimation, the artificial
estimation does suffer from heteroskedasticity (x* = 1,104, p < .00). Next, we conduct a
Jarque-Bera test on all the residuals and a Shapiro-Wilk test for normality on a random
sample of 5,000 residuals from the artificial estimation (Leeflang et al.[[2015). Compared
to the real estimation, we can not assume that the residuals are coming from a normal
distribution (x? = 11,113,000, p < .00; W = .95, p < .00). Leeflang et al. (2015) note
that with increasing samples sizes, the null-hypothesis of normally distributed errors is
rejected more often, because even minor deviations from normality signify a violation of the
assumption. To investigate the consequences of non-normal distributed errors, we perform
bootstrapping. Bootstrapping functions as a remedy for non-normality issues, but also
functions as verification of the initial model. When we apply bootstrapping we observe
that the price combined with a feature and display for the brand (p = .39) and rain (p =
.23) arise as insignificant variables.

In contrast to the real estimation, the artificial estimation suffered from multicollinearity.
The VIF values for two of the explanatory variables are higher than 5. Therefore, we
generate more data to see whether additional artificial data leads to more variation in
both variables and to reduce the correlation between both variables (n = 100,000). This
procedure did not prevent the estimation from suffering from multicollinearity (VIF = 8
and 10), neither did it improve the fit of the estimation (R? = .89, p < .00) nor resemble
the real estimation better (x* = 7,440, p < .00). A second procedure is to delete one of
both variables from both the real and artificial estimation, next to omitted variables bias,
deleting the variable PrivateLableBasePricePU (x? = 13,906, p < .00) or BasePrice (x*
= 7,590, p < .00) did not lead to a closer resemblance between the real and artificial
estimation.

Finally, we apply L!-regularization to obtain sparse parameter estimates. In Figure
we display the sparse parameter estimates. The MSE decreases to .98 from 1.12 in the
estimation without L'-regularization in Figure[24] In conclusion, we argue that the artificial

estimation is able to retain the prescriptive value of the real estimation.

6.4. Convergence
In this section, we compare the different GAN architectures in terms of performance to
approximate the real data distribution pg.i.. As we described, theoretically GANs approx-

imate the real data distribution. However, we also described that in practice there are
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many roadblocks in reaching this state of convergence (see section . Therefore, the
literature identified Recurrent GANs, DCGANs, WGANs, WGAN-GPs as improvements
to overcome the difficulty of training GANs (Radford et al. 2015, [Salimans et al. |[2016)
\Arjovsky et al.|2017, (Gulrajani et al.[2017)).

We evaluate the architectures over the three data sets in terms of accuracy of the dis-
criminator over the artificial samples, the correlation between a sample from pgaia and pg,
loss function values and univariate distributions of the artificial samples. The architecture
for the DCGAN, WGAN and WGAN-GP we adapt is visible is available in Figure [§| For
the RGAN, we replace the generator with a LSTM layer.

6.4.1. Accuracy of the discriminator. For the three data sets, we first evaluate the
accuracy of the discriminator on the artificial samples G(z) over the iterations (see Figure
26)). In other words, we plot D(G(z)) over iterations. We separate the comparison in terms
of accuracy of the discriminator between Wasserstein loss based GANs and other GANS,
because the discriminator acts as a critic rather than a classifier. Therefore, we are unable
to obtain an accuracy for the Wasserstein GANSs, because the activation function of the

discriminator is linear instead of a sigmoid.
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Figure 26  Comparison of the accuracy of the discriminator over iterations. One epoch in the plot represents 100
iterations of training. The line is a running average with a width of 5. For this experiment we did
not use label smoothing, because then we would be unable to calculate the percentage of correctly

classified artificial observations.

From Figure we observe that for all data sets the GAN and DCGAN are uncertain
whether the artificial samples are from pgata Or pg. However, for the lemonade sales data
set that the accuracy of the discriminator in the RGAN goes to 100 percent rapidly over
the artificial observations. On average the discriminator predicts the artificial samples to
be artificial 94.59 percent correctly. Indicating that the generator is unable to improve due
to the lack of gradient from the discriminator. We make several attempts to increase and
decrease the capacity of the discriminator and generator in the RGAN. Unfortunately, this
did not lead to improve the accuracy of the discriminator over the artificial samples.

The GAN and DCGAN show for all the data sets that the discriminator is more uncertain
about whether the artificial samples are from pgata Or pg. For the lemonade sales data
set, the average accuracy of the discriminators for the GAN and DCGAN over G(z) is
around 74.6 percent in both cases. For the public churn data set that the average hitrate of
the discriminators is 60.92 percent and 54.77 percent. The accuracy of the discriminators
of the real churn data set is on average 64.44 percent for the GAN and 54.62 percent
for the DCGAN. Theoretically, we expect that the situation where the accuracy of the
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discriminator is around 50 percent, the generator generates the highest quality of samples.
Therefore, in the next section, we shift our attention to the ability of the generator to

generate realistic samples over the iterations.

6.4.2. Correlation between samples from pg.:. and pg. We investigate the correlation
of the samples from pg.i. and pg for the GAN architectures. For each 100 iterations, we
take a sample from pg and pgata to calculate the correlations. Specifically, for each sample,
we obtain the relationships among the variables in a correlation matrix. We flatten the
matrix into a vector and calculate the Pearson’s correlation between the relationships of
the variables in the two samples. In this way, we compare the relationships among variables

in both samples. We present the results in Figure
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Epoch

Figure 27 Comparison of the correlation between samples from pgaa and pc over iterations. One epoch in the
plot represents 100 iterations of training. We train the WGAN-GPs only 30,000 iterations due to the

large computational cost of penalizing the gradient.

For the lemonade sales data set, we observe that the generators of the GAN and DCGAN
generate samples of high-quality early in training. Interestingly, this corresponds with our
earlier observation that the discriminator is highly uncertain in the GAN and DCGAN.
Unfortunately, the high certainty of the discriminator in the RGAN results in a decrease

GAN

~— DCGAN
— GAN

— RGAN
- WGAN
- WGAN-GP
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in the correlation between samples. In Figure [26], the discriminator becomes highly certain
around 10,000 iterations. Exactly at the same iteration, the generator does not have a
gradient to improve the quality of the artificial samples (see Figure . Similarly, the
generators in the Wasserstein GANs perform well in early training, but the correlations do
increase as training develops. In conclusion, the GAN or DCGAN perform best. However,
in terms of computational expensiveness, the DCGAN is more efficient (see section .
Therefore, we prefer the DCGAN for the lemonade sale data set.

For the public churn data set, we observe that the uncertain discriminators for the
GAN and DCGAN lead to artificial samples of high-quality after only 10,000 iterations. In
Figure the accuracy of the discriminators in the GAN and DCGAN is highly uncertain.
However, one could argue that the discriminators are almost too uncertain. As a result, in
Figure we observe that the correlation of the samples does not increase. This highlights
the importance of a delicate balance between the two players.

In terms of the Wasserstein GANs, the WGAN samples first decrease in quality and
after around 10,000 iterations the WGAN strongly improves the quality of the samples to
around a Pearson’s correlation of .75. In conclusion, there is a small difference between the
correlation of the samples for the architectures. Ultimately, the DCGAN returns the highest
correlation between the samples from pgat. and pg. Therefore, we prefer the DCGAN for
the public churn data set.

Similarly, for the real churn data set, we find that the uncertainty of the discriminators
result in a high correlation between the samples for the GAN. Surprisingly, the GAN
outperforms the DCGAN, WGAN and WGAN-GP. Possibly, due to a large number of
examples (n = 1,262,324), the data generating process is very complex to model. Therefore,
we take advantage of the fully dense connected layers in the GAN compared to the DCGAN
where the connections are sparse (see section [3.5.4).

6.4.3. Univariate distributions of the artificial samples. Additionally, we store the
distributions of the first eight variables from artificial samples as images. We visualize
the distribution of the artificial samples for all architectures and data sets over iter-
ations here: https://www.youtube.com/channel/UCNA5DwzV41ii-6NC-4epRHUA/videos.
We present the original univariate distribution of the first eight variables of the data sets

in Figure
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Figure 28 The univariate distribution of the first eight variables from the respective data sets in the fol-
lowing order: the lemonade sales data set, public churn data set and real churn data set. For
clarity, we create playlists for each data set which show the development of training for all
the architectures. For the lemonade sales data set: https://www.youtube.com/playlist?list=
PL_hzHTwLKJxKn9gb-00vbF2udcvyxgivi, for the public churn data set: https://www.youtube.com/
playlist?list=PL_hzHTwLKJxIqrtcl5sUltUVT3eBjF1NW, and for the real churn data set https://www.
youtube.com/playlist?list=PL_hzHTwLKJxKzpEClcNsREOd2Yab5usNhz.

In line with previous observations, we observe from the videos that the generators are
able to represent the distributions early in training. Overall, around 10,000 iterations the
distributions are represented by the generator. Interestingly, the distributions occasionally
change shape completely, possibly due to the regularizing effect of the mini-batch sizes.
Each time we sample a mini-batch the distribution of the variables is different. In conclu-
sions, the videos of the distributions largely support our findings from earlier analyses (e.g.,
Figure [27] and [26]). The GAN and DCGAN quickly converge to the original distributions
from Figure 28 While the RGAN, WGAN and WGAN-GP experience more difficulty to

converge to the original distributions.

6.4.4. Conclusion. We conclude with an interesting observation that the GANs do not
require a high amount of iterations to result in a generator with high-quality samples. To
illustrate, some of the most impressive results for the generation of celebrity face images
are a result of training with 8 Nvidia Tesla V100 GPUs for 4 days (Karras et al.[2017). In
this study, training a DCGAN takes around 1 hour on Google Colab which uses, depending
on what is available as a free user, a single Nvidia K80, T4, P4 or P100 GPU.

Overall, the GANs and DCGANs quickly converge to represent the real distributions.
This confirms the usage of DCGANS in our elaborated analysis in our results chapter [6]
One explanation for the superior performance of DCGANs may arise from the statistical
efficiency (see section[3.5.4). The number of observations in the public churn and lemonade
sales data set is too low for the densely connected layers in a GAN. Therefore, we possibly

benefit from the efficiency of the convolutional layers in the DCGAN.
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Surprisingly, in case of the real churn data set, the GAN clearly outperforms the DCGAN
in terms of correlation between the samples. A plausible explanation may be that the real
churn data set consists of a large number of observations (n = 1,262,423). Therefore, we
can profit from the densely connected layers in the GAN to approximate the relatively
more complex data generating process.

The Wasserstein based GANs theoretically have attractive properties but do not out-
perform the GAN and DCGAN. One explanation may be that the distributions always
overlap, because we scale the distributions pg and pga. to lie between -1 and 1 (see section
. Potentially, we do not take full advantage of the theoretical properties of Wasserstein
GAN:S.

Finally, the RGAN performs the worst out of any of the architectures for the lemonade
sales data set. One possible explanation may be that the introduction of an LSTM layer
in the generator introduces a large number of weights with complex interdependencies
(see section [3.5.5)). The low number of observations in the lemonade sales data set only
exacerbate the problem of having even more weights. To illustrate magnitude of this issue,
consider that we have 169 observations and sometimes up to 6 million weights. As a
result, the generator is not able to generate samples of any acceptable quality for the
discriminator to become uncertain. In the following section, we perform robustness checks

to the hyperparameters we use in this study.

6.5. Robustness checks

In this section, we perform robustness checks for the public churn data set. We aim to
investigate the effect of different optimizers, activations, dropout, batch normalization
and label smoothing. To start our experiment, we use the DCGAN defined with 50,000

iterations.

6.5.1. Optimizers. First, we only vary the optimizers for the generator and discrimi-
nator. From the literature, we select Leaky ReLU as activation function, but do not use
dropout, a batch size of 10, a learning rate of .001, no batch normalization nor one sided-
label smoothing.

Every optimizer except for the stochastic gradient descent (SDG) uses adaptive learning
rates. The other optimizers scale the learning rate inverse proportional to the sum of

squared gradients. The main differences between the adaptive learning rate optimizers are
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the way the previous gradients are remembered. The AdaGrad algorithm stores the sum
of squared gradients, which can lead to a rapid decrease in the learning rate for some
weights. This is also what we observe in Figure Recall that the discriminator has the
objective to maximize the log-likelihood and the generator the objective to minimize the
log-likelihood (see Equation. After around 20,000 iterations the AdaGrad barely further

maximizes the log-likelihood possibly due to possibly a low learning rate.
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Figure 29 Comparison of optimizers for the public churn GAN for 50,000 iterations. We cut the loss of the

generator at .01 in the plot for a clear comparison.

Due to the possible rapid decrease of the learning rate in AdaGrad, other optimizers

take an exponentially decaying average of the gradients. This causes the most recent gra-

dients to influence the adaptation of the learning rate the most. Kingma and Ba/ (2014)

show empirically that Adam optimizer outperforms the other optimizers. From Figure
we derive a similar conclusion. In terms of the discriminator and generator, the Adam
optimizer outperform the other optimizers. Therefore, in our robustness checks we proceed
with the Adam optimizer. Only in our conclusion in section [6.5.8, we compare the results

from the robustness checks with the architecture from our main results in chapter [6
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6.5.2. Activation functions. We vary the following activation functions for each layer
in the discriminator and generator: tanh, sigmoid, ReLU, Leaky ReLLU and softsign. The
derivative of the sigmoid and tanh activation function saturates for large values of the
input (e.g., o'(x) = o(x)(1 — o(x)) and tanh’(xz) = 1 — tanh*(x)). However, the maximum
of the derivative of the sigmoid function is .25. In the backward pass of backpropagation to
update the weights, we multiply the derivative of the activation function with the gradient.
If we use the sigmoid activation function in the hidden layers, we only pass 25 percent of
the information to the weights. Therefore, the sigmoid activation function is discouraged as
activation function in the hidden layers. The main motivation to use the ReLLU activation
function (max(0, z)) is that the derivative is 1 for all positive inputs. In backpropagation,
this enables the network to learn pass 100 percent of the information to the weight update.
The downside is that the derivative is undefined for inputs that are zero. Therefore, Leaky
ReLU returns a small constant « for the negative inputs to keep the unit active (i.e.,

max(0, z) + amin(0, 2)).
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Figure 30  Comparison of activations for the public churn GAN for 50,000 iterations. We cut off the value of the

loss for the generator at .00005 and the iterations at 15,000 to get a clear comparison.

From Figure |30, we observe that the Leaky ReLLU and ReLU activation function perform

best for the generator. For the discriminator, the tanh activation function performs best.
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However, in case of the minimax game, the Leaky ReLU and ReLU result in a game where
the generator is perhaps stronger which leads the discriminator to be less confident. For
following robustness checks, we choose to use the Leaky ReLU in both the generator and

discriminator.

6.5.3. Learning rate. The learning rates are often cited to be one of the most important

hyperparameters. However, Kingma and Ba/ (2014) describe that the Adam optimizer is

robust to the initialization of a random learning rate, because we adapt the learning rate
during training. Figure 31| largely confirms their statement as the development of the loss
for the learning rates is very close. Subsequently, we decide to continue with the learning

rate .0001.
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Figure 31 Comparison of learning rates for the public churn GAN for 50,000 iterations. We cut off the value of

the loss for the generator at .00005 to get a clear comparison.

6.5.4. Dropout. For this robustness check, we only apply dropout in the architecture
of the discriminator. Interestingly, the dropout in the discriminator also seems to induce
randomness in the generator due to the minimax game. Figure [32[ shows how with each 20
percent increase in the probability of dropout for the input and hidden units, the variance

of the loss increases for both the generator and discriminator. A dropout of 40 percent
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seems to lead to a reasonable randomness in the loss of both players, while 60 percent seems

to lead to too much randomness. Especially in the loss of the generator. This observation is

in line with the original paper of Srivastava et al.| (2014). The authors found that a dropout

of 40 percent leads to the lowest generalization error. Therefore, we select to proceed this

experiment with 40 percent dropout in the architecture.
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Figure 32 Comparison of dropout for the public churn GAN for 50,000 iterations. We cut off the value of the

loss for the generator at .1 to get a clear comparison.

6.5.5. Batch size. In this section, we experiment with different sizes for the mini-batch
size. As we described earlier, a small mini-batch size leads to a more noisy gradient. This has
a regularizing effect and potentially allows us to escape local minima. A larger batch size
allows us to compute more accurate gradients. From Figure |33, we observe that the smaller
the batch size, the more variation in the loss function for both players. For subsequent

experiments, we continue with a batch size of 250 observations.

6.5.6. Batch normalization. As we described in section batch normalization
allows all the layers in the network to learn at the same speed. From Figure we observe
that batch normalization has little effect on the optimization of both networks. One expla-

nation could be that the networks are not sufficiently deep to have a large effect on the



68

discriminator discriminator discriminator discriminator
10 50 100 150
20 30
20 15 20
15 20 15
10 10 10 10
5 5 5
0 0 0 0
o o o o [} o o o [} [ ] o o o [ ] o o o o o o
o o o o [=] L= o o [=] o o o o o o o o o o o
o o o o o o o (=] o o o o L] o o o o o o o o o o o
o (=] o o (=] (=] o o (=] [ ] o (=] o (=] o o o o (=) o
— o™ (] =T Lo — (8] () =T w — o™ o - uw — (] () =T uw
discriminator discriminator discriminator discriminator
- 200 250 500 1000
20 25
. t % 2
15 15 batch_size
10 10 10 10 =
5 5 5 5 — 10
- 0 0 0 0 — 5
's) o o o o o =] o o o o o o o o o o o o o o
o o 8 8 8 8 8 o 8 8 8 8 8 o 6 8 8 8 8 o 8 8 8 8 8
c a o o o o e o a o o e o o o o e a o o o — 100
e — o™ (] =T Lo — (8] () =T w — o™ o - uw — (] () =T uw
2 — 150
= generator generator generator generator
o — 200
s}
J 10 50 100 150 — o5p
0.025 0.025 0.025 0.020
0.020 0.020 0.020 - 500
0.015 0.015 0.015 0.015
0.010 0010 0.010 0.010 1000
0.005 M 0.005 0.005 0.005
0.000 L 0.000 L 0.000 0.000
o o o o o o o o
- 8 8 8§ -~ 8 88 - 8 &8 8 - B &8 @
generator generator generator generator
200 250 500 1000
0.025 0.025
0.020 0.020 0.020 0.020
0.015 0.015 0.015 0.015
0.010 0.010 0.010 0.010
0.005 | 0.005 0.005 0.005
0.000 et L 0.000 L1 0.000 0.000
[=] [=] (=] (=] [=] [=] [=] (=]
- § 8 8 -~ § &8 8 - § 8 8 ° B & &8
lterations

Figure 33 Comparison of batch size for the public churn GAN for 50,000 iterations. We cut off the value of the

loss for the generator at .00005 to get a clear comparison.

optimization. Due to the theoretically attractive properties, we decide to include batch

normalization for our final experiment.

6.5.7. Label smoothing. Finally, we test whether label smoothing reduces the certainty
of the discriminator. From Figure we observe that label smoothing indeed reduces the
performance of the discriminator. Not only does it reduces the certainty of the discriminator
in the early stages of training, it also does reduce the certainty late in the optimization
procedure. Taking this evidence into account, we argue that it is useful to apply label

smoothing.

6.5.8. Conclusion. The findings are largely in line with the Al literature and support

our architectural choices in chapter [6] for the publicly available churn data set. Therefore,



69

discriminator generator
25
0.005
20 0.004
B 15 0.003
E batchnorm
g — batchnorm
E; — without batchnorm
910 0.002
5 0.001
0.000 Mhhl J.lh“L.Jh | h i .
0
0 10000 20000 30000 40000 50000 0 5000 10000 15000
lterations

Figure 34  Comparison of batch normalization for the public churn GAN for 50,000 iterations. We cut off the

value of the loss for the generator at .005 to get a clear comparison.
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Figure 35  Comparison of label smoothing for the public churn GAN for 50,000 iterations. We cut off the value

of the loss for the generator at .005 to get a clear comparison.
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we motivate the use of the Adam optimizer, activation functions, a learning rate of .0001,
dropout of 40 percent, batch normalization, a mini-batch size of around 250 observations

and label smoothing in this study.

7. Conclusion, limitations and future research
In this chapter, we first conclude our paper. We also describe the limitations of our work

and interesting directions for future research.

7.1. Conclusion

Until now, the marketing literature has not fully reaped benefits from the recent advance-
ments in the Al literature. From the Al literature on generative modeling, we propose a
variety of GANs to generate privacy-friendly artificial data. The methodology stands out
compared to previous attempts in the ability to approximate the data generating process
and the ability to share the artificial data for any purpose. As a result, practitioners and
academics are able to share artificial data that helps to increase the predictive accuracy
of estimations for practitioners or the ability to derive generalizable results and stimulate
overall progress in science for academics.

We provide clear theoretical arguments for the ability of GANs to generate artificial data
that is equal to the data generating process in distribution. We test and provide evidence
in favor of our methodology for three data sets in terms of the ability to generate high-
quality artificial samples, predictive ability and the ability to derive meaningful insights
from parameter estimates. Surprisingly, we show that the estimations on artificial data are
able to outperform the estimations on real data in terms of predictive validity. Moreover,
we compare different architectures of GANs from the Al literature to generate marketing
data. Despite the identified difficulties with the convergence of GANSs, we show how a
deep convolutional generative adversarial network (DCGAN) and a generative adversarial
network (GAN) are generally able to quickly generate high-quality samples of marketing
data. We conclude with robustness checks to provide support for the decisions of the many

hyperparameters in our architectural specifications.

7.2. Limitations
There are several limitations to this study. First of all, we are unable to account for the
panel structure of the lemonade sales data. Therefore, we had to reduce the panel data

to one supermarket chain and one lemonade brand (i.e., only 169 observations). This is
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considered to be an extremely limited amount in the application of GANs. One potential
solution would be to treat the panel data set as we treat images in the Al literature. In
the AT literature, we treat images as three-dimensional arrays. The first dimension refers
to the rows, the second to the columns and the last dimension refers to the channels:
red, green and blue pixels. To illustrate, we can transform the panel data set in a three-
dimensional array where the first dimension denotes the period over which the data are
recorded. The second dimension refers to the variables available in the data set and the
last dimension refers to the individual dimensions. The individual dimension can be the
supermarket chains or the lemonade brands. Unfortunately, the lemonade sales data set
is unbalanced, therefore we are not able to treat the data in such a way. Another issue
arises from the low number of observations in the lemonade sales data set. In case of image
generation, the data usually consists of more than a million observations (Karras et al.
2017). Nevertheless, the results for the lemonade sales data set are still useful for marketing
modeling. Therefore, we do show that the applications of GANs are not limited to data
sets in the order of millions of observations.

Second, we obtain a correlation of zero when we compare the individual distributions of
variables from pg and pga. (see section . Therefore, we argue that the samples from
pe are not privacy sensitive. The literature has identified a large arrange of methods to
evaluate whether artificial data are actually privacy-friendly. For example, |[Schneider et al.
(2018) use the predictions of a multinomial logistic regression that the artificial data are
unable to identify a unique store ID. The higher the probability that the artificial data
are able to identify a unique store ID, the less privacy-friendly the data are. However, at
the same time, we want our artificial data to be able to explain real-life events. Therefore,
privacy protection and ability to derive meaningful insights is a trade-off that requires

further investigation. Which brings us to future research in the next paragraph.

7.3. Future research

We identify several interesting avenues for future research. As we discussed, additional
research is required to investigate the privacy - insights trade-off. One avenue to mitigate
this trade-off would be to incorporate differential privacy into the training of a GAN (Abadi
et al.|2016)). Differential privacy has strong theoretical privacy guarantees (Dwork and
Roth/[2014). Differential privacy ensures that if all the components are differential private

(e.g., each individual observation), then so is their composition. Therefore, it ensures a
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form of group privacy for the entire data set. Also, it is resilient to post-processing. For
example, we would not be able to reverse engineer a GAN to output a sample from the
Pdata distribution. Less formal, differential privacy requires that no subject in the study
has a significant influence on the information released by the algorithm. Therefore, we urge
future research to incorporate differential privacy in a GAN.

Second, it is worthwhile to identify the effects of the generation of artificial data on the
perceived privacy concerns among individuals. [Martin et al. (2017) identify that privacy
concerns (such as data breaches) among individuals reduce firm and industry performance.
Transparency and trust positively mediate this effect. Therefore, firms would be able to
use the proposed methodology to investigate the effects on privacy concerns. One could
argue that our methodology creates transparency, because we are able to release the entire
artificial data set. Therefore, why would an individual still have privacy concerns with
regard to artificial data?

Third, the Al literature has a history of visualizing the learned representations present in
neural networks. For example, we know that representations in image recognition networks
resemble what our primary visual cortex registers when we look at images (Olshausen and
Field [1996). Due to the composition of non-linear functions in a neural network, represen-
tations in earlier layers are easier to understand, but become increasingly abstract in later
layers (Goodfellow et al.[2016). At the time of writing, we do not yet fully understand what
representations are learned from the data in the context of marketing or more broadly eco-
nomics and business. Radford et al.| (2015) show that, due to learning representations, we
are even able to manipulate the vector space to remove or add representations. Therefore,
if the representations learned in a GAN resemble the underlying causes for the variation
in the observed data from pgai., we might be able to manipulate the data to overcome
econometric issues such as multicollinearity. Future research is required to identify what
these representations consist of and how we are able to manipulate the vector space to
overcome econometric or other data issues such as class imbalance.

Fourth, the field of transfer learning in the Al literature focuses on the ability to share
a neural network from one prediction tasks to other prediction tasks assuming that the
underlying causes for variation in the data are similar (Goodfellow et al.|[2016)). For exam-
ple, the ability to predict churn and customer lifetime value (CLV). In this scenario, we are

able to train a deep neural network to predict churn. The neural network learns relevant
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representations to explain variance in churn behavior. In the CLV prediction task, we train
the neural network again on the second data set and use the trained neural network to
predict CLV. As such, we are able to improve generalization to new data (Dauphin et al.
2012). Especially if the number of observations per class is low in the data for the second
prediction task (Goodfellow et al.2016)). We are able to transfer neural networks to new
prediction problems thanks to the learned representations that are able to explain variance
in both prediction tasks. In some extreme cases, we do not even train the neural network
again on the second data set to obtain a good prediction performance. This is also called
zero-shot learning (Goodfellow et al.|2016]).

After this little excursion into the Al literature, we return to the benefits of transfer
learning to the marketing literature. We argue that marketing science could train one
neural network and delete the data that it was trained on. Subsequently, instead of sharing
data, we would be able to share the neural network with the learned representations to be
trained on other data sets without violating the privacy of the customers in the data set.
Especially, if we would train the neural network with differential privacy guarantees (Dwork
and Roth 2014)). The neural network would not only increase in predictive accuracy or
generalize better over new observations, but we would also be able to preserve the privacy
of the individual. We urge the literature to pursue such avenues to preserve the privacy of
the individual while maintaining the ability to derive meaningful insights.

Finally, there are many more interesting potential applications of deep learning to mar-
keting issues. For example, it would be interesting to investigate whether GANs are able
to act as an imputation method to recover missing observations. Early evidence from |Yoon
et al. (2018) show that a GAN outperforms state-of-the-art imputation methods in terms
of post-imputation predictions and the root mean squared error distance from the real
observations. Another application would be to use the idea of adversarial examples from
Goodfellow et al.| (2014b)) to reduce the generalization error in marketing prediction prob-
lems (see section . We hope that this study is the first to many more novel applications
of deep learning in the field of marketing.
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