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The World Bank
1818 H St NW

Washington
DC 20433

August B8th

Mee Bade Connally,
Rue Major Fetillon 4,
1040 Brussels,
Belgium.

Dear Mr. Connally,

I am writing to express both my agreement and
pleasure with yvouwr letter in the Financial Times of today’'s
date. At times | have felt quite beleagured and, since I am
now effectively muzzled, frustrated by the aralytichl .
nonsense that ignores—elementary logic and simple evidence,
but which is alas characteristic of the press when the
subject is the EMS. Along with Fatrick Minford’s article
two weeks ago in the Telegraph, your brief but pungent
letter are islands of sanity and sense.

For reasons which are alas only too obvious, I
must ask yvou to regard this as for your eyes only.

Yours sincerely,

i Ao u
Alan Walters.
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“This year’s sterling appreciation
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From Mr B.L. Connolly. ¥

Sir, Mr Samuel Brittan’s
analysis of real -interest rate
differentials between Britain
and Germany (Economic View-!
point, July 28) is seriously in
error. h

For some time, prospective
real returns on capital have
been higher in Britain — bene-
fiting from the Thatcher revo-
lution — than in an over-regu-
lated and “stagnationist”
Germany. It is therefore appro-
priate that'real interest rates
should be higher in Britain®
than in Germany.’ :

Mr Brittan is wrong in claim-
ing that capital controls are a
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Sir, Why only two? The FT'
could have been divided into at

least eight sections. This would

surely guarantee minimum?
advertising response and maxi-

is justified’

necessary condition “for’'the " reducing the extent to which

existence of such real interest .

short-term real appreciation

rate differentials. Rather,a suf<i? comes about via fast British

ficient condition is that there
should be an expected ‘real
depreciation of sterling against
the Deutsche Mark, 1'% Wi 4

In this perspective, this

year's sterling appreciation, -

which has so dismayed Mr;
Brittan, is wholly justified.” * "

It has created the expecta-
tion of a future real deprecia- "
tion, thus allowing a real inier-
est rate differential ito
maintained.

Moreover, it will switch

‘demand away from (currently)’

strained domestic output, thus,

ur -

3 :h 3 h.'o"\‘;v.. b3 A
W )
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‘ come earlier, as Mrs Thatcher
' wanted, the inflationary risk
 could  have been ‘reduced fur-
ther. AL
The future real depreciation
of sterling will be accompanied

by falling real interest rates in
‘Britain as the investment

‘boom gradually reduces the

excess return on capital. That
be ¢! real depreciation might involve

either a nominal depreciation
or a rate of inflation lower in
Britain than in Germany. .

‘But Mr Brittan would have

~inflation. If sterling’s rise had .
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vty :
Britain both fix its nominal
exchange rate against the
Deutsche Mark and tie its rate.
of increase of traded goods
prices to that of Germany:
Were his prescrig‘tlon to be fol-
lowed, the Thatcher revolution
could mot bear fruit in a sus-
tainably higher level of output
in the future; instead, Britain
would/ be ,locked into the
growth and investment perfor-
mance of the country referred
to in your editorial of July 27
as the “sick man of Europel’s ;
B.L. Connolly, = ¢ e
Rue Major Pétillon '
1040 Brussels, . '
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+ From Mr Christo,
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Kew Gardens, "~ 744"
Richmond, Surrey .
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