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OPTIMAL INVESTMENT STRATEGIES OF CDS PORTFOLIO UNDER DEFAULT CONTAGION
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We consider optimal investment problems of CDS portfolio under default contagion. We for-

mulate a stochastic contagion model of default intensity by the jump diffusion process with mean

reversion trend. We obtained optimal investment strategies, where investors maximize expected

utility function at the maturity time. The optimal portfolio strategies are obtained by the solutions

of HIJB equation, which is a second order parabolic partial differential equation. We analyze the

effect of degeneracy of default intensities and volatility through the numerical examples related

to the optimal portfolio.
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