
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


Douglas Gale
Xavier Vives

HWWA DISCUSSION PAPER

185
Hamburgisches Welt-Wirtschafts-Archiv (HWWA)

Hamburg Institute of International Economics
2002

ISSN 1616-4814



Das HWWA ist Mitglied der:

•  Wissenschaftsgemeinschaft Gottfried Wilhelm Leibniz (WGL)
•  Arbeitsgemeinschaft deutscher wirtschaftswissenschaftlicher Forschungsinstitute (ARGE)
•  Association d‘Instituts Européens de Conjoncture Economique (AIECE)



Douglas Gale
Xavier Vives

* We are grateful to participants at the Financial Market Group, London School of Economics
lunch seminar, at ESSET 2000, to Ramon Caminal, Elu von Thadden, two anonymous refe-
rees as well as an editor of this journal for useful comments. Ana Belmonte provided excellent
research assistance. Vives acknowledges the support of DGICYT Project PB98-0696.

The subject of this paper is assigned to the HWWA’s research programme “International Fi-
nancial Markets ”.



HWWA DISCUSSION PAPER

Edited by the
PRESIDENTIAL DEPARTMENT

Hamburgisches Welt-Wirtschafts-Archiv (HWWA)
Hamburg Institute of International Economics

Öffentlichkeitsarbeit
Neuer Jungfernstieg 21  −  20347 Hamburg
Telefon:   040/428 34 355
Telefax:   040/428 34 451
e-mail: hwwa@hwwa.de
Internet:  http://www.hwwa.de/

Xavier Vives
INSEAD
Boulevard de Constance
77305 Fontainebleau Cedex, France
E-mail: xavier.vives@insead.edu

mailto:hwwa@hwwa.de
http://www.hwwa.de/
mailto:xavier.vives@insead.edu


CONTENTS

Abstract 1

1. Introduction 3

2. The Basic Model 10

3. The Incentive-Efficient Solution 13

4. Competitive Banking 18

5. Banking in a monetary economy and optimal central bank policy 22

6. Banking in a small open economy: The costs and benefits of dollarization 27

6.1 Full dollarization 29

6.2 Partial dollarization 33

7. From theory to measurement and policy 35

7.1 Where is it good to dollarize? 36

8. Concluding remarks 42

References 46








































































































	HWWA DISCUSSION PAPER 185
	Dollarization, Bailouts, and the Stability of the Banking System
	Impressum
	CONTENTS
	Abstract
	1 Introduction
	2 The Basic Model
	3 The Incentive-Efficient Solution
	4 Competitive Banking
	5. Banking in a monetary economy and optimal central bank policy
	6. Banking in a small open economy: The costs and benefits of dollarization
	6.1 Full dollarization
	6.2 Partial dollarization

	7. From theory to measurement and policy
	7.1 Where is it good to dollarize?

	8. Concluding remarks
	References

