Online Primal-Dual Algorithms for Maximizing
Ad-Auctions Revenue

Niv Buchbinder* Kamal Jain' Joseph (Seffi) Naor

Abstract

We study the online ad-auctions problem introduced by Mehta et. al. [15]. We deéign &/¢)-
competitive (optimal) algorithm for the problem, which is based on a clean primal-dual approach, matching
the competitive factor obtained in [15]. Our basic algorithm along with its analysis are very simple.
Our results are based on a unified approach developed earlier for the design of online algorithms [7, 8].
In particular, the analysis uses weak duality rather than a tailor made (i.e., problem specific) potential
function. We show that this approach is useful for analyzing other classical online algorithms such as ski
rental and the TCP-acknowledgement problem. We are confident that the primal-dual method will prove
useful in other online scenarios as well.

The primal-dual approach enables us to extend our basic ad-auctions algorithm in a straight forward
manner to scenarios in which additional information is available, yielding improved worst case competitive
factors. In particular, a scenario in which additional stochastic information is available to the algorithm,
a scenario in which the number of interested buyers in each product is bounded by some smalkbumber
and a general risk management framework.

1 Introduction

Maximizing the revenue of a seller in an auction has received much attention recently, and studied in many
models and settings. In particular, the way search engine companies such as MSN, Google and Yahoo!
maximize their revenue out of selling ad-auctions was recently studied by Mehta[15]. In the search

engine environment, advertisers link their ads to (search) keywords and provide a bid on the amount paid
each time a user clicks on their ad. When users send queries to search engines, along with the (algorithmic)
search results returned for each query, the search engine displays funded ads correspatdmgtions

The ads are instantly sold, or allocated, to interested advertizgyer§. The total revenue out of this fast
growing market is currently billions of dollars. Thus, algorithmic ideas that can improve the allocation of the
ads, even by a small percentage, are crucial. The interested reader is refered to [16] for a popular exposition
of the ad-auctions problem and the work of [15].

Mehtaet al. [15] modeled the optimal allocation of ad-auctions as a generalization of online bipartite
matching [13]. There are bidders, where each bidde(l < i < n) has a known daily budgd®(:). Ad-
auctions, oproducts arrive one-by-one in an online fashion. Upon arrival of a product, each buyer provides
a bidb(i, j) for buying it. The algorithm (i.e., theeller) then allocates the product to one of the interested
buyers and this decision is irrevocable. The goal of the seller is to maximize the total revenue accrued. Mehta
et al. [15] proposed a deterministid — 1/e)-competitive algorithm for the case where the budget of each
bidder is relatively large compared to the bids. This assumption is indeed realistic in the ad-auctions scenario.
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1.1 Results and Techniques

We propose a simple algorithm and analysis for the online ad-auctions problem which is based on a clean
primal-dual framework. The competitive ratio of our algorithm(is— 1/e), thus matching the bounds of
[15]. The primal-dual method is one of the fundamental design methodologies in the areas of approximation
algorithms and combinatorial optimization. Recently, Buchbinder and Naor [7, 8] have further extended
the primal-dual method and have shown its applicability to the design and analysis of online algorithms.
We use the primal-dual method here for both making online decisions as well as for the analysis of the
competitive factors. Moreover, we observe that several other classic online problems, e.g. ski rental and TCP
acknowledgement [9, 12], for which (optimal) (e — 1) competitive (randomized) algorithms are known,
can be viewed and analyzed within the primal-dual framework, thus leading to both simpler and more general
analysis. Our bounds for the two problems are optimal and are obtained as follows. Figg{ean 1)
competitive fractional solution is computed and then the solution is rounded online with no further cost,
yielding an optimal randomized algorithm. This generalizes and simplifies the online framework developed
in [12]. Itis no coincidence that the techniques developed for the ad-auctions problem are also applicable to
the ski rental and TCP acknowledgement problems; in fact, these problems are in some sense dual problems
of the ad-auctions problem. Another interesting outcome of our work is a determifistit/e)-competitive
fractional algorithmt for the online matching problem in bipartite graphs [13]. However, rounding with no
loss the fractional solution to an integral solution, thus matching the bounds of [13], remains an open problem.
We remark that in [7, 8] a primal-dual framewaork for online packing and covering problems is presented.
This framework includes, for example, a large number of routing and load balancing problems [4, 3, 10, 8], the
online set cover problem [1], as well as other problems. However, in these works only logarithmic competitive
factors are achieved (which are optimal in the considered settings), while the ad-auctions problem requires
much more delicate algorithms and analysis. Our analysis of the algorithms we design in this paper is very
simple and uses weak duality rather than a tailor made (i.e., problem specific) potential function. We believe
our results further our understanding of the primal-dual method for online algorithms and we are confident
that the method will prove useful in other online scenarios as well.

1.1.1 Extensions

The (1 — 1/e) competitive factor is tight for the general ad-auctions model considered by [15]. Therefore,
obtaining improved competitive factors requires extending the model by relaxing certain aspects of it. The
relaxations we study reveal tlilexibility of the primal-dual approach, thus allowing us to derive improved
bounds. The algorithms developed for the different extensions (except for the bounded degree case) build very
nicely on the basic ad-auctions algorithm, thus allowing us to gain more insight into the primal-dual method.
We also believe that the extensions we consider result in more realistic ad-auctions models. We consider four
relaxations and extensions of the basic model.

Multiple Slots. Typically, in search engines, keywords can be allocated to several advertisement slots. A
slot can have several desired properties for a specific buyer, such as rank in the list of ads, size, shape, etc
We extend the basic ad-auctions algorithm to a scenario in which thefestots to which ad-auctions can

be allocated. Buyers are allowed to provilet dependenids on keywords and we assume that each buyer
would like to buy only asingleslot in each round. Our basic algorithm generalizes very easily to handle
this extension, yielding a competitive factor bf- 1/e. Specifically, the algorithm computes in each round

a maximum weight matching in a bipartite graph of slots and buyers. The proof then uses the fact that
there exists an optimal primal-dual solution to the (integral) matching problem. In retrospective, our basic
ad-auctions algorithm can be viewed as computing a maximum weight matching in a (degenerate) bipartite

LIn fact, in Section 5 we show that the bound is slightly better as a function of the maximum degree.
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Figure 1: Summary of upper and lower bounds on the competitive ratios for certain vaties of

graph in which one side contains a single vertex/slot. We note that Mehta et. al. [15] also considered a
multiple slots setting, but with the restriction that each bidder has the same bid for all the slots.

Incorporating Stochastic information. Suppose that it is known that a bidder is likely to spend a good
fraction of its daily budget. This assumption is justified either stochastically or by experience. We want to
tweak the basic allocation algorithm so that the worst case performance improves. As we tweak the algorithm
it is likely that the bidder spends either a smaller or a larger fraction of its budget. Thus, we propose to tweak
the algorithm gradually until a steady state is reached, i.e., no more tweaking is required. Suppose that at the
steady state bidderis likely to spentg; fraction of its budget. In a realistic modeling of a search engine it

is likely to assume that the number of times each query appears each day is more or less the same. Thus, nc
matter what is the exact keyword pattern, each of the advertisers spends a good fraction of its budget, say 20%.
This allows us to improve the worst case competitive ratio of our basic ad-auctions algorithm. In particular,
when the ratio between the bid and the budgets is small, the competitive ratio improves froljle to

1-— elf_gg , Whereg = min;c7{g;} is the minimum fraction of budget extracted from a buyer. As expected, the
worst case competitive ratio (§ — 1/e) wheng = 0, and it is1 wheng = 1.

Bounded Degree Setting. The proof of the(1 — 1/¢) lower bound on the competitiveness in [15] uses the

fact that the number of bidders interested in a product can be unbounded and, in fact, can be as large as the
total number of bidders. This assumption may not be realistic in many settings. In particular, the number
of bidders interested in buying an ad for a specific query result is typically small (for most ad-auctions).
Therefore, it is interesting to consider an online setting in which, for each product, the number of bidders
interested in it is at most <« n. The question is whether one can take advantage of this assumption and
design online algorithms with better competitive factor (better thanl /e) in this case.

As afirst step, we resolve this question positively in a slightly simpler setting, which we calldlation
problem In the allocation problem, the seller introduces the products one-by-one and sets a fixéd;price
for each producj. Upon arrival of a product, each buyer announces whether it is interested in buying it for
the set price and the seller decides (instantly) to which of the interested buyers to sell the product. We have
indications that solving the more general ad-auctions problem requires overcoming a few additional obstacles.
Nevertheless, achieving better competitive factors for the allocation problem is a necessary non-trivial step.
We design an online algorithm with competitive rafigd) = 1 — W' This factor is strictly better

—1
than1 — 1/e for any value ofd, and approached — 1/¢) from abovg agl goes to infinity. We also prove
lower bounds for the problem that indicate that the competitive factor of our online algorithm is quite tight.
Our improved bounds for certain valuesdire shown in Figure 1.

Our improved competitive factors are obtained via a new approach. Our algorithm is composed of two
conceptually separate phases that run simultaneously. The first phase generates online a fractional solutior
for the problem. A fractional solution for the problem allows the algorithm to sell each product in fractions to
several buyers. This problem has a motivation of its own in case products can be divided between buyers. An
example of a divisible product is the allocation of bandwidth in a communication network. This part of our
algorithm that generates a fractional solution in an online fashion is somewhat counter-intuitive. In particular,
a newly arrived product is not split equally between buyers who have spent the least fraction of their budget.



Such an algorithm is referred to as a “water level” algorithm and it is not hard to verify that it does not
improve upon thé1l — 1/¢) worst case ratio, even for small valuesioRather, the idea is to split the product
between several buyers that hagproximately spent the same fraction of their total budget. The analysis

is performed through (online) linear programmidgal fitting we maintain during each step of the online
algorithm a dual fractional solution that bounds the optimum solution from above. We also remark that this
part of the algorithm yields a competitive solution even when the prices of the products are large compared
with the budgets of the buyers. As a special case, the first phase implig§-@ompetitive algorithm for the

online maximum fractional matching problem in bounded degree bipartite graphs [13].

The second phase consists of rounding the fractional solution (obtained in the first phase) in an online
fashion. We note again that this is only a conceptual phase which is simultaneously implemented with the
previous phase. This step can be easily done by using randomized rounding. However, we show how to
perform the rounding deterministically by constructing a suitable potential function. The potential function is
inspired by the pessimistic estimator used to derandomize the offline problem. We show that if the price of
each product is small compared with the total budget of the buyer, then this rounding phase only reduces the
revenue by a factor of — o(1) compared to the revenue of the fractional solution.

Risk Management. Some researchers working in the area of ad-auctions argue that typically budgets are
not strict. The reason they give is that if clicks are profitable, i.e., the bidder is expected to make more money
on a click than the bid on the click, then why would a bidder want to limit its profit. Indeed, Google’s Adwords
program allows budget flexibility, e.g., it can overspend the budget by 20%. In fact, the arguments against
daily budgets are valid for any investment choice. For example, if you consider investing ten thousand dollars
in stock A and ten thousand dollars in stock B, then the expected gain for investing twenty thousand dollars
in either stocks is not going to be less profitable in expectation (estimated with whatever means). Still, the
common wisdom is to diversify and the reasomigk managementFor example, a risk management tools
may suggest that if a stock reaches a certain level, then execute buy/sell of this stock and/or buy/sell the
corresponding call/put options.

Industry leaders are proposing risk management for ad-auctions too. The simplest form of risk manage-
ment is to limit the investment. This gives us the notion dualget We consider a more complex form of
real time risk management. Instead of strict budgets, we allow a bidder to specify how aggressive it wants
to bid. For example, a bidder may specify that it wants to bid aggressively for the first hundred dollars of its
budget. After having spent one hundred dollars, it still wants to buy ad-auctions if it gets them at, say, half of
its bid. In general, a bidder has a monotonically decreasing fungtioiithe budget spent so far specifying
how aggressive it wants to bid. We normaligé) = 1, i.e., at the zero spending level the bidder is fully
aggressive. If it has spemtdollars, then its next bid is scaled by a factorf@f). In Section 6 we show how
to extend the primal-dual algorithm to deal with a more general scenario of real time risk management. For
certain settings we also obtain better competitive factors.

1.2 Comparison to Previous Results

Maximizing the revenue of a seller in both offline and online settings has been studied extensively in many
different models, e.g., [15, 2, 14, 6, 5]. The work of [15] builds on online bipartite matching [13] and online
b-matching [11]. The online b-matching problem is a special case of the online ad-auctions problem in which
all buyers have a budget ofdollars, and the bids are eith@ior 1. In [11] a deterministic algorithm is given

for b-matching with competitive ratio tending t@ — 1/e) (from below) ash grows.

The idea of designing online algorithms that first generate a fractional solution and then round it in an
online fashion appeared implicitly in [1]. An explicit use of this idea, along with a general scheme for
generating competitive online fractional solutions for packing and covering problems, appeared in [7]. Further
work on primal-dual online algorithms appears in [8].



Dual (Packing) \ Primal (Covering)

Maximize: S S b )y(ind) | Minimize s SO, B(i)e(i) + S0 ()
Subject to: Subject to:

Foreachl <j <m: " y(i,j) <1 For each(s, j): (i, j)x(i) + 2(j) > b(i, j)
Foreachl <i<mn: 377 b(i,4)y(i,5) < B(i) | Foreach, j: x(i),2(5) >0

j=1
For each;, j: y(i,7) >0

Figure 2: The fractional ad-auctions problem (the dual) and the corresponding primal problem

2 Preliminaries

In the online ad-auctions problem there is akef n buyers, each buyer(l < i < n) has a known daily

budget of B(i). We consider an online setting in whieh products arrive one-by-one in an online fashion.
Let M denote the set of all the products. The bid of buyen product;j (which states the amount of money

it is willing to pay for the item) ig(4, 7). The online algorithm caallocate (or sell) the product to any one

of the buyers. We distinguish betweirtegral andfractional allocations. In an integral allocation, a product

can only be allocated to a single buyer. In a fractional allocation, products can be fractionally allocated to
several buyers, however, for each product, the sum of the fractions allocated to buyers cannot.eXbeed
revenue received from each buyer is defined to be the minimum between the sum of the costs of the products
allocated to a buyer (times the fraction allocated) and the total budget of the buyer. That is, buyers can never
be charged by more than their total budget. The objective is to maximize the total revenue of the seller. Let
Riax = maxiELjeM{%} be the maximum ratio between a bid of any buyer and its total budget.

A linear programming formulation of the fractional (offline) ad-auctions problem appears in Figure 2. Let
y(i, 7) denote the fraction of produgtallocated to buyei. The objective function is maximizing the total
revenue of the seller. The first set of constraints guarantees that the sum of the fractions of each product is
at mostl. The second set of constraints guarantees that each buyer does not spend more than its budget. Ir
the primal problem there is a variaht¢i) for each buyet, variablez(;) for each producj, and for all pairs
(z,7) the constrainb(i, j)z(i) + z(j) > b(i, j) needs to be satisfied.

3 The Basic Primal-Dual Online Algorithm

We present here the basic algorithm for the online ad-auctions problem and analyze it via the primal dual
method. The extensions to ski rental and TCP acknowledgement problems are presented in Section 7.

The ad-auctions algorithm produces primal and dual solutions to the linear programs in Figure 2. The
intuition behind the algorithm is the following. If the competitive ratio we are aiming far-isl/c, then we
need to guarantee that in each iteration the change in the primal cost is dat-mbstc — 1) the change in the
dual profit. The value of is then maximized such that both the primal and the dual solutions remain feasible.

Allocation Algorithm: Initially Vi x(i) < 0.
Upon arrival of a new produgtallocate the product to the buyethat maximize$(i, j)(1 — z(7)).
If 2(2) > 1 then do nothing. Otherwise:

1. Charge the buyer the minimum betwe€n ;j) and its remaining budget and ggt, j) < 1
2. 2(j) < b(4, j)(1 — =(7))

3. z(i) «— x(i) (1 + b&’ff) + (cf%’;g(i) (c is determined later).




Theorem 3.1. The algorithm i1 — 1/¢) (1 — Ruax)-cOmpetitive, where = (1 + Rmax)iR.iax . WhenR .
tends to 0 the competitive ratio of the algorithm tendslte- 1/¢).

Proof. We prove three simple claims:
1. The algorithm produces a primal feasible solution.
2. In each iteration: ¢hange in primal objective functidh(change in dual objective functiprc 1 + ﬁ
3. The algorithm produces an almost feasible dual solution.

Proof of (1): Consider a primal constraint corresponding to buyard producy. If z(i) > 1 then the primal
constraint is satisfied. Otherwise, the algorithm allocates the product to theibiayavhichb(i’, j)(1—z(i"))

is maximized. Setting(j) = b(¢/, j)(1 — 2(i")) guarantees that the constraint is satisfied fo(zabl)

Proof of (2): Whenever the algorlthm updates the primal and dual solutions, the change in the dual profit is
b(i, 7). (Note that even if the remaining budget of buy@o which product; is allocated is less than its bid
b(i,7), variabley(i, ) is still set tol.) The change in the primal cost is:

b(i, 7)x(i) b(i, j) — (i) = b(i !
56 +(C_1) B())+b(z3)(1 (1)) = b(i, J)(1+c_1>~

Proof of (3): The algorithm never updates the dual solution for buyers satisfififjg> 1. We prove that for
any buyeri, when}_.,, b(i, j)y(i, j) > B(i), thenz(i) > 1. This is done by proving that:

1 PjeM b(4,4)y(4,5)
x(i) > 1 (c B(0) - 1) . (1)

B(i)Axz(i) + z(j) = B(1) - (

Thus, wheneved ., b(i,)y(i,j) > B(i), we get thatz(i) > 1. We prove (1) by induction on the
(relevant) iterations of the algorithm. Initially, this assumption is trivially true. We are only concerned with
iterations in which a product, say is sold to buyet. In such an iteration we get that:

. , b(i, k) b(i, k)
sileng = alidstare (14 ) )+ 0
P
1 jem\{k} b y(i.5) b(’L, k) b(’L, k)
> — B0 —1|-(1 2
= e |+ %) e e @
.
1 jEM\{k} b(1.Dy(,5) b(i, k)
= 1 -1
=1 (*B(i)) ]
1 [ jem\{x} bDy(,5) b(i,k) 1 Pje]\lb(iej)y(id)
> ¢ B 1} - [Cm) 1 ©)
c—1] c—1

where Inequality (2) follows from the induction hypothesis, and Inequality (3) follows since, fob any
z<y<1, i) ln(l;ry). Note that When% = Ruax then Inequality 3 holds with equality. This is

the reason why we chose the valu® be (1 + Rmax)ﬁ.

Thus, it follows that whenever the sum of charges to a buyer exceeds the budget, we stop charging this
buyer. Hence, there can be at most one iteration in which a buyer is charged by lesg thanTherefore,
for each buyei: >, ), b(i, )y (i, 7) < B(i) + max;en{b(i, )}, and thus the profit extracted from buyer

is at least:
[Z b(i, §)y(i, §)

jeEM

Rmax) .

B(i)
B(i) + max;ep{b(s,7)} |:Zbl]

JjeEM

By the second claim the dual it at ledst- 1/c times the primal, and thus (by weak duality) we conclude
that the competitive ratio of the algorithm(is — 1/¢) (1 — Riax)- O
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Figure 3: The fractional multi-slot ad-auction problem (the dual) and the corresponding primal problem

3.1 Multiple Slots

In this section we show how to extend the algorithm in a very elegant way to sell different advertisement slots
in each round. Suppose there drslots to which ad-auctions can be allocated and suppose that buyers are
allowed to provide bids on keywords which are slot dependent. Denote the bid ofibuydeyword; and
slotk by b(i, j, k). The restriction is that an (integral) allocation of a keyword to two different slots cannot be
sold to the same buyer. The linear programming formulation of the problem is in Figure 3.

The algorithm for the online ad-auctions problem is as follows.

Allocation Algorithm: Initially, Vi, z(i) < 0. Upon arrival of a new produgt

1. Generate a bipartite gragh: n buyers on one side ardlots on the other side. Edge k) € H
if b(i,7,k)(1 — x(2)) > 0; (i, k) has weighb(i, 7, k) (1 — x(i)).

2. Find a maximum weight (integral) matching H, i.e., an assignment to the variablgs, j, k).
3. Charge buyet the minimum betweeEi:1 b(i, j, k)y(i, j, k) and its remaining budget.
4. For each buyet, if there exists slok for which (4, j, k) > 0:

B(i) (c—1)- B(i)

Note that the algorithm does not update the variablesand s(-) explicitly. These variables are only
used for the purpose of analysis, and are updated conceptually in the proof using the strong duality theorem.
Theorem 3.2 (Proof in Appendix B). The algorithm is(1 — 1/¢) (1 — Rmax)-cOmpetitive, where: =
(1+ Rmax)ﬁ. WhenR,.x — 0 the competitive ratio of the algorithm tends(to— 1/e).

(i) — z(4) (1 +

4 Incorporating Stochastic information

In this Section we improve the worst case competitive ratio when additional stochastic information is avail-
able. We assume that each bidder is likely to spend a good fraction of his budget<lLgt< 1 be a lower
bound on the fraction of the budget buyés going to spend. We show that having this additional information
allows us to improve the worst case competitive ratid te 1 9., whereg = min;er{g;} is the minimal
fraction of budget extracted from a buyer.

The main idea behind the algorithm is that if a buyer is known to spend atggefrattion of his budget,
then it means that the corresponding primal varialjlg will be large at the end. Thus, in order to make the



primal constraint feasible, the value ofj) can be made smaller. This, in turn, gives us additional “money”
that can be used to increaséi) faster. The tradeoff we have is on the value th@ is going to be once

the buyer speng; fraction of his budget. This value is denotedby(i) and we choose it so that after the
buyer has speny; fraction of its budgetz (i) = x4(¢), and after having extracting all its budget;) = 1.

In addition, we need the change in the primal cost to be the same with respect to the dual profit in iterations
where we sell the product to a buyewho has not yet spent the thresholdggfof his budget. The optimal
choice ofz4(7) turns out to beg—l and the growth function of the primal variabtéi), as a function

of the fraction of the budget spent should be linear until the buyer has sgeftation of his budget, and
exponential from that point on. The modified algorithm is the following:

Allocation Algorithm: Initially Vi z(i) < 0. Upon arrival of a new produgtAllocate the product to
the buyeri that maximize(i, j)(1 — max{xz(:), z5(i)}), wherez,(7)

If z(7) > 1 then do nothing. Otherwise:

_ gi
cl=9i— (1-gi)"

1. Charge the buyer the minimum betwegn j) and its remaining budget and 3gt, j) — 1
2. 2(j) < b(4,7)(1 — max{x(i), z5(2)})
3. x(i) < z(i) + max{z(7), xs(i)}l’lgi(’f)) + l}gi(’f)) 1-g; (c is determined later).

=9 —(1-

Theorem 4.1. (Proof is in Appendix B) If each buyer spends at leagf fraction of its budget, then the
1
algorithm is: ( 12‘;) (1 — Rmax)-competitive, where = (1 4+ Rpax ) Fmax .

5 Bounded Degree Setting

In this section we improve on the competitive ratio under the assumption that the number of buyers interested
in each product is small compared with the total number of buyers. To do so, we design a modified primal-dual
based algorithm. The algorithm only works in the case of a simpler setting (which is still of interest) called
theallocation problem Still, this construction turns out to be non-trivial and gives us additional useful insight
into the primal-dual approach. In the allocation problem, a seller is interested in selling products to a group
of buyers, where buyer has budge3(i). Define By, = min; B(i). The seller introduces the products
one-by-one and sets a fixed prieg) for each producy. Each buyer then announces to the seller (upon
arrival of a product) whether it is interested in buying the current product for the set price. The seller then
decides (instantly) to which of the interested buyers to sell the product. For each pidetug(;) be the set

of interested buyers. We assume that there exists an upper bawth that for each produgt |S(j)| < d.

The main idea is to divide the buyers irgvelsaccording to the fraction of the budget that they have
spent. Fol0 < k < d, let L(k) be the set of buyers that have spent at least a fractic£r1aﬁd less than a
fraction of’%1 of their budget (buyers in level exhausted their budget). We refer to eddt) as levelk
and say that it ismonemptyif it contains buyers. We design an algorithm for the online allocation problem
using two conceptual steps. In Section 5.1 we design an algorithm that is allowed to allocate each product in
fractions. We bound the competitive ratio of this algorithm with respect to the optimal fractional solution for
the problem. We then show in Section 5.2 how to deterministically produce an integral solution that allocates
each product to a single buyer. We prove that when the prices of the products are small compared to the total
budget, the loss of revenue in this step is at mosit(anwith respect to the fractional solution.

5.1 Obtaining Competitive Fractional Solution

In this section we describe a simple algorithm that produces a fractional solution to the allocation problem.
Note that our allocation algorithm is somewhat counter-intuitive. In particular, the product is not split equally

7



between buyers that spent the least fraction of their budget, but rather to several buyers that have approximately
spent the same fraction of their total budget.

Allocation Algorithm: Upon arrival of a new produgtallocate the product to the buyers according tg
the following rules:

1. Allocate the product equally and continuously between interested buyers in the lowest non empty
level that contain buyers froti(j).

2. If during the allocation some of the buyers moved to a higher level, then continue to allocate|the
product equally only among the buyers in the lowest level.

3. If all interested buyers in the lowest level moved to a higher level, then start allocating the |re-
maining fraction of the product equally and continuously between the buyers in the new lowest
level that contain buyers frotfi(j).

4. If all interested buyers have exhausted their budget, then stop allocating the remaining fragtion
of the product.

As a first step towards the analysis of the algorithm, define the following potential fungtitor any
parameterl over the interval0, 1]. The functionf, is piecewise linear and consists®finear segments. In
order to define the segments we first define a geometric sequg(ice ¢t < d) inductively as follows:

_ 1 — . _1
= d(1+20) " —@-n’ = (1 + dfl)
Thus, the sequencg is a geometric sequence and we only consider thedieséments in the sequence.
The potential functiory, is defined for any) < j < d to be fa(%) £ 31, a;. A simple calculation yields
the following, for anyj, 1 < j < d:
1\
d<1+d—1> —(d—l) .

J

) J 1+ L) -1

J (1+ a4

fd<>= a=a1  ———7 5+ =4ar-
d ; (1+25) -1

In particular, setting = d, we getf, (g) = 1. Asd grows, the potential functiori; actually approxi-

e’—1

mates the exponential functigij,—..)(v) = <= This piecewise linear approximation allows us to analyze
more accurately the algorithm and obtain better competitive factors. The furfgtiond = 2, d = 3, and for
d tending toco appears in Figure 4. Next, we use the potential function to prove that the allocation algorithm

has the desired competitive factor. Figure 1 provides the competitive ratio for several sample vdlues of

Theorem 5.1. (Proof is in Appendix B.) The allocation algorithm i$”(d)-competitive with respect to the
optimal offline fractional solution, whereZ'(d) = 1 — —34=1 .
d(1+525)

The theorem implies &'(d)-competitive fractional algorithm for the online bipartite matching problem
[13] in bounded degree graphs.

5.2 Deterministic Rounding of the Fractional Solution

In this section we show how to deterministically round the fractional solution in an online fashion so as to
get a feasible integral solution with only a negligible loss in revenue. To this end, we introduce the following
potential functiond = ®; + 5. Initially, x (4, 7) = 0 for all < andj.

Bo- el ¥ 1n<1+,/1;27l-b<j>>x<m— S\ B bwGd) b
=" i 1ies() Q jliesg | BO)
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05 05 05

04 04 04
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Figure 4: The functiory, for d = 2 andd = 3. They middle value ford = 2 is 1/3. They middle values for
d =3 are4/19 and10/19.

b(4) ) -
% y(i, j) + ( —~— | x(,7) ¢ -
IIlln TZl ] | ;9 BIl’llIl ( )
Remark 5.2. Since products arrive online, the potential functidrcontains only variables that correspond
to products that have already arrived. Thus, a slightly better notation maj(lk¢, denoting the potential
following the arrival of thekth product. However, the current notation simplifies the discussion and proofs.

The integral allocation algorithm is very simple.
1. Run the fractional allocation algorithm.

2. In each iteratiory, if there exists a buyersuch that setting (i, j) = 1 does not increase the potential
function®, then sety (7, j) = 1 (breaking ties arbitrarily).

3. If x(4,7) = 1 and the (residual) budget of buyéis greater than or equal tg;), then allocate the
product to buye¥ and decrease its budget by)).

Note that in case the residual budget of buy& not sufficient for buying product, then we still set
x(%,7) = 1. (This happens even if the residual budget is zero.) Thug;iifj) = 1 then producy is said to
bevirtually allocatedto i. Note that in case the budget of buyesuffices for buying product, thenj is both
allocated and virtually allocated fo

Intuitively, the second term of the potential functidn, ensures that the total sum of the prices of virtually
allocated products is close to the sum of prices of products that were allocated by the fractional solution. The
main concern, then, is that not all the products that are virtually allocated are also allocated, and thus, the
revenue may be smaller. To this end, the first term of the potential function ensures that the total price of
products that are virtually allocated to each buyer is at masb(1) times its budget. Thus, in total most of
the products that are virtually allocated are also allocated. This analysis is done formally in the following. We
start by proving some properties of the potential function

Lemma 5.3. The potential functio® satisfies the following:
1. Initially, ® < 1; throughout the algorithm® > 0.

2. In each iteration of the integral allocation algorithn® does not increase, i.e® is monotonically
non-increasing throughout the algorithm.

The next theorem states that the integral allocation algorithm only reduces the total revenue by a fraction
of o(1). This is true only if the total budget is large compared with the prices of the products.

9



Theorem 5.4. (Proof is in Appendix B.) Letb,.x denote the maximum cost of a product. The revenue of the
integral allocation algorithm is at least — o(1) times the revenue of the fractional solution, provided that:

(14 b)) o = (1) (4)

Lower Bounds: As we stated earlier, the standard lower bound example makes use of products with large
number of interested buyers. Though, the same example when restricted to bounded! dggesequite
tight bounds. Inspecting this bound more accurately we can prove the following lower bound for any value
d. Figure 1 provides the lower bounds for several sample valuds ®he proofs of the lemmas appear in
Appendix B.
Lemma 5.5. For any valued:
k—kH(d)+ ¢ H(d—1)

d ;

Cld)<1-—

whereH (-) is the harmonic number, anfdis the largest value for which/ (d) — H(d — k) < 1

Our bound is only tight forl = 2. We can derive better tailor-made bounds for specific valuels dhe
next lemma shows that our algorithm achieves an optimal competitive ratib=fo3.
Lemma 5.6. 19

< 22 —0.704
C() < 5= =070

6 Risk Management

We extend our basic ad-auctions algorithm to handle a more general setting of real time risk management.
Here each buyer has a monotonically decreasing fungtiof budget spent, specifying how aggressive it
wants to bid. We normaliz¢(0) = 1, i.e., at the zero spending level it is fully aggressive. If it has spent
dollars then its next bid is scaled by a factorf@). Note that since is a monotonically decreasing function,
the revenue obtained by allocating buyerset of items is a concave functionEj b(i, 7)y(i, 7).

Since we are interested in solving this problem integrally we assume the revenue function is piecewise lin-
ear. LetR; be the revenue function of buyerLetr; be the number of pieces of the functi&. We define for
each buyefr; — 1) different budget$3 (i, r), defining the amount of money spent in each “aggression” level.
When the buyer spends money from bud®ét, ), the aggression ratio igi,r) < 1 (a(i,1) = 1 for each
buyeri). We then define a new linear program with variahjés j, k) indicating that iteny is sold to buyes
using thekth budget. Note that the ad-auctions problem considered earlier is actually this generalized problem
with two pieces. In some scenarios it is likely to assume that each buyer has a lowest “aggression” level that is
strictly more than zero. For instance, a buyer is always willing to buy an item if he only needs to pay 10% of its
value (as estimated by the buyer’s bid). Our modified algorithm for this more general setting takes advantage
of this fact to improve the worst case competitive ratio. In particulan gt = min?* ,{a(z,r;)} be the min-
imum “aggression” level of the buyers, then the competitive factor of the algorlthﬁaFFf If the minimum
level is only10% (0.1), for example, the competitive ratio (5656, compared With).632 ~ 1 — 1/e of the
basic ad-auctions algorithm. Lé&,.« = max;er jenmr, 1<7~<n_1{(7”} be the maximum ratio between
a charge to a budget and the total budget. The modified linear program for the more general risk management
setting along with our modified algorlthm and the proof of Theorem 6.1 appear in Appendix B.

Theorem 6.1. The algorithm |s< ) (1 — Rmax)-cOmpetitive, where = (1 + Rmax)iﬁcniax. When
Rmax — 0the competitive ratio of the algorlthm tendsg@%.
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Dual (Packing) \ Primal (Covering)
Maximize: Y1 y() Minimize : B-x+> 0 2())
Subject to: Subject to:

Z;”:l y(j) < B | Foreachday: x4+ 2(j)>1
Foreachday: y(j) <1

Figure 5: The fractional ski problem (the primal) and the corresponding dual problem
7 Ski Rental and Dynamic TCP Acknowledgement Problems

In this section we show how to obtain optimal fractional algorithms, as well as randomized integral algorithms,
using the online primal-dual technique developed in the paper for the well known ski rental and dynamic TCP
acknowledgement problems. Both problems were considered previously, e.g. [12]. We show a very simple
algorithm and simple analysis that uses weak duality. Both problems are, in fact, minimization problems
that are very close to the dual problem of the ad-auctions problem. Due to lack of space the dynamic TCP
acknowledgement problem appears in Appendix A. We believe that our approach to the design and analysis
of online algorithm via the primal-dual method is quite general and will find additional applications in the
future, in both minimization and maximization online problems.

The Ski Rental Problem: The classic ski rental problem is the following. A customer arrives at a ski
resort, where renting skis costs $1 per day, while buying skis é@stsThe unknown factor is the number

of skiing days left before the snow melts. This is the customer’s last vacation, so the goal is to minimize
the total expenses. We develop both fractional algorithms, as well as randomized integral algorithms, using
a primal-dual approach. The offline problem (withskiing days) can be formulated by the simple covering
linear system in Figure 5. Variableis set tol if we decide to buy the skis. For each dayariablez(j) is

set tol if we decide to rent the skis on that day. The constraints guarantee that on each day we either rent skis
or buy them. The dual system is also extremely simple and consists of varéh)esrresponding to each

dayj. In the fractional version of the problem it is required that the sum of the fractions corresponding to
renting and buying is at leaston each day. In the online setting new primal constraints (days) arrive one by
one. Upon arrival, each primal constraints should be satisfied, and we demand that the primal variables can
only be increased. We are now ready to present the online algorithm.

Initially, x < 0. Each new dayjth new constraint), it < 1:
1. 2(j) < 1—zande —a (1 + ) + —1yp- (The value ot is determined later.)
2. y(j) < 1.

The analysis is extremely simple. We need to show: (i) the primal and dual solutions are feasible; (ii)
in each iteration, the ratio between the change in the primal and dual objective functions is bounded by
(1+1/(c—1)). This will prove that the algorithm i€l + 1/(c — 1))-competitive.

First, it is easy to see that the primal solution we produce on each day is feasible. Seaord] jfthe
dual objective function increases lty and the increase in the primal objective functiorBidz + z(j) =
z+1/(c—=1)4+1—2 =1+1/(c— 1), thus the ratio i1 + 1/(c — 1)). Third, to show feasibility of
the dual solution, we need to show thal’’ , y(j) < B. We prove that: > 1 after at most3 days of ski.
Variablez is the sum of a geometric sequence in whigh= 1/((c — 1)B) andqg = 1 + 1/B. Thus, after

1\B_
B days of ski,z = % implying thatc < (1 + ). Thus, the competitive ratio id — 1/e) when
B > 1. We note that using the techniques in Section 5, it is possible to improve the competitive ratio to

C(By=1—-—25=1 .
In order to get a randomized integral solution, we arrange the incrementsmothe interval0, 1] and
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choose uniformly in random a number i 1]. We buy on the day corresponding to the increment td

which the random number belongs. It can be shown that the probability of buying gthtday is exactly

the change in the value aof on thejth day and the probability of renting the skis on thb day is exactly

z(7). Thus, the expected cost of the randomized algorithm is the same as the cost of the fractional algorithm.

Acknowledgements: We thank Allan Borodin for pointing to us the mutiple slot setting.

References

[1] N. Alon, B. Awerbuch, Y. Azar, N. Buchbinder, and J. Naor. The online set cover probleRroteed-
ings of the 35th annual ACM Symposium on the Theory of Computatiges 100-105, 2003.

[2] N. Andelman and Y. Mansour. Auctions with budget constraints SWIAT 2004: 9th Scandinavian
Workshop on Algorithm Theaorpages 26-38, 2004.

[3] J.Aspnes, Y. Azar, A. Fiat, S. Plotkin, and O. Waarts. On-line routing of virtual circuits with applications
to load balancing and machine schedulidgACM 44(3):486-504, 1997.

[4] B. Awerbuch, Y. Azar, and S. Plotkin. Throughput-competitive online routing?rbt. of 34th FOCS
pages 32-40, 1993.

[5] A.Blum and J. Hartline. Near-optimal online auctions. 2005.

[6] C. Borgs, J. Chayes, N. Immorlica, M. Mahdian, and A. Saberi. Multi-unit auctions with budget-
constrained bidders. IAroc. of the 6th ACM conference on Electronic commgpegies 44-51, 2005.

[7] N. Buchbinder and J. Naor. Online primal-dual algorithms for covering and packing problem3thin
Annual European Symposium on Algorithms - ESA 20085.

[8] N. Buchbinder and J. Naor. A primal-dual approach to online routing and packifig.dppear in 47th
Annual IEEE Symposium on Foundations of Computer SciQa6.

[9] D.R.Dooly, S. Goldman, and S. D. Scott. On-line analysis of the TCP acknowledgement delay problem.
Journal of the ACM48:243-273, 2001.

[10] A. Goel, A. Meyerson, and S. A. Plotkin. Combining fairness with throughput: Online routing with
multiple objectives.. Comput. Syst. Scb3(1):62—-79, 2001.

[11] B. Kalyanasundaram and K. R. Pruhs. An optimal deterministic algorithm for online b -matching.
Theoretical Computer Scienc233(1-2):319-325, 2000.

[12] A. R. Karlin, C. Kenyon, and D. Randall. Dynamic TCP acknowledgement and other stories about
el/(e-1). INACM Symposium on Theory of Computipgges 502-509, 2001.

[13] R. Karp, U. Vazirani, and V. Vazirani. An optimal algorithm for online bipartite matchinglniRro-
ceedings of the 22nd Annual ACM Symposium on Theory of Comppiéiggs 352—358, 1990.

[14] M. Mahdian and A. Saberi. Multi-unit auctions with unknown supply.E@ '06: Proceedings of the
7th ACM conference on Electronic commenmgages 243-249, 2006.

[15] A. Mehta, A. Saberi, U. Vazirani, and V. Vazirani. Adwords and generalized on-line matchiRgodn
of the 46th Annual IEEE Symposium on Foundations of Computer Scjmamges 264—273, 2005.

[16] S. Robinson. Computer scientists optimize innovative ad aucBohM News38:243-273, 2005.

12



Dual (Packing) \ Primal (Covering)

Maximize: 2 jem Zt‘tZt(j) y(4:t) Minimize : Dier Tt D jen Zt|t>t(] 220, 1)
Subject to: Subject to:

. N k= .
Foreach ¢ T > t>t(J) s (G t)) <1 | Foreachy, tft > t(j): Y50 @k + 2(5,t) > 1

For eachy, t|t > t(j): y(j,t) <

Figure 6: The fractional TCP problem (the primal) and the corresponding dual problem

A Dynamic TCP Acknowledgement Problem

In this section we describe an algorithm for the dynamic TCP acknowledgement problem which is similar in
spirit to the online algorithm we presented for the ski rental problem. The TCP acknowledgment problem
was introduced by Dooly, Goldman and Scott [9] who gave a 2-competitive algorithm for the problem. This
bound was later improved by [12] to a randomiZed- 1/e)-competitive algorithm. We show an algorithm
that is based on our primal dual approach, yielding the same competitive ratio as [12]. The dynamic TCP
acknowledgment problem is the following. A stream of packets arrives at a destination and needs to be
acknowledged. However, it is possible to acknowledge several packets by a single acknowledgement message
This can save on communication, but requires delaying the acknowledgement of certain messages (which is
undesirable). Thus, the objective function is to minimize the number of acknowledgement messages sent
along with the sum of latencies of the packets.

Let M be the set of packets. For each packet M, lett(j) be the time of arrival at the destination.
Assume now that packets can only arrive in discrete tlme}iﬁ ofe later takel — oo so this assumption is
not limiting. With the time discretization assumption, we can formulate the TCP acknowledgement problem
as a covering linear program which appears in Figure 6. In this formulation we have a vagidtMesach
discrete time: which is set tol if the algorithm sends an acknowledgement message fedr each packet
j and timet > t(j), we have a variable(j,¢) which is set tol if packet; is delayed between timeand
timet + 3. By this formulation, our objective is minimizin, . 1 + 3 jear o sest(j) 220> t)- For eachj
and{t|t > t(j)}, we require thaEZ:t(j) xr + 2(j,t) > 1. This guarantees that either the packet is delayed

between timet and timet + é, or some acknowledgement message was sent since the arrival time of the
packet. The dual packing problem contains variaplgst) for each packef andt > t(j). We next design a
primal-dual based algorithm for the problem.

Initially, V& x5 < 0.
At each discrete time (iteration), consider each of the packgt®r which Z’;ii(j) xp < 1.
For each such packgtdo the following update:

L 2(j,t) < 1= T4y
2. x4 — T+ 5 Zk 1) Th + (7 (c is determined later).
3. y(j,t) — 3.

The analysis is not very difficult: First, the primal solution we produce is feasible. This follows since we
update for each unsatisfied packéf, ) «— 1 — Zk 1(j) Tk in each timer.

The second observation is that for each paglatd timet which we update, the change in the dual profit
is d, while the change in our primal cost is:

k=t k=t
1 1 1 1 1
1-— -+ = — | == .
( Z‘xk)d+d(z‘zk+c—l) d(1+c—1>
k=t(j) k=t(j)
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Dual (Packing) \ Primal (Covering)

Maximize: Y7, 6, b, k) (1 — () (i, k) | Minimize: S s(i, ) + b, 2. k)

Subject to: Subject to:

Visk<é Yo y(igk) <1 V(i k): s(i,7) + 2(4, k) > b(i, 4, k) (1 — (1))
V1 <i<mn Zk::l y(i,j,k) <1 Vi, k: s(i,7),2(3,k) >0

Vi, k: y(i,j,k) >0

Figure 7: The matching problem solved for prodgcHerex(i), 1 < i < n, is a constant.

Finally, we want to choose such that the dual solution we produce is feasible. Consider attiane
a corresponding dual constraint ; | 1) > > y(d,t") < 1. We want that afted updates ofy(j,t') that
“belong” to the constraint, all packets that have arrived prigrdce satisfied, and therefore there are no more
updates ofy(j,t’) belonging to the constraint. We prove that affesuch updatesy ", ., z; > 1, and so all
packets that have arrived until timere satisfied. -

We prove by induction on the updates thay, .,z > %, whereq is the number of updates.
Before the first update, the claim trivially holds. Consider an updatéjot’) (at timet’) such that’ > ¢ and
packet;j arrived at time< ¢. By the algorithm we get that:

k=t

1 1
’ ! - 7> ’
Ty < Ty erk;()kar(c—l Ty Zxk+ c—1)-d
J

Therefore) _, -, x;, after the update is at least:

(1+1/d)7t -1 1 _(1+1/d)1 -1
c—1 +(c—1)-d_ c—1

(1+1/d)Y e+ m > (1+1/d)
k>t

where the inequality follows by the induction hypothesis. Thus, choasiag1 + 1/d)? suffices, and thus
whend — oo we get a(1 — 1/e) competitive algorithm. We note also that using the techniques in Section 5,
it is possible to improve the competitive ratio@t{d) = 1 — —4=1__. This is valid provided that packets

a(1+2)
only arrive in discrete times df/d units each.
In order to get a randomized integral solution we arrange the variapl@s the infinite line. We choose
a random numbes € [0, 1]. We then send an acknowledgement message at each time segrieitfalls
in p + k for some integer valugé. We remark that we need the random choices to be correlated. It can be
verified that our expected cost is the same as the cost of our fractional algorithm, completing the analysis.

B Proofs of Theorems

Proof of Theorem 3.2: We prove three simple claims:
1. The algorithm produces a primal feasible solution.
2. In each iterationAP < (1 + c—%) -AD.
3. The algorithm produces an almost feasible dual solution.

To prove the claims, we crucially use the fact that the algorithm finds a maximum weight (integral) match-
ing in H via a primal-dual algorithm. The primal and dual matching programs are in Figure 7. The algorithm
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outputs an optimal primal and dual solutions satisfying:

n l n 0

ZZb(i,j,k 1—x(d) y(i, g,k Zszy +Zz(j,k)
=1 k=1

i=1 k=1
Proof of (1): Recall that the primal constraint in the linear program of the multiple slot problem (see Figure
3)is:
Vi, g,k : b, g, k)x(i) + 2(4, k) + s(i,5) = b(é, j, k).
Sincez(j, k) + s(i,7) > b(i, 5, k) (1 — z()), the above constraint is satisfied.
Proof of (2): When thejth product arrives,

n

4 n
AP = Y z(Gi)+ Y s(i)+ Y B(i)Ax(i)
k=1 i=1

i=1

_ - - n G b g k)e(@y, k) b, 5, k)Y, g, k)
_ ;;sz7 (1 - a(i ))y(z,J,k)+;kZ_lB(z)< i i Lok Hyle g )

S b Kt 0 (1+25)

i=1 k=1

SinceAD =" | Zk b(i, 3, k)y(i, j, k), the claim follows.
Proof of (3): The algorlthm never updates the dual solution for buyers satisfyifig> 1. We prove that for

any buyeri, when_"" Zf;:l b(i, 3, k)y(i, j, k) > B(i), thenz(i) > 1. This is done by showing that

Pm Py . o
1 Ti1 k=1 (3R Y (i5,k)
z(i) > (c EO) - 1) . 5)

c—1

Thus, wheneve} 7" Zizl b(i, j,k)y(i, j, k) > B(i), we get that:(:) > 1. We prove (5) by induction on
the (relevant) iterations of the algorithm. Initially, this assumption is trivially true. We are only concerned
about iterations in which thith slot of product is sold to buyet. In such an iteration we get that:

z(i)end = =(i)start: (1+ b(;z)k)> : b(i,t, k)

c—1)-B(i)
[ " b(i.d. k)Y (i3 k) ;
> 1 . JEM\{t} i L b(i, t k‘ b(i,t, k) . ©)
c—1 (0*1)'3(1)
[ 7 b(6,d. k) (i3, k)
_ 1 . jeange b S e b(i,t, k) _q
c—1 B(i)
§ . 1 -Cp_je,z\{,,} P",'c;b)bu,j.k)y(i.j,k) ~c( b(;’(t;)k)) B 1] _ 1 : [CPﬁM Pizg?£;7j,k)y(i,j,k) 1. o
c— c—

Where Inequality (6) follows from the induction hypothesis, and Inequality (7) follows since, for any
0<z<y<I, ln(1+m) > ln(1+y)

By the above, |t follows that whenever the sum of the charges to a buyer is more than its budget, we
stop charging this buyer. Thus, there can be at most one iteration in which we charge the buyer by less than
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b(i, j, k). Therefore, for each buyer > ., Zizl b(i, j, k)y(i, j, k) < B(i) + max;jenx{0(7,7,k)}, and
thus the profit extracted from buyérs at least:

B(i)
{Ezbz]’ v 4 B(0) + maxjen 1 (00,3, F) {Ez}zbZ”’ w30

jEM jEM k=1

(1 — Rmax)-

By the second claim the profit of the dual it at least 1 /¢ times the cost of the primal, and thus, by weak
duality theorem we conclude that the competitive ratio of the algorithfhis1/c) (1 — Rmax)-

Proof of Theorem 4.1: We first prove a more general claim regarding the final value(of. During the
algorithm we increase the value of primal variabi¢s). For buyeri, letz(i, end be the final (highest) value
of z(7) (upon termination). By our assumption, buyextracted at leagt; fraction of its budget. Whenever
we charge a buyerfor an item andc(i) < zs(7), the algorithm updates:

PPN CY )l GRP S Sy S
(i) = 2@ + B ( S(Hcl—gi—(l—gi))

Thus, the final value of(7) is

o(i,end 2 g;- (2.0 + o= B ) =g i)+ (1= g)oli) = ) ®

We next prove three simple claims:

e The algorithm produces a primal feasible solution.

e In each iterationAP < (1 + 6197()) AD.

e The algorithm produces an almost feasible dual solution.

Proof of (1): Consider a primal constraint of buyeand any iteny. In order to make this constraint feasible,
we need to set(j) > max{0,b(s,5)(1 — z(:,end)}. By Equation 8 (i,end > z4(i). Thus, when item
J arrives, setting:(j) to beb(i, j)(1 — max{x(i),zs(i)}) > b(4,75)(1 — x(i,end) suffices to satisfy the
constraint. Since the algorithm chooses the buybat maximizes this value, and setg) according to this

maximal value, we get that the constraint corresponding to any bwaret itemj is satisfied.

Proof of (2): Whenever the algorithm updates the primal and dual solutions the change in the dual profit is
b(i, 7). (Note that even if the remaining budget of buy¢o which product; is allocated is less than its bid
b(i,7), variabley(i, ) is still set tol.) The change in the primal cost is:

A ) — Bm'(mnnmﬁigwwxn}+%ﬁgckm{1?_%ﬂ

+ b6, ) (1 — max{x(i), z:(i)})
. 1—-gi . 1-yg
b(l,j) (1 + Clgt—(l—gl)> < b(l,]) (1 + Clg—(l—g))
Proof of (3): The algorithm never updates the dual solution for buyers satisfying> 1. We prove that

for any buyer, whenzjeM b(i,7)y(i,j) > B(i), thenz(i) > 1. This is done by proving that if the buyeér
extractedy; fraction of its budget (i.€} ., b(i, j)y(i, j) = g; - B(i)) then:

x@>{gﬂ () + ==t | i g/ < g o

X (Z)Cg’ gi =+ ﬁ [Cg;_g"’ — 1:| |f g; > g;
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It is easy to check that whey} = g;, the two are the same and equaktd:). Thus, if the claim is correct,
then whenever buyerextracts all his budget we get that:

1 —gi

N> (i 1—-gi 1-9: _ 1
z(i) > zs(i)c 9+ I (1= 1) e ]
— Gi 1—g; 1-— gi 1—g; _ 1] =1
cl—9i — (1 — gi)c + cl—9i — (1 _ gi) [C ]

We prove Inequality 9 by induction on the (relevant) iterations of the algorithm. Initially, this assumption
is trivially true. We are only concerned about iterations in which an itemkséysold to buyet. Let g, be

the fraction of the budget buyéspent before the current allocation, andgét= g, + b]éi(’f)) be the fraction of

the budget buyer spends after the current allocation. In iterations in whi¢h < x4(7), we get by Equality
8 thatg, < g;, and thus:

b(i, k)  b(i,k — gi
o(i)end = =())start+ @s(i) é&i)) é(i)) Cl_gil— (i]—gi)
b(i,k)  b(i,k)  1—g
B(i) ' B(i) =9 — (1 —g;)

> g {xsm " 1_9)] T a(0) (10)

Cl_gi — (1 —g;

1—gi
- o [0 g
Where Inequality 10 follows by the induction hypothesis. We also remark here that if the budget extracted
from buyer: before the iteration is less thag, and the budget extracted after the iteration is strictly more
thang;, then it is possible to divide the cost of the itéfa, ;) into two cost(i, j)1 + b(i, j)2 = b(4, j), such
that the budget extracted after virtually selling, j); is exactlyg;. We virtually sell both items to buyer
and change:(7) in two iterations. It is easy to verify that the changer6f) is the same as if this was done in
a single iteration.
In iterations in whichz(i) > x4(7) we get by Equality 8 thag; > ¢; and so:

b(i, k b(i, k —9i
z(i)end = x(i)Start(l + (B(i))> T Jg(i)) Cl_gil— (i] - gi)

. {xsmcg;gi N Cl_fﬁ e 1H (1 N bggf;)) N bg&f)) 61_%1:(?_ —
= a (i)t (H bﬁézi‘;)) i (ng_gi (Hbg(f))) - 1)

> (i)Y cl5r) + 01_(]1:—(5171_92) (Cg;igi - o%65) 1) (12)
= @,(i)c% 0+ clﬂil—;(?—gl) [Cg;/_gi B 1}

Where Inequality 11 follows by the induction hypothesis, and Inequality 12 follows since fob ahy
< y < 1, In(1+4=x) > ln(l—&-y).

By the above, it follcilws that whenever the sum of the charges to a buyer is more than its budget, we stop
charging this buyer. Thus, there can be at most one iteration in which we charge the buyer by l&gs than
Therefore, for each buyer >, b(i, j)y(i,j) < B(i) + max;en{b(i,7)}, and thus the profit extracted
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from buyeri is at least:

{Z b(i, §)y(i, )

(1 — Rmax)-

JEM JEM

B(i) o
BG) + masjen 06.9)] - {Z D)

By the second claim the profit of the dual it at le&st 61_9? >1- 011‘_% times the cost of the primal,

1—g2
and thus, by weak duality theorem we conclude that the competitive ratio of the algorithm iB,,.x) (1 —
1—g )
cl-9/*

Proof of Theorem 5.1: Let Y(j) denote the total profit of the algorithm (the dual packing) in jtte
iteration. In each iteration we maintain a corresponding feasible primal solution whose value is denoted by
X (j). Upon arrival of a new product we update both primal and dual programs. The dual (packing) program
is updated by adding a new constraint corresponding to the new product which has arrived, and by adding a
new termb(j)y(i, j) to each constraint of an interested buyer. The primal program is updated by adding a
new variable:(j) for the new product and a constraint of the fdr(n)x (i) + z(j) > b(5) for each buyer who
is interested in the new product.

Initially, the dual and primal programs are empty. In jitle iteration, the change in values of the primal
and dual solutions is denoted ByX (j) andAY (j), correspondingly. We prove that in each iteration:

AX(j) < —

S AY(j)

The primal solution is an assignment of values to the variabl®sandz(j). Since these values are not used
by the allocation algorithm, we can set them using future knowledge. For eachiblgte:) (0 < ¢t < d) be
the largest level to which this buyer belongs during the algorithm. Thus, buysrent overall at leagti)/d
fraction of his budget. The variabl€i) grows as a function of the fraction of money that buiygpent, which

in fact depends on the corresponding dual constraint. Specifically, for buyer

. . .. . . .. t(e
2(i) = fa (B 251 iest) b(J)y(m)) if 55 325 | sesey) b)Y 5) < 93
A (e ; . . t(i
Ja %) if % Zj | i€S(5) b(5)y(i, §) > %

The variables:(i) are monotonically increasing and thus, once a primal constraint is satisfied, it remains
satisfied throughout the run of the algorithm. Hence, in each iteration, it suffices to satisfy the newly added
primal constraints.

Consider first a case in which prodycivas not fully sold by the algorithm. This means that at the end of
the jth iteration all the buyers i§(j) exhausted their budget. In this case the corresponding variafilesat
the end of the iteration are dl|] and thus all the new primal constraints are satisfied, and we cafy$et- 0.

We only need to show that the change in the primal profit in this iteration is not too large. When we increase a
variabley(i, j), the derivative of the dual profit of the algorithmbigi). The derivative of the primal cost is:

. — Y PO TS S
PO T, = P Be e a0

The inequality follows by taking the maximum derivative of the (convex) funcfipwhich is:

1\
d~ad=da1<1—|—d_1) :@

Thus, we get that in this iteratiod X () < ﬁ -AY ().
Assume now that produgtwas fully sold to the buyers. Let 0 < ¢t < d — 1, be the highest level of
buyers to which the product was sold. Since the algorithm always allocates the product to buyers in the lowest
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possible level it means that all buyersSii;) used at least/d fraction of their money. Lef\y, Ay, ..., A,
be the fraction of the product that was allocated in each levelt. By our assumptionzfcz1 A =1. We
consider two cases.

Casel: All the buyers inS(j) spend during the algorithm at leastd of their budget for’ > ¢. In this case,
for each buyet, the derivative of the primal cost due to the change(ii) is:

dfq NE) ,

— < B(1) -5 -d- =b(j)-d- .

ai.qy =P B e S

B(i) -

The inequality follows by taking the derivative ¢f in the highest level in which the product was sold.
We fully allocate the product and hen@ies(j) y(i,j) = 1. Thus, the total change of the primal cost due
to the change in the variable$i) is at most(j) - d - a;+1. Since all buyers it5(j) eventually spend during
the algorithm at leastt + 1)/d of their budget, variable (i) corresponding to buyere S(j) will be at the
end of the allocation process at legigt ). Therefore, it is safe to setj) = b(j) - (1 — f()) in order to
satisfy all the new primal constraints. Thus, the total change in the primal cost in this iteration is:

t+1

)+ Y BOA) <00) (1= 1) +10) - d-

1€S57(J)
. . 1y

b(j) 1—aq- +b(])~d-a1~ 1+ﬂ

d—1 1

b(j) (T4ar-(d—1)) =0b(j) | 1+ - = -b(j).
1 d(1+ﬁ)d —@d-1) €@

Since the product was fully sold the dual profit in this cagé j$ and hence we are done with this case.

d<1+d11)t_(d_1)

Case2: There exists at least one buyerSii;j) who eventually spends (throughout the algorithm) less than

a fraction of(¢ + 1) /d of his budget (but spend at leastl). In this case, in order to satisfy the new primal
constraint, it is only safe to se{j) = b(j) - (1 — f(4)). However, note that the buyer that spent less than
(t + 1)/d fraction of its money was present throughout the whole process of dividing the product equally
between all buyers in last level Thus, by our algorithm, this buyer receives at least a frac%emf the
product. By the definition of the function associated with the variabig the growth function of(7) in this
segment (which is larger thaii)) is zero. Thus, the change in the primal cost due to the increase of the dual
variables in the highest level is at most:

d—1

b(j)at+1d . At = b(]) . (d — 1) c Q41 At. (13)

The change in the primal cost due to the increase of the dual variables in lower levels is afjinosgt
at - (1 — Ay). But,az 1 = ay - (1 + ﬁ) and soz; = %=1 - q,44. Thus, the change in the primal cost due
to change in the variablegi) is at most:

d—1

b(j) - d-ar-(1—Ay) =b(j)-d- capy1 - (L= Ag) =0(j) - (d—1) - apr - (1= Ay). (14)

Adding up Equations (13) and (14), we get that the total change in the primal cost due to the increase in the
primal variablesc () is b(j)(d — 1)ai11. Sincef (1) = a1 + f(4), the total change in the primal cost is

at most:

) (1= 1) 4300 @10 = 16) (1= FEF) )| 450) - (@=1)-00s
= 000) (1= 15D 4 sidor = 000



This change is exactly the same as in cgge Similarly to casg1), the product was fully sold and so the
dual profit isb(j) and we are done with this case.

Proof of Lemma 5.3: Initially, ® = 1, and it can easily be verified that subsequefitlig always positive.

The proof of the second claim is probabilistic. Assume that in iteratitdme product is allocated frac-
tionally. We choose to virtually allocate the product to buiith probabilityy(i, j). This can be done by
simply arranging the valueg, j) on the interval0, 1] and choosing uniformly in random a numbefr(n1].

The probability of virtually allocating produgtto buyeri is then exactlyy(z, j), and the probability of not
allocating (virtually) the product to any of the buyerd is- ZieS(j) y(i,7).

We prove that the expected value of the potential funciiaoes not increase. Thus, either there exists a

buyer such that virtually allocating produgto it does not increase, or by not allocating produgct at all ®

does not increase. By Ilnearlty of expectation, we can analyze each of the tefImenrespondlng to buyers
in S(j) separately. Le@ and@{fl be the values of the term corresponding todebuyer in the first term

of the potential functlon@l, before and after the probabilistic choice, correspondingly. Thus,

Blof] = y(@j)-«biiexp{ln(H 55 b(j))-l— lgfg-bmyu,ﬁ}

In2n

+ (1—y(i ) @7, exp {— Ba) b(j)y(m)}

= @, ((1 55 w(j)y(z‘,ﬁ) exp { 5o ~b(j)y(i,j)}> <o,
where the last inequality follows sindet x < e* for z > 0.

Next, we analyze the second term of the potential functien,Let @5 and®Z be the values of this term
before and after the probabilistic choice, correspondingly. g} = >_;cq(; ¥(i,5). y(Jj) is exactly the
probability that producj is allocated by the probabilistic choice. It can be verified that the valds, ainly
depends on the fact that the product is virtually allocated or not, and does not depend on the identity of the
buyer to whom the product was allocated. Thus,

plof] = o) o5 {—a—rnt)+n (1- 22 ) by oo { s}

- (1— Jb%)@gexp{ &b(j)y(j)}+<1—y(j))-¢§exp{¢ib(j)y<j>}

- <b§exp{ﬁb(j)y(j)} (1 — () f%) < 0§,

where the last inequality follows sinde— x < e~* for x > 0.

Proof of Theorem 5.4: Consider firstb,. Since each term i@ is positive, andb < 1, then alsob, < 1.
Thus,

=13 ]4i€S(j) =1 j|i€S(j)

exp{Z > —=bliGid) IS ( l’éﬁﬂ)x(@j)}<1.

Simplifying the inequality we get that:

Z S bG)wid) < VBam24VBum Y. Y ln(l— bg)_ >_ X, )

i=1j | 1€S(j) 1€EM j | i€S(j)
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b(J)

S V Inln 1n2 + \/ Inln Z Z b(]) X(Z ]) (15)
ien j|ies() 1 T Vo

V l’IllIl 1n2 + Z Z b(]) b(])x(l’j)

i=1j | les(]) VBmin

Inequality (15) follows since forany < = < 1, In (L) =1In (1 + ﬁ) < 1%

> >, 1ies(j) b()y(e, 7) < Bmin, then each product that is virtually allocated is also allocated and,
Doit 2o ies() bUIX(EL ) = 221 205 | es(y) b()y(i, 7). Otherwise, (simplifying the previous inequal-

ity) we get that
V Bmin V Bmin i=1j | i€S ()

i=1j | ieS()
(1—o(1 Z > (16)

i=1j | i€S(j)

v

Thus, in both cases, the total revenue of a product that the integral algorithm virtually allocates is at least
1 — o(1) times the total revenue of the fractional solution. We now need to analyze the loss in revenue of
the algorithm in the case where a product is virtually allocated to a buyer, but due to insufficient budget,
the product is not allocated to the buyer. We use the first part of the potential function to prove that buyers
do not exceed their budget in the integral solution by much compared with the budget used in the fractional
allocation. Since each term i is positive, andb < 1, then each tern® can be at most. Consider a term
corresponding to a buyer We get that:

21nexp{ Z ln(l—i— 12(2;)1 b() Z ln2n ')y(i,j)}<l.

J | i€eSs(j) J1i€S(y)

Simplifying we get:

I (1+/ %2 - 00))

o2 )

ST bG)yg) > —V/Blim2n+ Y

i lies@) Ji€S()

Consider now a buyer for which_; | ;) 0(7)x(i,7) = B(i). In this case we get that:

I (1+/ %% - 00))

ST b()yling) > —V/B@ 2+ Y ——— b(5)x(i, 4)
j 1i€s() i |i€SG) B 0()
-1n 14 11121'" . b(])
> Y (VB 10) v b(i)x (i) a7)
o~ ) annb( ) B(Z)
i lies@) | B(i) °\J
— 2
ln2in b(j) — 1 1n2in -b(4)
>y (B (/5 0) el PN (18)
j1iesa) | i o() 50)
. F 1“2” = 3 - oMb ),
Jjlies@y) L J 1 i€8(@)
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Inequality (17) follows since for these buyeEj | i€S() b(j)x(i,7) > B(i). Inequality (18) follows since

foranyz > 0, In(1 + z) > = — 2% The last equality follows from (4).
We now partition the buyers into two sets]; and M,, where the sef\/; contains buyers for which
> lies() b()x(i,j) = B(i), and the set\/, contains the remaining buyers. The total revenue of the

algorithm is:
P = Y BO+> Y
i€ My i€Mz j | i€S(J)
> >N b+ Y. D b)) (19)
€My j | i€S(j) 1€M2 j | i€S5(j)
= (1-0(1) Y Z )+ Y D b)) (20
i€My j | i€S(j i€EM: j | ieS(j)
> (1-of Z Z (1—of Z Z (21)
i=1j | i€S(j) =13 |i€S(j)

Inequality (19) follows since the fractional solution is feasible, and thus, for the buy@rs ihholds that

> Liese) bUx(is4) = B(i) = 325 | ies(y) b(7)y(i, j). Inequality (20) follows from our above observation
and inequality (21) follows from Inequality (16). Thus, we get that the loss of revenue of the integral solution
is bounded by a factor ef(1) with respect to the fractional solution, thus completing the proof.

Proof of Lemma 5.5: We prove that the bound holds even for an algorithm that is allowed to allocate the
products fractionally. We reconsider the standard lower bound example. Fdf #rg/instance consists of

d buyers, each has unit budgetEach of the products has unit price. The adversarial arrival sequence is as
follows. There arel products. The first product can be allocated taldiuyers. The next product cannot be
allocated to the buyer to whom the online algorithm allocated the smallest fraction of the first product. The
third product can be allocated only to ttie- 2 buyers who got most of the previous two items. This sequence

continues until the last product, which can only be allocated to a single buyer.

It is not hard to see that the optimal (maximum) revenug i&ny deterministic algorithm allocates to the
“poorest” buyer an amount of at mo§1 The second (poorest) buyer gets a fractio% of ﬁ. In general,
the revenue extracted from thid poorest buyer isin {1, H(d) — H(d — ¢)}. Thus, the competitive ratio of
any algorithm is at most:

k

d
éZmin{l,H(d)—H(d—i)} é (1-(d—k)+k-H(d)—ZH(d—i)>

i=1
k—kH(d)+ Y% H(d—1)
d )
whereH (-) is the harmonic number, aridis the largest value for whicH (d) — H(d — k) < 1

= 1—

Proof of Lemma 5.6: We prove that the bound holds even for an algorithm that is allowed to allocate the
products fractionally. We consider an instance viithuyers, each with unit budget. There @reroducts

and has unit price. The adversarial sequence is as follows. The first three items can be bought by buyers
{1,2,7},{3,4,8},{5, 6,9} respectively. Assume without loss of generality that buye®s 9 got at most

1/3 of a product. No other products will be available for these buyers, so we can assume that the algorithm
allocates exactly /3 of a product to each of these buyers. Next, there are two products that can be bought by
{1,2,5},{3,4, 6}, respectively. The total revenue out of these buyetsard so we can assume that buyers

5 and6 got at most2/3 of a product each. Next, the four last products arrive and they can each go only to
buyersl, 2, 3 and4, respectively.
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Dual (Packing)

Maximize: Dt 2oict 2oy alis k) 006, )y (6, 5, k)
Subject to:
VI<j<m Doi1 2ok Y05, k) <

Vi<i<nl<k<wr—1 > a(ik) b(i,j)y(i,J k)<B(zk)
Primal (Covering)

Minimize : Sy Sy Bik)a(i k) + 30 ()
Subject to:
V(i,j, k) [ 1<k <r—1  a(i,k) b, 7)x(i, k) + 2(j) = a(i, k)b(i, j)

Figure 8: The fractional generalized risk management ad-auction problem (the dual) and the corresponding

primal problem

It is not hard to see that the optimal (maximum) revenug By the adversarial sequence any determin-

istic algorithm has revenue of at modt:- 2 - 2 + 3 - 1 = 2. Thus,C(d) < 32 = 0.703.

Modified algorithm for risk management and the proof of Theorem 6.1: As states, the more general
risk management problem can be formulated using a more complex linear program. The primal-dual pair is

described in Figure 8. Our modified algorithm is the following:

Allocation Algorithm: Initially Vi x(i) < 0.
Upon arrival of a new produgtallocate the product to the buyethat maximizes:

max {ﬁﬁ}lc {a(i,k)b(i,5)(1 — x(i, k))}, ali, rz)b(i,j)}

Letl < r < r; be the the argument for which the maximization is achieved. 4f » < r; — 1 and
x(i,7) > 1 then do nothing. Otherwise:

1. Charge the the budgé? (i, r) by the minimum between(i, r)b(i, 7) and the remaining of the
budget and sej(i, j,r) «— 1
2. If r # r; then:

o 2(j) — a(i,r)b(i, j)(1 — x(i, r)).

o x(i,r) — x(i,r)(1 + 2 T()be)j)) + “(g()ibﬁé’j) 1=aliri) (¢ is determined later).

3. If r =r;thenz(j) < a(i, r;)b(i, ).

Let Riax = maxier jem, 1<r<rz_1{7’”} the maximum ratio between a charge to a budget and the

total budget.
Theorem B.1. (Theorem 6.1) The algorithm (s;%) (1—Rumax )-cOMpetitive, where = (1 + RmaX)Triax .
WhenR,,.x — 0 the competitive ratio of the algorithm tendsg@;ﬁ.

Proof. We prove three simple claims:

e The algorithm produces a primal feasible solution.
e Ineach iteration th\ P < (1 4 1=%zin) . AD,
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e The algorithm produces an almost feasible dual solution.

Proof of (1): Consider some buyétand budgeB(i’, k¥'). To make this constraint feasible we should choose
2(3) = a(?, E"b(i', 5)(1 — z(¢, k"). Also for each buyet and producy, in order to satisfy the last constraint
we needz(j) > a(i,r;)b(i,j). Since the algorithm set(j) according to the maximal value all constraint
become feasible. If the algorithm do not updatg), it means that all these values are at ntoand so all the

constraints are feasible.

Proof of (2): Whenever the algorithm updates the primal and dual solutions, the change in the dual profit is
a(i,r)b(i,7). (Note that even if the remaining of budgBt:, ) to which product; is being charged is less
thana(i, 7)b(i, j), variabley(i, j, r) is still set tol.) If » # r; then the change in the primal cost is:

a(t,r)b(i, §)(1 — x(i,7))

1- Gmin
) i, 5)(1
ali, (i, )1+ =

+ a(i,r)b(i, j)

IN -+

)

If » = r; then the change in the primal cost i) = a(i, r)b(i, 7).
Proof of (3): The algorithm never charges buddeti, ) whenz(i,r) > 1 — a(i, r;). This follows since at
that point:
a(i,r4)b(i, ) = a(i,r)b(i, 7)(1 = (1 — a(i,r:))) = a(i,7)b(i, j)(1 — 2(i,r))

We prove that for any buyerandl < r < r; — 1 when}_ ..\, a(i,r)b(i, j)y(i,j,r) > B(i,r) then
z(i,7) >>1— a(i,r;). This is done by proving that:

1-— a(i, Ti) jem alim)b(i,5)y(,5,r)
————— | C

B(7,7) —1]. (22)
c—1

x(i,r) >

Thus, wheneved ., a(i,7)b(i, j)y(i,j,7) > B(i,r), we get thate(i,r) > 1 — a(r;). We prove (22)

by induction on the (relevant) iterations of the algorithm. Initially, this assumption is trivially true. We only
concern about iterations in which an item, ¢gayvas sold to buyeron the budgeB (i, r). In such an iteration

we get that:

z(i,)end = (6 7)start (1 + W} + a(z’m)b(i,k)(cl__l)a%

—alir) T jean (ry alimbiutigm CVb(s
o1 a(i,r;) JEEELItE, otimt (1 a(z,7)'b(z, k)
- c—1 B(i,r)

) . 1—a(i,r)

5, 7)b(1, k) —————
Al D) s
_ l—a(i,r) 'ijeM\{k}‘;<('il;f:)b<'ivj>y<%r> 14 a(z',r).b(ak) .

c—1 B(i,r)

1—a(i,ry) [ Caeansy oG0bivtsm ety 1]

(23)

> — 1 e B(i,m) B(i,r)
c—1

1-— a(i, ri) I PjeM a(i,r)b(i,5)y(i,5,m)
-1

(24)

= — " |c B(i,r)

c—1

Where Inequality 23 follows by the induction hypothesis, and Inequality 24 follows since fob ahy

v <y <, ik > ity
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By the above, it follows that whenever the sum of the charges of a buyer exceeds its budget, we stop
charging the buyer. Thus, there can be at most one iteration in which we charge aBudge¢by less than
a(i,r)b(i, j). Therefore, for each budgst(i,r): > ., ali, r)b(é, j)y (i, j,r) < B(i,r)+maxjen{a(i,r)b(i, j)},
and thus the profit extracted from buyids at least:

> ali, r)b(i, )y, 4,r)

jEM

|:Z a(z,r)b(z,])y(z,j, T) (1 - Rmax)-

JEM

B(i,r) <
B(i,r) + maxjear{a(i,r)b(i, j)} ~

By the second claim the profit of the dual it at Iegﬁ% times the cost of the primal, and thus, by weak

min

duality theorem we conclude that the competitive ratio of the algorithfh is Ry ) (=52-). O

C—0min
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