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Abstract 

Competitive dynamics of the life insurance business have pointed out that policyholder behavior is 

expected in the formulation of new products to suit the complex market environment. This paper focuses 

on the use of behavioral analytics where both clustering and association rule mining are used to identify 

patterns in a policyholder data set. Through these analytical approaches, the life insurers shall be able to 

segment customers, to identify cross-selling opportunities as well as to customize the product to a certain 

behavioral profile. The study uses rich policyholder data sets with policies, which are then used to classify 

the policyholders using K-means clustering approaches. Next, the business employs association rule 

mining to find frequent item sets and strong rules that manifest certain latent relationships among various 

policy features. The study confirms that using clustering in conjunction with association rule mining offers 

insights that help to improve product differentiation, marketing mix and customer loyalty. This approach 

not only helps in formulating the insurance solutions to the challenges but also supports strategic business 

decisions adding up to the competitiveness and profitability of the life insurance companies. 

Keywords: Behavioral Analytics, Cluster Analysis, ARM, Life Insurance Business, New Product 

Development, Customer Classification, Knowledge Discovery, Statistical Analysis. 

I. INTRODUCTION  

In such a setting and given that the life insurance market is lately gearing towards being highly fluid and 

competitive, the focus on the behavior of policyholders is central and critical for product development and 

competitive advantage. Conventional analytical techniques which form the bedrock of this field are 

inadequate in addressing the detailed actions and options that policyholder make. With a rapidly expanding 

pool of digital data available, new techniques for behavioral analysis offer life insurers the chance to better 

understand their customers. The present paper focuses on extending the primary research question of the 

application of clustering and association rule mining methodologies, to investigate the policyholder 

behavior with a view of establishing insurance policies that would be useful in creating new insurance 

products [1]. 

Clustering analysis particularly K-means clustering allows insurers to partition its policyholders based on 

a set of behaviors or characteristics of purchase similar with other groups. This approach further makes it 

easy to isolate needs and desires unique to various segments in order to develop insurance products that 

suit a particular segment. At the same time, we are observing frequent item sets and strong dependencies 

between policy features by using the association rule mining technique, which prescribes effective cross-

selling and product bundling. Combined with these methodologies, life insurers can shift from low-
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involvement and low-risk products, which does not allow providing customers with increased value and 

creating customer loyalty. 

These two techniques are used to enhance product development besides assisting in the enhancement of 

marketing plans and risk management. When it comes to segmented communications, audience 

segmentation derived from behavioral analyses can improve the effectiveness of an organizations 

marketing communications; second, a clear analysis of the dependency of different policy features can 

enhance the specification of efficient and appealing comprehensive offers. In addition, these findings are 

instrumental in accurate evaluation of risk and giving appropriate price tags by making a match with 

policyholders’ behavior and risk. 

 

Figure 1: K means Clustering [2] 

The goal of this paper is to help life insurers develop a framework for using behavioral analytics to create 

better products. It brings out the basic issue with conventional methods and the proposed analytical method 

and the effectiveness of the method is supported by an empirical analysis. The endline is to enable insurers 

to have the tools required to develop efficient statistical engineering solutions that will enable insurers to 

develop competitive and sustainable insurance products for people’s various needs. 

II. LITERATURE REVIEW 

A. Conventional Techniques in Life Insurance Product Development 

Conventional approaches of determining life insurance product have used tables and demographic 

profiling to come up with products suitable for these classes of clients. These techniques based on age and 

sex and health status coefficients are the simplest approaches for setting of premiums and considerations 

of risks. However, conventional approaches are less effective for picking up these finer details of behavior 

and corresponding policyholder choices. This makes products and services to be generic and lacking the 

ability to meet the needs and wants of the various customers which is not good for the company’s customer 

satisfaction and customer loyalty. 

Also, established approaches usually presuppose that customers’ behavior is constant and does not change 

with time. Hence insurers sometimes fail to identify additional trends in the market and product innovation 

front that can enable them to stand out from the competition. This is so because targets again require 

behavioral insights and since such insights are lacking, even specialized marketing appeals may not have 

the same impact with generalized and untargeted appeals. 

 

B. High Similarity in Policyholder Behavioral Analytics 

Since clustering analysis is the method that reflects the goal of segmenting policyholders according to 

their behaviors and purchasing tendencies, the findings reveal that it is a robust methodology.  
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K-means clustering, belonging to the most common clustering techniques, consists in the division of data 

into clearly distinguishable groups so that the variance between them would be at its minimum. When 

applied to life insurance, clustering can analyze groups of policyholders with respect to their purchase 

behavior, risk characteristics or product preferences.  

Clustering helps in defining useful customer segments relevant not only to new product development but 

also to marketing. When policyholders are segmented based on their behaviors, it is easier for an insurer 

to develop products that respond to the needs of the segments hence increase in satisfaction levels and 

policyholder loyalty. 

 
Figure 2:  K-Means Clustering Segmentation [3] 

 

C. Association Rule Mining in Life Insurance 

Association rule mining is a type of data mining where the objective is to generate interesting relationships, 

associations or patterns of items within large datasets. Association rule mining uses the identified frequent 

item sets and strong rules to show correlation between various policy features and the customers’ behavior 

in the context of the life insurance industry. This is very helpful when it comes to analyzing cross-sell 

opportunities, defining bundled products and getting a grasp of the forces of policyholder decision-

making. 

As large-scale data accumulated in the database, Agrawal et al. (1993) proposed an Apriori algorithm for 

efficiently mine the frequent item sets and produced the association rules. These techniques have been 

used in other domains of knowledge with regard to insurance and other products in order to improve their 

portfolio of products and customer relations. Withal, there is understanding that some policy features or 

customer behaviors are correlated hence insurance companies can create holistic policies that meet the 

requirements of their customers. 

 

III. METHODOLOGY 

A. Data Collection 

To analyze the problematic, this study employs policyholder datasets encompassing various 

comprehensive data, collected from a leading life insurance firm. These components involve demographic 
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details of the customers, details of policy, buying behavior and other relevant data collected from various 

sources are also available in the dataset. Key variables are categorized as follows: 

 

Demographic Variables: Age, sex, marital status, place of residence. 

Policy Details: Policy type, policy limit or coverage, Premium payments frequency, policy term. 

Purchasing Behaviors: Policies in force, how often they renew it, responses to promotional offers. 

Customer Interactions: Call and case volume, call and case classification, call and case satisfaction. 

Data Preprocessing: This is especially due to the unprecedented amount of data that is available in the 

present-day world and, as such data integrity becomes significantly important. Cleaning activity includes 

filtering of data where the initial checks are done, which include elimination of duplicate observations, 

inconsistent observations, and observations with missing values, these are resolved through data 

imputation. Data normalization is carried out to make the scales of the numerical measurement’s constant 

for efficient clustering as well as for association rules. 

 
Figure 3: Development workflow and data preprocessing [4] 

B. Clustering Analysis 

K-means is used to cluster the policyholders whereby clustering analysis to develop behavioral patterns. 

The process [5] involves the following steps: 

Feature Selection: Other factors are chosen with regard to purchasing behaviors, and they include age, 

number of policies, policies upgrades, and responses to the marketing campaigns. 

Determining Optimal Clusters: The Elbow Method and Silhouette Score are used to determine the 

necessary number of clusters by the probe of compactness versus the separation between them. 

Model Training: This is due to the fact that based on this algorithm the data is divided into different 

segments of policy holders, hence making it easier to assess risk. 

Cluster Profiling: Every cluster is examined individually and compared with similar groups to determine 

further tendencies for the elaboration of new products and promotional campaign 

 

C. Association Rule Mining 

For the purpose of discovering relationships among the policy features and customers’ behaviors, 

association rule mining is employed. The following Apriori algorithm is used in studying frequent item 

sets and the rule generated is backed by support and confidence measures. The steps involved are: 

Transaction Definition: In the case of each policyholder, the raw data contains items which are 

characteristics of policy features and behaviors considered as transactions [6]. 

Frequent Itemset Generation: The Apriori algorithm generate the sets of items which are discovered to be 

associated within the given dataset. 

Rule Generation: From the discovered frequent item sets, association rules are generated to present clear 

and potent connections of different policy features and behaviors. 

Rule Evaluation: To determine the significance and importance of rules for product innovation and cross-

selling, methods such as support, confidence, and lift are applied. 
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D. Hybrid Approach Integration. 

Clustering and association rule mining are adopted in the proposed hybrid methodology to increase the 

accuracy and effectively identify policyholder behaviors. In this way, the study that is carried out in this 

paper is designed to segment policyholders into clusters first before finding association rules; hence 

findings are well suited to similar group of policyholders. This integration is good as it makes it easier to 

target customers’ insight than applying rule of 72 to the entire population when we are marketing the 

products or even carrying out product innovation. 

KEY INSIGHTS AND APPLICATIONS 

The employment of clustering and association rule mining in the analysis of the behavior of policyholders’ 

data gives an insight into the feelings of the customer, his/her requirements, and patterns of purchase, 

which helps in the reinvention of the life insurance services. Through these analytical approaches, 

insurance companies stand to gain relevant patterns that can easily be applied on product development and 

marketing, as well as engagement with the customers. The following are the key insights derived from 

applying these techniques, along with their practical applications in the context of life insurance product 

innovation: 

 

A. Segmenting the policyholders by clustering 

Others like k-means, hierarchical clustering, and DBSCAN assist in understanding sub-sets of 

policyholders with related characteristic, claim behaviors and requirements. These clusters can be based 

on various data points, such as: 

• Demographics: Age, gender, income, occupation and marital status. 

• Behavioral Patterns: Claims filed, payment records, use of the products, and relations with the insurer. 

• Purchase History: Plans bought, duration of policies, rates paid for the policies and any enhancements 

made to the policies after they were bought. 

Insurance providers are able to develop a special range of services for each cluster of consumers, which 

makes it easier for the firm to meet its clients’ expectations. For instance: 

It can also study younger client focus as these people may be more attracted to affordable policies with 

extra coverage opportunities as they get older. 

The younger generation, which are mostly dependent on their parents, might require policies with good 

family floater coverage, like child specific or education renewal. 

policy preferences: guaranteed renewable, healthcare benefits included, and/or endowment. 

 

B. Identifying the Cross-Sell and Up-Sell Products with Association Rule Mining 

Association rule mining is a method that helps determine the dependencies between variables in massive 

databases while infrequent patterns remain unprocessed. Regarding life insurance, association rules can 

estimate relations between various products or characteristics of life insurance that the policyholder may 

buy. It allows the insurers to find out the correlation between different attributes of a product or the 

behavior of customers and so they are able to offer a suite of products or even suggest what product the 

customer needs [7]. 

For example: 

This case, consumers of term life policies may also have the tendency to incorporate CI riders or AD&D 

benefit. 

If a policyholder has bound himself or herself to a child protection policy, then that person might be 

inclined towards education policy or child health insurance. 

Those who own high premium life policies would want to own insurance policies with investment 

opportunities or may need estate services. 

In insurance industries, Association rule mining makes these relations clear so that insurers can fine-tune 

their marketing objectives. It also helps in product positioning decisions on what other products that are 

https://www.ijfmr.com/


 

International Journal for Multidisciplinary Research (IJFMR) 

 
E-ISSN: 2582-2160   ●   Website: www.ijfmr.com    ●   Email: editor@ijfmr.com 

 

IJFMR210338181 Volume 3, Issue 3, May-June 2021 6 

 

linked closely can be sold together as a package hence improving the insurers’ opportunities of cross 

selling and selling products that have a higher value than others. 

 

Insight Application 

Clustering Segment Policyholders for tailored 

products. 

Cross-

Selling/Up-

Selling 

Identify relationships between 

products to recommend additional 

coverage. 

Customization Adjust policies and pricing based 

on individual needs and behaviors. 

Risk & Fraud 

Diagnosis 

Detect Unusual patterns to 

improve risk assessment and 

prevent fraud. 

Strategic 

Development 

Create products based on emerging 

trends (e.g., green insurance). 

Customer 

Retention 

Offer personalized services to 

improve customer loyalty. 

Regulatory 

Compliance 

Ensure data protection and prevent 

algorithm bias. 

Table 1: Key Insights 

C. Customization of Life Insurance Products 

The most important use in the clustering and association rule mining process is the possibility of offering 

the needed insurance by adjusting the life insurance products according to the needs of policyholders or 

groups [8]. By integrating these techniques into the product development process, insurers can: 

Tailor Coverage Options: For this reason, create policies with open enrollment where various clients 

will have an opportunity to access the insurance services as per their needs. For instance, the policies that 

young professional will be offered will include health risks emergencies, marriage, or property, while the 

policies offered to the seniors include health care, funeral, or different ways of transferring property. 

Optimize Premium Pricing: Therefore, for customers who are willing to share their information, 

customer specific risk-based prices can be used to offer competitive yet proper risk adjusted premiums to 

increase both the insurer and policyholder longevity. 

Customized Communication and Engagement: This means that there are opportunities to enhance the 

dialog with the customers through timely and accurate message that can be sent to customers including 

offers, renewal messages and information about life insurance. This can improve customer loyalty and 

satisfaction by a large deal. 

IV. FUTURE DIRECTIONS 

 

A. Implementing AI and Machine Learning on an advanced level 

When the usage of artificial intelligence increases, deep learning and reinforcement learning will be 

selected by insurers for better analysis of policyholder behavior. New segmentation and targeting can be 

enabled because of deep learning models that can identify non-linear relationships in large data sets. As 

an example, one could imagine how given new relevant behavior AI models could recommend targeted 

product portfolios to insurers, enabling such parties to tailor their policies in real time. Also, 

**reinforcement learning** can be applied to reward-based offering personalization based on customer’s 

current engagement, for instance, offering extra coverage at the time of policyholder’s significant life 

events (marriage, childbirth, etc.). 
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Figure 4: Future Customer Segmentation 

B. Real-Time Data Integration  

As more and more households adapt to the use of IoT devices and wearables, life insurers can tap into 

streaming data into their products. For instance, the wearable devices that work as health trackers can be 

utilized to vary premiums in relation to required payments. Some examples of this type of rating 

adjustment include: where a person has healthy lifestyle data, they will be eligible to receive lower 

premiums compared to those that associate themselves to high-risk activities. Real time data could also 

enhance claims processing since insurers would only take a short span of time to authenticate claims hence 

enhancing customer relations and minimizing fraud cases [9]. This transition of the integration of real-

time data will thus lead to adaptability of the insurance products to the actions of policyholders. 

 

C. Techniques of How to Make AI More Ethical and Less Biased 

So as Insurers leverage on AI and Machine Learning, it will comprise “Ethics and Fairness” concerns. The 

evolution of actual future AI models requires greater disclosure and unbiased approaches in future 

endeavors like underwriting, and claims assessment. XAI will enable customers to understand at what 

basis such decisions were made concerning their premiums or claims. Furthermore, the application of AI 

models will also reduce bias that is common with the sex, color or economic status of the customers for 

product development and risk profiling. The use of ethical AI practices will make sure that there is 

**consumer trust** in order that there are improvements to the product offerings which are just and fair 

[10]. 

 

D. Blockchain for Data Protection 

As data privacy arises into a hot button issue, blockchain technology holds the future to transforming data 

security and data transparency in the life insurance market. In general, the secure and tamper-proof ledger 

of the Blockchain concept will guarantee policyholder information will remain inaccessible and free from 

necessary alterations. It also enables contract management that is the automatic execution of provisions of 

policies where definite conditions have been met (as in claims processing of insurance policies). This may 

help slash administrative expenses, limit fraud, and improved consumers’ satisfaction because of quicker 

returns on claims. Using blockchain technology, insurers will be able to form trust by providing clearly 

visible and immutable data and transactions of the policyholders [11]. 

V. CONCLUSION 

This research emphasizes product differentiation as one of the areas where behavioral analytics can be 

used for change within the life insurance field. **K-means clustering** is another method through which 

insurers can be equally distributed into segments based on a customer behavior analysis; in doing so, 

differentiated products can be developed that will suit each segment. The three strategies bring 
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improvements in the organization’s ability to address customer needs and desires, thus helping insurers be 

more competitive on a market-specific basis. 

Secondly, the process of “association rule mining” by using “Apriori algorithm” allows revealing 

important relations between the specific policy features and customers’ actions. Defining a list of 

frequently purchased item sets and cross-selling proposals lets insurers develop better product portfolios, 

enhance customer value and increase overall revenue. The enhancement of these insights by combined 

clustering and association rule mining continues to narrow it down to ensure that product development is 

not only precise but also economical. 

Implementation of such improved analytic techniques will not only enable life insurers to enhance their 

product portfolio, but also market and manage risks. The possibility to adjust premiums, to identify fraud 

behaviors and to optimize the communication approaches according to the behavioral data makes higher 

competitiveness and operational performances necessary for further business sustainability in the context 

of the growing importance of data management. 
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