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Game theory, a tool for economic analysis, is to study the interactive decision-making of the economic agents.  This paper tries to analyze the prospects of dollarization in Latin America in the theory of optimum currency area.  The conclusion of the paper is that Latin America does not meet the requirement of the optimum currency area.  Therefore, dollarization is not a ideal option for the region.

However, the following factors support the adoption of dollarization in Latin America: free movement of capital can facilitate currency integration in the region; relatively high level of dollarization helps reduce the cost from the loss of independent exchange rate policy and monetary policy; dollarization can generate additional benefits from the rise of the region’s public credibility; and, endogeneity from the standard optimum currency area depicts a rosy picture for the dollarization in Latin America. 

