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Abstract

This study argues that the ease at which economic agents have access to foreign
earnings would influence/increase the level of dollarization in the economy. The three
sources of foreign currency earnings are financial integration, trade openness and
natural resource rent. As such, we extend the determinants of dollarization to capture
these variables. A dataset of 26 countries in sub-Saharan Africa (SSA) for the period
2001 — 2012 was built. Based on Tobit regression, we found that all the proxies of
foreign currency earning, with the exception of natural resource rent, are significant
contributors to the increasing rate of dollarization. Specifically, it was found that trade
openness and financial liberalization are positive determinants of dollarization, while
natural resource rent serves as drag to the dollarization process. These results remain
valid to three robustness tests. Policy implications and suggestions for future research

were proposed.
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1. Introduction
The ensuing effects of globalization on the one hand, and the negative consequences
of macroeconomic instability on the other hand, had made policymakers and scholars

beam their searchlight on Financial Dollarization (FD)®. In the case of the former and

! Financial Dollarization and Currency Substitution (CS) are sometimes used interchangeably in the
literature. Even though both phenomenon address the same issue, they are however, conceptually
different. The difference lies on government policy interventions in adopting foreign currency as means
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