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On the balanced loss function of credibility models

WANG TianYu

HAN Xuan

YANG YongYu

(School of Science, Beijing University of Chemical Technology, Beijing 100029, China)

Abstract; On the basis of the square loss function, we introduce a penalty term to constitute a balanced loss func-

tion; this is an example of an asymmetric loss function. Based on this balanced loss function, we obtain the Bayes-

ian premium by using the theory of Bayesian statistical inference. Then, by means of the Bithlmann credibility mod-

el and the Bithlmann - Straub credibility model, we obtain an estimation of the optimal linear premiums. In real

life, these not only provide fair and reasonable credibility premiums, but are also quite convenient.

Key words: credibility premium; balanced loss function; Bayesian decision
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