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Abstract

We apply five popular personalization approaches to two large-scale field experiments with
many interventions (aka megastudies) aimed at increasing vaccination rates (the Walmart study
of Milkman et al. (2022) and the Penn-Geisinger study of Milkman et al. (2021) and Patel et al.
(2023)). We find limited value of targeting in the Walmart experiment and a four times higher
value of targeting in the Penn-Geisinger experiment. We seek to explain the difference in the
gains from personalization between the two studies and show that the presence of heterogeneity
alone is not sufficient to predict whether a targeting exercise will be successful. Instead, a
specific form of heterogeneity, which we call “actionable” heterogeneity, determines the value of
targeting. We demonstrate how the amount of actionable heterogeneity depends on three forces:
(1) within- and (2) cross-treatment heterogeneity, as well as (3) cross-treatment correlation. For
studies with many interventions, such as the ones we analyze, determining the magnitude of
actionable heterogeneity can be challenging. To aid this task, we develop a model that estimates
the value of personalized policies compared to the best untargeted intervention using three simple
summary statistics of the data. We find that the value of actionable heterogeneity of the Penn-
Geisinger study is higher than that of the Walmart study, which can explain the difference
in the observed values of targeting. Our model also illustrates conditions when adding more

treatments to an experiment may hurt the value of targeting even in infinite samples.
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1 Introduction

A /B tests (online randomized control trials) are a popular strategy to find effective interventions in
economics (e.g., Blake et al., 2015; Azevedo et al., 2020), marketing (e.g., Feit and Berman, 2019;
Fong and Hunter, 2022), operations (e.g., Zhang et al., 2020; Ye et al., 2023), information systems
(e.g., Burtch et al., 2015; Bauman and Tuzhilin, 2018), and data science (e.g., Johari et al., 2017;
Jamieson and Jain, 2018). Different policies and interventions are tested against each other in real-
world contexts and the best-performing intervention is deployed. The randomized experimental
design ensures internal validity, and the field setting makes findings realistic.

A/B tests can be leveraged to further improve desired outcomes (such as revenue, policy out-
reach, etc.) using targeting and personalization policies.! In addition to treatment assignment and
the outcome of interest, experimenters can collect covariates (e.g., demographics, purchase history,
or location) to compute Heterogeneous Treatment Effects (HTEs), which are the effects of treat-
ment on specific subgroups, rather than the entire population. This enables analysts to determine
the optimal intervention for each subgroup instead of applying the same policy to all. For instance,
analysis might reveal that shorter promotional messages are more effective for younger individuals,
while longer ones work better for older individuals. Targeted interventions of this nature have the
potential to significantly enhance outcomes, and therefore it is important to understand under what
conditions HTEs are effective for targeting.

There are multiple ways one can approach a targeting task. Ascarza (2018) and Athey et al.
(2023) caution against relying on popular heuristics, such as targeting high-risk individuals, and
instead advise to explicitly model heterogeneity. Typically, such modeling involves three stages:
training, prediction, and optimization.? (1) Initially, a flexible machine learning model is trained
on experimental data linking each treatment arm and individual covariates to observed outcomes.

(2) In the prediction stage, the trained model forecasts counterfactual outcomes for each individual

Throughout this paper, we will use the terms “targeting” and “personalization” interchangeably, meaning an
assignment of an intervention (including, possibly, no intervention) to an individual based on their observable char-
acteristics.

2Similar stages are involved in other applications of machine learning tools to real-world decisions. Recent
literature emphasized that this approach may not be optimal (see, e.g., Elmachtoub and Grigas, 2022; Chung et al.,
2022).



under all possible treatment assignments. (3) Finally, the treatment with the highest predicted
outcome for that individual becomes the recommended personalized policy. However, there are
also other methods outside this paradigm that were developed for targeting. The causal tree
method (Athey and Imbens, 2016) directly searches for heterogeneous treatment effects, combining
steps (1) and (2). The causal forest (Wager and Athey, 2018) generalizes this method and is now
extensively used for targeting (see, e.g., Davis and Heller, 2017; Luo et al., 2019; Bonander and
Svensson, 2021). Similarly, Hitsch et al. (2023) develop a non-parametric approach to estimate
HTEs. Another approach is to combine all three stages and directly optimize the targeting policy.
Examples include outcome-weighted learning (Zhao et al., 2012) and Policy DNN (Zhang, 2023).
The majority of these methods focus on experiments with binary treatments but are not easily
extendable to experiments with many interventions.

Empirically, past research has found mixed evidence regarding the effectiveness of personaliza-
tion. A few examples reporting effective targeting policies are identifying geographical regions for
targeted lockdowns during the COVID-19 pandemic (Acemoglu et al., 2021), refugee placement
(Ahani et al., 2021), teacher-to-classroom assignment (Graham et al., 2022), cancer outreach in-
terventions (Chen et al., 2020), advertising in mobile apps (Rafieian and Yoganarasimhan, 2021),
and promotion of household energy conservation (Knittel and Stolper, 2019). Across this variety
of contexts, researchers have identified substantial benefits from targeting that sometimes exceeded
100% increase in outcome level relative to uniform (untargeted) policies.

However, in other contexts, particularly in experiments with many interventions, researchers
did not find such large gains from personalization. Yoganarasimhan et al. (2023) find limited
benefits from personalizing free trial lengths: the uniform policy assigning the shortest trial length
to everyone outperformed causal forest-based targeting methods. Dubé and Misra (2023) report
advantages of personalized pricing, yet the added value of personalization does not significantly
surpass the confidence interval of the best uniform policy. Smith et al. (2023) find that machine
learning targeting methods yield effects ranging from -31% to +15% compared to the best uniform
policy, depending on available data inputs. Perdomo et al. (2023) show that individual school

dropout risk scores do not provide targeting opportunities that go beyond the information contained



in environmental variables.

What makes personalization effective in some cases and not effective in others? One explana-
tion might be that the studies that show little value of targeting do not have enough observable
heterogeneity: if everyone reacts similarly to an intervention, it does not make sense to personalize
it, and the best policy is to deploy the best-performing intervention uniformly. Another issue that
might arise in experiments with multiple interventions is correlation in responses to treatments
across individuals. For example, two versions of a landing page that only have a minor differ-
ence may appeal to the same people, making targeting ineffective. This paper shows that while
heterogeneity and lack of correlation among interventions are important, neither alone suffices to
indicate the value of targeting over the best-performing uniform policy. Instead, we demonstrate
that only a specific form of heterogeneity can create value from targeting. Namely, to be “action-
able” for targeting, heterogeneity that moderates the treatment effects within different subgroups
is not sufficient. It also needs to have a few subgroups for which the most successful intervention
is not the same. Visually, this appears as a crossover between one intervention and another, if
the individuals are ranked by their treatment effects. We show that the magnitude of crossovers
with the best-performing intervention determines what portion of heterogeneity is “actionable” for
targeting.

To illustrate the concept of actionable heterogeneity, we analyze two large-scale field experiments
with many interventions: the Walmart flu shots study Milkman et al. (2022) and the Penn-Geisinger
flu shots study Milkman et al. (2021); Patel et al. (2023). In these studies, 22 and 19 behavioral
nudges informed by psychological theory were tested concurrently to improve flu vaccination rates.
We evaluate several popular targeting approaches and find a relatively small gain from personal-
ization (3% relative improvement over the best uniformly applied treatment) in the Walmart study
and a more substantial value of targeting (13% relative improvement) in the Penn-Geisinger study.

We develop a statistical model of the value from targeting and show that the magnitude of
crossovers is affected by three forces: (1) within-treatment heterogeneity (the variation of individual
responses for the same intervention), (2) cross-treatment heterogeneity (the variation of average

responses across interventions), and (3) cross-treatment correlation (how independent are responses



to different interventions for the same individual). We describe how this model can be used to
gauge the potential from personalization before running an experiment if a researcher has prior
expectations for the amounts of within- and cross-heterogeneity and cross-correlation. We find that,
surprisingly, sometimes having more interventions can hurt the potential gain from personalization.
In addition, we show how the model can be applied after running an experiment, taking into account
the amount of prediction error in estimation of counterfactual outcomes. This method can point
a researcher who is concerned with lackluster returns to personalization into the right direction:
whether to find more precise estimation methods, or to experiment with other interventions and
collect more data. When we apply the model to both megastudies we analyze (Walmart and Penn-
Geisinger), we find that the Walmart study has a lower amount of actionable heterogeneity, which
can explain the difference in the targeting values we find.

To summarize, this paper offers three contributions. Section 2 makes a substantive contribution
by estimating the value of personalization in two large-scale field experiments with many interven-
tions. Section 3 makes a theoretical contribution: we show that heterogeneity alone is not a suffi-
cient indicator of the potential value from targeting. Instead, the magnitude of crossovers with the
best-performing intervention determines the value of targeting, and the magnitude of crossovers is
in turn influenced by three moments of the data: within-treatment heterogeneity, cross-treatment
heterogeneity, and cross-treatment correlation. Section 4 applies this model and shows how to
gauge the personalization potential prior to running an experiment, compare the targeting poten-
tial across different studies, and distinguish between inefficiencies of targeting methodologies and

a lack of actionable heterogeneity.

2 The Value of Targeting in Two Large-Scale Experiments

2.1 Description of the Experiments

We assess the value from targeting using data from two large-scale field experiments. Both these
experiments were conducted in a “one-shot”, non-adaptive setting, meaning that the treatment

assignment was done once and all people received at most one intervention. Throughout our



analysis, we will focus on this setting, leaving beyond the scope of this paper personalization in
online adaptive experiments (see, e.g., Schmit and Johari, 2018; Liao et al., 2020; Goldenberg
et al., 2021; Rafieian, 2023; Ghosh et al., 2024).

The first study (Milkman et al., 2022, the “Walmart study”) analyzed the impact of low-cost
behavioral nudges on vaccination rates. Independent teams of behavioral researchers designed 22
text reminders informed by psychological theory to encourage people to get their seasonal flu shot
at Walmart. On average, these text reminders increased vaccination rates by 2.0 percentage points
compared to the business-as-usual control group. The dataset includes covariates such as gender,
age, insurance type, health information, race, and zipcode-level variables such as median income
and ethnic composition. Summary statistics are provided in Table 1. Figure 1 displays the average
vaccination rates for each intervention on a training sample (70% of the population). Interventions
are ordered by decreasing response rates.

The second study (Milkman et al., 2021; Patel et al., 2023, the “Penn-Geisinger study”) also
investigated the impact of text nudges on flu shot uptake, but in a different context. Behavioral
researchers developed 19 text messages to be sent to individuals with upcoming appointments at
Penn Medicine or Geisinger Health, two large health systems in the Northeastern United States.
On average, the text nudges led to a 1.8 percentage point increase in vaccination rates. The
dataset includes a wide array of covariates, such as health system, gender, age, insurance type,
health information, smoking status, weight, marital status, race, whether the patient received flu
shots in 2015-2019, message sending date, and zipcode-level median income. Figure 2 summarizes
the average vaccination rates for each intervention on a training sample (70% of the population).

Interventions are ordered by decreasing response rates.

Table 1: Summary Statistics of Megastudies

Dataset # Observations # Arms #Covariates

Total Continuous Discrete
Walmart 689,693 23 12 5 7
Penn-Geisinger 74,811 20 22 7 15

Note: Arms denote the interventions (22 and 19 text messages respectively), as well as the business-as-usual control.



Figure 1: Interventions of the Walmart Study
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Figure 2: Interventions of the Penn-Geisinger Study
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2.2 Description of the Targeting Methods

For both experiments, we estimate and evaluate five popular targeting methods: OLS, S-Learner
XGBoost, T-Learner XGBoost (Chen and Guestrin, 2016), Causal Forest (Athey et al., 2019), and
Policy Tree (Zhou et al., 2023), which are described in detail below. We chose a sample of methods to
demonstrate various common approaches to targeting: (i) a simple linear targeting method (OLS),
(ii) targeting methods based on a general multi-purpose machine learning model (XGBoost), (iii)
a targeting approach based on a specialized machine learning model for uncovering HTEs (Causal
Forest), and finally (iv) a machine learning model fully specialized for targeting (Policy Tree). A
summary comparing the characteristics of these methods is provided in Table 2. We allocate 70%
of the dataset of each experiment for training the personalization policy, while the remaining 30%
is reserved for evaluation.

Table 2: Targeting Methods Properties

# Models Nonlinearities Objective
OLS 1 No Prediction
S-XGB 1 Yes Prediction
T-XGB | # Arms Yes Prediction
MACF 1 Yes Treatment effects
PT 1 Yes Optimal policy
We will use the following notation. An experiment involves n participants, where i =1,2,... n.

Each participant is characterized by covariates X; and is randomly assigned to an intervention A;,
with A; € A ={1,2,...,m} being a categorical variable. The observed outcome of individual i is
denoted by Y;. A targeting policy 7 : X — A is a mapping from covariates to interventions, i.e.
a targeting policy is a rule that selects a recommended intervention based on a person’s observed
characteristics. This definition highlights the role of covariates: a targeting policy can only be
effective if the available covariates capture meaningful differences between people (Rossi et al.,
1996; Smith et al., 2023). We do not focus on how to select the best covariates or which covariates
are best for targeting, but rather on estimating the best policy given all available covariates.

We implement five popular targeting policies. To maintain parsimony, when we write A;, we

mean the indicator for being exposed to intervention A;.



OLS. In this targeting approach, the outcome variable is modeled by a single linear regres-
sion involving all covariates, all treatments, and all two-way interactions between treatments and

covariates:

Y: = BX; 4+ Vo Ai + 0..X; X Aj + & (1)

The model is then used to predict the outcome variable for a given individual ¢ for each treatment
assignment a:

}//i\a = BXZ + ’)?aa + 5AaXi X a (2)

The intervention with the highest predicted outcome is selected as the targeting policy:
mors(X;) = arg maxi//;l (3)
a

S-Learner XGBoost. If treatment effects are nonlinear in X;, OLS may be suboptimal. To
account for potential nonlinearities, we employ XGBoost (Chen and Guestrin, 2016), which is a
gradient tree boosting algorithm. In the S-Learner version, the intervention indicator is treated as

a regular feature fed into the algorithm, and a single model f is trained for all observations:
Y= f(Xi, Ai) + & (4)

Similarly to OLS, we predict the outcome for each individual ¢ and treatment assignment a, and

choose the intervention yielding the highest prediction.
ms—xoB(X;) = arg max f(Xi,a) (5)

T-Learner XGBoost. In contrast to S-Learners, which consist of a single model, T-Learners
employ a model for each intervention. The overall sample is divided into subsamples, one for each
arm (for arm a, the subsample consists of all individuals i such that A; = a). This ensures that
the interventions are incorporated into the modeling process, even if their predictive strength is

relatively low compared to the covariates (Hu, 2023). We evaluate a T-Learner variant of the



XGBoost algorithm, where separate XGBoost models are trained for each subsample:
Y = fa(Xi) + & (6)

where f, is trained on the portion of data with A; = a. The predictions from all models are then
compared, and the intervention corresponding to the model with the highest predicted outcome is

chosen:

mr-xaB(X;) = arg max fa(X) (7)

Multi-arm Causal Forest. The methods above can be characterized as “predict-then-
optimize” (Elmachtoub and Grigas, 2022; Chung et al., 2022). That is, targeting is done in two
steps: training a model to predict outcomes for all possible treatment assignments, followed by
selecting the highest predicted outcome. Since the objective of these methods is a prediction of
outcome levels, they are not necessarily optimal for uncovering heterogeneity (Athey and Imbens,
2016), which is necessary for targeting. To address this, we estimate a multi-arm causal forest, as
implemented in the R grf package (Athey et al., 2019; Wager and Athey, 2018; Nie and Wager,
2021). Multi-arm causal forests extend the standard causal forest to more than one intervention.
The standard causal forest is designed to identify sub populations with the largest treatment effect
heterogeneity.

A multi-arm causal forest outputs T;“; — an estimated individual-level treatment effect of arm
a relative to the baseline arm ag. To construct a targeting policy, we select the treatment arm with
the highest estimated treatment effect (we set T/\;g =0):

o~

mvacr(X;) = arg max 7y, (8)

Policy tree. The final method we consider is the policy tree (Zhou et al., 2023), which takes
the results of the causal forest as input and seeks the optimal targeting policy in the form of a
decision tree with a specific depth. We estimate a depth-2 policy tree (since a depth of 3 is not
computationally feasible for our datasets) and directly utilize its output as the targeting policy.

Because splits at each node are binary, a depth of 2 implies that no more than 4 interventions will

10



be used in a targeting policy derived via a policy tree.

2.3 Evaluation of Policies

We evaluate the policies on the 30% sample holdout using Inverse Probability Weighting (IPW,
e.g., Rafieian and Yoganarasimhan, 2023; Simester et al., 2020). Using a holdout sample for policy
evaluation is crucial to avoid the winner’s curse and ensure an unbiased estimate (Andrews et al.,
2024). To evaluate a policy 7, we assign to every individual in the holdout sample the treatment
prescribed by the policy, which is denoted by 7(X;). Subsequently, we identify individuals whose
actual experimental treatment assignment corresponds to the one prescribed by the policy, that is,
the individuals for whom A; = 7(X;). Finally, we reweight the outcomes of these people according

to the propensity scores of receiving the treatment A; = w(X;):

e

where é(a|X;) is the propensity score of treatment a (the estimated probability of receiving
treatment a given the covariates X;). As both datasets come from randomized experiments, the
propensity scores é(a|X;) = e(a) are known.

Table 3 shows the value of targeting from each method. The IPW score of each targeting policy
is compared to the uniform benchmark, which identifies the best-performing intervention on the

training (70%) sample and reports the mean response in the test (30%) sample.

Table 3: Targeting Results

Best Uniform | OLS S-XGB T-XGB MACF PT-CF
Walmart 31.2 31.5 314 31.7 32.2 32.2
Bootstrap SE (0.5) (0.6)  (0.6) (0.6) (0.6) (0.6)
Improvement 1% 0% 1% 3% 3%
Penn-Geisinger 31.5 32.5 34.9 34.8 35.6 34.1
Bootstrap SE (1.4) (1.7 (1.8) (1.7) (1.8) (1.6)
Improvement 3% 11% 10% 13% 8%

The table presents the comparison of five targeting policies. The benchmark for relative performance is the best
uniform policy identified on the training sample and estimated on the test sample. The standard errors are derived
by bootstrapping from the test data.

11



Both datasets exhibit targeting potential (all targeting policies perform better out-of-sample
compared to the best uniform policy). However, in the Penn-Geisinger study, all machine learning
targeting methods achieve at least 10% relative improvement over the uniform benchmark, while in
the Walmart study, the best-performing targeting method (policy tree) only achieves 3% relative
improvement over the benchmark. Appendix A.1 provides the details of the best targeting policy
in the Penn-Geisinger study.

To summarize, we evaluated five common targeting methods on two large-scale field experiments
and found that the Penn-Geisinger study shows a value of targeting that is four times higher than

the value of targeting in the Walmart study. We now turn to exploring this difference.

3 What Affects the Value of Targeting?

In this section, we provide a theory for why intuitive factors such as the sample size and the
number of covariates are not sufficient to predict the value of targeting. We develop the concept
of actionable heterogeneity, which depends on the levels of within-treatment heterogeneity, cross-

treatment heterogeneity, and cross-treatment correlation.

3.1 Potential Factors Influencing the Value from Targeting

Intuitively, a difference in the value of targeting might come from differences in statistical power
(sample size) or the available information about individuals (number of covariates). Table 4 shows
that the Penn-Geisinger experiment has more covariates, while the Walmart experiment has a much
larger sample size. That is, these two intuitive factors point in different directions regarding which
experiment might have a higher value of targeting.

Another factor that may influence the value of targeting is heterogeneity in outcomes within
one treatment. Heterogeneity is a necessary precursor for targeting: all else being equal, the
more variation there is in the outcomes of people with different characteristics, the higher value
personalization should have. However, if covariates are not predictive of differences in outcomes,
targeting is futile. We estimate the amount of within-treatment heterogeneity in the two datasets

by using an out-of-sample version of T-Learner XGBoost:
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1. For each intervention, estimate an outcome model among the people who received this inter-

vention
2. On the holdout sample, predict the outcome for each person under each intervention

3. Within each intervention, group people into 10 quantiles based on the predicted outcome level

and compute the mean outcome level within each quantile

4. Calculate the standard deviation of quantile-level mean outcomes for each intervention and

average across interventions.

When applying this procedure to the Penn-Geisinger and the Walmart studies, we estimate the
amount of heterogeneity in the Penn-Geisinger dataset at 0.263, and in the Walmart study at 0.074,
favoring the Penn-Geisinger study as having potentially larger benefits from personalization.
However, there is another factor that can influence the value from targeting, particularly in
studies with many interventions: the level of correlation in responses across treatments. If different
treatments work on the same group of people (e.g., young females respond well to treatments A and
B while other people do not), choosing a personalized action will not generate high returns even if
there is a lot of variation in responses within each treatment. On the other hand, if interventions
are independent, or even negatively correlated, each additional intervention may affect a group of
people unaffected by other interventions, and thereby increase the targeting potential. To estimate
the correlation of treatments given the observed covariates we also use an out-of-sample version of

T-Learner XGBoost:

1. For each intervention, estimate an outcome model among the people who received this inter-

vention
2. On the holdout sample, predict the outcome for each person under each intervention

3. Within each intervention, group people into 10 quantiles based on the predicted outcome level

and compute the mean outcome level within each quantile

4. Assign the mean outcome level within the person’s quantile as a predicted response for a

given treatment

13



5. Compute the correlation matrix of the resulting predictions across interventions

6. Calculate the mean of the off-diagonal elements of the correlation matrix.

The average correlation between interventions is equal to 0.65 in the Walmart study and to 0.81 in

the Penn-Geisinger study. That is, the interventions in the Walmart study are more independent,

favoring the Walmart study as having potentially larger benefits from personalization.

Table 4: Factors That Can Influence the Value from Targeting

Walmart Penn-Geisinger
Number of covariates 12 22
More is better v
Sample size 689,693 74,811
More is better v
Within-treatment heterogeneity 0.074 0.263
More is better v
Cross-treatment correlation 0.65 0.81
Less is better v
Cross-treatment heterogeneity 0.07 0.07
Less is better v v

As can be seen from Table 4, the factors that can influence the value from targeting point in
different directions regarding which experiment might have a higher potential value from person-
alization. Next, we present a framework of actionable and useless heterogeneity that highlights
the interplay between these factors. This framework allows us to arrive at a composite measure of
targeting potential that quantifies the difference between the two studies we analyze and also offers
a generalizable tool applicable to a wide range of experiments. By identifying and quantifying
actionable heterogeneity, researchers can assess the potential benefits of personalization in their

specific contexts.

3.2 Actionable Heterogeneity

To provide intuition, we will start with an example of an experiment where only one covariate is
available and the treatment indicator takes two values (e.g., an A/B test). Even in this simple set-
ting, heterogeneity does not inherently facilitate targeting. Figure 3 presents two panels each with

a possible result of this hypothetical experiment. Each panel contains two lines, which represent
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the expected outcome under treatment A or treatment B for each value of the covariate. Both
panels feature an interaction of the treatment with the covariate (i.e., heterogeneity).

In the left panel, despite treatment B’s effectiveness being significantly moderated by the co-
variate, there is no “crossover”: treatment B performs better for all individuals, regardless of their
covariate value. Consequently, the uniform policy assigning treatment B will consistently outper-
form any targeting policy involving both treatments. On the other hand, in the right panel, the
targeting policy that allocates treatment A to individuals with high covariate values and treatment
3

B to those with low values will outperform both uniform policies.

Figure 3: Example — Crossover Interactions
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An example of two A/B tests, in both of which the treatment effect is moderated by a covariate. However, in the
left panel, targeting is not possible, while it is effective in the right panel.

We now generalize to an experiment with more than two treatments. In this case, the presence
of a crossover is no longer sufficient. Figure 4 presents two panels each with a possible result of a
hypothetical experiment with three interventions. As in the previous example, the figure depicts
outcome levels for three treatments conditional on a covariate. Both panels exhibit a crossover
interaction.

In the left panel, despite the crossover interaction between treatments A and B, targeting is
not effective because treatment C outperforms both across all covariate values. In the right panel,
while treatment C remains the average best performer, treatment B outperforms it for low values

of the covariate, indicating potential returns to targeting. In other words, in studies with multiple

3This discussion assumes that if the costs of treatments A and B are different, the respective costs are subtracted
from the outcome before plotting.
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interventions, the targeting potential is determined by the presence and magnitude of crossover

interactions with the best uniform treatment.

Figure 4: Example — Dominating Arm
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An example of two three-arm tests, in both of which there is a crossover interaction. However, in the left panel,
targeting is not possible, while it is effective in the right panel.

To summarize, heterogeneity is actionable for targeting when it takes the form of a crossover with
the best uniform intervention. Using this framework, we can illustrate how crossovers are affected
by certain summary statistics of a data-generating process, namely, within- and cross-treatment
heterogeneity and cross-treatment correlation. Figure 5 depicts two scenarios of a three-treatment
experiment. The cross-treatment heterogeneity (variation in average treatment outcomes) and the
within-treatment heterogeneity (variation in individual outcomes within one condition) are the
same in both scenarios, however, in the right panel this heterogeneity is actionable, while in the left
panel, it is not actionable because the cross-treatment correlation matrices are different. Figure 6
shows two scenarios of a three-treatment experiment with the same cross-treatment heterogeneity
and cross-treatment correlation matrices but different within-treatment heterogeneity. In the right
panel, the heterogeneity is actionable for targeting, while in the left panel, it is not. Finally,
Figure 7 shows two scenarios of a three-treatment experiment with the same within-treatment
heterogeneity and cross-treatment correlation matrices but different cross-treatment heterogeneity.
A lot of variation in the average outcomes means that it is harder to outperform the best uniform
treatment, and so in the right panel, when this variation is high, the heterogeneity is not actionable

for targeting.
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Figure 5: The Effect of Cross-Treatment Correlation
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The figure depicts two panels that were generated with the same average responses to treatments and the same level
of within-treatment heterogeneity but different levels of cross-treatment correlation (more correlation in the left
panel). More cross-treatment correlation results in fewer crossovers with the best uniform treatment.

3.3 A Model of the Value from Targeting

Given the intuition provided, we develop a statistical model to analyze the potential for targeting
given three factors: (i) the heterogeneity in average outcomes across interventions, (ii) the het-
erogeneity in individual outcomes within an interventions, and (iii) the correlation of individual
outcomes across interventions for the same person.

To simplify exposition, we assume that there are two arms, 0 and 1 (control and treatment). The
potential outcome for person i exposed to arm a € {0, 1} is denoted at Y;*. The potential outcomes
are drawn from a multivariate normal distribution where the expected value of the outcomes for
arm a is fig, the variance within each arm is o2, and the correlation of potential outcomes across

arms for the same individual is p. With two arms we can write:

Y0 Ho a®  po®
AN : (10)
v} {1 po® o

Without loss of generality, we will assume @1 > po. In this case, the expected value from

targeting is:

E[I(Y;' > Y)Y + 1Y} < V)Y — m (11)
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Figure 6: The Effect of Within-Treatment Heterogeneity
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The figure depicts two panels that were generated with the same average responses to treatments and the same
cross-treatment correlation matrix but different levels of within treatment heterogeneity (more heterogeneity in the
right panel). More within-treatment heterogeneity results in more crossovers with the best uniform treatment.

which can be written as
E[(1 -1V} <YV + 1Y < V)Y — (12)

and thus simplifies to

EL(Y? - Y > 0)(¥ - v} (13)

This is the expected value of a rectified normal distribution with mean pg — p1 and variance

202(1 — p) and is equal to:

+a¢%1—m¢(g”“””> (14)

2(1=p)

(%-MDP—Q<M_M)>
A= 7)
We compute partial derivatives of the value from targeting with respect to o, p and pu1 — o
(see Appendix A.2) and find that the value from targeting is increasing in o (within-treatment
heterogeneity) and decreasing in p (cross-treatment correlation) as illustrated above.
Finally, if we also assume that the expected outcomes of arm a, p,, are drawn i.i.d from a
normal distribution A'(M, s?), we can explore the effect of the variance of this distribution (s,

cross-treatment heterogeneity) on the value from targeting. Let us denote the value of Equation

14 by V(d), where d = pu1 — p19. When computing this value, we assumed that pu; > po, i.e., d > 0.
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Figure 7: The Effect of Cross-Treatment Heterogeneity
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The figure depicts two panels that were generated with the same average responses to treatments and the same
cross-treatment correlation matrix but different levels of within treatment heterogeneity (more heterogeneity in the
right panel). More within-treatment heterogeneity results in more crossovers with the best uniform treatment.

Since 1, po are i.i.d. draws, the expectation of the value from targeting 1" over this distribution

can be written using the law of total expectation:

Epo,1 [T (110, 1)) = E[T (1o, p1)|pe1 = po] - P(p > pio) + E[T (po, p1) g1 < po) - P(pa < po)  (15)
By symmetry, P(u1 > po) = 5, and T'(po, 1) | (1 > o) = T(po, p1)|(p1 < po). Therefore,
By, [T (10, 1)) = Eq[V(d)|d > 0], d = p1 — po (16)

Since fig, jt1 are i.i.d draws from a normal distribution N'(M, s2), d ~ N(0,2s?), and therefore
V(d) is evaluated over a half-normal distribution. Let us compare two cases: pq, 1 ~ N (M, s?)
and pf, pj ~ N(M,s™) with s’ > s. In Appendix A.2, we show that the conditional distribution
of d' = p} — pf,d > 0 stochastically dominates the conditional distribution of d = p11 — po,d > 0.

Therefore, by the first-order stochastic dominance theorem, since V'(d) is decreasing in d,

Eq[V(d)|d = 0] = Eq[V(d')|d" > 0]
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In other words, the value of targeting is decreasing in the variance of the distribution of mean
outcomes 1, fo-

In summary, the value of targeting is determined by the presence and size of crossovers with
the best uniform treatment, which in turn is affected by within- and cross-treatment heterogeneity
and cross-treatment correlation. Drawing upon this insight and our statistical model, we propose a
moment-based simulation procedure that aims to predict and measure the potential for targeting of
a given study. We find that the Penn-Geisinger study has a larger potential for targeting compared
to the Walmart study, which can explain why targeting methods provide more incremental value

in the former.

4 Predicting the Potential for Targeting

To extend the analysis from the two arm case and normal distribution of the average responses, in
this section we numerically analyze the effects of the three forces we identified (within-treatment
heterogeneity, cross-treatment heterogeneity, and cross-treatment correlation), using the same mod-

eling approach as in Section 3.3. Algorithm 1 describes the data generating and analysis process.

Algorithm 1: Computation of the potential from targeting
Input: distribution of average responses F', within-treatment heterogeneity o,
cross-treatment correlation p, number of treatments m

1 From distribution F' draw g — an m-vector of average responses for each treatment

2 Construct a m x m individual responses covariance matrix ¥ with 02 on the diagonal and
po? off-diagonal

3 Draw potential outcomes Y;(a) from a multivariate normal distribution N (u, X))

4 The value of the optimal targeting policy corresponds to the maximum of potential
outcomes for each individual averaged over individuals: V; = %Z?:l max, Y;*

5 The value of the best uniform policy corresponds to the maximum of average responses
Vi = max, % oy

6 The potential from targeting is the difference between the two: V; — V,

4.1 When Adding More Treatments Can Hurt Personalization?

We are particularly interested to understand if there are situations when more treatments in an

experiment lead to a reduction in the value from targeting. Specifically, for peaked distributions of
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e we expect a tradeoff. On one hand, more arms are close to one another in average responses. On
the other hand, the best uniform intervention might be more of an outlier and harder to “beat”.
Interestingly, the role of heavy-tailed distributions in A/B tests was also noted in Azevedo et al.
(2020). However, in our case the mechanism that affects the results is different — a heavier-tailed
distribution affects the benchmark that the targeting needs to “beat”.

To explore this tradeoff, we generate values for the average potential outcomes per arm p, from

the following distribution F'(-):

M with prob.
N(M,s) with prob. 1 —m

This distribution is a spike-and-slab mixture, where the spike provides value M, and the slab is
drawn from a normal distribution centered around M. 4 The variance of the resulting distribution
is (1 —7)s2, and in our analysis we hold this value constant while changing 7 for ease of comparison.

We analyze four cases:
(a) m =0 (normal), (1 — 7)s? = 10 (low variance);
(b) 7 =0 (normal), (1 — 7)s? = 50 (high variance);
(c) ™= 0.9 (spike-and-slab), (1 — 7)s? = 10 (low variance);
(d) 7= 0.9 (spike-and-slab), (1 — 7)s% = 50 (high variance).

Figure 8 shows the results of the numeric computation. We normalize the within-treatment
heterogeneity (o) to 10 and vary the cross-treatment correlations p = {0,0.5,0.9}. The four subplots
show the targeting potential as a function of the number of treatments for the cases described above.

Figure 8(a) shows that the results from the two-arm model extend to more arms — higher
correlation across potential outcomes of arms is detrimental to targeting, but more arms generate
potential for better outcomes from targeting. In comparison, figure 8(b) illustrates that when the

variance of the average potential outcomes s is higher, the targeting potential suffers dramatically.

4The value of M does not affect the analysis, as it shifts both the targeting policy and the uniform benchmark
by the same value
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Figure 8: The Effect of Data Moments on Targeting Potential

(a): normal with low variance (b): normal with high variance

12 —— Correlation = 0 12 —— Correlation = 0
© 10 Correlation = 0.5 | © 10 Correlation = 0.5
IS —-- Correlation=0.9 | —-- Correlation = 0.9
g8 28
o o
o o
g 6 2e
& ¢ & ¢
e 2 e 2

L= e e e e 0 oo mm—mm—mm———————— =

2 4 6 8 10 12 14 16 18 20 2 4 6 8 10 12 14 16 18 20
Number of treatments Number of treatments
(c): spike-and-slab with low variance (d): spike-and-slab with high variance
121 —— Correlation = 0 12 —— Correlation = 0

Correlation = 0.5
—-- Correlation = 0.9

Correlation = 0.5

10 —\
— - Correlation = 0.9

10

Targeting potential
[«)] [ee]

Targeting potential
(=] [ee]

4 4
2 _ - —— 2 /‘/ - ———— —_—
0 0
2 4 6 8 10 12 14 16 18 20 2 4 6 8 10 12 14 16 18 20
Number of treatments Number of treatments

The figure shows the simulated effects of the distribution of average responses to treatments on targeting potential
for different levels of cross-treatment correlation. Within-treatment heterogeneity (o) is normalized to 10 in all
plots.

This is because the value of the best uniform benchmark is more likely to be higher, and thus

harder to beat, lowering the benefit from personalizing treatments.

Continuing to Figure 8(c), we suddenly see that increasing the number of arms can hurt the
value from targeting, and this effect is even more pronounced in Figure 8(d). In these cases,
the spike-and-slab distribution of the average potential outcomes causes two effects, leading to an
inverse U-shape. First, when the number of arms is large, there is a high probability that at least
one of the interventions will be drawn from the slab component, making its value potentially high
and hard to beat, thereby lowering the targeting potential. However, when the number of arms
is small, there is a high probability that all arms are drawn from the spike component, leading
to low cross-treatment heterogeneity and thus increasing the targeting potential. As a result, the
value of personalization can be higher for a smaller number of arms compared to a higher number
of arms. This effect is particularly noticeable if we compare Figures 8(b) and 8(d). For 8(d), while

the number of arms is small, all of them are likely to be from the spike, and the cross-treatment
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heterogeneity is very low, so 8(d) looks very similar to 8(c) at first. However, as the number of arms
increases, the underlying slab component with a high variance comes into play, the cross-treatment
heterogeneity increases, and the targeting potential deteriorates. In contrast, in 8(b), the effect of
high cross-treatment heterogeneity is uniformly applied to any number of arms, and so the targeting
potential is low from the beginning and is slowly increasing with the number of arms.

This analysis shows that sometimes having more treatments can hurt the value of personalization
even under perfect knowledge of potential outcomes (i.e., with no finite-sample restrictions). Of
course, in reality, samples are finite, and having more treatments might dilute per-treatment sample
sizes, potentially resulting in poorer performance of personalized policies due to large estimation

eITors.

4.2 Potential from Targeting: Applications

In addition to deriving insights into how various factors affect the value of personalization, Algo-
rithm 1 can be used to gauge the amount of maximum targeting potential by researchers before
they run an experiment. If an analyst has priors (either from past studies or a pilot) on values
of within- and cross- treatment heterogeneity and cross-treatment correlation, these values can be
imputed in Algorithm 1 to estimate the expected benefit of personalization.® However, Algorithm
1 assumes direct access to potential outcomes for every individual under all possible treatment as-
signments. Thus, it provides an accurate estimate of the value of personalization only when these
potential outcomes are either observed or estimated very precisely. In other cases, the result of this
algorithm presents an upper bound.

In reality, potential outcomes for all possible treatment assignments are rarely observed, and
usually there is significant noise in predictions. For these cases, we developed a sensitivity analysis
that explains how the targeting potential will change with added prediction noise, and calibrated
the analysis to the noise estimates from our data. Algorithm 2 adds noise to the true potential
outcomes, and uses the noisy predictions for arm assignment during personalization. However, as

in our empirical application, the value from this assignment is estimated using the true potential

5For proper Bayesian priors, Algorithm 1 can be applied to samples from prior distributions and thus generate
not only a point estimate but also a credible interval.
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outcomes similarly to IPW.

Algorithm 2: Computation of the potential from targeting under prediction error

Input: distribution of average responses F', within-treatment heterogeneity o,
cross-treatment correlation p, number of treatments m, standard deviation of
prediction errors o,

From distribution F' draw g — an m-vector of average responses for each treatment

Construct a m x m individual responses covariance matrix ¥ with ¢ on the diagonal and

po? off-diagonal

Draw potential outcomes Y;* from a multivariate normal distribution N (p, X)

N =

w

Estimated potential outcomes YE“ are equal to true potential outcomes Y;(a) plus noise
coming from estimation: & ~ N (0, o;)
5 The value of the optimal targeting policy corresponds to the argmax of estimated potential

I

outcomes Yza for each individual evaluated on true potential outcomes Y;* and averaged
over individuals: V; = 23" | V" @ g (i) = arg max, Y,

6 The value of the best uniform policy corresponds to the argmax of estimated average
responses evaluated on true potential outcomes
Vy=215" V@ a* = argmax, 237 | Ve

7 The potential from targeting is the difference between the two: V; — V,,

We applied Algorithm 2 to our data using the moments estimated using T-Learner XGBoost
(Table 4) for the Penn-Geisinger and the Walmart experiments. Figure 9 presents the results.
When the estimation error is zero on the x-axis, we receive the same outcome as in the previous
analysis (Algorithm 1). When we increase the estimation error (o in Algorithm 2), the value of
personalization goes down as expected. The dots indicate the numerical predicted value of targeting
using Algorithm 2 with the estimated values of noise from our XGBoost analysis. The horizontal
dotted lines indicate the estimated value from targeting (Section 2, Table 3). As we can see, the
values are relatively consistent, providing credibility for Algorithm 2 as a tool for computing the
potential from targeting using summary statistics of within- and cross-treatment heterogeneity and

cross-treatment correlation. ©

50ur Algorithm 2 complements the RATE algorithm proposed by Yadlowsky et al. (2021). RATE AUTOC
focuses on comparing and evaluating targeting policies, while our algorithm aims to estimate the quality of data for
targeting, staying agnostic of a specific policy.
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Figure 9: Simulated Targeting Potential for Two Experiments
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The figure shows the estimated targeting potential for different amounts of estimation noise (standard deviation, in
percentage points) for the Penn-Geisinger and the Walmart experiments. The dot depicts the prediction error of
T-XGBoost out-of-sample (the same method used to calculate moments) and the corresponding predicted targeting
potential. The dotted lines and the shaded area around them correspond to the IPW estimates of the value from
targeting in Table 3 of Section 2.

5 Conclusion

In this paper, we evaluated five popular targeting methods on two large-scale field experiments and
found that in one study, targeting achieves a relative improvement of 3% over the top-performing
intervention, and in the other the relative improvement is a more substantial 13%. When we
quantified the value of within-treatment heterogeneity and cross-treatment correlation in the two
datasets, we found that they suggest different directions regarding which dataset might have a
higher potential for targeting. We showed that neither of these measures on its own is sufficient to
explain the differences in targeting value, and instead a compound measure of three forces — the
magnitude of crossovers with the best uniform treatment — captures the potential for targeting.
To provide a theoretical explanation for the observed difference in the value from personalization,
we developed a statistical model of targeting potential. We found that when within-treatment
heterogeneity increases, we expect a higher value from targeting because the benefit of switching to
a different treatment has a higher variance and therefore might be higher. However, when potential

outcomes for an individual are correlated across treatments, the benefit of switching gets eroded. A
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third force that also lowers the value from targeting is high variance in average outcomes because
every targeting policy needs to beat the best uniform, the value of which increases with higher
variance. Under some conditions, this force can countervail the effect of adding more treatments,
resulting in an inverse U-shape relationship between the number of treatments and the value from
targeting.

Finally, when we calibrated this model to the moments we estimated from both megastudies and
took into account the prediction error, we found that the predictions from the model are consistent
with our empirical results from Section 2.

Future work may address questions beyond the scope of this paper, such as variable selection.
Heterogeneity is inherently linked to the covariates available to a researcher. As emphasized by
Rossi et al. (1996), targeting can only be as good as the covariates. For the same experiment,
collecting one set of covariates may generate a lot of actionable heterogeneity, which would enable
targeting — while another set of covariates may not exhibit any heterogeneity at all. By applying
the model to different experiments and different sets of covariates (e.g., Smith et al., 2023), we
might be able to get insights into which covariates tend to offer heterogeneity that is useful for
targeting and make recommendations on which variables to collect. Future research may also use
the model to understand which contexts tend to have higher targeting potentials and possibly
extend the setting to adaptive personalization.

Our paper has several implications. For practitioners, it provides a fast and easy-to-implement
tool to determine the amount of actionable heterogeneity in the data either before or after running
an experiment — and decide whether it is worth exploring different targeting policies or if there is
an opportunity to improve the existing ones. From a substantive perspective, it sheds light on the
determinants of the value of targeting and highlights the futility of expecting a certain benefit from
personalization just because an experiment has many interventions. Our case study comparing the
Walmart and the Penn-Geisinger field experiments illustrates the unpredictable nature of the value
from personalization. The two studies have remarkably similar contexts, and yet the gains from
personalization in one are four times higher than in the other. Our research uncovered that in that

case, the difference is mostly driven by the levels of within-treatment heterogeneity. Finally, our
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paper provides an interesting perspective on analysis of heterogeneity. As it turns out, not all kinds
of heterogeneity are actionable for targeting, and personalization opportunities might be limited

even when outcomes are heterogeneous.
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A Supplementary Materials

A.1 Description of the Best Performing Targeting Policy

Figure 10 illustrates the treatment assignment according to the best targeting policy (multi-arm
causal forest) in the Penn-Geisinger study. The interventions are ranked based on the average
vaccination rates in the training sample (same as in Figure 2). The graph indicates that all twenty
interventions are assigned to non-empty subpopulations, with four treatments encompassing over
50% of the total population. Although these four interventions overlap with the set of four best-
performing uniform treatments, these sets do not align exactly. The multi-arm causal forest is a
black box and non-interpretable model, making it challenging to summarize the groups of people
assigned to each arm. However, insights into important covariates for targeting can be gained by
counting the number of splits involving a particular variable across all trees in the causal forest.
The top five covariates, based on this criterion in descending frequency, are zipcode-level median

income, BMI, weight, age, and the date of the intervention.
Figure 10: Arm Assignment; Best Targeting Policy in Penn-Geisinger
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Percentages of population assigned to each intervention under the best targeting policy for Penn-Geisinger dataset

(multi-arm causal forest). The interventions are ranked with respect to the decreasing average outcome levels in the
training sample (same as Figure 2).
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A.2 Effects of Three Forces on Targeting Potential Derivation
A.2.1 Within-treatment heterogeneity

We will compute the derivative of Equation 14 with respect to . Let us denote d = 3 — po (we

assume d > 0). The partial derivative is equal to:

i ¢( d >+\/2<1—p>¢><0

d d? d
T2t \evat o \/2<1—p>>+02 2(1—p>¢<a\/2<1—p>>

=2(1—p)o <2d> >0

(1-p)

That is, the value of targeting is increasing in o.

A.2.2 Cross-treatment correlation

For simplicity, we will first replace t = y/2(1 — p), t is decreasing with p.

oo ()]s ()

Taking a partial derivative with respect to t,

d? d d d2 d d
“o? <o—t> oo (at) o’ (at) =79 (w) >0

Since t is decreasing in p, the value of targeting is also decreasing in p.

Equation 14 becomes:

A.2.3 Difference in means

We will now take a partial derivative with respect to d = p; — po. For simplicity, we will let

v=04/2(1-p).

Equation 14 becomes:
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Taking a partial derivative with respect to d,
d d (d d (d d
o9 ) () oo
v v \w v\ v
Therefore, the targeting value is decreasing in p; — .

A.2.4 Half-normal stochastic dominance

Here we will show that if uy, po ~ N(M, s?), ), it ~ N(M, s?) then the conditional distribution
of d = py — ppy, d > 0 stochastically dominates the conditional distribution of d = 1 — po,d > 0
if &' > s.

One distribution stochastically dominates another if:
Fy(z) < Fy(z) for all x

with a strict inequality for at least one x.

For > 0, the two cdfs are given by:

* (awa) < (i)

and the inequality holds because s’ > s and erf is an increasing function.
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