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Pricing European Foreign Currency Option under Jump Fractional Brownian Motion

ZHANG Wei-guo, XIAO Wei-lin, Xu Wei-jun, ZHANG Xi-li
(Schoo! of Business Administration,South China University of Technology,Guangzhou 510640, China)

Abstract: Assuming that the exchange rate fllows jump fractional Brownian motion, by constructing foreign
currency option market under jump fractional Brownian environment,a pricing formula for a European con-
tingent claim is derived by using fractional Girsanov formula and self-financing strategy. Moreover,a pri-
cing formula of a European foreign currency option is obtained based on the principle of option pricing. At
last,we give an empirical analysis of EUR/USD option, the results of different pricing models show that
foreign currency market has both jump and fractal properties.
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