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e RO EE (330) : As the first step, this research measures the misalignment of the
Korean exchange rates. The estimation results using the quarterly data from 1982Q1 to
2009Q4 indicate that the actual exchange rate of the Korean won was substantially
overvalued for the period from 2005Q1 to 2007Q4, and substantially undervalued for the
period from 2008Q2 to 2009Q3. A heterogeneous expectation model was constructed to explain
the misalignment. Even though it showed better performance than conventional models in

explaining commodity price dynamics, and exchange rate dynamics, it could not explain

the excessive volatility of the Korean won implying other explanatory variables are also

needed.
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