VIEWPOINT ANALYSIS

Chap 28

On December 15, 1999,in an op ed piece in the Financial Times, Connie Mack, U.S. Senator from Florida and chairman of the Joint Economic Committee, wrote:  “The World economy is becoming a single market.  As such, the existence of more that 150 different national currencies makes less and less economic sense.  The instability caused by having so many currencies is one of the reasons there is growing interest in official dollarization, whereby emerging market countries abolish their own currencies and adopt the U.S. dollar as legal tender.”

(a) What are the advantages of dollarization?

(b) What do countries give up when they adopt the dollar as legal tender?

(c) Under what circumstances would be the advantages of dollarization outweigh the disadvantages?

