Double Hurdle Model:
Not if, but when will Customer Attrite?

Saumitra N Bhaduri
Director
GE Money-M SE Decision Sciencesand Financial Research Lab
Madras School of Economics,
Gandhi Mandapam Road, Chennai —600 025, Tamil Nadu, India
saumitra@mse.ac.in

S Raja Sethu Durai
Scientist
GE Money-M SE Decision Sciencesand Financial Research Lab
Madras School of Economics,
Gandhi Mandapam Road, Chennai —600 025, Tamil Nadu, India
rga@mse.ac.in

and

David J Fogarty
Vice-President
GE Money Global Decision Sciences
David.Fogarty @ge.com



WORKING PAPER 22/2007

September 2007

Price: Rs.35

MADRAS SCHOOL OF ECONOMICS
Gandhi Mandapam Road
Chennai 600 025

India

Phone: 2230 0304/ 2230 0307/2235 2157
Fax : 22354847 /22352155

Email : info@mse.ac.in

Website www.mseac.in

DoubleHurdleM odd:
Not if, but when will Customer Attrite?

SaumitraN Bhaduri, SRaja Sethu Durai and David J Fogarty

Abstract

The paper attempts to introduce a class of model known as Double Hurdle
Models (originally proposed by Cragg (1971)), which allows the potential
attrition and the extent of attrition to be modeled separately. The
methodology developed in this paper clearly recognizes the existence of
a group of potential attritor who would never attrite under any
circumstances. Most importantly, it not only recognizes this sub set of
customers, but also explicitly models the probability of actual attrition to
depend on customer attributes. Finally, an application of the double
hurdle model is developed for a Spanish auto portfolio and demonstrates
the improvement achieved by the double hurdle model over the
conventional technique in all the segments of attrition, Early-Early Attrition
(EEA), Early Attrition (EA) and Not Early Attrition (NEA).
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