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Dollarization: Evidence from Lao People’s Democratic Republic

This study investigates the determinants of currency substitution in Lao PDR by analyzing
the volume of foreign currency deposits specifically in Dollars, Baht, and Yuan within the
commercial banking system. It focuses on both internal (Lao macroeconomic factors) and external
(global macroeconomic factors) determinants during the period from 2018 to 2023, a time when
the Lao economy began to face challenges, and the proportion of foreign currency holdings notably
increased. The relationship is estimated using the Autoregressive Distributed Lag (ARDL)
approach.

The internal economic factors found that the broad money (M2 ), the exchange rate of Kip
to the dollar and the inflation rate have a relationship in the positive as the holding of foreign
currency in the Lao PDR because during that period the economy of the Lao PDR found economic
uncertainty such as the inflation rate continuously increasing especially in 2023 as the highest
inflation rate in more than 20 years resulting in the price of high value goods. At the same time,
the value of the Kip currency is the highest in history. In a period of 5 years, the kip value has
weakened by 149% so that the value of the Kip currency cannot maintain its own value. As a result,
individuals, trading and business sectors in the country turn to holding foreign currencies to
maintain their value and for investment. For global economic factors, it was found that the interest

rate of the Federal has a positive relationship.
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