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state of nature. The seller has complete knowledge of the actual state and can send signals
to the buyers so as to disclose information about it. For instance, the state of nature may
reflect the condition and/or some particular features of the item, which are known to the
seller only. The problem faced by the seller is about how to partially disclose information

Keywords:

Posted price auctions about the state so as to maximize revenue. Unlike classical signaling problems, in this setting,
Bayesian persuasion the seller must also correlate the signals being sent to the buyers with some price
Revenue maximization proposals for them. This introduces additional challenges compared to standard settings. As

a preliminary step, we show that, w.l.o.g., the seller can deterministically propose a price to
each buyer on the basis of the signal being sent to that buyer, rather than selecting prices
stochastically and arbitrarily correlating them with signals sent to all the buyers. Next, we
consider two cases: the one where the seller can only send signals publicly visible to all
buyers, and the case in which the seller can privately send a different signal to each buyer.
As a first step, we prove that, in both settings, the problem of maximizing the seller’s
revenue does not admit an additive FPTAS unless P = NP, even for basic instances with a
single buyer. As a result, in the rest of the paper, we focus on designing additive PTASs.
In order to do so, we first introduce a unifying framework encompassing both public and
private signaling, whose core result is a decomposition lemma that allows focusing on a
finite set of possible buyers’ posteriors. This forms the basis on which our additive PTASs
are developed. In particular, in the public signaling setting, our PTAS employs some ad
hoc techniques based on linear programming, while our PTAS for the private setting relies
on the ellipsoid method to solve an exponentially-sized LP in polynomial time. In the
latter case, we need a custom approximate separation oracle, which we implement with a

dynamic programming approach.
© 2023 The Author(s). Published by Elsevier B.V. This is an open access article under the
CC BY license (http://creativecommons.org/licenses/by/4.0/).

1. Introduction

In posted price auctions, the seller tries to sell an item by proposing take-it-or-leave-it prices to buyers arriving sequen-
tially. Each buyer has to choose between declining the offer —without having the possibility of coming back— or accepting
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it, thus ending the auction. Nowadays, posted pricing is the most used selling format in e-commerce [2], whose sales reach
over $4 trillion in 2020 [3]. Posted price auctions are ubiquitous in settings such as, for example, online travel agencies (e.g.,
Expedia), accommodation websites (e.g., Booking.com), and retail platforms (e.g., Amazon and eBay). As a result, growing at-
tention has been devoted to their analysis, both in economics [4] and in computer science [5-9], within artificial intelligence
and machine learning in particular [10-12].

We study Bayesian posted price auctions, where the buyers’ valuations for the item depend on a random state of na-
ture, which is known to the seller only. We apply the Bayesian persuasion framework by Kamenica and Gentzkow [13], by
considering the case in which the seller (sender) can send signals to the buyers (receivers) so as to disclose information
about the state. Thus, in a Bayesian auction, the seller does not only have to decide price proposals for the buyers, but also
how to partially disclose information about the state so as to maximize revenue. This is achieved by the seller by first publicly
committing to a signaling scheme, i.e., a randomized mapping from states of nature to signals for the buyers, and, then, by
drawing signals according to such a signaling scheme once the state of nature has been observed. Then, the buyers receive
their signals and compute their posterior beliefs over possible states of nature, which they use in order to decide whether
to buy the item or not.

Our Bayesian auction model finds application in several real-world scenarios. For instance, in an e-commerce platform,
the state of nature may reflect the condition (or quality) of the item being sold and/or some of its features. These are
usually known to the seller only, since the buyers cannot physically evaluate the item given that the auction is carried out
on the web. In such a setting, the signaling scheme could represent some established policy for visualizing information on
the web page, which the platform implements in order to inform potential buyers on the item being sold (e.g., the platform
could decide the order in which the features of the item are presented on the web page).

Over the last years, the Bayesian persuasion framework by Kamenica and Gentzkow [13] has received considerable
attention from the computer science community, due to its applicability to many real-world scenarios, such as online
advertising [14-16], voting [17-20], traffic routing [21-24], recommendation systems [25], security [26,27], product mar-
keting [28,29], and sequential decision making [30-32]. In spite of that, only few works (such as, e.g., [15,16,18]) addressed
computational problems related to Bayesian persuasion in auctions (see Section 1.2 for more details). Moreover, to the best
of our knowledge, our work is the first one studying the computational properties of Bayesian persuasion in the specific
setting of posted price auctions.

1.1. Original contributions

We study the problem of computing a signaling scheme that maximizes the seller’s revenue in single-item single-unit
Bayesian posted price auctions. We focus on two different settings: public signaling, where the signals are publicly visible to
all buyers, and private signaling, in which the seller can send a different signal to each buyer through private communication
channels.

We start in Section 2 by introducing the notation and all the definitions that are needed in the rest of the article. We
also provide two simple numerical examples that help to better clarify our model. The first one shows that the seller can
increase their revenue by revealing information on the state of nature through signaling, with respect to the case in which
they do not disclose anything. The second example shows a setting in which the seller gets an higher revenue by using
private signaling rather than public signaling.

In Section 3, we provide a preliminary result that allows us to assume w.l.o.g. that the seller commits to price functions
with specific structures. Indeed, in a Bayesian posted price auction, the seller may commit to a price function that selects
the prices to be proposed to the buyers stochastically on the basis of the signals being sent to all the buyers. This introduces
considerable additional challenges compared to standard posted price auctions. In order to overcome such difficulties, as a
first result we show that the seller can commit to a price function that deterministically proposes a price to each buyer on
the basis of the signal being sent to that buyer only, without incurring in any revenue loss. This holds in both the public
and the private signaling settings.

In the remaining sections, we provide the core results of this article. In particular, in Section 4 we start with a negative
result. We show that, in both the public and the private signaling settings, the problem of computing a revenue-maximizing
signaling scheme does not admit either an additive or a multiplicative FPTAS unless P = NP, even for basic instances with a
single buyer.

As in the mainstream literature on Bayesian persuasion [18,20,33,34], we focus on additive approximations, which are
considered more suitable for this problem. We provide tight positive results by designing additive PTASs for the public
(Section 7) and the private (Section 8) signaling settings. In order to do so, in Section 5 we first introduce a unifying
framework encompassing both public and private signaling. Its core result is a decomposition lemma that allows us to focus
on a finite set of buyers’ posterior beliefs over states of nature—called g-uniform posteriors—rather than reasoning about
signaling schemes with a (potentially) infinite number of signals. Compared to previous works on signaling, our framework
has to deal with some additional challenges. The main one is that, in our model, the seller (sender) is not only required to
choose how to send signals, but they also have to take some actions in the form of price proposals. This requires significant
extensions to standard approaches based on decomposition lemmas [18,20,33]. The framework forms the basis on which we
design our additive PTASs for the public and the private signaling settings.
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In Section 7, we address the public signaling case, in which our framework establishes a connection between signaling
schemes and probability distributions over g-uniform posteriors. This allows us to formulate the seller’s revenue-maximizing
problem as an LP of polynomial size, whose objective coefficients are not readily available.! However, they can be approx-
imately computed in polynomial time by an algorithm for finding approximately-optimal prices in (non-Bayesian) posted
price auctions, which we anticipate in a separate section (Section 6) as it may also be of independent interest. Solving the
LP with approximate coefficients then gives the desired additive PTAS.

In Section 8, we study the private signaling case. In such a setting, our framework provides a connection between
marginal signaling schemes of each buyer and probability distributions over g-uniform posteriors, which, to the best of our
knowledge, is the first of its kind, since previous works are limited to public settings [18,34] (a notable exception is [20],
which studies a specific case in between private and public signaling). Such a connection allows us to formulate an LP
correlating marginal signaling schemes together and with price proposals. Although the LP has an exponential number of
variables, we show that it can still be approximately solved in polynomial time by means of the ellipsoid method. This
requires the implementation of a problem-specific approximate separation oracle that can be implemented in polynomial
time by means of a dynamic programming algorithm.

Finally, Section 9 concludes the paper and describes some open problems of scientific interest. For the sake of presenta-
tion, the proofs of all the theoretical statements are deferred in the appendices.

1.2. Related works

The works most related to ours study algorithmic Bayesian persuasion in standard (non-posted-price) auction settings
in which the seller, having information about the item being sold, acts as a sender in order to influence buyers’ decisions.
These works mostly focus on second-price auctions [15,16,18]. Two notable exceptions that study different auction models
are the work by Bacchiocchi et al. [35], who address ad auctions using Vickrey-Clarke-Groves mechanisms, and the work
by Bergemann et al. [36], who focus on ad auctions under the generalized second-price mechanism.

Emek et al. [15] study second-price auctions assuming that the seller knows the buyers’ valuations. They provide an LP
to compute a revenue-maximizing public signaling scheme. Moreover, they show that it is NP-hard to compute a revenue-
maximizing signaling scheme in settings with Bayesian valuations.

Cheng et al. [18] provide a PTAS for the Bayesian valuations setting, complementing the hardness result in [15].

Badanidiyuru et al. [16] study algorithms whose running time does not depend on the number of states of nature.
Moreover, they initiate the study of private signaling schemes, showing that, in second-price auctions, private signaling
introduces non-trivial equilibrium selection problems.

Finally, Bacchiocchi et al. [35] provide two generalizations of the result by Cheng et al. [18] to ad auctions using Vickrey-
Clarke-Groves mechanisms. In particular, they provide a PTAS for the Bayesian valuations setting with a constant number
of slots, and a QPTAS for the case in which the bidder’s valuations are bounded away from zero. Moreover, they provide an
FPTAS working when the number of states of nature is constant.

Our work is also related to the line of research that employs distributions over g-uniform posteriors in Bayesian per-
suasion problems that do not involve auctions [18,20,33,34]. Cheng et al. [18] introduce g-uniform posteriors for the first
time, showing that, under some assumptions, distributions over g-uniform posteriors approximate a sender-optimal public
signaling scheme. They use this argument to provide a PTAS working for second-price auctions with Bayesian valuations.
Xu [33] focuses on the case of receivers’ binary actions and employs g-uniform posteriors in order to show that the prob-
lem of computing an optimal public signaling scheme admits a bi-criteria PTAS for monotone submodular sender’s utility
functions. Castiglioni et al. [34] consider the case of receivers’ binary actions and general sender’s utility functions, and they
provide a tight bi-criteria QPTAS for the problem. All the works mentioned above focus on public signaling. The only excep-
tion is [20], which studies a specific case in between private and public signaling, though restricted to a voting scenario.

It is also worth citing a line of work that addresses Bayesian persuasion in posted price auctions, thought in problems
(also known as price discrimination problems) where the sender is neither the seller nor the buyer, but an intermediary
that discloses information about the item with the goal of optimizing a linear combination of buyer’s surplus and seller’s
revenue [37-40]. Thought related to ours, these works address a fundamentally different problem, since in our setting the
seller also plays the role of sender, and, thus, their goal is to jointly optimize prices and signaling schemes in order to
maximize their revenue.

In conclusion, there are also some works addressing Bayesian persuasion problems in sequential decision-making settings
which are related to posted price auctions, namely prophet inequalities [41] and secretary problems [42].

2. Preliminaries

In this section, we introduce the notation and all the definitions required for the rest of this article. Section 2.1 introduces
Bayesian posted price auctions and signaling-related definitions. Section 2.2 formally states the computational problems that

1 Notice that the objective of the LP for the public setting is not readily available since, as it is common in the literature, we assume that the distributions
of buyers’ valuations are only accessible through an oracle providing random samples drawn i.i.d. from them.
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Fig. 1. Interaction between the seller and the buyers.

we tackle in this article. Finally, Section 2.3 provides a numerical example showing that the seller can increase their revenue
by revealing information on the state of nature through signaling, while Section 2.4 provides another example in which the
seller’s revenue by using private signaling is better than that obtained with public signaling.

2.1. Bayesian posted price auctions and signaling

In a posted price auction, the seller tries to sell an item to a finite set N :={1,...,n} of buyers arriving sequentially
according to a fixed ordering. W.L.o.g., we let buyer i € N be the i-th buyer according to such ordering. The seller chooses
a price proposal p; € [0, 1] for each buyer i € N. Then, each buyer in turn has to decide whether to buy the item for the
proposed price or not. Buyer i € A/ buys only if their item valuation is at least the proposed price p;.? In that case, the
auction ends and the seller gets revenue p; for selling the item, otherwise the auction continues with the next buyer.

We study Bayesian posted price auctions, characterized by a finite set of d states of nature, namely © := {61, ..., 64}. Each
buyer i € N has a valuation vector v; € [0, 119, with v;(9) representing buyer i’s valuation when the state is § € ®. Each
valuation v; is independently drawn from a probability distribution V; supported on [0, 1]%. For the ease of presentation, we
let V €[0, 1774 be the matrix of buyers’ valuations, whose entries are V (i, 8) := v;(0) for all i € N and 6 € ©. Sometimes,
we also write V; := viT to denote the i-th row of matrix V, which is the valuation of buyer i € A/. Moreover, by letting
V = {Vi}ienr be the collection of all the distributions of buyers’ valuations, we write V ~ ) to denote that V is built by
drawing each v; independently from V.

We model signaling with the Bayesian persuasion framework by Kamenica and Gentzkow [13]. We consider the case in
which the seller —having knowledge of the state of nature— acts as a sender by issuing signals to the buyers (the receivers),
so as to partially disclose information about the state and increase revenue. As customary in the literature, we assume that
the state is drawn from a common prior distribution € Ag, explicitly known to both the seller and the buyers.> We
denote by iy the probability of state # € ®. The seller commits to a signaling scheme ¢, which is a randomized mapping
from states of nature to signals for the buyers. Letting S; be the finite set of signals for buyer i € A/, a signaling scheme is
a function ¢ : ® — Ag, where S :=X;_,,Si. An element s € S —called signal profile— is a tuple specifying a signal for each
buyer. We use s; to refer to the i-th component of any s € S (i.e., the signal for buyer i), so that s = (s, ..., Sp). We let
¢ (s) be the probability of drawing signal profile s € S when the state is 6 € ©. Furthermore, we let ¢; : ® — Ag, be the
marginal signaling scheme of buyer i € N, with ¢;(#) being the marginalization of ¢ () with respect to buyer i’s signals. As
for general signaling schemes, ¢; ¢(s;) = . Sisj=s; ¢9(s’) denotes the probability of drawing signal s; € S; when the state
is 6 € ©.

As we show in Section 3, we can assume w.l.o.g. that the seller adopts a price function that is deterministic and factorized,
meaning that the price proposed to each buyer deterministically depends on the signal being sent to that buyer (and
not on the signals that are sent to other buyers). Formally, the seller commits to a (deterministic and factorized) price
function f:S — [0, 11" with f(s) € [0, 1]" being the price vector when the signal profile is s € S. In particular, the fact that
f:S8 —[0,1]" is factorized means that it can also be encoded by functions f;: S; — [0, 1] defining prices for each buyer
i € N independently, with fi(s;) denoting the i-th component of f(s) for all se€ S and i e N4

The interaction involving the seller and the buyers in a Bayesian posted price auction goes on as follows (see also Fig. 1):

(i) the seller commits to a signaling scheme ¢ : ® — Ag and a price function f :S — [0, 1]", and the buyers observe such
commitments;
(ii) the seller observes the state of nature 6 ~ u;
(iii) the seller draws a signal profile s ~ ¢ (0); and
(iv) the buyers arrive sequentially, with each buyer i € N observing their signal s; and being proposed price fi(s;).

2 As customary in the literature, we assume that buyers always buy when they are offered a price that is equal to their valuation.

3 In this work, given a finite set X, we denote with Ay the (|X| — 1)-dimensional simplex defined over the elements of X.

4 Let us remark that the structure of the seller’s price function ensures that a buyer does not get additional information about the state of nature by
observing the proposed price, since the latter only depends on the signal which is revealed to them anyway.
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Then, each buyer rationally updates their prior belief over states according to Bayes rule, and buys the item only if their
expected valuation for the item is greater than or equal to the offered price. The interaction terminates whenever a buyer
decides to buy the item or there are no more buyers arriving.

Remark 1. In this work, we assume that the buyers have no information about the buyers that played previously in the
auction. Notice that, when such information is available, the buyers’ reasoning problem may raise a number of technical
issues in their belief updating procedure. Remarkably, this scenario requires some stringent assumptions on what the buyers
know about the other buyers and the auction that are hardly satisfied in concrete applications. In particular, from the
perspective of a given buyer, there is no direct rationality model incorporating information on the choices of the preceding
buyers, unless the buyer knows: (1) the distributions of valuations of all the buyers, (2) the price functions and the signaling
schemes of all the buyers, and (3) the ordering of the buyers. Moreover, even if (1), (2), and (3) are available to the buyer,
incorporating preceding buyers’ behavior in the belief updates would require non-trivial nested reasoning. For example, with
three buyers, the third buyer should consider that the second buyer updated their beliefs with knowledge of the behavior
of the first buyer. Thus, while incorporating external information sources in addition to signals may be of scientific interest,
its investigation is beyond the scope of this paper.

In the following, we formally define the elements involved in step (iv).

Buyers’ posteriors In step (iv), a buyer i € A/ receiving a signal s; € S; infers a posterior belief over states (also called
posterior), which we denote by &; 5, € Ag, with &; 5, (6) being the posterior probability of state § € ®. Formally,

Hodio(Si)
£i5(8) 1= (1)
b > orco Mordi e (Si)
Thus, after receiving signal s; € S;, buyer i's expected valuation for the item is ) 4. vi(0) & 5, (), and the buyer buys it
only if such value is at least as large as the price fi(s;). In the following, given a signal profile s € S, we denote by & a
tuple defining all buyers’ posteriors resulting from observing signals in s; formally, & = (&1, ..., &n5,)-
We conclude the subsection with some notation and definitions that are useful in the rest of this article.

Distributions over posteriors In single-receiver Bayesian persuasion models, it is oftentimes useful to represent signaling
schemes as convex combinations of the posteriors they can induce. In our setting, a marginal signaling scheme ¢; : ©® — Ag,
of buyer i € AV induces a probability distribution y; over posteriors in Ag, with y;(&;) denoting the probability of posterior
& € Ap. Formally, it holds that

Vi = Y Y tedie(s).

si€S;&i ;=61 0€O

Intuitively, y;(&;) denotes the probability that buyer i has posterior &;. Indeed, it is possible to directly reason about distri-
butions y; rather than marginal signaling schemes, provided that such distributions are consistent with the prior. Formally,
by letting supp(y;) = {& € Ae | yi(&) > 0} be the support of y;, it must be required that

Y nEEO) =ps VOEO. (2)

& esupp(yi)

Public signaling schemes A public signaling scheme is such that the same signal is sent to all the buyers. Formally, a signaling
scheme ¢ : ® — Ag is public if: (i) S;=&; for all i, j € N; and (ii) for every 6 € ®, ¢y(s) > 0 only for signal profiles s € S
such that s; =s; for i, j € NV. Since, given a signal profile s € S, under a public signaling scheme all the buyers always share
the same posterior (i.e., &5, =§&js; forall i, j € N), we overload notation and sometimes use & € Ag to denote the unique
posterior appearing in & = (§15,, ..., &n,s,)- Similarly, in the public setting, given a posterior £ € Ag we sometimes write &
in place of a tuple of n copies of &.

2.2. Computational problems

We focus on the problem of computing a signaling scheme ¢ : ® - Ag and a price function f:S — [0, 1]" that maxi-
mize the seller’s expected revenue, considering both public and private signaling settings.

We denote by REV(V, p, &) the expected revenue of the seller when the distributions of buyers’ valuations are given by
V = {Vi}ien, the proposed prices are defined by the vector p € [0, 1]", and the buyers’ posteriors are those specified by the
tuple & = (&1,...,&,) containing a posterior & € Ag for each buyer i € A. Then, the seller’s expected revenue is:

D oY deREV(V, f(5), &) 3)

0e® seS
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State 6y State 6, State 6y State 6,
(/’LGH =03) (M@L =0.7) (MGH =03) (MHL =0.7)
A AP 3/4-p P 1/4-p 4 AP 1-pl P -p
R|| O 0] O 0 R|| O 0] O 0

Fig. 2. Payoffs of the game between the seller and the buyer in the example in Section 2.3. Rows represent the buyer’s actions. For each possible state of
nature 6 € ® = {6y, 6.}, the first column is the seller’s revenue and the second one is the buyer’s utility. Left: Payoffs of a buyer with valuation vector

vi= (%, 41'1) Right: Payoffs of a buyer with valuation vector v, = (1, 0).

In the following, we denote by O PT the value of the seller’s expected revenue for a revenue-maximizing (¢, f) pair.

In this work, we assume that algorithms have access to a black-box oracle to sample buyers’ valuations according to the
probability distributions specified by V' (rather than actually knowing such distributions). Thus, we look for algorithms that
output pairs (¢, f) such that

E [Z 1o Y do(REVV, f(5), ss)} > OPT -1,

6e® seS

where A > 0 is an additive error. Notice that the expectation above is with respect to the randomness of the algorithm,
which originates from using the black-box sampling oracle.

Notation for non-Bayesian posted price auctions When we study non-Bayesian posted price auctions, we stick to our notation,
with the following differences: valuations are scalars rather than vectors, namely v; € [0, 1]; distributions V; are supported
on [0, 1] rather than [0, 1]%; the matrix V is indeed a column vector whose components are buyers’ valuations; and the
price function f is replaced by a single price vector p € [0, 1]", with its i-th component p; being the price for buyer
i e N. Moreover, we continue to use the notation REv to denote seller’s revenues, dropping the dependence on the tuple of
posteriors. Thus, in a non-Bayesian auction in which the distributions of buyers’ valuations are V = {V;}icas, the notation
Rev(V, p) simply denotes the seller’s expected revenue by selecting a price vector p € [0, 1]".

2.3. The benefits of signaling

In this subsection, we provide an example that shows how the seller can increase their expected revenue by using a
suitably-computed (¢, f) pair, with respect to the case in which no signaling scheme is employed.

We consider a simple scenario in which a seller tries to convince a buyer that the quality of the item being sold is high.
When the item actually has high quality, disclosing information about it will help the seller. On the contrary, when the item
has low quality, it is not convenient for the seller to provide further details about the item to the buyer. In particular, we
assume that there are two states of nature, namely ® = {6y, 6;}, where 6y intuitively corresponds to high quality and 6; to
low quality. Since there is only one buyer, in the following we drop w.l.o.g. any reference to the buyer’s index appearing in
our notation. We suppose that:

e the state of nature is drawn from the prior p = (ug,, ie,) = (0.3,0.7);

T

e there are two possible buyer’s valuations, which are defined by the valuation vectors vi = (f—l %) and v, = (1,0)7,
respectively;

e the distribution over buyer’s valuations is V, where Pr,.y {v=v1}= % is the probability that the buyer has valuation

vq, while Pryp {v=vy} = % is the probability that the buyer has valuation v;.

The seller chooses a price proposal p € [0, 1] and, then, the buyer decides whether to buy the item for that price or not.
Hence, for ease of presentation, we denote the set of actions available to the buyer as A = {A, R}, where A corresponds to
accepting the offer and R to refusing it. Fig. 2 shows the seller’s revenue and the buyer’s utility for each possible buyer’s
valuation vector and realized state of nature, depending on the action of the buyer.

In the following, we compare the revenue of the seller when they cannot disclose their private information about the
item with their revenue when they can employ a signaling scheme to (partially) disclose such information, showing how
signaling schemes can increase the seller’s expected revenue.

Without signaling scheme The buyer’s expected valuation for the item is:

® Loy V1(OH) + 1o, v1(01) =0.3 - 3 +0.7 - § = 0.4 for a buyer with valuation vector v1;
o oy V2(OH) + g, v2(6r) =0.3-140.7-0=0.3 for a buyer with valuation vector v.

As a result, if p < 0.3, the buyer plays action A for both the valuation vectors vi and v, while, when 0.3 < p < 0.4, the
buyer plays action A only for valuation vector vi, otherwise they play action R. Thus, if the seller chooses a price p <0.3,
the seller’s expected revenue is
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Realized state State of nature
State 6y State 6 State Oy State 6| v
S1 1 3/7 &, 1/2 1/2| 3/5
S 0 47 supp(y) ¢’ 0 1] 2/5

Fig. 3. Signaling scheme ¢ in the example in Section 2.3. Left: Each column describes the probability with which the two signals are drawn given the
realized state of nature. Right: Representation of ¢ as a probability distribution y over buyer’s posteriors.

Z Z Pr {v=v;}I{vi>p}p=0.3 1 +1. 407 l +1, -
MG' gy Vi izpip=0. 3 p 5 p 7\ 5 p 5 pl=p.
6ec® ie{1,2}

If the seller chooses a price 0.3 < p < 0.4, the seller’s expected revenue is

1 1
ZM@ Z Vlirv{v:vi}ll{vizp}pzw (E-p)+0.7<§-p>=§~p.

0e®  ie(1,2)

Furthermore, if the seller chooses any price p > 0.4, the seller’s expected revenue is zero. As a consequence, the revenue-
maximizing price is p = 0.3, which corresponds to an expected revenue of 0.3 for the seller.

With signaling scheme Suppose that the seller adopts the signaling scheme described in Fig. 3, which is such that ¢g, (s1) =
1, ¢, (51) = % o, (s2) =0, and ¢y, (s2) = %. Moreover, the price function f is such that f(s;) =0.5 and f(s2) =0.25. Then,
the buyer’s expected valuations for the item are:

o V& =Vvi(On) &, (On) +v1(0L) &, (0) =3 - 1 + 1. 1 =1 for a buyer with valuation vector vy observing signal sq;
o V&, =Vvi(On) &, (On) +v1(0L) &, (0) =3 -0+ 5 - 1=1 for a buyer with valuation vector v; observing signal sy;
. vaés] =V2(0H) &, (OH) +v2(0L) &, (O =1 - % +0- % = % for a buyer with valuation vector v, observing signal sq;
° v2T$$2 =V2(0n) &, (OH) +v2(01) &,(0) =1-0+0-1=0 for a buyer with valuation vector v, observing signal s;.

Thus, the seller’s expected revenue is

Y 1o Y GaREV(V, f(s), &) =

0e® seS
(/-’LHH ¢9H (Sl) + Moy ¢9L (51 ))

(Vlirv{v =vi)[{v{ &, = FsD}f(sD) + JPrv= voll{vy &, > f(sl)}f(sl))
+ (Wow Pan (52) + 1oy de, (52))

( Pr{v=vill{v]&, > f(s2)}f(s2) + Pr {v=vall{v; &, > f(Sz)}f(Sz)>

v~y

—031+073 11+11+030+074 11+10
T\ T7J\2 2 2 2 ’ T7)\2 4 2

=0.35.

As a result, the seller’s expected revenue with the chosen (¢, f) pair is 0.35, which is larger than the maximum expected
revenue achievable without signaling scheme, which is 0.3.

2.4. Private versus public signaling

In this subsection, we provider an example in which private signaling schemes provide a higher revenue to the seller

than public ones.
We consider a Bayesian posted price auction in which there are two states of nature ® = {01,6>}, and two buyers
N ={1, 2}. Moreover:

e The prior distribution over the states of nature is u = (1, fo,) = (3. 3).

e The first buyer’s valuation can be either v{ 1 = (0, 07 or vi2=(1, 0)T, while the second buyer’s one is either vy 1 =
G. DT orvaa=0,1T.

e The distribution over the first buyer’s valuations is Vi, where Pry, <y, {v1 = vlql} = % is the probability that the buyer
has valuation v 1, while Pry,y, {v1 = vm} = % is the probability that the buyer has valuation vq ;.

e The distribution over the second buyer’s valuations is V,, where Pry,~y, {vz = vqu} = % is the probability that the

buyer has valuation v; 1, while Pry,~y, {V2 = vzyz} = % is the probability that the buyer has valuation v; ».

7
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Private signaling We show that the sellers’ revenue with private signaling is at least % Let us consider a private signaling
scheme using two signals s1,1 and s1> such that ¢1,(s1,1) =1 and ¢1,4,(s1,2) =1, i.e, the sender fully reveals the state to
the first buyer, while ¢; 6, (52,1) = ¢2,6,(52,1) =1, i.e,, the sender reveals no information to the second buyer. Moreover, let
us consider a price function such that the price proposed by the seller to the first buyer is 1, namely fi(s1,1) = fi1(s1,2) =1,
while the price proposed to the second buyer is % namely f>(s2,1) = % It is immediate to check that, when the state of
nature is 67 and the first buyer’s valuation is v1 1, then the buyer buys the item, otherwise, in all the other cases, they
never buy the item. Moreover, the second buyer always buys the item, since their expected valuation for it is always greater
than or equal to % Then, the seller’s revenue is:

M01¢1,9l(51,1)¢2,92(52,1)[ Pr {V1=V1,1}< Pr_{va=v21)l{vy &2, > f2(52,1)} f2(52,1)
v~V va~Vo

+ Pr {vp= Vz,z}H{VzT,z £2 51 = fz(Sz,l)}fz(Sz,l))

v~V

+ Pr {vi=vi}I{v], €15, = fis10} i (51,1)]

Vi~V

+ 1o, 91,6,(51,2)92,6,(52,1)

( Pr {va=va1}1{v] 1 &, = fa(s2,1)} fa(s2,1)

v~V

+ Pr {va=va2}l{vy, ks, = fz(Sz.l)}f2(52,1))

v~V
1/2/1 1 1 1 1 1/1 1 1 1
:z(5(5'5+z'§>+§>+5<5'5+55)
7
-

where we omitted all the terms that are equal to zero, for ease of exposition.

Public signaling We show that, when the seller is forced to use public signaling schemes, their revenue is at most % In
order to show this, we prove that the seller’s revenue is at most % in each posterior. By an averaging argument, this implies
that also the revenue of an optimal public signaling scheme is upper bounded by % Let £ € Ap be a posterior. It is easy to
see that, when the induced posterior is &, an optimal price function is such that either the price proposed to the first buyer
is &p,, so that the first buyer buys at the largest possible price when their valuation is v1 3, or, only if &, <1, it is 1, so
that the first buyer never buys the item. Suppose that the price proposed to the first buyer is &y, then the buyer buys the
item with probability % resulting in a seller’s expected revenue of %59], while they do not buy the item with probability %
In the latter case, the revenue that can be extracted from the second buyer is as follows:

1

o if &, < % an optimal price to be proposed to the second buyer is % so that the revenue is 5;

o if &, € [%. 2], an optimal price is &,, so that the revenue is 1 — &, ;
1

. 3 . . . ‘l .
e if &, > 7, an optimal price is 3, and the revenue is .

Now, we upper bound the seller’s revenue in each case:

e in the first case, the maximum total revenue is %591 + %
e in the second case, it is &, + 2(1—&,) <% —1=1;
e in the third case, the maximum total revenue is 1£), + 21 <1+ 1=1.

Thus, in all the cases, the seller’s revenue is at most % Finally, in the case in which the price proposed to the first buyer 1
(and &, < 1), the seller extracts revenue only from the second buyer (since the first buyer does not buy the item). It is easy
to see that the largest revenue that can be extracted is % This shows that the seller's revenue when the seller is forced to

employ public signaling schemes is at most %
3. On the generality of deterministic and factorized price functions
Before presenting the main results of the article, in this section we show that restricting the attention to deterministic

and factorized price functions is without loss of generality. Formally, we prove that, by using a deterministic and factorized
price function, the sender can achieve the same revenue as the one obtained with an arbitrary price function.
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In general, the seller may commit to a (¢, f) pair, where ¢ is a signaling scheme (as defined in Section 2) and f is a
function mapping signal profiles s € S to probability distributions over price vectors, ie., over [0, 1]". Given a (¢, f) pair,
each buyer i € N’ computes their posterior beliefs in a way that is different from the one defined in Equation (1). In
particular, the posterior beliefs also depend on proposed prices. In particular, a signal s; € S; and a price p; € [0, 1] induce
a buyer i’s posterior & 5; p; € Ae, which is defined so that, for every 0 € ed:

Ho Zs’eS:s?:si Do (s) Pry (s {P: = Pi}
ZG’E(-) Mo Zs’eS:sé:si bor (") Prpri(sny {P: = pi} .

Ei,s,-,p,- (0) =

By letting & p := (£1,5,,py» - - - » &n,sn,pn) De the tuple of induced buyers’ posteriors for a signal profile s € S and a price vector
p €10, 11", the seller’s expected revenue for a (¢, f) pair is:

ey ¢0(s) Pr_{p'=PpIREV(V. p.&s.p).

0e® seS pesupp(f(s))

It is easy to see that when the price function is factorized and deterministic, it is the case that & 5, ,. = &; 5;, where &; g;
is defined as in Equation (1), and that the seller’s expected revenue simplifies to Equation (3).

The following two theorems, which focus on public and private signaling problems, respectively, show that there always
exists a revenue-maximizing (¢, f) pair that employs a deterministic and factorized price function f.

Theorem 1. In Bayesian posted price auctions with public signaling, there always exists a revenue-maximizing (¢, f) pair such that f
is a deterministic and factorized price function.

Theorem 2. In Bayesian posted price auctions with private signaling, there always exists a revenue-maximizing (¢, f) pair such that
f is a deterministic and factorized price function.

4. Hardness of signaling with a single buyer

We start presenting the main result of this article with a negative result: there is no additive FPTAS for the problem of
computing a revenue-maximizing (¢, f) pair unless P = NP, in both public and private signaling settings. Notice that this
negative result directly extends to multiplicative FPTASs. Our result holds even in the basic case with only one buyer, where
public and private signaling are equivalent. Notice that, in the reduction that we use to prove our result, we assume that the
support of the distribution of valuations of the (single) buyer is finite and that such distribution is perfectly known to the
seller. This represents an even simpler setting than that in which the seller has only access to a black-box oracle returning
samples drawn from the buyer’s distribution of valuations. The result formally reads as follows:

Theorem 3. In Bayesian posted price auctions, there is no additive FPTAS for the problem of computing a revenue-maximizing (¢, f)
pair unless P = NP, even when there is a single buyer.

5. Unifying public and private signaling

In this section, we introduce a general mathematical framework related to buyers’ posteriors and distributions over them,
proving some results that will be crucial in the rest of this work, both in public and private signaling scenarios.

One of the main difficulties in computing sender-optimal signaling schemes is that they might need a (potentially)
infinite number of signals, resulting in infinitely-many receiver’s posteriors. The trick commonly used to circumvent this
issue in settings with a finite number of valuations is to use direct signals, which explicitly specify action recommendations
for each receiver’s valuation [43-46]. However, in our auction setting, this solution is not viable, since a direct signal for a
buyer i € N should represent a recommendation for every possible v; € [0, 1], and these are infinitely many. An alternative
technique, which can be employed in our setting, is to restrict the number of possible posteriors.

Our core idea is to focus on a small set of posteriors, which are those encoded as particular g-uniform probability
distributions, as formally stated in the following definition. Notice that, in all the definitions and results of this section, we
denote by & € Ag a generic posterior common to all the buyers and with y a probability distribution over Ag (i.e., over
posteriors).

Definition 1 (q-uniform posterior). A posterior & € Ag is q-uniform if it can be obtained by averaging the elements of a
multiset defined by q € N.g canonical basis vectors of RY.

5 In this article, for the ease of exposition, we assume that f maps each signal profile s € S to a discrete probability distribution over price vectors. Our
results in Section 3 can be easily generalized to the case in which such distributions are continuous.
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We denote the set of all g-uniform posteriors as 89 C Ag. Notice that the set £9 has size |E9| =0 (dq).

The existence of an approximately-optimal signaling scheme that only uses g-uniform posteriors is usually proved by
means of so-called decomposition lemmas (see [18,20,33]). The goal of these lemmas is to show that, given some signaling
scheme encoded as a distribution over posteriors, it is possible to obtain a new signaling scheme whose corresponding
distribution is supported only on g-uniform posteriors, and such that the sender’s utility only decreases by a small amount.
At the same time, these lemmas must also ensure that the distribution over posteriors corresponding to the new signaling
scheme is still consistent (according to Equation (2)).

The main result of our framework (Theorem 4) is a decomposition lemma that is suitable for our setting. Before stating
the result, we need to introduce some preliminary definitions.

Definition 2 ((«, €)-decreasing distribution). Let «, € > 0. A probability distribution y over Ag is (o, €)-decreasing around a
given posterior £ € Ag if the following condition holds for every matrix V € [0, 1]"%¢ of buyers’ valuations:

Pre.y

[vié > Vit —e} >1—a VieN.

Intuitively, a probability distribution y as in Definition 2 can be interpreted as a perturbation of the given posterior &
such that, with high probability, buyers’ expected valuations in y are at most € less than those in posterior &.

Definition 2 is similar to analogous ones in the literature [20,33], where the distance is usually measured in both di-
rections, as |V;& — V;£| < €. We look only at the direction of decreasing values, since in our setting, if a buyer's valuation
increases, then the seller’s revenue also increases.

The second definition we need is about functions mapping vectors in [0, 1]" —defining a valuation for each buyer— to
seller’s revenues. For instance, one such function could be the seller’s revenue given price vector p € [0, 1]". In particular,
we define the stability of a function g compared to another function h. Intuitively, g is stable compared to h if the value
of g, in expectation over buyers’ valuations and posteriors drawn from a probability distribution y that is (o, €)-decreasing
around £, is “close” to the value of h given &, in expectation over buyers’ valuations. Formally:

Definition 3 ((3, «, €)-stability). Let «, €, > 0. Given a posterior & € Ag, some distributions V = {V;}icar, and two functions
g,h:[0,1" = [0,1], g is (8, «, €)-stable compared to h for (¢,V) if, for every probability distribution y over Ag that is
(o, €)-decreasing around &, it holds:

E§~y,v~v[g(V§)] >(1—-a)Ey~y [h(Vg-‘)] — Se.

The notion of compared stability has been already used [18,20]. However, previous works consider the case in which g is
a relaxation of h. Instead, our definition is conceptually different, as g and h represent two different functions corresponding
to different price vectors of the seller.

Now, we are ready to state our main result. We show that, for any buyer’s posterior £ € Ag, if a function g is stable
compare to h, then there exists a suitable probability distribution over g-uniform posteriors such that the expected value of
g given such distribution is “close” to that of h given &.°

Theorem 4. Let o, €,5 > 0, and set q .= i—% log g. Given a posterior £ € Ag, some distributions V = {V;}icnr, and two functions
g, h:[0,1]" — [0, 1], if g is (8, «, €)-stable compared to h for (¢, V), then there exists y € Agq such that, for every 6 € @, it holds
Zéesupp(y) )’(5)5(9) = %-(0) and

Ei ey yn[E02(VD)] 2 £0) (0 - 0)Ev-v[n(ve)] - s€). )
The crucial feature of Theorem 4 is that Equation (4) holds for every state. This is fundamental for proving our results

in the private signaling scenario. On the other hand, with public signaling, we will make use of the following (weaker)
corollary, obtained by summing Equation (4) over all 6 € ©.

Corollary 1. Let o, €,8 > 0, and set q .= 2—% log g. Given a posterior & € Ag, some distributions V = {V;}icar, and two functions
g, h:[0,1]" — [0, 1], if g is (8, @, €)-stable compared to h for (¢, V), then there exists y € Agq such that, for every 6 € ©, it holds
desupp(y) 7(5)5(9) = 5(0) and

Bty vy[8VD)] 2 1 = @Evv[n(ve)] - se. (5)

6 Notice that, as the techniques previously developed in the Bayesian persuasion literature, our techniques cannot be applied to derive multiplicative
approximations. In particular, the concentration inequalities that we employ in the proof of Theorem 4 guarantee an additive error and do not provide any
guarantee on multiplicative errors. Notably, the adaptation of our techniques to get multiplicative approximations would need concentration inequalities
with multiplicative guarantees, but, to the best of our knowledge, no such tools are known in the literature.

10
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6. Auxiliary results on non-Bayesian posted price auctions

In this section, we focus on non-Bayesian posted price auctions, proving some results that will be useful in the rest
of the paper. In particular, we study what happens to the seller’s expected revenue when buyers’ valuations are “slightly
decreased”, proving that the revenue also decreases, but only by a small amount. This result will be crucial when dealing
with public signaling, and it also allows to design a poly-time algorithm for finding approximately-optimal price vectors in
non-Bayesian auctions, as we show at the end of this section.

In the following, we extensively use distributions of buyers’ valuations as specified in the definition below.

Definition 4. Given € > 0, we denote by V = {Vi}ienr and V¢ = {Vf }ienr two collections of distributions of buyers’ valuations
such that, for every price vector p € [0, 1]", it holds:

Pry,~ye {vi = pi — €} = Pry~y, {vi= pi} VieN.

Intuitively, valuations drawn from V¢ are “slightly decreased” with respect to those drawn from V), since the probability
with which any buyer i € N buys the item at the (reduced) price [p; — €]+ when their valuation is drawn from Vf is at
least as large as the probability of buying at price p; when their valuation is drawn from V;.”

Our main contribution in this section is Lemma 2. The lemma shows that

max Rev(V¢, p) > max Rev(V,p) —e.
pelo,1]" pel0.1]"

By letting p* be any revenue-maximizing price vector under distributions V, ie., p* € argmax,¢o 1j» REV(V, p), one may

naively think that, since under distributions V¢ and price vector [p* — €]+ each buyer would buy the item at least with the

same probability as with distributions V and price vector p*, while paying a price that is only € less, then Rev(V¢, [p* —

€]+) = Rev(V, p*) — €, proving the result. However, this line of reasoning does not work, since, as shown by the following

example, it has a major flaw.

Example 1. Consider a posted price auction with two buyers. In the first case (distributions V), buyer 1 has valuation v{ = %
and buyer 2 has valuation v; = 1. In such setting, an optimal price vector p* is such that pj = % +¢€ and p; =1, so that
the revenue of the seller, namely REv(V, p*), is 1. In the second case (distributions V¢), buyer 1 has valuations v = % and

buyer 2 has valuation v, =1 — €. Thus, the revenue of the seller for the price vector p*€ (with pi“e = % and pz‘e =1—¢),

namely REv(V¢, p*€), is % since buyer 1 will buy the item.

The crucial feature of the setting described in Example 1 is that there is an optimal price vector in which one buyer
(buyer 1) is offered a price that is too low, and, thus, the seller prefers not to sell the item to them, but rather to another
buyer (buyer 2). This prevents a direct application of the line of reasoning outlined above. However, one could circumvent
this issue by choosing an optimal price vector such that the seller is never upset if some buyer buys the item. In other
words, prices must be such that each buyer is proposed a price that is at least as large as the seller’s expected revenue in the
posted price auction restricted to buyers following them. In Example 1, the optimal price vector p* such that pj =p5=1
would be fine. Next, we show that there always exists a p* with such desirable property.

Letting REv.;(V, p) be the seller's revenue for price vector p € [0,1]" and distributions V = {Vj}jear in the auction
restricted to buyers j € N': j > i, we prove the following:

Lemma 1. For any V = {Vi}icn, there exists a revenue-maximizing price vector p* € argmaxpepo 1j» REV(V, p) such that p} >
REv.;(V, p*) for every buyeri e N.

The proof of Lemma 2 builds upon the existence of a revenue-maximizing price vector p* € [0, 1]" as in Lemma 1 and the
fact that, under distributions V¢, the probability with which each buyer buys the item given price vector [p* — €], is greater
than that with which they would buy given p*. Since the seller’s expected revenue is larger when a buyer buys compared
to when they do not buy (since p; > Rev.;(V, p*)), the seller's expected revenue decreases by at most €. Formally:

Lemma 2. Given € > 0, let V = {(Vi}jen and V¢ = {Vf lien satisfying the conditions of Definition 4. Then,

max Rev(VS, p) > max Rev(V, p) —e.
pel0,1]* pel0.1]"

Lemma 2 will be useful to prove Lemma 3 and to show the compared stability of a suitably-defined function that is used
to design a PTAS in the public signaling scenario.

7 In this work, given x € R, we let [x] := max{x, 0}. We extend the [-], operator to vectors by applying it component-wise.
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Algorithm 1 FIND-APX-PRICES.

Inputs: # of samples K € N.o; # of discretization steps b € N.g
1: for i e N do

2: fork=1,...,K do

v{,‘ <« Sample buyer i’s valuation using oracle for V;

: VK < Empirical distribution of the K i.id. samples v
e LA SV

: for i=n,...,1 (in reversed order) do

pi < argm?xp}PrV[NV’K {vi=pi}+ (1 =Pr, i {viz p:}) r

[J'EP

8 rpiPr, yr{vizpi)+ (1 —Pr, pr{viz Pi}) r
9: return (p, )

N QU AW

Finding approximately-optimal prices Algorithm 1 computes (in polynomial time) an approximately-optimal price vector for
any non-Bayesian posted price auction. It samples K € N matrices of buyers’ valuations, each one drawn according to
the distributions V. Then, it finds an optimal price vector p in the discretized set P?, assuming that buyers’ valuations are
drawn according to the empirical distribution resulting from the sampled matrices.® This last step can be done by backward
induction, as it is well known in the literature (see, e.g., [47]). The following Lemma 3 establishes the correctness of Algo-
rithm 1, also providing a bound on its running time. The key ideas of its proof are: (i) the sampling procedure constructs
a good estimation of the actual distributions of buyers’ valuations; and (ii) even if the algorithm only considers discretized
prices, the components of the computed price vector are at most 1/b less than those of an optimal (unconstrained) price
vector. As shown in the proof, this is strictly related to reducing buyer’s valuations by %. Thus, it follows by Lemma 2 that
the seller’s expected revenue is at most 1/b less than the optimal one.

Lemma 3. For any V = {V;}iepr and €, T > 0, there exist K € poly (n, 1, log 1) and b  poly (1) such that, with probability at least

1 — 7, Algorithm 1 returns (p, r) satisfying REV(V, p) > maxXpejo 11 REV(V, p') — € and r € [REV(V, p) — €, REV(V, p) + €] in time

poly (n, 1,log 1).

7. Public signaling

In the following, we design a PTAS for computing a revenue-maximizing (¢, f) pair in the public signaling setting. Notice
that, by Theorem 3, there is no additive FPTAS for the problem unless P = NP.

As a first intermediate result, we prove the compared stability of suitably-defined functions, which are intimately related
to the seller’s revenue. In particular, for every price vector p € [0, 1]", we conveniently let g, : [0, 1]" — [0, 1] be a function
that takes a vector of buyers’ valuations and outputs the seller’s expected revenue achieved by selecting p when the buyers’
valuations are those specified as input. The following Lemma 4 shows that, given some distributions of buyers’ valuations
V and a posterior £ € Ag, there always exists a price vector p € [0, 1]" such that g, is stable compared with g, for every
other p’ € [0, 1]". This result crucially allows us to decompose any posterior & € Ag by means of the decomposition lemma
in Corollary 1, while guaranteeing a small loss in terms of seller’s expected revenue.

Lemma 4. Given «, € > 0, a posterior § € Ag, and some distributions of buyers’ valuations V = {V;}ic s, there exists p € [0, 11" such
that, for every other p’ € [0, 11", the function gp is (1, o, €)-stable compared with g, for (£,V).

Our PTAS leverages the fact that public signaling schemes can be represented as probability distributions over buyers’
posteriors (recall that, in the public signaling setting, all the buyers share the same posterior, as they all observe the
same signal). In particular, the algorithm returns a pair (y, f°), where y is a probability distribution over Ag satisfying
consistency constraints (see Equation (2)), while f°: Ag — [0, 1]" is a function mapping each posterior to a price vector. In
single-receiver settings, it is well known (see Subsection 2.1) that using distributions over posteriors rather than signaling
schemes ¢ is without loss of generality. The following lemma shows that the same holds in our case, i.e., given a pair
(v, f°), it is always possible to obtain a pair (¢, f) providing the seller with the same expected revenue.

Lemma 5. Given a pair (y, f°), where y is a probability distribution over Ag with desupp(y) Y (£)E(0) = g for all 6 € ® and
f°:Ag — [0, 11", there is a pair (¢, f) such that:

D 1o Y deREV(V, f(5). &)=Y y(ERV(V, f(€).8).

0ec® seS Eesupp(y)

8 In this work, for a discretization step b € N.g, we let PP [0, 1] be the set of prices multiples of 1/b, while ph = XieN pb.
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Next, we show that, in order to find an approximately-optimal pair (y, f°), we can restrict the attention to g-uniform
posteriors (with g suitably defined). First, we introduce the following LP that computes an optimal probability distribution
restricted over g-uniform posteriors.

R , D, .t 6
m)flxgéqy(é)l)g[}i%(]" EV(V, p. £) s.t (6a)
Dy EEO) = e Vo e® (6b)
Eell
dor® =1 (6¢)
Eell
Y€ =0 vE e BY. (6d)

The following Lemma 6 shows the optimal value of LP (6) is “close” to OPT. Its proof is based on the following core idea.
Given the signaling scheme ¢ in a revenue-maximizing pair (¢, f), letting y be the distribution over Ag induced by ¢,
we can decompose each posterior in the support of y according to Corollary 1. Then, the obtained distributions over g-
uniform posteriors are consistent according to Equation (2), and, thus, they satisfy Constraints (6b). Moreover, since such
distributions are also decreasing around the decomposed posteriors, by Lemma 4 each time a posterior is decomposed there
exists a price vector resulting in a small revenue loss. These observations allow us to conclude that the seller’s expected
revenue provided by an optimal solution to LP (6) is within some small additive loss of O PT.

Lemma 6. Given n > 0 and letting q = #128 log %, an optimal solution to LP (6) has value at least OPT — n.

Finally, we are ready to provide our PTAS. Its main idea is to solve LP (6) (of polynomial size) for the value of g in
Lemma 6. As shown in Lemma 6, the solution to LP (6) has value at least O PT — 1. Hence, restricting to g-uniform posteriors
results in a small loss in revenue. Our algorithm works by solving an approximate version of LP (6), where an approximation
of the expected revenue in each g-uniform posterior is computed upfront. Thus, the last missing part for defining the
algorithm is the computation of the terms appearing in the objective of LP (6), i.e., an e-approximation of the revenue-
maximizing price vector (together with its revenue) in each g-uniform posterior. In order to do so, we use Algorithm 1 (see
also Lemma 3), which allows us to obtain in polynomial time good approximations of such price vectors, with arbitrarily
high probability 1 — |E9|t. Overall, the algorithm loses a factor n by restricting to g-uniform posteriors, a factor € by
approximating optimal price vectors and a factor |E9|t by the fact that the computed prices are “good” approximations
only with probability 1 — |E9|7. Formally:

Theorem 5. There exists an additive PTAS for computing a revenue-maximizing (¢, f) pair with public signaling.

8. Private signaling

With private signaling, computing a (¢, f) pair amounts to specifying a pair (¢;, f;) for each buyer i € N' —composed
by a marginal signaling scheme ¢; : ® — Ag; and a price function f; : S; — [0, 1] for buyer i— and, then, correlating the ¢;
S0 as to obtain a (non-marginal) signaling scheme ¢ : ® — As. We leverage this fact to design our PTAS.

In Subsection 8.1, we first show that it is possible to restrict the set of marginal signaling schemes of a given buyer
i e NV to those encoded as distributions over g-uniform posteriors, as we did with public signaling. Then, we provide an LP
formulation for computing an approximately-optimal (¢, f) pair, dealing with the challenge of correlating marginal signaling
schemes in a non-trivial way. Finally, in Subsection 8.2, we show how to compute a solution to the LP in polynomial time,
which requires the application of the ellipsoid method in a non-trivial way, due to the features of the formulation.

8.1. LP for approximate signaling schemes

Before providing the LP, we show that restricting marginal signaling schemes to g-uniform posteriors results in a buyer’s
behavior which is similar to the one with arbitrary posteriors. This amounts to showing that suitably-defined functions
related to the probability of buying are comparatively stable.

For i e N and p; € [0, 1], let g; p, : [0,1]" — {0, 1} be a function that takes as input a vector of buyers’ valuations and
outputs 1 if and only if v; > p; (otherwise it outputs 0).

Lemma 7. Given «, € > 0 and some distributions V = {V;}ie s, for every buyer i € N, posterior & € Ag, and price p; € [0, 1], the
function g; (p.—e), is (0, &, €)-stable compared with g; p, for (&, V).

The following remark will be crucial for proving Lemma 9. It shows that, if for every i € N' we decompose buyer i’s
posterior & € Ag by means of a distribution over g-uniform posteriors (o, €)-decreasing around &;, then the probability

13
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with which buyer i buys only decreases by a small amount. In this section, for the ease of presentation, we abuse notation

—

and use E; to denote the (all equal) sets of g-uniform posteriors (Definition 1), one per buyer i € N, while g7 := Kien Ef
is the set of tuples & = (&1, ..., &) specifying a &; € E? for each i e .

Remark 2. Lemma 7 and Theorem 4 imply that, given a tuple of posteriors & = (1, ...,&n) € X; s A¢ and some distribu-
tions V = {V;}ienr, for every buyer i € N and price p; € [0, 1], there exists y; € Agq with g = 3—% logg s.t.

éEVi [gi(e)vl»)»rv [Viéi > [pi — €]+]] > &)1 - Ol)vlirv {Viéi > pi}

and ) ¢z i€ & (0) =&(0) for all € O.

Next, we show that an approximately-optimal pair (¢, f) can be found by solving LP (7) instantiated with suitably-
defined g €e N.g and b € N_g.
LP (7) employs:

e Variables y; ¢ (for i e A" and &; € E?), which encode the distributions over posteriors representing the marginal signal-
ing schemes ¢; : © — Ag, of the buyers.

e Variables t; g p, (forie N, & € E?, and p; € Pb), with ti g, p; encoding the probability that the seller offers price p; to
buyer i and buyer i’s posterior is &;.

e Variables yg ¢ p (for 6 €©, £ € E9, and p € Pby, with Yo.e,p encoding the probability that the state is 6, the buyers’
posteriors are those specified by &, and the prices that the seller offers to the buyers are those given by vector p.

max Z Z Z Yo.e.p REVOV, p, &) S.t. (7a)

vty

0€®&cEl pepd
EOtigp= Y. Y Yogp VO€O.VieN V&eE] vpieP’ (7b)
g'eg: p'epb:
§=& pj=pi
Z ti,Ei,Pi = yi!éi Vl S N, Vsl c E? (7C)
pieP?
Z Vig §i(0) = Ko Vie N,V0 € © (7d)
sieg]
Yoe.p =0 V6 € ©,VE € B9,Vp e PP (7e)

Variables t; ¢, ,, represent marginal signaling schemes, allowing for multiple signals inducing the same posterior. This is
needed since signals may correspond to different price proposals.” One may think of marginal signaling schemes in LP (7)
as if they were using signals defined as pairs s; = (§;, p;), with the convention that f;(s;) = p;. Variables yg ¢ , and Con-
straints (7b) ensure that marginal signaling schemes are correctly correlated together, by directly working in the domain of
the distributions over posteriors.

To show that an optimal solution to LP (7) provides an approximately-optimal (¢, f) pair, we need the following two
lemmas. Lemma 8 proves that, given a feasible solution to LP (7), we can recover a pair (¢, f) providing the seller with an
expected revenue equal to the value of the LP solution. Lemma 9 shows that the optimal value of LP (7) is “close” to OPT.
These two lemmas imply that an approximately-optimal (¢, f) pair can be computed by solving LP (7).

Lemma 8. Given a feasible solution to LP (7), it is possible to recover a pair (¢, f) that provides the seller with an expected revenue
equal to the value of the solution.

Lemma 9. For every n > 0, there exist b(n), q(n) € N-¢ such that LP (7) has optimal value at least O PT — 1.

9 Notice that, in a classical setting in which the sender does not have to propose a price (or, in general, select some action after sending signals), there
always exists a signaling scheme with no pair of signals inducing the same posterior. Indeed, two signals that induce the same posterior can always be
joined into a single signal. This is not the case in our setting, where we can only join signals that induce the same posterior and correspond to the same
price.

14
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Algorithm 2 FPTAS for MAX-LINREV.

Inputs: Discretization error tolerance § > 0; vector of linear components w € [0, l]"x‘sﬁx“jb‘; finite-support distributions of buyers’ valuations V = {Vi}ien
1. c<T%]

. 12 5
2: A<—{0. FENERERE] n?]
3: Initialize an empty matrix M with dimension n x |A|
4: for a e A do
5: M(n,a) < max = Pr {VISH > pn}pn]
EnC BN pnePiwn gy py=a (Y0~ Vn
6: fori=n—1,...,1 (in reversed order) do
7: for ac A do
8: M(i,a) < max { Pr [viTE,- > pf] i
geg! . piePl dea: LVivVi
W,,&-[Ap(ﬂl’za
9: + (1 =Prymy, {v] & = pi}) MG+ La’)l

10: return maxges {M(1,0a) +a}

8.2. PTAS

We provide an algorithm that approximately solves LP (7) in polynomial time, which completes our PTAS for computing
a revenue-maximizing pair (¢, f) in the private setting. The core idea of our algorithm is to apply the ellipsoid method on
the dual of LP (7).!° In particular, our implementation of the ellipsoid algorithm uses an approximate separation oracle that
needs to solve the following optimization problem.

Definition 5 (MAX-LINREV). Given some distributions of buyers’ valuations V = {V;}icar such that each V; has finite support
and a vector w e [0, 1]*1Z/XIP’1 solve

max Rev(V,p,§) + Z Wik, p;-
£€B84,pePh ieN

As a first step, we provide an FPTAS for MAX-LINREV using a dynamic programming approach. This will be the main
building block of our approximate separation oracle. Notice that, since MAX-LINREV takes as input distributions with a finite
support, we can safely assume that such distributions can be explicitly represented in memory. In our PTAS, the inputs
to the dynamic programming algorithm are obtained by building empirical distributions through samples from the actual
distributions of buyers’ valuations, thus ensuring finiteness of the supports.

The FPTAS works as follows (see Algorithm 2). Given an error tolerance § > 0, it first defines a step size % with ¢ =

17, and builds a set A = {O 12 n} of possible discretized values for the linear term appearing in the MAX-LINREV

s e
objective. Then, for every buyer i € A/ (in reversed order) and value a € A, the algorithm computes M (i, a), which is an
approximation of the largest seller’s revenue provided by a pair (¢, p) when considering buyers i, ..., n only, and restricted

to pairs (&, p) such that the inequality Zjej\/:jzi Wje,p; = a is satisfied. By letting z; := Pry ..y, {viTEi zpi}, the value
M(i, a) can be defined by the following recursive formula'!:

M(,a) = max zipi+ (1 —z)M@I+1,d).

51-eE?,p,—eP",a’eA:w,—,gi,pi +d'>a

Finally, the algorithm returns maxgeca {M(1, a) + a}. Thus:

Lemma 10. For any § > 0, there exists a dynamic programming algorithm (Algorithm 2) that provides a §-approximation (in the
additive sense) to MAX-LINREV. Moreover, the algorithm runs in time polynomial in the size of the input and %.

Then, we provide the following relaxation of LP (7):

)r/n)e(n; Z Z Z yo.e pREV(V, €, p) s.t. (8a)

0@ B9 pepb

10 To be precise, we apply the ellipsoid method to the dual of a relaxed version of LP (7), since we need an over-constrained dual.
11 Notice that, given a pair (¢, p) with £ € 89 and p € PP, it is possible to compute in polynomial time the probability with which a buyer i € N buys
the item.
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Algorithm 3 PTAS for the private signaling setting.

Input: Error 8 > 0; approximation error for the approximate separation oracle § > 0; q € N.o defining the set of g-uniform posteriors; # of discretization
steps b € N. g, # of samples K € N.
1: Initialization: p; <- 0, pp < 1, H < @, H* < @.
2: Build an empirical distribution of valuations VX by sampling K samples using oracles for distributions V; (see Algorithm 1).
3: while p; — p1 > B do
p3 < P erﬂz
Run ellipsoid method on @ with objective p3 and error §
H < {violated constraints returned by the ellipsoid method}
if ellipsoid method returned unfeasible then
P1 < P3
H* < H
10: else
11: P2 < P3
12: return solution to LP (8) with only variable relative to constraints in H*

LRND2U A

EOtiep = Y. > Yoep V0 € ©,Vi e N, Vg € B, Vp; e PP (8b)
§'€E: p'eph:
éi/=5i Pf:pi
Z ti,éi»pi = yi,-‘;:i Vl EN, VEI c E? (8C)
pieP?
Y Vi) =po VieN,V0e® (8d)
§ieBl
Yoep=0 Vo €0,V € B, Vp e P . (8e)

The PTAS that we build in the rest of the section works with the dual of LP (8) so as to take advantage of the fact that it is
more constrained than that of the original LP (7). The following lemma shows that LP (7) and LP (8) are equivalent.

Lemma 11. LP (7) and LP (8) have the same optimal value. Moreover, given a feasible solution to LP (8), it is possible compute in
polynomial time a feasible solution to LP (7) with a greater or equal value.

Now, we are ready to prove the main result of this section. In particular, the following theorem shows that Algorithm 3
provides an additive PTAS for computing a revenue-maximizing (¢, f) pair with private signaling. The algorithm works
by repeatedly solving the following feasibility problem, which we call (F) and is related to the dual of LP (8) for different
objective values p3:

D0 meaip < p3 (9a)

ieN 6ec®
REV(V. p.&)+ Y Woig.p <0 V6 € ©,VE € E9,Vp e PP (9b)
ieN

> &O)Woigp; +Cig =0 Vie N, V& e 8], Vpie PP (9¢)
0e®

—Cig+ Y E0)aig >0 Vie N,V € & (9d)

0e®
Wik p <0 Vo € ©,Vie N,V e B!, Vp; e PP, (9e)

Then, the algorithm returns the solution to LP (8) with a (polynomial) subset of variables.!? In particular, it employs
the variables relative to the violated constraints returned by the ellipsoid method when run on the highest value of p3 for
which LP (F) is returned unfeasible.

Algorithm 3 incurs in many approximation errors, which can all be bounded as sufficiently small values. By Lemma 9,
given an n > 0, the optimal value of LP (7) is at least OPT — n. Moreover, by Lemma 11 solving LP (8) is equivalent to
solving LP (7). The algorithm approximately solves LP (F). In doing so, it suffers a bisection error 8 on the value of LP (7).
Moreover, it suffers an additional error since it employs Algorithm 2 in the separation oracle, and such an algorithm has
an approximation error 8. Finally, it suffers an additional error since it approximates the valuations distribution with K
samples. By taking sufficiently small approximation errors, we obtain the desired result. Formally:

12 By Lemma 11 we can recover a solution to the original LP (7) with at least the same revenue in polynomial time.
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Theorem 6. There exists an additive PTAS for computing a revenue-maximizing (¢, f) pair with private signaling.

9. Discussion and future work

In this paper, we focus on single-item single-unit Bayesian posted price auctions, where buyers arrive sequentially and
their valuations on the item being sold depend on a random, unknown state of nature. In particular, we study the problem
faced by a seller that has complete knowledge of the state of nature. The seller aims to maximize the revenue by disclosing
information about the state of nature and at the same time proposing take-it-or-leave-it prices to the buyers. We show that
our problem does not admit either an additive or a multiplicative FPTAS unless P = NP, even for basic instances with a
single buyer. Furthermore, we show that there are additive PTASs that approximate the optimal public and private signaling
schemes.

Our work leaves several questions open. First, we assume that the buyers have limited rationality and do not take into
account information other than that provided by signals. Our model can be widely extended including the possibility that a
buyer has information about the other buyers acting before. This model would require every buyer to have perfect knowl-
edge of other buyers’ distributions over the valuations. In this case, a buyer could infer a more accurate posterior belief
than that they can infer by only the signal. The investigation of suitable rationality models and of how they affect the opti-
mization problem is undoubtedly of high interest. Another interesting open question is about multiplicative approximations.
Indeed, while we characterized the computational complexity of computing additive approximations, it is not clear what can
be achieved in the case of multiplicative approximations. Our negative result only implies that there is no multiplicative FP-
TAS unless P = NP. However, our techniques cannot be employed to design multiplicative PTASs since g-uniform posteriors
provide only additive guarantees. It would be interesting to investigate the existence of multiplicative PTASs.
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Appendix A. Proof omitted from Section 3

Theorem 1. In Bayesian posted price auctions with public signaling, there always exists a revenue-maximizing (¢, f) pair such that f
is a deterministic and factorized price function.

Proof. We show that given an arbitrary couple (¢, ), we can recover a couple (¢, f) that has the same revenue and such
that f is a deterministic and factorized price function. This is sufficient to prove the statement.

Let S be the set of signals employed by signaling scheme ¢. Recall that in a public signaling scheme S; = S‘j for each
i#jeN and for every 6 € ©, ¢y(s) > 0 only for signal profiles s € S such that s; = sj for i, j € N. Hence, with abuse of
notation, we use s € S to denote the signal observed by all buyers i € \V.

Now, we can define the set of signals S employed by the signaling scheme ¢. In particular, we use a signal for each pair
se & and p € supp(f(s)). For the ease of notation, we introduce a function o : § x [0,1]" — S, where o (s, p) € S is the
signal corresponding to the couple (s, p). Finally, we define the signaling scheme ¢ as follows:

$0(0 (5, P)) = Po(5) P ' =p) Vs € S, Vp e supp(f(s)), ¥ € ©.

Moreover, we define f;(o (s, p)) = p; for each s € S and p € supp(f(s)).

As a first step, we show that given a buyer i, a signal s € S, and a price vector p € supp(f(s)), &is,p; = &i.o(s,p), i.€., the
posterior induced by the signal s and price p; under (¢,f) is the same of the posterior induced by signal o (s, p) under
(¢, f). Recall that for a deterministic and factorized price function the induced posterior is independent from the observed
price p;. Formally, for each 6 € ©,
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Ho¢a (0 (S, P))
Zg/e(-) Wor g (a (s, p))
_ oo (S)Pry~i(s){p’ = p}
Yo oo (S)PTy~is){P' = P}
_ e@e()Pry s (P] = pi)
" Yprco Hobo (Prp~iis) (P} = pi)
where in the third equality we add the term Pry ) {p; = p;} and remove the term Pry s {p’ = p} from both the numer-

ator and the denominator.
Now we show that the two signaling schemes provide the same revenue. Formally:

Si,a(s,p)(g) =

= Si,s,pi(o),

Y ue Y. ¢e(o (s PIREV(Y, f(0(s, P). o s.p)

0e® o(s,p)esS

=Y 1o Y. (o (s, PIREV(V, p, & p)

0e® o(s,p)eS

=D e Y $0(s) Pr_{p'=PpIREV(V. p. &)

fe® o(s,p)eS
=D mey, D #( Pr(p'=pIRev(V,p,&p),
0€® 5§ pesupp(f(s) P

where we recall &;(s,p) = (£1,5(s,p)» - - - » En,o(s,p)) and &s p == (1,5,p;, - - -, &n,s,p,)- This concludes the proof. O

Theorem 2. In Bayesian posted price auctions with private signaling, there always exists a revenue-maximizing (¢, f) pair such that
f is a deterministic and factorized price function.

Proof. We prove that, given a generic couple composed by a price function f and a signaling scheme ¢, it is always possible
to find another couple (¢, f) composed by a signaling scheme ¢ and a deterministic and factorized price function f with
the same revenue. This is sufficient to prove the statement.

Given a bidder i ¢ A" and a signal s; € S, let

wi(s)) = {pi |3p' €[0,1]",s" € S : pj = p; A p" € supp(f(s)) A s; =s;}

be the set of possible prices proposed to the buyer i when the received signal is s;. Moreover, let S be the set of signal
profiles employed by signaling scheme ¢ and S; be the set of signals for a buyer i € A/. In particular, for each buyer i,
we employ a signal for each couple (s, p;) with s; € S and p; € w;i(s;). For the ease of notation, we introduce a function
0i: S x [0,1] > S, where o;(s;i, p;) € S is the signal corresponding to the couple (s;, p;). Moreover, given an s € S and
a p € supp(f(s)), we define the signal profile o (s, p) € S as o (s, p) := (0i(Si, Pi))ien’- The signaling scheme is defined as
follows:

$0(0 (5, ) = o (5) P =l Vs € S, Vp e supp(f(s)), ¥0 € ©.

Finally, we define f;(oi(si, p;)) = pi for each s; € S and p; € w;(s;).

As a first step, we show that given a buyer i € NV, a signal s; € S;, and a price p; € w;i(si), &i.s;.p; = &i.oi(s.py)» i€ the
posterior induced by signal s; and price p; under (¢, f) is the same of the posterior induced by signal o;i(s;, p;) under (¢, f)
(recall that for a deterministic and factorized price function the induced posterior is independent from the observed price
pi). Formally, for each 6 € ©,

Mo Zs/eé:s§=si 2 esupp(ics)):pi=p; 00 (5", D)
D orco Mo Zs’eS:s,f:s,v Zp’esupp(f(s’)):pi:p; ¢or (0 (s', p))
L 0 Xge§is=s Lpesupp(is):pi=p; 90 ) Py (P =P}
B ZO/EG) Mo’ Zs’eé_':s;:s,- Zp’esupp(f(s/)):pi=p; (i(?’(s/) Prpr~ish{p” =p’}
_ Mo Zs’eé:sQ:si ‘2’9 (s" Zp’esupp(f(s’)):p,-:p; PrP”’Vf(S’){p” =p'}
B Z@’E@ o' Zs’eS:s;=si ‘50’(5/) Zp’esupp(f(s’)):p,-:p; PrP”’Vf(S’){pU =p’}

gi,dg(si,pi)(e) =
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6 2osreisi—s; D0 (S") Pry~is) (D} = pi}
0ree Mo’ 2_gcS:si=s; PO o~is){Pi = Pi
Dreo Mo X e =s; Do (8) Pry~iis (P} = pi}
:fi,si,pi(e)-

Now we show that the two signaling schemes provide the same revenue. Formally:

D e Y da(a (s, pIREV(V, (T (s, ). Eos.p))

0e® o(s,p)esS

=Y 1o Y, (0, PIREV(V, p,Es p)

0e® o(s,p)eS

=Y e ). $0(s) Pr_(p'=pIREV(V. p.5p).

fe® o(s,p)eS

where we recall &5 (s,p) = (51,01 (s1,p1)s - - - » En,on(sn.pn)) ANA &s p i= (€151, p1s - - - » &n sy, pp)- This concludes the proof. O
Appendix B. Proofs omitted from Section 4

Theorem 3. In Bayesian posted price auctions, there is no additive FPTAS for the problem of computing a revenue-maximizing (¢, f)
pair unless P = NP, even when there is a single buyer.

Proof. We employ a reduction from an NP-hard problem originally introduced by Khot and Saket [48], which we formally
state in the following. For any positive integer k € N. g, integer | € N such that [ > 2K + 1, and arbitrarily small constant
€ > 0, the problem reads as follows. Given an undirected graph G := (U, E), distinguish between:

e Case 1. There exists a [-colorable induced subgraph of G containing a 1 — € fraction of all vertices, where each color

class contains a 1% fraction of all vertices.!?

1
z38

4

e Case 2. Every independent set of G contains less than a fraction of all vertices.'

We reduce from such problem for k=2,1=5, and € = % Our reduction works as follows:

e Completeness. If Case 1 holds, then there exists a signaling scheme, price function pair (¢, f) that provides the seller
with an expected revenue at least as large as some threshold 1 (see Equation (B.1) below for its definition).

e Soundness. If Case 2 holds, then the seller’s expected revenue for any signaling scheme, price function pair (¢, f) is
smaller than n — § with § == # where m denotes the number or vertices of the graph G.

This shows that it is NP-hard to approximate the optimal seller’s expected revenue up to within an additive error §. Thus,
since § depends polynomially on the size of the problem instance, this also shows that there is no additive FPTAS for the
problem of computing a revenue-maximizing (¢, f) pair, unless P = NP.

Construction Given an undirected graph G := (U, E), with vertices U := {uq,...,un}, we build a single-buyer Bayesian
posted price auction as follows.!> There is one state of nature 6, € ® for each vertex u € U, and the prior belief over states
W € Ag is such that pg, = % for all u € U. There is a finite set of possible buyer’s valuations. For every vertex u € U, there
is a valuation vector v, € [0, 1]™ such that:

o vy(By)=1;
o vy(By)=1forallu' eU: (u,u') ¢ E; and
o vy(By)=0forall ' eU: (u,u’) €E.

Each valuation v, has probability # of occurring according to the distribution V. Moreover, there is an additional valuation
vector v, € [0, 1]™ such that v,(0) = % + m for all 6 € ®, having probability 1 — %

13" A I-colorable induced subgraph is identified by a subset of vertices such that it is possible to assign one among I different colors to each vertex, in such a
way that there are no two adjacent vertices having the same color. Given some color, its associated color class is the subset of all vertices in the subgraph
having that color.

14" An independent set of G is a subset of vertices such that there are no two adjacent vertices.

15 In a single-buyer setting, we always omit the subscript i from symbols, as it is clear that they refer to the unique buyer. Moreover, with an overload of
notation, we use buyer’s signals as if they were signal profiles.
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Completeness Assume that a I-colored induced subgraph of G is given, and that it contains a fraction 1 — € of vertices,
while each color class is made up of a fraction 1%6 of all vertices. We let L :={1,...,1} be the set of possible colors, with
j € L denoting a generic color. In the following, we show how to build a signaling scheme, price function pair (¢, f) that
provides the seller with an expected revenue greater than or equal to a suitably-defined threshold n (Equation (B.1)). The
seller has I+ 1 signals available, namely S := {s;}jc; U {so}. For every vertex u € U, if u has been assigned some color j e L
(that is, u belongs to the induced subgraph), then we set ¢y, (sj) =1 and ¢g,(s) =0 for all s € S:s#5sj; otherwise, if u
has no color (that is, u does not belong to the given subgraph), then we set ¢y, (so) =1 and ¢g,(s) =0 for all s€ S:s#5s,.
Moreover, the price function is such that

fs) L ignal se.
S)=po == +——— foreverysignal s€S.
Po= T U e2m vsig
Next, we prove that, after receiving a signal s; € S associated with some color j € L, if the buyer has valuation v, for a
node u € U colored of color j, then they will buy the item. In particular, the buyer’s posterior &; € Ag induced by signal s;
is such that only state 6, and states 6, for u’ € U : (u,u’) ¢ E have positive probability (since, when the seller sends signal
sj, it must be the case that the vertex corresponding to the actual state of nature is colored of color j). Moreover, such
probabilities are equal to &;(6y) = &s; (6u) = Tom E)m (by applying Equatlon (1) and using the fact that each color class has
a fraction 1%6 of vertices). Thus, since v, (6y) =1 and v, (0y) = 7 for all u’ e U : (u,u’) ¢ E, the expected valuation of the
buyer given the posterior &; is

1 l 1 1 I
2 08 =3 [l Ta —e)m] Ta—om 2 d—om P

0e®

and the buyer will buy the item. Furthermore, when the seller sends signal s,, their expected revenue is at least (1 — %)po,
as it is always the case that the buyer buys the item when they have valuation v,. Since the total probability of sending
signals sj € S for j e L is 1 — ¢ (given that the subgraph contains a fraction 1 — ¢ of vertices) and the probability of sending
signal s, is €, we have that the seller’s expected revenue is at least

_ 2
n:=(1—e)[1—6+1—l}p0+6<1—l)po=[u+<l—l)}po. (B.1)
ml m m ml m

where the factor 1m;f +1- % represents the probability that the buyer buys when sending a signal s; (this happens when

either the buyer has valuation v, for a vertex u € U colored of color j or the buyer has valuation v,).

Soundness By contradiction, we show that, if there exists a signaling scheme, price function pair (¢, f) with seller’s ex-

pected revenue exceeding 1 — 4, then the graph G admits an independent set of size %(1 —€)’m> l"% (recall the choice

of values for k, [, and €). If the seller’s revenue is greater than n — §, by an averaging argument there must be at least

one signal s* € S whose contribution to the revenue Y, o to¢e (S*)REV (V, f(s*), &) is more than 1 — 8, where &+« € Ag

is the buyer’s posterior induced by signal s*. Since the expected revenue cannot exceed the expected payment, the price
*:= f(s*) that the seller proposes to the buyer when signal s* is sent must be greater than

7’)—5—|:7(1_6)2+<1—l>:|p _s
ml m 0
(1—¢)? 1 1 I

[ <1_E>H5+<1—e>2m}_
(1- )[ + e
(1—¢€)2m
1
27"

%

1 l 1
— - —8> =,
1- e)2m m (1—e¢)2m? 2

%

where the last inequality holds for m > 2 since we set € = % [=5,and § = # Additionally, the price p* must be smaller
than p, (see the completeness proof), otherwise, when the buyer has valuation v,, they would never buy the item, resulting
in a contribution to the seller’s revenue at most of % (recall that v, happens with probability 1 — % and all other buyer’s
valuations do not exceed 1). As a result, it must be the case that p* (% po]. Next, we prove that, after receiving signal s*,
the buyer will buy the item in all the cases in which their valuation belongs to a subset of valuations v, containing at least
a fraction %(1 — €)? of all the valuations v,. Indeed, if this is not the case, then the contribution to the seller’s expected
revenue due to signal s* would be less than
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1 (1-—¢€)? 1 (1-—e¢)? (1—¢€)?
e | <po|1l——+——L | =np—po—L<n-36
p[ m T omi ]_po[ m T omi T=Po =17

where the last inequality holds since § = # < Do (12—me])2 for m large enough. Let U* C U be the subset of vertices u € U such

that the buyer will buy the item for their corresponding valuations v,. We have that |U*| > %(l — €)2. Next, we show that

U* constitutes an independent set of G. First, since p* > % when the buyer’s valuation is v, such that u € U*, then the

buyer must value the item more than % otherwise they would not buy. By contradiction, suppose that there is a couple of
vertices u, u’ € U* such that (u,u’) € E. W.lo.g., let us assume that & (6,) < &= (0,/). Then, the buyer's expected valuation

induced by posterior &g+ is

1+ & (Bu) — 85+ (Ow)
2

which is a contradiction. Given that, by our initial assumption, the size of every independent set must be smaller than

l,(% < %(1 — €)?m, we reach the final contradiction proving the result. O

1 1
Ss* (Hu) + 5 (1 - ‘é;_s* (Qu) - fs* (eu/)) = =< E,

Appendix C. Proofs omitted from Section 5

Theorem 4. Let o, €, > 0, and set q := 3 log &. Given a posterior £ € Ae, some distributions V = {V;}iexr, and two functions
g h:[0,11" — [0,1], if g is (8, , €)-stable compared to h for (¢, V), then there exists y € Aga such that, for every 6 € ©, it holds
Ytcsupp(y) ¥ EEO) =£(0) and

Ei ey yvn[E@2(VE)] 2 £0) (0 - 0)Ev-v[n(v)] - s€). (4)

Proof. The probability distribution y € Agq¢ over g-uniform posteriors in the statement is defined as follows. Let £9 € B9 be
a buyer’s posterior defined as the empirical mean of g vectors built form q i.i.d. samples drawn from the given posterior &.
In particular, each sample is obtained by randomly drawing a state of nature, with each state 6 € ® having probability &(6)
of being selected, and, then, a d-dimensional vector is built by letting all its components equal to 0, except for that one
corresponding to 6, which is set to 1. Notice that £9 is a random vector supported on g-uniform posteriors, whose expected

value is posterior £. Then, y is such that, for every € € 89, it holds y (§) =Pr {Sq :é}

It is easy to check that £(6) =Y ¢ gz, ¥ () E(0) = E:., [§ (9)] for all 6 € ©, proving the first condition needed.

Next, we prove that y satisfies Equation (4). To do so, we first introduce some useful definitions. For every g-uniform
posterior & € E9, with an overload of notation we let y (&, 6, j) be the conditional probability of having drawn £ from y

given that the drawn posterior assigns probability é to state § € © with j € {0, ..., q}. Formally, for every & € EY:
sl e o=
y@.6. )= TEEE O
0 otherwise
Then, for every 6 € ® and j € {0, ..., q}, we let y%J be a probability distribution over Ag supported on g-uniform posteriors

such that y%J(£) == y (&, 6, j) for all £ € 9. Moreover, for every buyer i € A" and matrix V € [0, 1]"*¢ of buyers’ valuations,
we let /Y C B9 be the set of g-uniform posteriors that do not change buyer i's expected valuation by more than an
additive factor € with respect to their valuation in posterior &. Formally,

V= {Eeat||vig - vif| <e}.

In order to complete the proof, we introduce the following three lemmas (with Lemmas 12 and 13 being adapted
from [49]). The first lemma shows that, for every state of nature 6 € ©, it is possible to bound the cumulative probability
mass that the distribution y assigns to g-uniform posteriors & € 7 such that £(6) differs from £(6) by at least $ (in
absolute terms). Formally:

Lemma 12 (Essentially Lemma 5 by Castiglioni and Gatti [49]). Given & € Ag, for every 6 € © it holds:

3 > r@ =30,

-tz Eearie)=]

where y € Agq is the probability distribution over q-uniform posteriors introduced at the beginning of the proof.
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The second lemma, which is useful to prove Lemma 14, shows that, for g-uniform posteriors & € 9 such that £(0) is
sufficiently close to £(0) for a state of nature 6 € ©, the expected utility of each buyer is close to their utility in the given
posterior & with high probability. Formally:

Lemma 13 (Essentially Lemma 6 by Castiglioni and Gatti [49]). Given & € Ag, matrix V € [0, 11"*¢ of buyers’ valuations, state of

nature € ®,and j: I_ £(0)| < §, the following holds for every buyeri e N':
q 4

> ovd=(1-3) X v
fegiViE©)=] feztiO)=4

where y € Agq is the probability distribution over q-uniform posteriors introduced at the beginning of the proof.

Finally, the third lemma that we need reads as follows:

Lemma 14. Given & € Ag, for every state of nature 6 € © and j : ‘é — 5(9)‘ < %, the probability distribution y%J defined at the

beginning of the proof is (%, 6)—decreasing around posterior &.

Proof. According to Definition 2 and by reversing the inequalities, we need to prove that, for every matrix V € [0, 1]"%¢ of
buyers’ valuations and i €\, it holds Prz {V,-E > ViE — e] >1— %. By using the definition of the set ", Lemma 13,
and the definition of y?J, we can write the following:
: 2 y &)
Pz {ViE=ViE—et= Y y"d= )
E,\,ye,] { 1 1 } .
. ZE’GEQ:S’(9)=5 V(%'/)

Eegmhv EegivE@0)=]

(1-3) ¥ ety

. / =
fegui)=] T O= vE

which proves the lemma. O

Now, we are ready to prove the theorem, by means of the following inequalities:

Eieyyn[E08VD)] = y®EOEv-v[(vE)]

£z

Z YE Eyy [g(vé)] (By dropping terms from the sum)

Q.

=z )

i i-e@)|<g " EemrE@)=]
J é) .
= X 3| X ool X 5 Y _y(g,)EM[g(vs)]
i i-e@|<s  \gesnz@=} Femii)=] TF I O=;
j ~
= X o X r@ | Eepy[sv]
i i-e@|=g " \gesnz©=}

= ¥ é > ovenr|[(1- %) Ey~v[h(VE)] - 8¢ | (By Definition 3 - Lemma 14)

j;‘%_§(9)|§% E’EEQ:g’(G):%

:[(1—%)vav[h(v.§)]—8€] 3 é > y@E)

i i-g@)|<g " gesnE @)=}

:[(1_%)vav[h(v§)]—5e] HOEEEY Yo v@)

i i-g@)|z5 &'cvrE ©=]
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> £() [(1 _ oc)]EVNV[h(Vé)] - 56] . (Bylemma12),(1—a/2)>>1—a,anda < 1)

This concludes the proof. O
Appendix D. Proofs omitted from Section 6

Lemma 1. For any V = {Vi}icnr, there exists a revenue-maximizing price vector p* € argmax,¢o 1j» REV(V, p) such that p} >
REv.;(V, p*) for every buyeri e N.

Proof. In order to prove the lemma, we show an even stronger result: for every price vector p € [0, 1]", it is always
possible to recover another price vector p’ € [0, 1]" that provides the seller with an expected revenue at least as large as
that provided by p, and such that p} > Rev.;(V, p’) for every i € . Let us assume that p does not satisfy the required
condition for some buyer i € A. Then, let p’ be such that p; =Rev.;(V,p) > p; and p’j =p;j for all j e N': j#i. Since by
construction Rev.;(V, p’) = Rev.;(V, p), the condition p} > REv.;(V, p’) holds. Moreover, the seller's expected revenue for
p’ in the auction restricted to all buyers j € A/ : j > i, namely Rev-;(V, p’), is such that:
REVi(V, p') = Pry,y, {vi = pj} 0} + (1 — Pry,~y, {vi = pi}) REV.;(V, p)

=Pry,~y, {vi > p}} p} + (1 — Pry~y, {vi = p{}) REv=i(V, p)

=Pry,~y; {vi = pi} pi + (1 — Pry;~y, {vi = pi}) REV.;i(V, p)

> Pry;~v; {vi = pi} pi + (1 = Pry~y; {vi = pi}) REV=;(V, p)

=Revsi(V, p),

where the first equality and the last one holds by definition of REvs;(V, p’), the second one follows from Rev.;(V, p’) =
REv.;(V, p), the third one holds since p; = Rev.;(V, p), while the inequality follows from plf > p;. As a result, we can
conclude that Rev(V, p’) > ReEv(V, p). The lemma is readily proved by iteratively applying the procedure described above
until we get a price vector p’ € [0, 1]" such that p} > Rev.;(V, p’) for every buyer i € N/, starting from an optimal price
vector p* € argmax,eo,1jn REV(V, p). O

Lemma 2. Given € > 0, let V = {Vj}jen and V€ = {Vf iens satisfying the conditions of Definition 4. Then,

max REV(V p) > max Rev(V,p)—e.
pelo,1 pel0,1]n

Proof. Let p* € [0, 1]" be a price vector such that p* € argmaxpeo 1j» REV(V, p) and pf > Rev.;(V, p*) for every i eN.
Such price vector is guaranteed to exist by Lemma 1. We show by induction that REvs;(V€¢, p*€) > REV>;(V, p) — €. As a
base case, it is easy to check that

REV=, (VE, p™€) = [py; — €14 Pry, e {vn = [p); — €14}
> (py — €)Pry,~v, {vn = D'}
> piPry,~v, {va > D} — €
=Revsp(V, p*) — €.
By induction, assume that the condition holds for i + 1 (notice that REv.;(-, -) = REVs;;+1(-, -)), then
REV;(V¢, p™€)
=[p} — €l+Pryye {vi > [P — €4} + (1 —Pryve {vi= [p] - 6]+}) REv..;(V¢, p*™©)
> (pf = )Py ye {vi = [P} — €14} + (1 = Pry e {vi = [pf - 6]+}) (REV-.;(V, p*) —€)
= p{Pryye (Vi = [P} —€l4} + (1 — Pry oy {vi = [P} - 6]+}) REV.;(V, p*) — €
> piPry~y, {vi = pi} 4 (1 = Pry~y {vi = pf}) REv.;(V, p*) — €
=REVi(V, p*) —€,
where the last inequality follows from p} > Rev..;(V, p*) and Pry, .y {vi=[pf —€lys} =Pryoy {vi=p}. O
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Lemma 3. For any V = {V}ienr and €, T > O, there exist K € poly (n, % log %) and b € poly (%) such that, with probability at least

1 — 7, Algorithm 1 returns (p, r) satisfying REV(V, p) > maxpefo, 11 REV(V, p’) — € and r € [REV(V, p) — €, REV(V, p) + €] in time

poly (n, 1,log1).

Proof. Letting b := (%] and K := 6% log ZTL" € poly (n, %,
The first step is to show that restricting price vectors to those in the discretized set P? results in a small reduction of
the seller’s expected revenue. Formally, we prove that:

log %) the proof unfolds in two steps.

€
max Rev(V, p) > max Rev(V,p) — —.
peP? pel0,1]? 2

To do so, we define some modified distributions of buyers’ valuations, namely V? = {Vib}i€ A/, Which are supported on
the discretized set P? and are obtained by mapping each valuation v; € [0, 1] in the support of V; (for any i € ) to a
discretized valuation %, where x is the greatest integer such that g—‘ <v;. It is easy to see that, since an optimal price vector
for distributions VP must specify prices that are multiples of 1, then

max Rev(V?, p) = max Rev()?, p).
pelo0,1]" pePb
Moreover, by definition of b, distributions V? are such that it holds PrviNVb {v,~ > pi — %} > Pry,~y, {vi > p;} for every i eN

and possible price p; € [0, 1]. Thus, by Lemma 2, maxpeo, 1y REV(V?, p) > maxpepo,11" REV(V, p) — % which implies that

max,.pb Rev(V, p) > maxpepo,1;n REV(V, p) — % This proves that we can restrict the attention to price vectors in P? c [0, 117,
loosing only an additive factor % of the seller’s optimal expected revenue.

The second step of the proof is to show that replacing distributions V with the empirical distributions VX built by
Algorithm 1 only reduces the seller’s optimal expected revenue by a small amount, with high probability. For any price
vector p € [0, 11", by using an Hoeffding’s bound we obtain that

€
Pr { ’REV(V, p) — Rev(VX, p)‘ > Z} < 2eKe?/8,

where the probability is with respect to the stochasticity of the algorithm (as a result of the sampling steps). Since the
number of elements in the discretized set PP is b", by a union bound we get

Pr”REV(V, p) — Rev(VK, p)‘ < % Vp e Pbl >1_2pe KB _q_1.

Letting p € P? be the price vector returned by Algorithm 1, it is the case that p € arg maxy ¢ pb Rev(VK, p'), given the
correctness and optimality of the backward induction procedure with which the vector p is built [47]. Moreover, letting
p* e arg maxps REV(V, p’) be an optimal price vector over the discretized set PP for the actual distributions of buyers’
valuations V, with probability at least 1 — 7 it holds that

K € K % € €
REV(V, p) > REV(V", p) — 12 REV(V", p¥) — 12 REV(V, p*) — 5
Hence, with probability at least 1 — 7, it holds
€
REV(V, p) > REV(V, p*) — = > max Rev(V, p’) —e,
2 7 pefoan

where the last step has been proved in the first part of the proof.
In order to conclude the proof, it is sufficient to notice that, with probability at least 1 — 7, it also holds that r =
ReV(VK, p) € [Rev(V, p) — £, Rev(V, p)+ §]. O

Appendix E. Proofs omitted from Section 7

Lemma 4. Given o, € > 0, a posterior & € Ag, and some distributions of buyers’ valuations V = {V;}icns, there exists p € [0, 1]" such
that, for every other p” € [0, 11", the function g}, is (1, c, €)-stable compared with gy for (§,V).

Proof. As a first step, we prove the following: given any matrix V € [0, 1]"¢ of buyers’ valuations and any price vector
p’ €10, 1]", for every distribution y over Ag that is (o, €)-decreasing around & (see Definition 2) it holds that

B, (e (VD)) 2 Ee, [gy (max{VE. Ve —e1])| —agpica(ve). (ED)

W.lo.g., let i € A be the buyer that buys the item when buyers’ valuations are specified by the vector V& — €1 and the
proposed prices are those specified by p’, that is, it must be the case that p; < V;& —e and p’j >Vijg—eforall je N:j<i.
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Since y is (@, €)-decreasing around &, by sampling a posterior £ € Ag according to y, with probability at least 1 — « it
holds that V;& > V;& — € (see Definition 2). Moreover, let & := {€ € Ag | Vi€ > V;& — €} be the set of posteriors which result
in a buyer i’s valuation that is at most € less than that for & (notice that Zéeé y(£) > 1 —«a). Then, we split the posteriors
in Ag into three groups, as follows:

—_

Ok

o is composed of all the posteriors & € & such that, for every j e N : j <i, it holds V& < P’

is composed of all the posteriors £ ¢ & such that, for every j e N : j <i, it holds ng < p’J'

N 1N

[l

] [0 [
[N

T

e E° C Ap is composed of all the posteriors g € Ag for which there exists a buyer j(§) e N': j < i (notice the depen-
dence on &) such that j(é;‘) =min{j e N| VJS > p]}.

Next, we show that, for every posterior £ € E' U &3, it holds gp(VE) = g, (max{vs V& — €1}), while, for every & € B
it holds g, (max{V& VE —€l}) < gpye1(VE). F1rst let us consider a posterior £ € E'. For each je N :j <1, it holds
jé < max{Vjé Vit —€} < p] (by definition of E°, and since buyer j does not buy the item for price pJ) Moreover, since

Vi€ > Vi£ — ¢, it holds V;& = max{V;E, Vi — €} > p;. Hence, both when buyers’ valuations are specified by the vector VE
and when they are given by max{VE, V& — €1} (with max applied component-wise), it is the case that buyer i buys the
item at price p;, resulting in

gp (VE) = gy (max{VE, VE —el}).

Now, let us consider a posterior £ € E2. In this case, max{V;&, Vi§ — €} = V;& — € > p/, while max{V &, V& — €} < P}
for every j € N': j < i. Thus, both when buyers’ valuations are specified by max{V&, V& — €1} and when they are given by
V& —€ll, it is the case that buyer i buys the item at price pj, resulting in

gy (max{VE, Vs — 1)) =gy (Vé —€1) < gpie1(V),
where the inequality holds since buyer i buys the item at price p; for valuations V& — €1 and price vector p’, while
the buyer would still buy the item, though at price p;+ € > p}, for valuations V& and price vector p’ + €1. Finally, let
us consider a posterior £ € E3. We have that, for every j e N : j < j(€), it holds Vjé < max{Vjé, Vit —€} < p;., while
max{(V )€, Ve 6 — €)= Vg =1’ ..
given by max{VE, V& — €1}, it is the case that buyer j(£) buys the item at price p’ i@ resulting in

As a result, both when buyers’ valuations are specified by V& and when they are

gy (VE) = gy (max{VE, VE —el}).
This allows us to prove Equation (E.1), as follows:

Es., |8y max(VE, ve —e1)] — Bz, [y (VD) = 3 y@gpier (V) <agpraa (VE),
EE':‘Z
where the first mequallty comes from the fact that, as previously proved, g, (max{Vé VE —€l}) = gy (VE) for every

posterior £ € 21 U 83 and gy J(max{VE,VE —€l}) < gp'+e1(VE) for every posterior £ € 82, while the second inequality is
readily obtained by noticing that ZseEZ y(E) < Zg@ y(E) <a.

Given any posterior £ € Ag, the expression maxpefo, 12 Ev~y [REv(max{Vé, V& — €1}, p))| can be interpreted as the
optimal seller’s expected revenue when buyers’ valuations are determined by distributions V¢ = {Vf} such that, for ev-
ery buyer i € N, their valuation is sampled by first drawing a valuation v; € [0,1]¢ according to V; and, then, taking
max{viTé, v?é — €}. Moreover, maxy¢(o,1j" Ev~yREV(VE, p’) can be interpreted as the optimal seller’s expected revenue
when buyers’ valuations are determined by distributions ¥V = {V;} such that valuations are determined by first sampling a
vi €[0,11¢ from V; and, then, taking v &. It is easy to see that Pry~ve {vi = pj — €} = Pry,~y, {vi = pj} for every price
p}, so that distributions V¢ and V satisfy Definition 4. Then, by applying Lemma 2, we can conclude that there exists a
price vector p € [0,1]" such that REV(V€, p) > maxy¢o,17» REV(V, p’) — €. Thus, for every distribution y over Ag that is
(o, €)-decreasing around &, we get

Eiey v |80 (V)| 2 Eer, oy gpmax(VE, Ve —e1)) | - Evv[a gprer (V)]

> max ]EVN\;[REV(V?;' p)] —G—vav[agp+s]l(vé)]

> max EVNV[REV(Vs p)]—e— max IEVN];I:OIREV(VS p)]
p’el0,1]" ’e[0, 1]

> (1-0) max Eyy[Rev(VE, p)] -
p’el0,1]"
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where the first inequality holds by Equation (E.1), while the second one by Lemma 2. O

Lemma 5. Given a pair (y, f°), where y is a probability distribution over Ag with desupp(y) Y (E)EO) = g for all € ® and
f°:Ag — [0, 11", there is a pair (¢, f) such that:

D ey $eORV(V, f(s),6)= Y yEREV(Y, f°(&),8).

fe®  seS &esupp(y)

Proof. The idea of the proof is to build a signaling scheme ¢ such that there is one-to-one correspondence between the
buyers’ posteriors induced by signal profiles s € S under ¢ and the posteriors in the support of the distribution y. Thus,
in the following we can safely use the notation & to the denote the posterior corresponding to signal profile s € S. We
define the signaling scheme ¢ : ® — Ag so that, for every state 6 € ®, it holds ¢g(s) = w for all s € S. Moreover,
we define f:S — [0, 1]" so that f(s) = f°(&) for all s € S. First, notice that the signaling scheme ¢ is consistent, since,
for every 6 € ©, it holds ) .5 P9 (s) =D s W =D sesupp(y) V(iii(e) =1, where the last two equalities follow from
the correspondence between signal profiles and posteriors in supp(y) and the fact that Z&esupp(y) Y (§)E() = pp. It is also
easy to check that each signal profile s € S indeed induces its corresponding posterior & under the signaling scheme ¢.
Finally, we have

0
D ey $eORVOV, f(s),E)= 1o ) YOO poviy, foe). &)
0e® seS 6e® Eesupp(y) Heo

= Y Y©ERe(, f°(%),8),

&esupp(y)

which concludes the proof. O

Lemma 6. Given n > 0 and letting q = 7;—2128 log %, an optimal solution to LP (6) has value at least OPT — .

Proof. Given a Bayesian posted price auction with prior u € Ag and distributions of buyers’ valuations V, let (¢*, f*) be a
revenue-maximizing signaling scheme, price function pair. Then, we define y* as the probability distribution over posteriors
Ae induced by ¢*. Moreover, we define f°* :supp(y*) — [0, 1]" in such a way that, for every posterior & € supp(y*), it
holds f°*(&) = f*(s), where s € S is the signal inducing &, namely £ = &.'6

log 4 . e e . .
et ¢ =€ = % and q = 32€°2g“. Then, we build a probability distribution y over posteriors in Ag by decompos-

ing each posterior & € supp(y*) according to Corollary 1. Additionally, each time we decompose a posterior, for every
newly-introduced posterior £ € Ag we define the function f°: Ag — [0, 1]" so that f°(§) € argmaxp(g 11n REV(V, p, §).
Letting ¥ € Az¢ be the probability distribution over g-uniform posteriors which is obtained by decomposing posterior
& e supp(y™*) according to Corollary 1, we define y so that y (&) = Zs,esupm,*) y*(é’)yf/(é) for every & € E9.

First, let us notice that, for every 6 € ©®, it holds

Yov@®eo)y= Y, vEV Y YEEO = D vy EE O =pue.

§ek&d &'esupp(y*) skl &’ esupp(y*)

where the second equality follows from the property of the decomposition in Theorem 4, while the last one from the fact
that y* is induced by a signaling scheme. Moreover, given any posterior & € supp(y*), let p¢ € [0, 1]* be a price vector such
that, for every p € [0, 1]", the function gpt is (1, €)-stable compared with the function g, in (V,§). Such price vectors
are guaranteed to exist by Lemma 4. Then, the pair (y, f°) provides the seller with an expected revenue of

Yo vYERY, fOE.H = Y yiE Y vIERV(Y, f°(),8)
§cEl §esupp(y*) §'eE
= Y. V'® ) v*E) max Rev(V.p.§)
Eesupp(y*) £'eBY pele-1l
> > v Y YEER(Y, Pt E)

§esupp(y™) §'ell

16 W.lo.g., we can safely assume that there is a unique signal inducing &. Indeed, if two signals s € S and s’ € S induce the same posterior, then it
is possible to build another signaling scheme, price function pair (¢*, f*) that joins the two signals in a new single signal s* € S, by setting ¢; (s*) <
95 (5) +¢5(s) and f*(s*) = f(s) if REV(V, f*(5),&) = REV(V, f*(s), ), while f*(s) = f*(s') otherwise. It is easy to check that the new signaling scheme
cannot decrease the seller’s expected revenue.
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> > yrE[A - R, foRE),E) — €]

§esupp(y*)
=(1—-a) Yy @RV, fO*(E),£) —€
§esupp(y™)
n * o % n
=(1-3) X rerRvo. o8-
§esupp(y™)
> ) YRERY, fORE),E -
§esupp(y*)
=Y 19 ) B5OREV(Y, f*(5),&) — 1,
0e® seS

which allows us to conclude that there exists a pair (¢, f) that only uses g-uniform posteriors and provides the seller with
an expected revenue arbitrary close to that of an optimal pair. O

Theorem 5. There exists an additive PTAS for computing a revenue-maximizing (¢, f) pair with public signaling.

128log &
Proof. By Lemma 6, given any constant 7 > 0 and letting q = ngg”, LP (6) has optimal value at least OPT — n. The

polynomial-time algorithm that proves the theorem solves an approximated version of LP (6), which is obtained by replacing
the terms maxpeo,1 REV(V, p, ) with suitable values U (&). The latter are obtained by running Algorithm 1 (the values of
€ and 71 are defined in the following) for the (non-Bayesian) auctions in which the buyers’ valuations are those resulting by
multiplying samples drawn from distributions V; by the posterior &. We let (p¢, U(£)) be the pair returned by Algorithm 1.
By Lemma 3, for every g-uniform posterior & € 89, Algorithm 1 runs in polynomial time and the price vector pf is such
that, with probability at least 1 — 7, it holds

Ev-v|gy: (V)| = max Ev-v|gp(ve)| e and (E2)
U® € [Evv|gy (VO] - €. Bvav[gpe (vE)] +¢]. (E3)

As a result, with probability at least 1 — t|E9|, the previous conditions hold for every g-uniform posterior.
Next, we show that, with probability at least 1 — 7|E9|, an optimal solution to LP (6) is close to an optimal solution of
the following LP obtained by replacing the max terms in the objective of LP (6) with the values U (§):

U .t E.4
max EZ yEUE) st (E4a)
Y v@®EO)=ps VOO, (E.4b)
Eeld

Notice that, for a constant q € N, the number of g-uniform posteriors is at most d9, so that LP (E.4) can be solved in
polynomial time, as it involves O (|E89|) variables and constraints.

Let (v, f°) be such that y € Agq is an optimal solution to LP (E.4) and f°: Ag — [0, 1]" is such that, for every & € &9,
it holds f°(&) = p¢, which is the price vector obtained by running Algorithm 1. Moreover, let (y*, f>*) be an optimal
solution to LP (6). Then, with probability at least 1 — 7|E1|,

> v OE w[gre ]z Y v©U© -«

£eBl £eBl
> Y yrEUE) —€
Eeld
> YV OBy g (VE [7HE)] - 2.
EcEl

In conclusion, since Y ;.zq ¥*(E)Ey~y (o) (VE, f*(£))] = OPT — 5 by Lemma 6, we have:

Z V(S)]Ev~v[gp(V$)] >O0PT —2¢—1

el

with probability at least 1 — t|E9|. Hence,
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E| > y@Rev(V, fo).6) | = (1-1d%) OPT —2€ — 1,

Eelld

where the expectation is over the randomness of the algorithm. Finally, Lemma 5 allows us to recover from (y, f°) a
signaling scheme with the same seller’s expected revenue. For any additive approximation factor A > 0, setting € = g,

n= % and T = ﬁ, we obtain the desired approximation bound. Moreover, the algorithm runs in polynomial time since n
is constant and the running time of the algorithm is polynomial in €, 7 and the size of the problem instance. O

Appendix F. Proofs omitted from Section 8

Lemma 7. Given «, € > 0 and some distributions V = {V;}icnr, for every buyer i € N, posterior & € Ag, and price p; € [0, 1], the
function g; p,—ey, is (0, a, €)-stable compared with g; ». for (&;, V).

Proof. Let us recall that g; p, : [0, 1]" — {0, 1} is such that g; p, (x) =I{x; > p;} for any value x € [0, 1]". As a first step, we
show that, for every vgluation vector v; € [0,1]¢ and probability distribution y over Ag that is («, €)-decreasing around
&, it holds EgiNy]I{viTsi > [pi — €l+} = (1 — ) I{v/ & > p;}. Two cases are possible. If I{v'& > p;} =0, then the inequality
trivially holds. If ]I{v;rsi > pi} =1, by Definition 1 we have that, with probability at least 1 — «, a posterior & € Ag ran-
domly drawn according to y satisfies v?é > [v?gi — €]+ > [p; — €]+, which implies that ]I{viTéi > [p; — €]+} = 1. Hence,
E;  I{v/ &= [pi—€lt) = (1 —) = (1 —)I{v] & = pi}, as desired. Since Ez _ I{v] & > [p; —elizq —o)I{v& > pi}
for every v; € [0, 119, by taking the expectation over vectors v ~ ) we obtain IEVNVIE&NVI[{VI-E,- >[pi—€l+} > (10—
o)Ey.pI{V;& > p;}, which fulfills the condition in Definition 3 and proves the result. O

Lemma 8. Given a feasible solution to LP (7), it is possible to recover a pair (¢, f) that provides the seller with an expected revenue
equal to the value of the solution.

Proof. We define the set of signals for buyer i e N as S; := E? x PP, Then, we set ¢ : © — Ag so that, for every 6 € ® and
se S, it holds ¢y (s) = YZ% where the pair (¢, p) with &£ = (&1,...,&) € 9 and p € PP is such that (&, p;) =s; for each
i € N. Moreover, we set fi(s;) = p; for every buyer i € N and signal s; = (§;, p;) € S;. First, we show that ¢ is well defined,
that is, for every state of nature 6 € ©, it holds

o=y ¥ 2oy y f0han 5 8ORs By

seS §€E1 pepb ® §1€S1 prepb £l e Mo

where we use Constraints (7b) in the second equality, Constraints (7c) in the third one, and Constraints (7d) in the last one.
Next, we show that, for any & € 29 and p € PP, it holds REv(V, f(s), &) = REV(V, p, &), where the signal profile s € S is
such that s; = (&, p;) for every i € N. Clearly, the prices coincide, namely f(s) = p. Thus, it is sufficient to prove that each
signal s; = (&;, p;) induces posterior &; for buyer i € \. For every 6 € ©, it holds

Ho Y. ¢a(sh= > Yo&p =& O)igp-
s'eS:s=s; £'cB9,p' ePh:(E . p)=s;i
Hence, for every 6 € ®,

Poio (s o Lsessi=s #00) _ &Otigp,

i5,(0) = = =
. Z@’e@ Mo Gier (i) Zé)’e@) Mo’ Zs’es:s;=si bor (s) ti.g.p;

=& (0).

Thus, the seller’s expected revenue for the pair (¢, f) is

DY egeOREV(V, f(s), &)=Y ) ZM&%RHV(V,P,E)

seS0e® §€El pepb 6€®

= Z Z Z Yo.e pREV(V, p, §),

0e®&E€ET pepb

which proves the lemma. O

Lemma 9. For every n > 0, there exist b(n), q(n) € N+ such that LP (7) has optimal value at least OPT — 1.
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Proof. We show that, given a revenue-maximizing pair (¢, f) (with seller’s revenue OPT), we can recover an optimal
solution to LP (7) whose value is at least O PT —n when the LP is instantiated with suitable constants b(n) € N.o and q(n) €
N.¢ (depending on the approximation level n). Let « =€ = 3, b=r2 ] and g = 321°g" . Recalling that &; 5, € Ag denotes
buyer i's posterior induced by signal s; € S;, we let y* € Az be the probability dlstrlbutlon over g-uniform posteriors

obtained by decomposing &; ;; according to Theorem 4. By Lemrﬁa 7 and Theorem 4, it follows that, for every p; € [0, 1] and
60,

> VIEEOPH oy [V 2 [P — €l ] 2 61501 — Pryy [V 6 2 pi). (F1)

sicg]

For every signal profile s € S, we define a non-Bayesian posted price auction in which the distributions of buyers’
valuations are V* = {V/};cnr, where each V} is such that a valuation v; ~ V7 is obtained by first sampling v; ~V; and
then letting v; = \71751-,51‘. Moreover, we let p* € [0,1]" be a price vector for the seller in such non-Bayesian auction, with
p} = Rev.;(V*, p°) for every i € N. By Lemma 1, such a vector always exists. Finally, given p*, we let p* € [0,1]" be such
that each price p; is the greatest price p; € PP (among discretized prices) satisfying the inequality p; < [p{ — €]y; formally,

pi :maX{Pi e P’ | pi <[p —e]+}~

Next, we define the optimal solution to LP (7) that we need to prove the result:

° Vig = Zsiesi Y vce Modio(s)yi(&) for every i e N and §; € E?.

o ligp =D e Loco Modia(s)y S (E) {pi=pi} for every i e N, & € E], and p; € P,
&)y i

® Yorp =2 ses Moo (S [lien ”—(G))]I{p,- = p3} for every 6 € ©, £ € E9, and p € PP.

The next step is to show that, for every signal profile s € S, the seller’s expected revenue obtained by decomposing each
signal s; according to Theorem 4 is “close” to the one for s. Formally, we show that, for every s € S and 6 € 0,

ST1 5O &) T————Rev(V, p*, £) = Rev(V, f(5), &) — (ot +e+ 1). (F2)
EcBlieN §i. oSi ©) b

In order to do so, we relate the LHS of Equation (F.2) to the seller’ revenue in a non-Bayesian posted price auction. In
particular, we show that it is equivalent to the seller’s revenue when employing price vector p° in the auction defined by
the distributions of buyers’ valuations V5¢ = {Vis’g}ieN. where each Vf‘e is such that a valuation v; ~ Vf‘e is defined as
vi=v]& with ¥; ~V; and & € Ag sampled from a distribution such that Pr{gi =g,~} = Ei%) ySi(&). Notice that each
q ;’3(2,) y%i(&) =1 by Theorem 4, defining a

probability distribution over the posteriors. Moreover, it is easy to check that valuations sampled from distributions ]}f 9 are

VS 9 is well defined, since V; is by definition a probability distribution and ZE sl

independent among each other. Finally, REV({)S’Q, p®) is equal to the LHS of Equation (F.2), since, by an inductive argument,
for every i € AV, it holds

3 né}(e)ysf(é‘]’-)_ £1(0)
et jen G9O@ 65O

Y&,

where the equality comes from the fact that, for every j e NV, it is the case that

3 i)y ()

60 @) =1. (E3)

erd
éjeuj

Let also notice that, in the auction defined above, the probability with which a buyer i € A/ has a valuation greater than

or equal to p; is Zgies‘? %Prgiww(??%} >p)=(1- a)Pr;,,.NVi(?;'—S,-,Si > p}), where the inequality holds by Equa-

tion (F.1). First, we compare the seller’s revenue in the two non-Bayesian, namely Rev(V*, p¥) and REV(]>S’6, p*). In particular,
we show by induction that Rev(V5?, p%) > REV(VS, p5) — ot — € — %. Let REV=;(V, p) be the seller’s expected revenue for p
in the auction restricted to all buyers j € N : j >i. The base case is

Revan(V*7, p%) = By Pr, _pso {vn = B}
> pn(l —a)Pry ys {va > pj}
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1
zp;PrvnNVg{vnzpfl}—e—a—E

S N 1
=REV>p (V ,p)—e—a—g.

By induction, let us assume that the condition holds for i + 1, then

Rev; (V9. p%) = f’fpf‘,iw\}fﬁ {vi=pi}+ (1 —Pr, s {vi= ﬁf}) Rev.; (V7. p%)
1 X
> (pf —€— E) Pr, _pso {vi=pj}

1
+ (l —Pr, s {vi=p; }) (REV>,-(V5, p’)—€—a— E)

= p?PrviNf]is,G {Vi > ﬁf}

o 1
+ (1 — PrViN\A),-s’e {Vi > pf}) (REV>,'(V5’ pS) —a)—€ — B

= p{(1 —@)Pry, s {vi = pj)

1
+ [1 — (1= )Py s {vi p?}] (Rev-i(0°, p*) —ar) —€ —

> REV:i (V. p°) —€ —a — b’
where the second to last inequality follows from pf > REv.;(V*,p®) and Pr, yss {vi=pi} =@ - a)Pryys {vi=Dpi}.
Hence, Equation (F.2) is readily proved, as follows

Z l_[ 51(9))/ (El REV(V, 135,5) > REV(VS, pS) _ (a +e+ 1)
E€BlieN i.5:(0) b

>Rev(V, f(s), &) — (oz +€+ %) ,

Now, we are ready to bound the objective of LP (7), as follows:

Z Z Z Yo.e,pREV(V, p, &)

0O B9 pepb
=22 2. ) w1 &(0;129)(& L{; = piIRev(Y. p. &)

0€@E€ET pepb seS ieN
i(0)y* &
S S s Y T )s”e(é = pIREVOV, p. )
s€S 0O £€BY pepbsieN £50)
1
>3 1og(s) [Rﬁv(v, F(5),6) — (oz +e+ 5)]
seS 0e®

1
20PT—<a+€+E>20PT—n.

We conclude the proof showing that the defined solution is feasible for LP (7). First, it proves that, for every i € A" and
00,

Y EOYIE= Y EO) Y Y pedies)yiE)

SiEE? E,‘EE? Si€S;| 0'e®

=Y D nediaG) Y &OYIE

5;i€S;0'c® E,-EE?

- Z Z o bi e (5)Ei s ()

5;i€S;i0'e®
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_ Z Z 1o bi.or (51) Lo bi o (Si)

5;€S;0e® ZG’EO Ko di o (Si)

=Y Wodo(si) = p.

S;eS;
Moreover, for every i e V" and &; € u , it holds

Z tigi.pi = Z Z Zﬂf)d’i,@(si))’si@i)ﬂ{l’i =pi}=

piePb picPb si€S; 0e®

DD rediaGnyTiE) Y Iipi=pf) =

5;i€S;0€® piepb

Z Z nodio ()Y (ED) = Vig-

5;i€S;0€®

Finally, for every 8 € ®, i e N, & € E?, and p; € PP, it holds

> Yo Yerw= Y > Zum(s)]‘[ (Q)ysf@;ﬂ{pj:ﬁ;}

§/ €806 =5i p'ePP:pi=pi £/ €BI:E]=&; p'ePb:p|=p; SES

=D Moo ) 3 H (0) yHIEDIIp; = BS)
seS §/€BU:E{=E; p'ePP:p|=p; ]EN

= ZM9¢9(S) 5i0) y*i(&)I{pi =pj}  (From Equation (F.3))
ses &5 (0)

_ L8O s

_Sgiueqb'ﬂ(sl)&i(e)y E)I{pi = p;}

Y ocobio () .

=g 0 i ) i i I i =D;
o )s,ze;SMWﬁ(S) Hodio(si) v Eolipi = pi}

= 51(9) Z Z M6’¢i,6’(5i)y5i (SI)H{pI = ﬁf} = gi(e)ti,éj,pi-

sieSH'cO

This concludes the proof. O

Lemma 10. For any § > 0, there exists a dynamic programming algorithm (Algorithm 2) that provides a §-approximation (in the
additive sense) to MAX-LINREV. Moreover, the algorithm runs in time polynomial in the size of the input and %

Proof. The algorithm is described in Algorithm 2. It works in polynomial time since the matrix M has n|A| = O (%n3) entries
and each entry is computed in polynomial time. This proves the second part of the statement.

In the following, we denote with Revs;(V, p, &) the seller’s expected revenue in the Bayesian posted price auction when
they select price vector p € PP and the buyers’ posteriors are specified by the tuple £ = (¢1, ..., &) € ¢

Let S(i,a) := {(&,p) € B x P? | Zj>i Wjg,p; > a} for every i€ N and a € A. Moreover, for every a’ € A, let
S@,a,a) = {(§,p) € 89 x PP | Wig p = d A ij-wj,gj,pj > a — a'}. First, we prove by induction that M(i,a — ”T’i) >
maX, pyes(,a) REV(V, p, &) for every i € N and a € A. For i =n, the condition trivially holds by Line 5. For i <n,

max Revs;(V, p,§) = max max  Revs;(V,p, &)
(§,p)eS(i,a) a'€[0,1] (¢,p)eS(i,a,a") -

= max max p; Pr {vl-TE,- > pi} + (l — Pr {ViTEi > Pi}) REV>i1(V, p,§)
a'€l0,1] (¢,p)eSd,a,a)  Vi~Vi vi~Vi

<max  max  p; Pr {v?sizpiu(l— Pr {v?s,-zp,-})REvz,-H(v,p,@
a'eA g, p)eSia-La) VitV vi~Vi

= max max pi Pr {v'&>pj)
a€A geg] piePhiwig pza VitVi
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+ (1 — Pr{v/§> pi}> max REV=i11(V, D, )
Vi (E.p)eSii+la—a—1)
= max max pi Pr {vi& =pi)
'cA =4 b ~V:
ae Eieai,pieP :W"*Si*piza/ Vi i

T . , 1 n—-i-1
+\1— Pr {vijé§i=pi})M|i+1la—a - -———
vi~Vi c C
= max pi Pr {v/&>pi}
a'€AE€BI, pePliw; g, p+a'>a— " vieVi

. n—i
=M<1,a——>.
c

In conclusion, let O PTggy, the revenue term in the value of an optimal solution to MAX-LINREV, while a € [0, n] is the sum of
the linear components in such optimal solution (the second term in the value of the solution). Let a* be the greatest element
in A such that a* <a — % Notice that a* > a — 2. Moreover, we have M(1,a*) > max pjes(ia) REV(V, p. &) = O PTgey."”
Hence, there exists a solution with value M(1,a*) +a* > OPTgrgy +a — % =O0PT — % > OPT —§, concluding the proof. O

+ <1 - ProvE=> p,-}) M(i+1,d)

Lemma 11. LP (7) and LP (8) have the same optimal value. Moreover, given a feasible solution to LP (8), it is possible compute in
polynomial time a feasible solution to LP (7) with a greater or equal value.

Proof. To show the equivalence between the two LPs, it is sufficient to show that, given a feasible solution to LP (8), we
can construct a solution to LP (7) with a greater or equal value. Let (y,t, y) be a solution to LP (8). For every i € N, & € E?
pi € PP, let 8i g, p, ==& (O)tig p, — Zé,eaq:&/:& Zp/efpb:pgzpi Yo', p- Moreover, let t = (g — D ¢ cza pepb Yo.6,p- First, we show
that 3-, .0 . cpo igi.p; =t for every i € V. For each i € NV, it holds

Z Z Sigipi = Z Z §i(@)tig.p; — Z Z Yo.&'p

§icg] pieP? §icg] pieP? §'€B9:E/=ki p'ePP:pj=p;
= Z &) vig — Z Z Yo p
&g} &'€BY prepb

= Mo — Z Z Yogp =L

§€89 pepd
Next, we build a feasible solution (y,t,y) to LP (7) with ys¢p > ygep forall 6 € ®, £ € E9, and p € PP, In particular,

we set Yot p = Yo.ep + % Since 8j g p; > 0 and ¢ > 0 by the feasibility of (y,t,y), it holds that yg e p > yoz p-

Moreover, for eachie N, 0 €0, & € E? and p; € PP, we have that

y Tlindicp:
Y Y Geew= XX veewt Yy AN

§'€B1E{=E; p'ePP:pj=p; &' eBLE{=¢; p'eP:pj=p; &€ BLE{=¢; p'ePP:pj=p;

= Z Z Yoep + 8i,$i,Pi =tig.pi>

&' €895/ =& p'ePb:pi=p;
where the second equality follows from Zsjea‘},pjepb 8j.&.p; = for every je N Since Rev(V, p, £) > 0 for every p € PP
and & € &Y, it follows that the value of (y,t,y) is greater than or equal to the value of (y,t,y). O

Theorem 6. There exists an additive PTAS for computing a revenue-maximizing (¢, f) pair with private signaling.

Proof. Our PTAS is described in Algorithm 3. Since we only have access to an oracle returning samples from distributions
V, our algorithm works with empirical distributions VX built from K i.i.d. samples, for a suitably-defined K € N.o. The

17 It is easy to see that, if a < "=, then the equality holds for a =0.
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algorithm works with LP (8) for the values b € N. o and g € N.( defined in the following, finding an approximate solution
to LP (8). Since LP (8) has an exponential number of variables, the algorithm works by applying the ellipsoid method to its
dual formulation, as described in the following.

Let a e ROy e R_IOPMXIEIXIP’l and ¢ ¢ RP¥IZ]I Then, the dual of LP (8) reads as follows.

gnmlnc Z Zugaw s.t. (F4a)
ieN 0e®
Y ~Woig.p = RevOX p§) V0 €0, s 8. Vpe P’ (F:4b)
ieN
> 6OWoig.p+ i 20 Vie N Vi € 8] Vpi € PP (Fdc)
0ec®
—Cig+ Y E(0)aip >0 VieN, Vg € 8 (F4d)

0e®

Wo.ig.p <0 V0 € ©,Vi e N, V& € E], Vp; € PP (Fde)

Notice that, by using the dual of LP (8) instead of that of LP (7), we get the additional constraint w < 0. LP (F4) has a
polynomial number of variables and a polynomial number of Constraints (F.4c), (F4d), and (F.4e). Hence, to solve the LP
using the ellipsoid method we need a separation oracle for Constraints (F.4b), which are exponentially many. Instead of an
exact separation oracle, we use an approximate separation oracle that employs Algorithm 2 with a suitably-defined § > 0.
We use a binary search scheme to find a value p* € [0, 1] such that the dual problem with objective p* is unfeasible, while
the dual with objective p* + B is approximately feasible, for some g > 0 defined in the following. The algorithm requires
log(B) steps and, at each step, it works by determining, for a given value ps, whether there exists a feasible solution for
feasibility problem (F).

At each iteration of the bisection algorithm, the feasibility problem () is solved via the ellipsoid method. To do so, we
need a separation oracle. We use an approximate separation oracle that returns a violated constraint that will be defined
in the following. The bisection procedure terminates when it determines a value p* such that on (F) the ellipsoid method
returns unfeasible for p*, while returning feasible for p* + g. Finally, the algorithm solves a modified primal LP (F.7) with
only the subset of variables y in H*, where H* is the set of violated constraints returned by the ellipsoid method applied
on the unfeasible problem with objective p*. From this solution, we can use Lemma 11 to find a solution to LP (7) with the
same value and Lemma 8 to find a signaling scheme with the same seller’s revenue as the value of the solution.

Approximate separation oracle Our separation oracle works as follows. Given a point (a, w,c) in the dual space, we check
if a constraint relative to the variables t and y of the primal is violated. Since there are a polynomial number of these
constraints, it can be done in polynomial time. If it is the case, we return that constraint. Otherwise, our idea is to use
Algorithm 2 with a § defined in the following to find if a constraint relative to variable y is violated. We apply Algorithm 2,
once for each possible state § € ©. In the following, we assume that 6 is fixed and we denote wgy ;g p, as Wig, p;. Algo-
rithm 2 needs values such that w; g, p, € [0,1] forallie N, & € E? and p; € PP. We show that we can restrict the inputs to
Wig p; €1, 0].'® By constraint w <0, all Wi g, p; are non-positive. Otherwise, this constraint is violated and would have
been returned in the first step. Moreover, given a vector w, we give as input to the oracle a vector w such that w; g p, = —1
whenever wjg p, < —1.

If for at least one state 6 a violated constraint is found by Algorithm 2, we return that constraint, otherwise we return
feasible. Our separation oracle has two properties. When it returns a violated constraint, the constraint is actually violated.
In particular, if Y ;. zr Wo,i6.p; + REVOVK, p, &) > 0, then We i g p, > —1 for every i € NV, implying Wi ¢ p; = Wa,ig,p; and
Yicn Waiigp + REVOVK, p&) =35\ Wa ie p + REV(VK, p, &) > 0, Additionally, when the separation oracle returns feasi-
ble, then all the constraints relative to the variables y are violated by at most §. Suppose by contradiction that a constraint
for a triple (6, &, p) is violated by more than §. Then, the separation oracle would have found 6* € ©, £* € 29, and p* € PP
such that: 3 nr Wos i g pr +REVOVE, p*, €%) = 350 nr Wo i py +REVOVK, D, §) =8 = Y5 pr Wa i gy p; +REVOVK, p,§) =8 >0,
and, thus, it would have returned this violated constraint.

Approximation guarantee The algorithm finds a p* such that the problem is unfeasible, ie., the value of p; when the
algorithm terminates, and a value smaller than or equal to p* + 8 such that the ellipsoid method returns feasible, i.e., the
value of p; when the algorithm terminates. For each possible distribution of the samples VX, let OPTV" be the optimal
value of LP (F.4). As a first step, we bound the value of oPTY . In particular, we show that opTV" < p*+ B+ 4. Since,
the bisection algorithm returns that (F) is feasible with objective p* + 8, it finds a solution (a, w,c) such that all the

18 |t is easy to see that summing 1 to all the elements of the vector w does not change the problem.
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constraints regarding variables t and y of the primal are satisfied and the approximate separation oracle did not find a
violated constraint for the constraints regarding variables y. We show that (a, w, ¢) is a solution to the following LP.

Z Z MoGig < p* + B (E5a)
ieN 0e®

> —Woig.p = REVOK, p.&) 3 V9 ®,Ve e 8 vp e P (ESb)
ieN

> EOWo,ig.p +Ci 2 0 Vie N.Véi € 8] Vpi e P’ (F50)
6e®

—Cig+ Y &(0)aip >0 Vie N, Vé € B (F5d)

6e®
Weigp <0 VO € ©,Vie N,V e Y, ¥p; € PP. (F.5e)

All the Constraints (F.5a), (F.5c¢), (F.5d), and (F.5e) are satisfied since the separation oracle checks them explicitly, while we
have shown that, when the separation oracle return feasible, it holds ;. nr Wg,i &, p; + REVOVK p,g)y<s forall 0 €O, & €
E?, and p € PP, implying that all the Constraints (F.5b) are satisfied.

Then, by strong duality the value of the following LP is at most p* + 8.

max 3 3" 3" oy (ReVOX p.6) = 5) st (F6a)

ey pepb
§i(Otig p; = Z Z Yo.&.p VO €©,VieN, V& € B!, Vp; e pb (E6b)
§'€EE/=E p'eP:pj=p;
Z trg.p = Vig Vie N,V¢§ € E? (F.6c)
pePb
2_ viaki® = VieN,V6 € ©. (F.6d)
geE]

Notice that any solution to LP (8) is also a feasible solution to the previous modified problem. Since in any feasible
solution ) y¢ Zéeaq_pepb Yo.e.,p =1 and LP (F.6) has value at most p* + 8, then opTV" <p*+B+54.

Let H* be the set of constraints regarding variables y returned by the ellipsoid method run with objective p*. Since
the ellipsoid method with the approximate separation oracle returns unfeasible, by strong duality LP (8) with only the
variables y relative to constraints in H* has value at least p*. Moreover, since the ellipsoid method guarantees that H* has
polynomial size, the LP can be solved in polynomial time. Hence, solving the following LP, i.e., the primal LP (8) with only
the variables y in H*, we can find a solution with value at least p*.

max Rev(VK, p, &) st F7a
max > > Yo V", p.§) (F7a)
0€® (6.p):(0.5.p)eH*
EOlig.p > > Yo.g'.p (E7b)
&,p":(0,&',p")eH*:&{=¢i,p;=pi,

Vo € ©,Vie N,V € B!, Vp; € PP (E7¢)

Z tiep = Vid Vie N, Vg € E] (E7d)
picP?

> Vig&i0) = o YieN,V0e® (E.7e)
geB]

Yorp>0 V0 € ®,VE € E9,Vp e P. (E.7f)

To conclude the proof, we show that replacing the distributions ¥ with VX, the expected revenue decreases by a small
amount. Let yAPX:V" be the solution returned by the algorithm with distribution VK. Moreover, let y°PT-V* be the optimal
solution to LP (8) with distributions VX and y°FT-V the optimal solution with distributions V. Finally, let O PT be the value
of the optimal private signaling scheme with distributions V.

Let € be a constant defined in the following and K = 8log(2|E9||PP|/€)/€2. By an Hoeffding bound, for every & € ¢
and p € PP, with probability at least 1 — e~2K/€/4* —1 _ | &4||Pb|e /4,
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IREV(V, p, £)| — [REV(VK, p, £)| < €/4.

By the union bound, it implies that with probability at least 1 — €/2, [REV(V, p, )| — REv(VX, p, &)| < €/2 for every & € BY
and p € Pb. Then, with probability 1 —€/2,

SN Y vV Rev(v, pL &) =

0O E€E9 pepb

S5 y KV ReV (VK p.6) — €4z

0€®E€E pepb

S S v Rev K p k) —e/a—5— B =

0O B9 pepb

SN S v VROV pg) —€/A—5— B>

0€®E€E pepb

D Y i REY. p.&) —ej2 -5 -2

0@ &€E9 pepb
OPT —€/2—-8—B—1

Hence, with probability 1 — €/2, the solution has value at least OPT —€/2 -6 — 8 —n and

Epe | S5 3 yiXY Rev(v.p.&) | 2 OPT —€/2—€/2—6—f—n=0PT —€ —5— -1,
0O E€Bd pepd

where the expectation is on the sampling procedure.

To conclude the proof, to have an approximation error A, we can set b and g such that the approximation error in
Lemma 9 is n =A/4 and € =§ = 8 = 1 /4. Finally, given an approximate solution to LP (F.7), we can use Lemma 11 to find
a solution to LP (7) with greater or equal value, and we can employ Lemma 8 to recover a signaling scheme with the same
revenue. [
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