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Quadratic Hedging Strategies under Inner Information

YANG JIANQI XI1AO QINGXIAN
(Business School, University of Shanghai for Science and Technology, Shanghai, 200093)

A market model with inner information is constructed. The problem of quadratic hedging for investors
with inner information is introduced and solved. First the dynamic of risky assets in the market with
inner information is deduced using the initial enlarge filtration method. Second by It6 formula and the
decomposition of Galtchouk-Kunita-Watanabe the explicit optimal strategy is given.
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