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Neural Network Prediction of Risk Premjums on Taiwan Life Insurer Stocks

Chin-Sheng Huang Dong-Her Shih Chien-Li Liu
Department of Business Administration & Department of Management Information System
National Yunlin Institute of Technology

ABSTRACT

In this study, we employ an artificial neural network model and GARCH model as finan-
cial vehicles for forecasting risk premiums on Taiwan life insurance industry. Specifically, in
the spirit of Ross's(1976) arbitrage pricing theory, our models of this research extend the origi-
nal Chen, Roll, and Ross(1986), and Mei and Saunders(1994) to include the characteristics of
Taiwan insurance market and variables of political environment. Our neural network model
and GARCH model are able to identify the important economic variables of risk premium on
insurer stocks. Moreover, the insurance industry characteristics and political variable are
shown significantly contributing to the insurance risk premium. Meanwhile, there is significant
spill-over effect between Taiwan life insurer and real estate industry. The encouraging results of
this study suggest this neural network model is promising in the field of risk premium forecast-
ing on insurer stocks. '

Keywords: Artifical Neural Network, Stock Risk Premiums, Arbitrage Pricing Theory, GARCH.
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