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GLM and its application in life insurance
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Generalized Linear Model
Systematic component
Alinear predictor n; = ¥, x;;4; = Xp for observation i
= Parameters () estimated by maximum likelihood

Link function
n; = g(u;), random & systematic are connected by a smooth & invertible function

|| identity

X
g(m) x In(x) nG—) 1/x
g7t () x e %’;x 1/x

Log is unique in insurance application - all parameters are multiplicative
Xij - X

= y=exp(X;x;p;) =1l exp(x;; ;) = I1; exp(p;) 7 = ijjxj

= Consistent with most insurance practices

= |ntuitively easy to understand and communicate
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Introduction -
RGA Data Science Team
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