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With the recent weakness of the dollar in world markets, a joke is making the rounds in Washington. It goes something like this: The mishaps afflicting the Clinton White House have made at least one Democrat feel good about himself - Jimmy Carter. With a flat economy, sinking polls and the dollar now reaching new lows against the yen, the man from Plains, Ga., can say with considerable public support that he is not the worst president in modern American history.

Whatever he does on other issues, Bill Clinton is repeating the business and finance mistakes made by Mr. Carter - and by the last two Republican administrations. And Mr. Clinton does so starting from a weaker position than any president in the postwar era. By using an easy money policy at home and a

dollar devaluation policy abroad to put off the fiscal day of reckoning, Mr. Clinton is confirming the worst fears of political leaders in the other industrialized nations.The steady erosion of investor confidence in the dollar over the past several months recalls the dark days of 1979, when Mr. Carter was confronted by demands from governments in Germany and Japan to "do something."

In that early dollar crisis, Tokyo and Bonn sought action from Washington as a quid pro quo for supporting the dollar. These demands were ultimately

satisfied by the appointment of Paul Volcker as chairman of the Federal Reserve, who imposed the tight-money regime that sank Mr. Carter but saved the

dollar and the U.S. economy.

The situation facing Mr. Clinton is vastly different. The budget deficit is effectively out of Washington's control, and continuing asset deflation in key sectors of the debt-ridden economy virtually rules out monetary restraint as an alternative - at least from a political perspective.

Long-memoried investors realize the Volcker era of tight money and a strong

dollar was an anomaly; it was an historical fluke between a succession of politically accommodative Fed chairmen who provided sufficient inflation to float away energy-driven distortions and keep the economy expanding between elections.

At present, there is no latter-day Volcker in sight to address this new

dollar crisis and the continuing domestic economic slump of which it is a symptom. Nor is it likely that Fed Chairman Alan Greenspan will dare to confront the Democrat-controlled Congress and the new president over the vital question of real spending cuts now.

Thus, the dollar seems destined to test new lows against the yen and even the German mark, as interest rates in Germany begin to fall after many months of Volcker-style monetary discipline in Frankfurt.

The fall in the value of the dollar since the 1985 Plaza Accord among the Group of 7 nations has markedly changed the relative size and importance of the economies of the three major G-7 nations, Germany, Japan and the United States. When measured in European Currency Units and viewed from the financial perspective of a European investor, the relative growth in the German and Japanese economies - and the stagnation in the United States - becomes shockingly clear.

The weak dollar not only makes goods produced in Japan more expensive in terms of other currencies, it also gives manufacturers in Japan an enormous advantage through lower costs for imported raw materials and energy.

If the relative changes in consumer and producer prices in Japan and the United States are compared, for example, the advantage gained by Japan because of the appreciation of the yen becomes very clear. Over the past eight years, consumer prices generally have risen about twice as rapidly in the United States as in Japan.

While consumer prices have risen more slowly in Japan than in the United States, it is in the more significant area of producer prices that the erosion of America's competitive advantage because of the declining dollar is most apparent. In fact, because of the climbing value of the yen (and a number of other factors), the overall level of producer prices in Japan actually has fallen since the middle of the past decade.

Meanwhile, producer prices in the United States have risen relative to those in Japan; U.S. prices are also up compared with general levels of price increases in Germany and France (in large part due to the rising value of the German mark).

Using the 1985 producer price index, only Britain, at 138, and Italy, at 125.9, among the industrialized countries have seen producer prices rise faster than in the United States. Japan, on the other hand, ranks lowest among the G-7 at 95.8 on the 1985 index.

Given the divergence in the costs of production in the two countries, it is important to ask how much of the trend is attributable to the decline of the

dollar since 1985. If the general correlation between a cheaper dollar and lower production costs in Japan is accepted as correct, then the present U.S. policy of encouraging a stronger yen to address the trade imbalance (which began with the Bush administration) is entirely misplaced.

Contrary to the current wisdom in Washington, the United States can help regain its competitive posture with respect to not only Japan but Germany and France as well by allowing the dollar to strengthen rather than depreciate.

The solution to the seemingly negative trend facing American industry is to balance the federal budget and end pressure on the Federal Reserve to maintain short-term interest rates below the core level of inflation. Only then will the dollar regain its strength in world financial markets, allowing balance to return to the domestic equation between export prices and production costs.

If the dollar continues to fall against the yen in coming months, however, recent history indicates that Japan's competitive advantage from lower overall production costs will grow further - as will the desire of international investors to hold currencies other than dollars.

As one veteran foreign exchange broker sums it up: "Mr. Clinton's strong yen policy is really a weak dollar policy."
