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Abstract

This paper investigates the expected utility portfolio optimization problem with inside information
about defaultable bonds. The insider can allocate his funds to a risk-free asset, a risky asset and a
defaultable bond. In previous studies, inside information comes from a diffuse risky asset process,
whereas this paper assumes that the inside information possessed by the investor is expected in-
formation about the bond default. The research in this paper shows that inside information signifi-
cantly improves the effectiveness of an investment strategy compared to using only publicly avail-
able information. The paper obtains the optimal investment strategy with the help of the expanded
filtering technique combined with the martingale method under two types of inside information: a
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situation where default occurs at a certain date in the future and a situation where default is un-
likely to occur before the maturity of the investment.
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