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THE WAY OUT OF THE DOLLAR SHORTACE
By Dr Sven Rydenfelt

Among-the host of diseases that have infested the corimunity, especially since the
termination of the second World War,'the so-called dollar shorbage has baken an importe
ant place, The dollar shortage, however, is only one form of the disease, and the shorte
age of other foreign currencies is often as sdrious, . : T

Usually the disease is look8d upon as an affliction comparable with the Black Death or
the plague - an:epidenié umrried on the- wing, nobody knows whence.or why. Or-could the
trouble be taken to be - as some regarded the plagues of old, the:judgment of God for
‘the wickedness of mankind? And why not? From a religious point of ‘view there is certe
ainly much to be said for an interpretation like that, S T

- But I speak here in my capacity as a political economist and must teke an economle
- view of the problem., -And in this light the causes of the dollar shortsge are at once -
not so obscure, A closer examination will show that this disease must be diagnosed ag
- entirely self-inflicted and & direect result of human actions, . = =
- Our money. system, of course; is nothing but an improved and réadier form of - 91ld-time
- barter. Our moneys are merchandise and obey exactly the same economic laws as other .
goods,  Thus the moneys of various countries have their respective. prices,. although we:
‘usually complicate matters by calling these prices, rates of exchenge or valubta, When'
the Swedes say that the dollar rate of exchange is 5.18, or the Danes that it is 6,92,
they are of course simply stating the price of a dollar in Swedish or Danigh kroner
regpectively, S SR ' LT eonoL o R
- When we talk nowadays about having Vfixed" rates of exchange, that.simply mesns that
-_ve have prices for foreign ocurrencies.vhich have been flxed by the state; in ‘other words
~we have price control, The antithesis of that ‘system is of coursé to have free rates of'
~ exvhange, . e ‘ T c B P
~ If price control is to have any meaning at all, here or slsewhere, it means that
prices are fimed so as to differ from the free market prices, But prices thus fixed mush.
always upset: the balance of supply. There will either be a shortage or-a surplus of the:
article in question, ' A S
“In a free market prices have. a tendency to adjust themselves at a level where supply
- and demand will be fairly evenly balanced. ~There may of course in such a market oecage
ionally be a shortage or an abundence of certain articles because of the tendency in =
prices to Rag behind; but any real shortage or any actually unsaleable surplus practe .
lcally speaking never obtains. . - - : TR : T

If,thWever,fyou fix the price below the market level, i.e.; make an article: cheaper,
demand will almost always incréase. At the same time it will become léss profitable to -
produce the article, and supply will decrease., The result will inevitably be a shortage,
If, on the other hand, the price is fixed above the market level, you get the converse .
result. Demand will be leéss, wheress production will be stimulated. The result will
nov as Inevitably be a surplus, -~ = - . S : D

During the crisis in the thirties the state believed that it would be able ‘to help
industry out of its distress by fixing the prices of its products at a higher level
than the market price, And though a large section of the industrial-machine came to a
stamstill on account of depression and unemployment, we had a great umsaleable surplus
of wheat, cotton, coffee, pork, meat, etc., which in many cases simply had to be des
troyeda ST o S

During and after the second World War the state thought, for reasons of its own, that
it ought to fix prices below the market level. And although this time wé have had full

- employment, and all wheels in industry have been humminz, we have been left with & shorte
age of a number of necesgities of life,- ' SR o B

1= ' _ Over
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The dollar shortage ag well as the shortage of other foreign currenciss hag arisen in”
exactly the same way. We have not been willing to accept the market prices, but have
fixed so-called official rates of exchange; in addition, the national bank has monop=

- olised the purchase and sale of foreign currencies, As the prices - bthe rates of exe

change - are usually\fixed;helow-the;market:level,:demand hag been too great in relation
to supplys and we have got a-shortage,.:The position has become still worse because

.-through:this price=fixing the Yproduction" of foreign .currencies - via export - has be=

come less profitable and has therefore slowed downe - :  ooro o o0 o o
_Let me illustrate this by an example.. The official price of dollars in Sweden as

| mentioned before, is 5,18, The pronounced shortage of dollars shows us, however, that-

thig price is too low, ‘Many"signs;indicate7thatuit ought to have been about 6,50, What
is.the effect on foreign trade of this low price? -For the buyer of dollars =~ the import-

‘er of goods - it means that he will get.a $100 article for 518 kromer, vhereas in'a free

market he should have paild 650, . On account:of this low rate, American dollar articles .
become cheap; -everybody wanbs to buy from America, and the demand of dollars congequently
becomes very great, - - o o700 R U R E I S LN PE ST I O
For the sellér of dollars - the exporters of goods = it means that he:'will get 518 E
Swedish kroner for a $100 article, whereas in a free market he would-have got 650, _He will
thus be paid 20 per cent less:than what-a free market would have assured him, It is underw
standable that in these circumstances he.will more often then not. find the prices in:the’
American market unacceptable and unprofitable,  .The consequence-is that the export to
the U.S.A,. progressively dwindlesi,;which is another way of.saying‘that-thg-“prpduqtiqn“
of dollars in Sweden is insufficient in relation to demande ..~ = . L
In such a situation, the dollar supply in the national bank will melt away like snow
in the spring -sun, and unless the price - the dollar exchange rate - is quickly altered,

. the supply will simply run out, .With the demand continuing grester than the supply, amd

“the purchasers' mneed for dollars exceeding what the-exporters can deliver to the nation=-

al bank, there is in this situation no alternative but to incvease rationing of the
article in -short supply. Anybody wanting to buy dollars for cne reason -another will have

- bo apply for-them; and only those applications will. be granted which the national bank .

-aor the responsible government department; from its special view of the case; considers

to be important. . o R
. Why does & regulated price regime as a rule tend to. keep the prices - the rates of

_exchange =-for foreign currencies;, below -the market level? 'Several reasons can be

given, but they are:all-based on false agssumptions and the results of puré wishful .
thinking,. First of all, it-is believed that by this system imports could be:cheapeneds
a $100 article will now cost the importer only 518 kroner, whereas.at a proper rate of:

' _exchange. it should have cost 650 kroners . This observation.is correct if you look &t
_the immediate result, but in the long run it is completely false, ‘For the-system also .
means that the-exporter will get, only 518 kroner for a $100 article, whersas-at the .-

proper. rate he should have had 650, In reality the game effect is produced .as if ex= .
ports under free rates of .exchange were burdened with a 20 per cent export duty. -As 1t

is, there are the complaints about the dwindling Swedish  export to the U,S.A. and

Swedish producers are reprosched for: thelr inability to compete successfully in the
Ameriean-marketd . o e . s T e e
~ The argument .that imports are cheapened is a false:one, In the long run the only -
means of paying.for our imports ds by our exporbs. What benefit can we have of cheap -
imports if our exports fade.out? . We shall have nothing to pay with, Moreover =.if the
problem is merely to get cheap imports, why don't we fix the dollar rate at 2,50?7.0r -

Rates of exchange that are too low act as anoose round the neck of export, -The.

-why not at a half~krone? A rate lige that would surely make.imports.really cheapl -

..tighter the noose, i.e., the lower the rate, ‘the greater will be the part of export: -
" that is strangled. But as there must be exports in. order to have imports, .the latter -



.wa.OOODTCD.SQ ’ - . -3-
" will be strangied to the same extent,

. ‘Rates‘of exchange that are too high are by no means better. Suppose that in Sweden -
we fixed the dollar rate of exchange at 10 kroner instead of the 6,50 that the market
level:warrants. The exporters would theén get 1,000 kroner for a $100 article inghead of
650 kroner. That would amount to the same thing as an ¢xport subsldy of more than 50
per fent, Under these conditioris the export to the Tnited States would be highly profe
itable -for: the exporters, and we would get a tremendous export rush across the Atlantic,
But at the same time the American imports would become so- expensive in Sweden  that no=
body could buy them, and the import from the U,S.A, would: fall away completely. The.
system would in fact have more or less the same effect as a prohibition againgt the import
of American goods, Bub export is not an aim in itself; if we got no imports in ex-
change for exports, it would bessnseless to export at all. The system would simply be
an exquisite illustration of currency-fed dumping, - Swedish exporters would be able to
oust all Americsn producers in the American market, but very soon this would give occad—
Ton for American counter-meaures in the form of increased customs duties or other Tem
Strictions on import.  And in such circumstances those counter-measures would, in mny
opinion, be fully justified.. - - o ] o ,
 In Sweden we have an example of such a system ih our trade with Argentina, The
official rate of exchange for pesos has beén ‘abgurdly high, and as a result the export
to Argentina has become partioularly profiteble, and tempting from a Swedish point of.
view, At the same time the price of Argentine imports has so risen that .practically
all import has become impossible, If consequence we.now find oursélves with large _
frozen assets in Argentina without- possiblility of converting them into goods on reason-
able terms., And at length the Swedish state was forced to adopt various expedients,
including export duties, in the effort to._stem this exporitation ac_senseless from the ..
‘Swedish point of view. ‘ : B S ) -
Too low rates of exchange will cause exports to shrink and imports to swell, Too
high rates ¢f exchange will have the opposite effect, In both cases a digequilibrium
is produced followed soon by a decline in thé volume of foreign trade, It is easy to
show mathematically that the volume of foreign trade is greatest when the rate of oxw
change i1s &% a level where the supply of and the demand for foreign currency balance- -
cne another. And that, as is well Known, is the rate of exchange which is reached in
- the free market. . - ' _ : ' o :
There is no sense in menaging the rates of exchange. wnless to make them differ from
the rates that a free market would determine, But whether they are fixed below-or
above the market level, the result will inevitably be a decline in foreign trade, and
the greater the decline, the greater this difference is. And with thab decline so also
1s lost the gain otherwise derivable from the international division of labour, The
benefits of the division of labour redound upon our standard of living to a degree: _
conslderably greater them pesople generally recognige. The system of managed rates of
exchange cannot but result in 2 reduced stendard of livings o
. Let us further examine some of the arguments adduced-in favour of rates of exchange
that have been fixed too low (we paying too little of our currency for fereign curr-
ency). It is said that if the exchange-rate wers adjusted to the market level (that
is, by devaluation so that now we should pay kore for foreign currency) then inflation
would be aggravated. Imports would be made dearer, and by the change exporters would
- enjoy greater profits - hence the possibilities of raising wages and increasing investw
ments, The reasoning is no less fallacious by being seductive, First of all thers
will be no change in the total purchasing power of the country, The higher incomes of
the exporters will be counterbalanéed by the reduced purchaging power of would-be
importers. False rates of exchange whll cause decrease in foreign trade and with that
" the supply of goods in general and thus they are factors that meke for inflation,
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Against that, it is quite ridiculous to maintain that free rates of exchange could
aggravate inflation., These free rates of exchangs simply register the value~relation-
ship between the domestic and the foreign currency, exactly in the same way &s a cline
ical thermometer registers the temperature of the body., The patient will not recover
any quicker by tamperlng with the thermometer, as is occaslonally done, 1f our owm

.. eurrency deprecistes in value in terms of” other currencies, it is nearly always and to

an extreme degree the result of ‘our own internal policy, by which people usually try
to live above their means.

In these times of inflation when so many people try to put the blame for thelr own
inflation upon conditions abroad, it is well perhaps to remind them that nothing so '
effectively excludes foreign inflation as free rates of exchange.’ Let us illugtrabe

‘this by an example, Suppose that a country & has a currency - call it sequing = of the -

same value ag the Swedish currency so that 100 sequins equals 100 kroner. Suppose that

out of various circumstances - chiefly an irrational economic pdlicy —~thee should be a

prodlglous inflation in country A. The price level in that contry ies doubled, the -
sequins consequeirtly losing half their value. Let us further suppose that the internal
value of the Swedish krone has remained umchanged during the same period. Under a
system with officially fixed exchange rates 100 sequins will etill cost 100 kroner, But
as the price level in country A has been doubled, this means that prices of Swedigh
imports from A are also doubled, just because 1t now takes twice as many kroner to.pur-

chase the sequins in order to pay for the goods. At the same time, our exports to A

will become exceedingly. profitable. The exporters will be paid twice as much as. before,
Our trade with A will be thrown completely out of balance and eventually and 1nev1tm

“ably dried upe-

__What would have been the course of events if we ‘had bad free rates of exchange instead?

. The rate of exchange would theﬁ all the time have regisfered the changing velative’ value o

of sequins and kroner. When sequins had fallen to half their original value, we in -
Sweden would have been able to buy. 100 sequlne for 50 kroner. This would mean thab the
article which at the outset cost 100 sequins in country A and today costs 200 sequing,

could all the time have been had for 100 kroner in Sweden. Exactly the same would have

applied to our export. The exchange of goods with country A would have proceeded all

along in both directions completely unaffected by inflation. No 1nflat10nifrom_abroad v
can penstrate the frontier of a comtry which has free rates of exchange, There is only
one disadvantage attaching to free rates of exchange that should be pointed outs it ig -

‘that if inflation does occury the country in guestion w111 have no excusa for puttlng

the blame on other countrissl
Another argument against the adjustment of forelgn currericies to the market Tevel is
that devalmation would mean & recession in the exchange of goods with other countrieg,

It.is malntalned that we would get fewer goods from abroad in exhonage for our own. Thle

view is- fundamentally mistaken. No manipulation whatsoever of our rates of exchange .
will change the prices in the world market, A $100 article will still cost $100,
whether we buy or sell it,. Thus the real value-relationship of goods for goods can
never be affected by alteration in monetary rates of exchange, -

Don't interfere with the rates of exchange! = Our money ought to be a stable etandard
of value, and its value in relation to other currencies ghould nobt be chapged from time
to time, This argument also may be thrown at you if you venture forth to propose an .
alteration in the rate of exchange. It 1s based entirsly on an.error of judgment. Frse
ratesuof exchange dre nothing but a pair of scales where the value of our. own currency
is weighed againet the value -of others. Our Swedish krone will be neither heavier nor
lighter if we tamper with the geales,  Its real weight is not affected by it. Asa rule
we wish to see.our krone weight as much as possible and when we fix lower values for
foreign currencies, it is due to that wish, But the real weight and value of the
krone is of eourse completely 1ndependent of all manipulations w1th the scales. If we
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‘have continued to tamper with the scales so as to make them show a higher value than the °
kronereally has, then the krone will not get any lighter by our adjusting the seales so

that they show the correct weight. . )

If our own money for some reason or other depreciates in value, this is a deplorable
fact and you may not wish to admit it., In.a case like this thsre will always be a 4
temptation to bagin tampering with the scales; that is, fixing the value of the foreign
currencies at too low a level, The consequences of this manipulation will inevitably
be shrinking of exports and swollen imports, If vou will not adjust the rates of ex= |
change according to the scales, there 1s no other way of establishing an equilibrium in-

foreign trade than to slash the excess of imports over exports, The more you tamper

- with the rates of exchange, the more will export Shrink, and the more you must cut down
" your imports If you travel sufficiently far along this road you will ab last strangle
your import as well., . Faced with this policy, the ultimate and only radical remedy for

this lack of balance will be the complete prohibition of all foreign trade., Thus you
will cure the malady as certainly and as effectively ag you would cure a headache by

decapitation! And with much the dame result to the patient!

The usval .objection against free rates of exchange is that they will mean continuous
fluctation and thus render difficult all calculations in forelgn trade, As a rule bus-
iness people emphasise their desire for stable rates of exchange thus to be on. firm
ground with their caleulationg. Unfortunately the reply must be that this is just one
of those pious ahd ethereal wishes that can never come true in this imperfect world of
ours, We live in a dynamic end changing world where all values are .constantly changing,
The currencies of various countries are by no means exceptions to this rule, Certain
countries succeed in keeping the value of their currency comparatively stable; .others
are liable to quick-inflation, : : '

—— - -Bven —countries with menaged CUTTEnCiss must sooner or daber aliow variations to find

expression in altered rates of exchange, even if they usually wait as long as pogsible.
Pheir only choice in the world of realities is on the one hand between the continuous
and responsive adjustment of the rates of exchange which in a free market reflects - _
the actual changes in relative values, and on the other hand the sporadically recurring
landslides in the rates of exchange which we find in the managed exchange~market., The
dollar value of the Swedish krone was changed in July 1946 from 24 to 28 cents, an in-

- crease of about 17 per cent. In September 1949the rate of exchange was kowered from 28

‘\,

to 19 cents, a decrease of more than 30 per cent. Which alternative is to be preferred
from 2 business or calculation point of view?It must be remembered that the business man
who does not want to take the risk himself of alterations in the rates of exchange will
always be able to safeguard himself by advance purchass of currency. .

But a system with free rates of exchange has other qualities that are not looked upon
as merits In certain circles. Since we have learned by means of subventions to manip=
ulate the prices of various necessities, we can no longer; with any exactness, estimate

“the extent of inflation by means of a cost-of-living index, Free rates of exchange

would hero act as an extremely sensitive barometer that would reglster most accurately
the course of the inflation, and thus at the same time give a continuous indlcation of
the charadter of the economic policy of the comtry., No doubt this is one of the most
dreaded qualities of the free system, B

We should understand what these manipulated rates of exchange mean to our traders comw
peting in foreign markets, When competing on equal terms it is usually sufficient for
a firm to rationalise its production to such a degree that it can undercut the prices
of its competitors by g few per cent, But whalt is the use of rationalising if - as is
the case with dollars in Sweden - you have a rate of exchange which in reality hzs the
same effect as an export duty of 20 per cent? Is it surprising that the Swedish export”
to the U.S.4. in these circumstances gust be going from bad to worse? It certaihly does

not improve matters that most firms do not scem to realise the true state of affairs.

’*_
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With no reasen at all they are at present feeling ashamed becauee of thle fallure to
.compete in the American market! _
It is, I think, most unfortunate thet the economic pattern of our eocmety very often -
has become so complicated that it is beyond ordinary people to understend or. comprehend
it. Particularly from a liberal point of view must this be deplored as it prevents -
_people from comprehending the true causes of most of the afflictions end sufferings
. -that dle?urb our managed economy., Bub undoubtedly it suits and satisfies the economic
planners
_ If you fix the price of an article too low - whether it be houeee, electric energy,
paper, or foreign currencieg - there. w111 be a shortage of those necessities. We have
fixed the price = the rate of exchange = of dollars and other currencies too low, and
-we have got our shortage., The malady that has been labelled 'dollar shortage! is entire=
ly self-inflicted, a result of the official currsney policy. The way by vhich we can
be freed from this plague, is to have a free market in currency. - This would have widely
beneficial effects without any correspondlng drawbacks, for xk all the- advantagee we
rlmaglne we galn by tamperlng w1th the currencies are but castles in Spaln.

The dollar. shortage is wholly and entlrely self—:nflloted, but openly to admit. thls'
is of course out of the question. In our desperatlon we look about for scapegoats on
whom to put the blame. A common attitude is tothkow the blame on the Americansg and,

. more partluularly on their tariff policy. But whatever.one may say the denounced far-
Ciff is in-this instanse completely innocent, since no tariff in the world can create a
dollar shortage for us if we have a free currency market, .The tariff is a barrier to
world trade, -and-the ‘higher it is the g‘reater is the ba.rr:{.er, and- the less. fo:ee;;.gn

. trade there will be,

~ . In fairness to the dmericans I ehould like to remlnd you that their tarlffs an _
1mporte ‘havé been reduced from about 26 per cent ad valorem to 13 per cent in the period
from the middle thirties to the present day. Of course this 13 per cent is too-high, °
and of courss we all hope that the Americans will find strength and courage to continue.
along the. road they have taken until the remaining. tariff barriers have been demolished,
~ America will thereby become & leadlng example of almost 1neet1mable importance to the '
rest of the world, ..

When we in Europe and elsewhere blame the: Unlted States for the dollar shortage we

reason in theé same way as the wolf who accused the 1emb, drinking further down -the
" stream, of muddying his water. : .
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