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25 "Semiofficial Dollarization"
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(2020 <l 35, .2) 2
Z«partial dollarization occurs when people hold a portion of their financial wealth in foreign assets. This is
equivalent to ““asset substitution,” which results from the public’s allocation decisions in view of the risk and
return characteristics of domestic and foreign assets. Currency substitution occurs, even if foreign currency is
not considered legal tender. Wages, taxes and everyday expenses such as groceries and electric bills continue to
be paid in domestic currency, but expensive items such as automobiles and houses are often paid in foreign
currency. Official dollarization, also called full dollarization, occurs when foreign currency has exclusive or
predominant status as full legal tender. That means not only is foreign currency legal for use in contracts between
private parties, but the government uses it in payments.” (Yap, 2001, 88-89).

S il e S Gl aal ) 24
2>Semiofficial dollarization occurs when an economy has an official bi-monetary system. Under this system,
foreign currency is legal tender and may even dominate bank deposits, but plays a secondary role to domestic
currency in paying wages, taxes and everyday expenses. Semiofficial dollarized economies maintain a central
bank or other monetary authority and have corresponding latitude to conduct their own monetary policy.” (Yap,
2001, 88-89).
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