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Valuing Foreign Exchange Rate Derivatives under
Endogenous Realignments for the Target Zones
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Abstract

Recent research demonstrates that a policy
restricting the movements of fundamental
driving variables to a well-defined band may
temper the response of the exchange rate to
fundamentals Thus, lognormal distribution is
probably a poor approximation for the
exchange rates which are kept with some
ranges set by central bank. Therefore, this
paper will take advantage of Krugman Model
to value options and other derrvate contracts.
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