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It is no small irony that the Republican victory at the polls has bought the Treasury sometime in its increasingly tough battle to support the dollar in world markets. Slowingof the dollar, which is down more than 20 percent against the Japanese yen over the past 24 months, may require yet another interest rate increase by the Fed soon. But the fate of the dollar may also predict the direction of the economy under a newly minted GOP majority in the Congress.

Once short-term factors like the election and interest rates hike by the Fed have been discounted, Washington still must make great strides - specifically, cutting the budget deficit - to buoy the dollar and improve America's overall competitive position vis-a-vis Japan and the European Union. Despite the gloom and doom heard in many quarters about U.S. economic prospects, though, the GOP and the nation as a whole have tremendous opportunity to really improve the economic outlook.In a sense, the GOP needs to return to the often-derided "Supply Side" economic formula, but with the emphasis on spending cuts and revenue enhancements before tax reductions are even discussed.

The "supply" in the new Supply Side revolution that the Reaganites neglected comes, first and foremost, from making more capital available to private industry at lower cost by reducing and ultimately eliminating the federal government's presence in the credit markets.

In an environment of real private sector growth based on reduced or even no federal borrowing, tax cuts for individuals and business would be a relatively easy matter and, indeed, would simply boost job growth and public revenues all the more. If the next speaker of the House, Rep. Newt Gingrich, and his victorious Republican partisans keep their vow to cut the deficit through a balanced budget agreement, look for the dollar and stock prices to rise, while long-term interest rates fall dramatically.

Cut the budget deficit to zero - and even run a small surplus to begin retiring the national debt - and the Supply Side revolution will truly begin in earnest.

Most of us agree the rout of the Democrats stems from the fact that most Americans do not feel better off than they were two years ago, even though ''recovery" supposedly began in 1991. "Things are better than most people think," President Clinton said recently. Maybe the president and his staff should take another look at the income and other indicators of growth generated by the federal government.

The latest polling data from Sindlinger & Co., for example, actually show monthly household and individual income levels are continuing to fall after peaking in the first quarter of 1994. Levels of household liquidity over the past four years, since the last official recession, are below the levels of the 1981-1982 recession, writes Al Sindlinger.

Mr. Sindlinger believes Washington does not have an accurate, complete picture of the economy and that the stagnation in household income just above recession levels will rob cash-starved retailers of badly needed sales during the coming holiday season. His pollsters see consumer confidence falling through year-end and into 1995.

His measure of affluent households that own stocks and other investments also shows a sharp contraction in confidence. That, too, suggests this affluent section of the spending public may plan a relatively quiet holiday season.

Interestingly, however, Mr. Sindlinger sees a strong correlation between Mr. Clinton's low support levels in the polls and the plunging value of the

dollar. "If the U.S. economy is so strong," he asks, "then why is the

dollar so weak?"

Mr. Sindlinger believes the answer is that the president's low popularity and the weakness of the dollar together indicate the economic recovery is not widely shared around the nation. Moreover, as corporate America carried out huge layoffs and sited new facilities in Mexico and other developing nations to take advantage of cheap labor, Mr. Clinton said nothing from the bully pulpit.

To the contrary. Mr. Clinton ignored traditional populist issues and instead simply told Americans "the economy is growing." And, adding insult to injury, Mr. Clinton betrayed his 1992 "mandate" on issues such as taxes, the North American Free Trade Agreement and health-care reform, where he pursued the corporatist, big-government tendencies of his Republican predecessor.

All of this magnified the growing economic inequalities perceived by voters, dooming Mr. Clinton and the Democratic Party to at least two years of marginalization.

Two years hence, the same fate may await Republicans who diverge from the path of change set forth by Rep. Gingrich. If, on the other hand, Republicans follow through on promises to eliminate the deficit and make other changes, the GOP could dramatically reverse the long-term decline of the dollar and the related drop in American living standards.

The best formula for Republicans is this: Cut spending more than taxes, and leave the additional capital on the table for private industry. The dollar will rally, foreign investment will surge and interest rates in the United States will plummet, as the Fed rewards Congress for ending years of inflationary borrowing.

All things being equal, the recognized political stability of the United States will enable it to attract the capital required for investment and run a relatively balanced external account, all the while enjoying the benefits of the lowest real interest rates in the world.

As money once consumed by Uncle Sam is put into new private businesses, the economic uncertainty that so badly punished the Democrats in 1994 and now menaces the Republicans will begin to disappear.

The reward for bitting the bullet of spending cuts now will be not just lower taxes, but years of sustained growth, job creation and low inflation.

Those are the same objectives of the aborted Supply Side revolution of the 1980s - and the main concern of most Americans today.
