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Abstract: In today’s fiercely competitive business environment, the ability to accurately predict customer churn
is essential for enhancing customer retention and reducing financial losses. Traditional statistical approaches,
although beneficial, often struggle to perform effectively across diverse customer data domains due to
variability in data distributions. This research introduces a refined method for predicting customer churn that
utilizes domain adaptation techniques to overcome these challenges. Specifically, it employs the Correlation
Alignment (CORAL) method to synchronize the feature distributions between the source and target datasets,
significantly improving the logistic regression model’s capacity to apply insights across various customer
segments. The process involves segmenting the customer data into clearly defined clusters using the k-means
algorithm, which helps pinpoint and adjust distributional discrepancies, thus boosting the model’s accuracy.
Early results indicate that incorporating domain adaptation not only bolsters the model’s applicability across
different domains but also drastically minimizes the covariance differences—from a substantial initial gap to
nearly zero. This strategic approach demonstrates substantial potential to revolutionize how businesses
anticipate and manage customer behavior, providing a more adaptable and effective framework for addressing

the complex challenges of customer churn.
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1. Introduction

In the competitive landscape of modern business, customer retention is paramount for sustained success. A
phenomenon often encountered by businesses across various sectors is customer churn, which refers to the loss
of clients or customers who decide to stop using a service or product [1—3]. Understanding and predicting
customer churn not only helps in retaining valuable customers but also in reducing the associated financial
impact. The stakes are high; acquiring a new customer can be more expensive than retaining an existing one.
Therefore, accurately predicting which customers are likely to churn becomes a critical strategic element.

As businesses accumulate vast amounts of data through customer interactions, traditional statistical methods
for analyzing churn have been gradually overtaken by more sophisticated techniques. The advent of machine

learning models has transformed the analytics landscape, offering new avenues for not only understanding but
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also anticipating customer behaviors [4,5]. Machine learning models, such as decision trees, neural networks,
and support vector machines, have been widely adopted due to their ability to learn complex patterns from data
without explicit programming. For instance, Du et al. proposed an image recommendation algorithm based on
deep neural networks for social networks, which addresses the inefficiencies of traditional text-based methods.
This study sorts user interactions on social networks by timestamp and utilizes traditional feature algorithms
(LBP, BGC3, RTU) along with CNN to create feature vectors [5]. Wang et al. developed a machine learning
model to predict the mental health of medical workers, analyzing 32 factors from questionnaire responses of
5108 Chinese medical workers. The Self-reporting Inventory results were used to assess mental health status.
The novel prediction model employs an optimization algorithm and neural network to identify and prioritize key
factors impacting mental health [6].

Despite their effectiveness, these models often face challenges, particularly when dealing with
heterogeneous datasets that include customers from different domains or demographics, exhibiting varied
behaviors and characteristics. Such distribution differences can severely hamper the model’s ability to
generalize well across unseen data, leading to poor predictive performance. This is where the concept of domain
adaptation becomes crucial. Domain adaptation techniques aim to bridge the gap between the source domain
(data on which the model is trained) and the target domain (data on which the model is tested), thus enhancing
the model’s generalizability and robustness. Domain adaptation, a subfield of transfer learning [7,8], addresses
the issue where the training data (source domain) and the testing data (target domain) have different
distributions. Methods like Covariate Shift Adaptation [9], where the feature distribution differences are
adjusted, and Concept Drift Adaptation [10], where changes in the data distribution over time are considered, are
common approaches. However, another emerging technique, which is the focal point of this article, is the use of
structural adaptations to align data distributions directly.

In this study, we propose a novel domain adaptation method tailored for customer churn prediction shown in
Figure 1. Our approach begins with the segmentation of the dataset into distinct clusters with different
distribution characteristics using the k-means clustering algorithm. This step helps in identifying inherent
distributional differences within the data, which might correspond to various customer demographics or product
usage types. Following the identification of these clusters, we employ the Correlation Alignment (CORAL)
method to align the source domain distribution with the distributions of other clusters. CORAL minimizes
domain shift by aligning the second-order statistics (covariances) of the source and target distributions [11],
thereby making the features more comparable and transferrable. Finally, we test the efficacy of our domain
adaptation strategy by employing the machine learning model to predict customer churn. We compare the
performance of the model with and without domain adaptation techniques. The preliminary results indicate that
incorporating domain adaptation significantly enhances the model’s generalizability across different customer
segments, thus proving the potential of domain adaptation in tackling the challenges posed by distribution

differences in customer churn prediction.
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Figure 1. The workflow of the proposed domain adaptation-based method used for customer churn prediction.
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2. Literature Review
2.1. Customer Churn Prediction

In customer churn prediction, two established algorithms—decision trees (DT) and logistic regression
(LR)—are commonly employed due to their predictive accuracy and clarity [12]. Despite their popularity, these
methods have notable drawbacks: decision trees struggle with linear relationships among variables, and logistic
regression is less effective in managing interactions among variables. To overcome these challenges, the Logit
Leaf Model (LLM) has been developed. This innovative algorithm enhances classification by applying models
to data segments rather than the entire dataset, aiming to boost predictive performance while preserving the
interpretability of the models. LLM involves a dual-phase approach: it first identifies distinct customer segments
and then constructs a specialized model for each segment. Through testing and case studies, LLM has
demonstrated several advantages over traditional decision trees and logistic regression in terms of both
performance and usability [13].

Predicting customer churn is a key focus within data mining, offering a more effective approach than
traditional survey methods [1]. Traditional surveys often face challenges such as high costs and restricted
customer access. In contrast, data mining addresses these issues by drawing conclusions from the analysis of
historical data. As a result, data mining has emerged as the predominant method for customer retention. It
enables businesses to forecast customer churn and discern patterns based on historical customer data [14].

Various approaches have been employed to predict customer churn in the telecom industry, with most
relying on data mining and machine learning techniques. While some studies have focused on a single data
mining method to derive insights, others have compared multiple methods to enhance churn prediction
accuracy [15]. For instance, Brandusoiu et al. introduced a contemporary data mining approach to predict
prepaid customer churn, utilizing a dataset of 3333 customers with 21 features, and a binary churn variable
indicating Yes/No [16]. Key features in this dataset include metrics such as the number of messages and
voicemail usage. The study employed principal component analysis (PCA) to reduce the data dimensions,
followed by tree-based machine learning algorithms like Bayes Networks and Neural Networks to predict churn.
The model performance was evaluated using the AUC metric, with Bayes Networks achieving an AUC of
99.10% and Neural Networks reaching 99.55%. Notably, the dataset used was relatively small and contained no
missing values.

Makhtar et al. developed a model for predicting telecom customer churn using rough set theory, noting that
it outperformed traditional algorithms like Decision Trees (DT) and Linear Regression (LR) in terms of
predictive accuracy [17]. However, while many models prioritize accuracy, few delve into the intuitiveness and
understandability of the systems used to discern the underlying reasons for customer churn [18]. Addressing this
gap, Idris et al. introduced an innovative churn prediction approach that utilizes the robust search capabilities of
genetic programming (GP), enhanced by AdaBoost [19]. This method is particularly effective in identifying the

specific factors that contribute to customer churn behavior in the telecom sector.

2.2. Domain Adaptation

Pan et al. have classified transfer learning into three primary categories based on variations in domains and
tasks: inductive, transductive, and unsupervised transfer learning [20]. Inductive transfer learning is
characterized by differing source and target tasks, regardless of whether the domains are the same. This form of
transfer learning may involve annotated data in the source domain, but necessitates at least some labeled data in
the target domain for training purposes. Transductive transfer learning, in contrast, maintains the same tasks
across different domains, with labeled data only available in the source domain. During training, it also requires
access to a subset of the target domain’s unlabeled data to estimate its marginal probability distribution. Lastly,
unsupervised transfer learning occurs when both tasks and domains differ, similar to inductive, but neither the
source nor target domains provide labeled data, relying entirely on unlabeled datasets.

In terms of techniques, domain adaptation is generally divided into two main categories based on their

underlying architectures: shallow and deep. Shallow domain adaptation methods, referenced in studies [21-23],
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primarily employ instance-based and feature-based strategies to align domain distributions. A common strategy
within these approaches involves minimizing the distance between the domains using metrics such as maximum
mean discrepancy (MMD) [24], Wasserstein metric, correlation alignment (CORAL) [11], Kullback-Leibler
(KL) divergence [25], and contrastive domain discrepancy (CDD) [26]. In contrast, deep domain adaptation
methods [27 — 29] leverage neural networks, often utilizing convolutional, autoencoder, or adversarial
architectures to reduce the domain gap. These methods may also incorporate a distance metric at one or several
layers of dual-network architectures, where one network processes source data and the other handles target data,

to quantify discrepancies in feature representations across corresponding layers.

3. Method
3.1. Dataset Descrption and Preprocessing

The second dataset used in this study is also sourced from Kaggle and contains 7043 rows (observations)
and 21 features (columns) [30]. This dataset provides detailed customer information related to their
demographic attributes, services they subscribe to, and usage metrics. Some notable features include:
(1) customer ID: Unique identifier for each customer. (2) gender: The gender of the customer (Male/Female).
(3) Senior Citizen: Indicates whether the customer is a senior citizen (binary: 0 for No, 1 for Yes). (4) tenure:
The number of months the customer has been with the company. (5) Monthly Charges: The monthly charges the
customer incurs. (6) Total Charges: Total amount charged to the customer. The target variable for this dataset is
Churn, which represents whether the customer has churned (Yes/No). This dataset offers more granular details
compared to the previous one, and it includes both service usage data and customer demographic information,
which can help in understanding customer behavior and predicting churn more effectively. The distribution of

some features and the target variable are plotted in Figure 2.
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Figure 2. The distribution of some features and the target variable.

In the data preprocessing stage of this study, we first transformed the categorical features and the target
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variable into numerical values using one-hot encoding [31,32]. In terms of the target variable, ‘0’ represents no
churn and 1’ represents churn. We then applied min-max normalization [33,34] to the features to ensure that all
values fall within the same range, which enhances the performance and convergence of our machine learning
model. To create a dataset with varying distributions of customer data for implementing domain adaptation
algorithms, we used the K-means algorithm [35-37] to partition the data into clusters. K-means is a widely used
unsupervised learning algorithm that divides data points into k clusters by minimizing the distance between
points and their respective cluster centroids. To determine the optimal number of clusters (k), we employed the
Silhouette score [38,39], a metric that evaluates how well each data point fits within its assigned cluster
compared to other clusters. A higher Silhouette score indicates a more clearly defined clustering. Our analysis
found that the optimal clustering was achieved at k = 4. We designated the largest cluster, represented by blue
points, as the source domain, and the smaller clusters, represented by yellow, red, and green points, as the target
domains. Figures 3—5 in our study illustrate the PCA distribution [40] of the original data, the Silhouette score

curve, and the PCA distribution after clustering, respectively.
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Figure 3. The PCA distribution of the original customer data.
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Figure 5. The PCA distribution of the data with identified clusters.

3.2. Domain Adaptation-Based Machine Learning Model
3.2.1. Logistic Regression

Logistic regression [41,42] was firstly considered in this study due to its wide application in the customer
churn prediction. Logistic regression is a widely used statistical model that is particularly suited for binary
classification problems, where the outcome variable is categorical with two possible values. In contrast to linear
regression, which is used for predicting continuous outcomes, logistic regression models the probability that a
given input point belongs to a particular class. This technique is commonly applied in fields such as finance,
healthcare, and social sciences, where understanding the likelihood of an event occurring is essential. At the core
of logistic regression is the logistic function, also known as the sigmoid function. This function takes any real-
valued number and maps it to a value between 0 and 1, representing the probability of the dependent variable

belonging to one of the two categories [43—49]. The logistic function is defined as:

1
1
1+e~ M

where z is the linear combination of the input features. This transformation ensures that the model’s predictions

sigmoid (z) =

remain bounded between 0 and 1, making it ideal for probability estimation.

The logistic regression model predicts the probability of the target variable based on the input features. For
instance, based on the dataset containing customer behavior information, logistic regression can help us estimate
the probability that a customer will churn (leave the service) based on features like usage patterns, payment
history, and customer demographics. The model computes the probability of an event happening, and a threshold
(commonly 0.5) is applied to classify the event into one of the two categories.

Logistic regression is favored for its simplicity, ease of interpretation, and effectiveness in binary
classification tasks. It provides insights into the relationship between features and the probability of an outcome,
making it a powerful tool for making informed decisions. Despite being a linear model, logistic regression can
be extended to more complex problems by introducing non-linear relationships through feature engineering or
by combining it with other techniques such as polynomial regression. Its ability to handle categorical data,
probabilistic outputs, and its relatively low computational cost make logistic regression a staple in the machine

learning toolkit.

3.2.2. Domain Adaptation

CORAL, short for Correlation Alignment, is a domain adaptation technique used in machine learning,
particularly in situations where the source domain (the data the model was trained on) and the target domain (the
data on which the model will be tested or deployed) have different data distributions. The core idea behind

CORAL is to align the feature distributions of the source and target domains by adjusting their correlations,
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allowing a model trained on the source domain to generalize better to the target domain.

The goal of CORAL is to minimize the discrepancy between the source and target domains by aligning their
covariance matrices. Here’s how the CORAL method works in a typical machine learning pipeline:
(1) Covariance Calculation: First, CORAL computes the covariance matrices of the source and target domain
feature representations. The covariance matrix captures how the different features in the dataset are related to
one another. If the source and target domains have different feature correlations, the model’s performance could
suffer when applied to the target domain. (2) Whitening the Source Domain: CORAL applies a transformation to
the source domain data to “whiten” it. Whitening is a process that removes any correlations between features by
transforming the covariance matrix of the source domain to the identity matrix. (3) Recoloring: After whitening
the source domain, CORAL transforms the source features so that their covariance matrix matches that of the
target domain. This step ensures that the feature correlations in the source domain resemble those of the target
domain, facilitating better alignment between the two domains. (4) Model Training: Once the source features
have been transformed to align with the target domain’s distribution, the model is trained on the aligned source
data and applied to the target data.

Mathematically, CORAL minimizes the difference between the covariance matrices of the source and target

domains using the following objective function:
1
L. =—
Coral 4d2
where, C; and C, are the covariance matrices of the source and target domain features, respectively. d is the

|Cs=Crlr @)

dimensionality of the feature space. |Cy— C,| represents the Frobenius norm. The goal of this function is to

reduce the difference between the covariance matrices, effectively aligning the two domains.

4. Results and Discussion
4.1. The Performance of the Model

Tables 1 and 2, Figures 6 and 7 provided showcase the performance of logistic regression in both the
original prediction scenario and when domain adaptation techniques were applied across three target domains of
customer data (green, yellow, and red). The metrics evaluated include Accuracy, F1 Score, Precision, and Recall,

followed by confusion matrices that offer a detailed view of the classification outcomes for each domain.

Table 1. Original prediction performance using the logistic regression.

Metrics Target Domain-1 (Green) Target Domain-2 (Yellow) Target Domain-3 (Red)

Accuracy 0.754 0.705 0.603
F1 score 0.430 0.575 0.561
Preicision 0.500 0.613 0.609

Recall 0.377 0.574 0.685
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Figure 6. Original confusion matrix using the logistic regression.
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Table 2. Domain adaptation-based prediction performance using the logistic regression.

Metrics Target Domain-1 (Green) Target Domain-2 (Yellow) Target Domain-3 (Red)

Accuracy 0.755 0.761 0.627
F1 score 0.449 0.602 0.604
Preicision 0.507 0.616 0.631

Recall 0.628 0.594 0.674
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Figure 7. Domain-adaptation-based confusion matrix using the logistic regression.

The original prediction performance of the logistic regression model across the three target domains varies
significantly. Starting with Target domain-1 (green), the model achieved an accuracy of 0.754, which suggests
that the model performs relatively well in classifying data points in this domain. However, the F1 score of 0.430
and recall of 0.377 indicate that the model struggles with identifying the positive class (likely the churn class,
given the application), implying a significant number of false negatives. The precision of 0.500 reveals that,
when the model does predict the positive class, about half of those predictions are correct. In Target domain-2
(yellow), the accuracy is 0.705, slightly lower than in the first domain, but the recall of 0.574 shows an
improvement, meaning the model is better at capturing true positives. However, the F1 score of 0.575 and
precision of 0.613 reflect a better balance between precision and recall, which suggests improved prediction
performance compared to Target domain-1. Target domain-3 (red), shows a lower accuracy of 0.603, the lowest
among the three domains, signaling that the model struggles the most in this domain. However, the recall is the
highest at 0.685, indicating the model’s strength in identifying true positives. The F1 score of 0.561 and
precision of 0.609 further confirm that while the model captures a larger number of true positives, it may also
predict a fair number of false positives, leading to a relatively lower precision.

The confusion matrices in Figure 6a—c visually depict these results. In Figure 6a, for Target domain-1, the
model predicts a high number of false negatives (428) compared to the true positives. In Figure 6b, Target
domain-2 sees an improvement with a lower number of false negatives (413), while Figure 6¢, for Target
domain-3, shows a more balanced outcome, although there are still a considerable number of false negatives
(793). Overall, the model’s performance shows room for improvement, particularly in classifying the positive
class in the three target domains.

The results after applying domain adaptation demonstrate improved performance across all metrics. In
Target domain-1 (green), the accuracy remains relatively stable at 0.755, but there is a noticeable improvement
in the recall, which increases to 0.628. This suggests that the model, after domain adaptation, has become much
better at identifying the positive class (churn). The F1 score also increases slightly to 0.449, while precision
remains similar at 0.507. These metrics indicate a better balance between precision and recall after domain
adaptation, especially in minimizing false negatives. In Target domain-2 (yellow), the accuracy improves to
0.761, marking the highest accuracy among the three domains. The F1 score also increases to 0.602, and recall
improves to 0.594, suggesting a more effective classification of the positive class. Precision remains consistent

at 0.616, confirming that the model’s improved recall did not come at the cost of a significant decrease in
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precision. Target domain-3 (red) sees a notable improvement in accuracy, increasing to 0.627. This is a
substantial improvement over the original prediction results. The F1 score of 0.604 reflects a better balance
between precision and recall, and the recall, while slightly lower than in the original model at 0.674, still
demonstrates strong performance in identifying positive cases. Precision improves to 0.631, indicating fewer
false positives and overall better classification of the positive class. The confusion matrices in Figure 7a—c show
how domain adaptation improves prediction outcomes. In Figure 7a, for Target domain-1, the number of false
negatives is reduced from 428 to 419, resulting in a more balanced classification. In Figure 7b, for Target
domain-2, the false negatives drop from 413 to 282, further confirming the improved recall. In Figure 7c, for
Target domain-3, the model significantly reduces false negatives from 793 to 689, marking a meaningful
improvement in its ability to classify positive cases after domain adaptation.

It is evident that domain adaptation improves the model’s ability to generalize across different target
domains shown in Figure 8. Across all three domains, the recall improves after domain adaptation, which is
critical for applications where correctly identifying the positive class (churn) is of high importance. The F1
scores also increase across all domains, indicating better overall performance. Accuracy remains relatively
stable across the different domains, which suggests that while domain adaptation helps improve the model’s
performance on the positive class, it does not sacrifice the model’s ability to correctly classify the negative
class. Precision also sees some improvements, particularly in Target domain-3, showing that domain adaptation
has helped balance the trade-off between precision and recall.

B Original WM Original [ Original
Adapted Adapted Adapted

Accuracy F1 Score Precision Recall

Target-1 Target-2 Target-3 Target-1 Target-2 Target-3 Target-1 Target-2 Target-3 Target-1 Target-2 Target-3

Figure 8. Comparison of Original and Domain Adaptation Performance Across Metrics.

The results depicted in Table 3 show a significant reduction in the covariance difference when comparing
the previous to the new measurements after applying the CORAL technique. Specifically, the previous
covariance difference was at a relatively high value of 48.453608, indicating a considerable disparity between
the source and target domain data distributions. After the application of CORAL, this difference has been
dramatically reduced to essentially zero (0.000002). This drastic reduction in covariance difference signifies that
CORAL has effectively minimized the statistical discrepancies between the source and target domains by
aligning their feature distributions. Such alignment is crucial for improving the performance of machine learning
models when they are applied to new, unseen domains by ensuring that the model trained on the source domain
can generalize effectively to the target domain. The near-zero new covariance difference suggests that the
domains are now well-aligned, thereby enhancing the model’s ability to make accurate predictions on the target

domain data.

Table 3. The comparison of previous and new covariance difference comparison.

Previous Covariance Difference New Covariance Difference

48.453608 0.000002
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4.2. Discussion

While the results from the domain adaptation-based logistic regression model’s application are promising,
several limitations are identified: (1) Model Generalization: Despite observed improvements, the variation in
performance metrics prior to adaptation suggests potential overfitting to specific domain characteristics. To
counter this, future work could explore more robust regularization techniques to enhance model generalization
capabilities. (2) Dependency on Domain Characteristics: The current reliance on domain adaptation for
performance enhancement may indicate a dependency on specific domain traits. Further investigation into more
intrinsic model resilience traits, such as feature selection and extraction, could help mitigate this dependency.
(3) Scalability to Other Domains: The focus of the study on three specific domains raises questions about the
adaptability and scalability of the proposed methods. Extending this approach to other domains or more varied
data could help validate the adaptability and scalability of the methods used. In the future studies, several
prospects can be considered: (1) Advanced Domain Adaptation Techniques: There is potential for exploring
advanced techniques, such as Deep Correlation Alignment (Deep CORAL) and adversarial-based methods.
These could provide deeper insights and potentially better alignment strategies. (2) Automated Feature
Engineering: Leveraging machine learning to automate feature engineering could significantly enhance model
adaptability and efficiency without extensive manual intervention. (3) Cross-Domain Model Validation:
Implementing cross-validation techniques across more diverse domains could further substantiate the robustness

of the domain adaptation strategies, ensuring the model’s efficacy across various scenarios.

5. Conclusion

The implementation of a domain adaptation strategy in churn prediction, as explored in this study, indicates
a substantial improvement in model performance across diverse customer datasets. The application of the
CORAL method successfully reduced the covariance difference from a substantial disparity to nearly zero,
underscoring its efficacy in aligning the source and target domain feature distributions. This alignment is pivotal
for the logistic regression model to perform consistently and accurately across different domains, addressing the
challenge of heterogeneous datasets that traditional models often struggle with. Despite the promising results,
the model exhibits potential overfitting to specific domain characteristics, suggesting a need for more robust
regularization techniques to enhance model generalization further. Additionally, while the study focused on three
specific domains, expanding this approach to other domains or more varied data could provide deeper insights
into its adaptability and scalability. Future research could explore advanced domain adaptation techniques,
automate feature engineering, and implement cross-domain model validation to bolster the robustness of the
predictive model. This study not only demonstrates the potential of domain adaptation in tackling the challenges
posed by distribution differences in customer churn prediction but also sets the stage for further innovations in

this critical area [50-57].
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