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KEYNOTE SPEECH AT THE ABI SEM NAR: 29 NOVEMBER 2000

1 It is a great pleasure and honour to have been invited to
give what is billed rather grandly as the keynote address to
this ABI Semi nar on the euro. | amvery happy to be

associated with this event, and indeed it seens to ne entirely
appropriate that the Sem nar should be arranged by the

i nsurance industry, since at the very heart of the notivation
for maki ng preparations here in the UK for EMJ entry is to

i nsure against the possibility of this uncertain future event.

2 Now | amthe first person to recognise that preparing for
possible UK entry into EMJ is not at the top of your agenda at
the nonent. |In the Bank, we have a certain reputation for

mar ket savvy, for understandi ng what notivates market players
and how they are feeling. | think we do know how you feel,
and we are quite realistic about this. W read the opinion
polls, just as you do. W understand what the prevailing view
in the country is at the nonent about the prospects for UK
entry in the foreseeable future.

3 But despite this, | want to persuade you that it is in
your own interests to take preparations for possible UK entry
seriously, by planning now And, given the industry that you
represent, | hope that persuadi ng you should not be too
difficult! People often say to ne that they are not willing
or able to justify spending | arge anounts of their

shar ehol ders’ noney on preparing for a hypothetical event.

But the point about planning is that it does not involve
spendi ng | arge anounts of your sharehol ders’ noney. Wat
effective planning does do is save tinme and noney later, if
the UK decides to join. Planning nowis therefore a
responsi bl e approach for the managenent of an insurance
conpany to take, if it is comercially aware.

4 | am conscious that a nunber of you are planning for
possible UK entry in precisely this way already. | recognise
that this nust sonetines seema |onely process. |ndeed |

probably know this better than anyone since part of ny job in
t he Bank invol ves nmaki ng plans for both the Bank of England in
particular, and the Gty in general, to be ready. And finding
interlocutors is not always easy — it nust be the only job
that is | ess popul ar than being Engl and football manager! |
now t hink I know how Moses felt but he was only in the



W | derness for 40 days — not 40 nonths — and before you ask,
no that is not a prediction! But the ABI has been resolute in
its work on EMJ preparations, and we in the Bank really
appreci ate the work that the Association has been doing. And
in particular, I want to thank lan Bates, Mke Bell, Enid
Jones and Pat Sinclair. Like them it is prudent for you all
to plan against the risk of possible UK entry.

5 To explain why this is inportant and what it involves,
want first of all to talk to you about the context: the
Governnent’s policy; the tinmetable for a changeover; and
preparatory lead-tines. | would then |like to explain how we
in the Bank of England are approaching the task of planning
for possible UK entry: both so far as our own preparations
are concerned, and in co-ordinating preparations across the
Cty. Finally, I want to consider how we can all learn from
the first wave, and in particular how you can best participate
in this process, in the insurance sector. This will also help
to answer the follow ng particular question: in preparing for
possible UK entry, what is it exactly that is ‘special’ about
preparations in the insurance sector?

The cont ext

6 So, first of all, the context. The inportant point to
make about Governnent policy is that it has not changed. In
his speech in Warsaw |l ast nonth, the Prinme M nister confirned
that the ‘no’ result in the Dani sh Referendum woul d not affect
in any way the British Governnent’s position on the euro.

And the Government’s position, as you will know, is to
maintain the option to join a successful single currency early
inthe lifetime of the next Parlianent, should the five
econoni ¢ tests announced by the Chancellor in Cctober 1997 be
nmet, and subject to the vote of the British people in a

ref erendum

7 If the UK were to join EMJ, what would the tinetable be?
The Treasury has set out an illustrative tinmetable in the
Governnent’s Qutline National Changeover Plans, published in
March this year and February last. |If the Governnent decided

to recommend entry, there would probably be a period of four
nont hs bet ween that Governnent decision and a referendum of the
British people. 1In the event of a referendumresult in favour
of entry — and you mght think it unlikely that our Governnent
woul d put the question to the people unless it expected a
positive result - there would be a further period of between 24
and 30 nont hs before euro cash would be introduced in the UK
Wthin this period of 24-30 nonths, the actual entry point is
so far left unspecified, because it will be conditional on both
the practical state of readiness of the key parts of the
econony, as well as on a nunber of policy questions.



8 VWhat ever the entry date, the critical point for the Cty
is howlong in advance its preparations would need to start.
On the whol esal e side, because the sterling financial markets
woul d be expected to begin trading in euro imedi ately at
entry, there would be little or no roomfor slippage in the
preparations. Both the relevant market infrastructure as well
as individual market participants’ treasury operations would
all need to be fully conplete and ready for operation by the
date of entry itself — and this applies in equal neasure to
banks, other financial institutions (including insurance
conpanies) and to large corporates. W reckon that, in
general, a lead-time of sonme 12 nonths would be required to

i npl ement these preparations, assum ng prior planning and

mar ket consultation. So inplenmentation would obviously need to
start no later than one year before the entry date; and

possi bly before the referendum

9 In sonme areas, nore than twel ve nonths woul d be required.
That is particularly the case for the paynents infrastructure,
where a hi gh vol une whol esal e donestic system for naking euro
paynents woul d be needed if the UK were to join EMJ W are
therefore very pleased that the NewCHAPS project is already
under way, and planned to be conpleted in August next year.
This project is designed to replace the current outdated
technol ogy for making sterling paynents with the nore nodern

pl at f orm used now for CHAPS euro, allow ng enhanced
functionality; but it will also have the incidental benefit of
enabling a single high-volunme euro paynent systemto be readily
established if the UK were to join EMJ. Simlarly, a project is
al so under way to enhance delivery-versus-paynment, by

i ntroducing settlenent of securities in CREST agai nst paynent
of central bank funds in real tine in CHAPS. This project is
pl anned to go live in Novenber next year, and will therefore
neet the ECB requirenent that, by 2002, only systens of this
kind will be eligible for use in extending intraday credit in
TARCGET, as well as for the European Central Bank’s nonetary
oper ati ons.

10 VWil e the remai ni ng preparations for conversion to the
euro in the whol esale markets would be likely to require about
one year, it is generally accepted that preparations for the
full range of retail financial services would — for many retai
banks - take considerably longer. So, if preparations in the
two sectors were to begin at the sane tinme, around one year
before entry, retail preparations could not be conplete by the
entry date. Having said this, the retail custoner base of
financial institutions would probably in any event want to
continue to operate in sterling until close to the introduction
of UK euro notes and coin, to judge by experience in the first
wave. That would nean that financial institutions operating




solely in euro in the whol esal e markets woul d need to be able
to handl e both euro and sterling for their retail custoners.
And it mght also very well |lead to a phased approach to the
changeover, as noted in the second Qutline National Changeover
Plan, in which the financial markets would change to euro

i medi ately at entry, but full provision of retail financial
services in euro would be del ayed for a period beyond entry.

11 Apart fromthe | ong-duration projects to upgrade CHAPS and
to enhance delivery-versus-paynent, there is precious little
sign at the nonent that the major financial institutions are
begi nning to i npl enent the necessary investnent to devel op
their owm internal systens for the euro. That is not
surprising; but, equally, there is no need for themto begin
yet, on any reasonable estimate of the prospective date for
entry, given that conpletion of the whol esal e market
preparations should be possible within one year. And the
important point is that planning in the banking sector — at

| east anongst the nmjor banks - to understand the detail of the
changes needed if the tinme cones, is well advanced.

Pl anning in the Bank

12 | can perhaps best illustrate the approach which we think
you shoul d be taking in planning for possible UK entry to EMJ
by expl aining the approach which we ourselves are taking

wi thin the Bank of Engl and.

13 First of all, we have |ooked in detail at the changes we
woul d need to nake, if the Bank were to becone a ful
participant in the ECB framework. For the anoraks anongst
you, the collective noun for the entire group of euro-area
central banks is ‘the Eurosystemi — | am sure you could think
of a better |abel, but I |eave that to you! Anyway if the UK
were to join EMJ, the Bank woul d beconme a full nenber of the
‘Eurosystem . There would be consequential changes to the
Bank’s constitutional position and hence to its Statute,
changes to the foreign reserves, our finances and our bal ance
sheet. W would need to change the way in which the Bank
conducted nonetary policy operations in order to conply on
entry with the operational framework of the Eurosystem For
exanpl e, banks would be required to hold m ni numreserves,
consistent wth the Eurosystemrequirenment; all banks woul d
be eligible to have access to the margi nal |ending and deposit
facilities which we would provide in conmon with other euro-
area central banks; and to apply to be Bank counterparties to
participate in the Eurosystem open nmarket operations. This
woul d entail significant changes to our front, m ddle and back
offices. In addition, as | have expl ai ned, the paynent
infrastructure — and our own interface to it - would need to



change. Qur accounting systens woul d need to change.
Statistical requirenents would change. There woul d be changes
in our Registrar’s Departnent. And finally, we would al so, of
course, have to plan for the introduction, at the appropriate
time, of UK euro banknotes in place of sterling banknotes
(and, yes, the question of the Queen’s Head renai ns open).

14 G ven the possible need to nake all of these changes, the
next step in our planning process has been to identify, and to
begi n el aborating, the projects (particularly the IT projects)
that we would need to inplenment, so that the Bank coul d be

ready by UK entry. W have divided theminto four categories.

First of all, there are the projects which we need
anyway, irrespective of UK entry. These include sone
projects with long | ead-tinmes, such as NewCHAPS and
del i very-versus-paynent, but we are al so upgradi ng our
entire banking systens to make themready for the 21°
century.

Second, there are projects which are specific to EMJ but
whi ch are not resource-intensive. They include sone of
the I egal and financial work necessary in planning for
EMJ. W reckon that we can undertake these projects over
time without diverting resources unduly from ot her tasks.

Third, there are EMJ projects which woul d be resource-

i ntensi ve but which could, with prior planning, be

i npl enent ed between a Governnent decision to recomend
entry and the actual entry date. Wrk in inplenenting
much of the nonetary policy operational framework of the
Eurosystemfalls into this category.

And then finally, there are EMJspecific projects which
woul d be resource-intensive and which could probably not
be conpleted by entry, unless inplenmentation were to
begi n before a Governnent deci sion

15 Qur approach has been to go ahead with projects that are
needed anyway, whether we join or not. They nean that the
Bank will be in a nuch better position then to prepare
specifically for the euro, should the need arise. W also
intend to go ahead with projects which are not resource-

i ntensi ve, because they do not divert resources from our other
nore imedi ate responsibilities. In the case of projects

whi ch are resource-intensive, we are also confident that, by
pl anni ng themin advance, we can inplenent them between a
Gover nnent deci sion and entry. Once we have planned all these
projects, that |eaves very few, if any, projects in the fina
category, which are EMJ specific and where actua



i npl enentati on woul d need to begin before a Governnent
deci si on.

16 So, under the approach that we are taking, we are
continuing with our planning work, and we are al so proceedi ng
to inplenent those IT projects that we need to inpl enent
anyway, irrespective of whether the UK joins EMJ, but in a
‘“euro-friendly’ way. On this basis, we are confident that we
too could be ready for entry within a period of 12 nonths, cone
the day. By planning in this way, we keep open the option of
being ready to join EMJ, if and when the decision is taken,

wi t hout spendi ng noney before we need to do so; and w thout at
this stage diverting resources fromour other nore inmediate
responsibilities and tasks.

17 | hope you will agree this is a rather prudent and
sensi bl e approach for a major institution |Iike the Bank of
England to take; but I hope you will also consider after today
whet her there are any | essons here for your own firns.

Planning in the Gty

18 W are taking a simlar approach to planning nore
generally in the Gty. Cearly, preparing for the euro is not
an unfamliar task in the CGty. W were all involved in the
preparations for the |launch of the euro at the begi nning of

| ast year. And froma technical point of view, these
preparations were an unqualified success. The task of
converting the sterling markets to euro would require as

i ntensi ve and extensive preparations as those in the run-up to
the euro’s launch. On that occasion, neticul ous planning paid
off, and we woul d expect the City to follow a sim |l ar approach
if the UK were to join, though the constituency of City
institutions primarily affected would be different. 1In the
run-up to the launch of the euro, the main market firns
affected in the City were the international investnent banks.
If the UK were to join, the main Gty firns affected would be
the cl earing banks and buil ding societies, and of course the

i nsurance conpani es whi ch you represent here today.

19 Planning in the Gty for possible UK entry is co-

ordi nated through the City Euro G oup, which the Bank
established and which | chair. The Cty Euro Goup fits into
the overall project managenent structure overseen by the
Treasury at official |evel, under the Chancellor’s Standing
Comm ttee, on which the Governor represents the Bank.

20 W have tried to nake the Gty Euro Goup a truly
representative pan-City body by including representatives of



all the main financial associations, sonme 70 people in all;
and we are very pleased that the ABl is represented by John
Hale. W neet three tines a year at present. The two nain
purposes of the Goup are to identify the key issues and to
ensure that they are pursued; and to communicate the state of
t he devel opi ng pl anning and preparations as w dely as
possible, so that Cty firnms are fully informed about the
context within which they need to prepare.

21 Because the City Euro Goup is a |arge representative
body, we have been using smaller informal sub-groups to do the
detailed planning work. | will give you two exanples. One is
that, in our latest Practical |ssues published two weeks ago
(and I assum ng that you are all aware, and avid readers, of
this publication but if any of you are not this is available
either directly fromthe Bank or through your Association), we
have set out a prelimnary but detailed technical guide to how
the sterling financial nmarkets m ght change over to the euro,
if the UK were to join. W have drawn this up in

col | aboration with market experts on the Gty Euro Goup. It
is intended for use by market practitioners in their
preparations for possible UK entry. And we propose to update
it, as nore information becones avail abl e.

22 Anot her exanple is our sub-group looking in detail at the
rel ati onship between the preparations in whol esal e narkets and
retail financial services. Through this group, we hope to
obtain a better understanding of the practicability of the

ki nd of phased approach to the changeover in the UK to which |
have al ready referred.

23 This sub-group is considering questions, such as: how
woul d gilt-edged paynents be handled, in the period after
entry but before retail preparations were conplete? Could
regi strars pay dividends to shareholders in sterling, while
recei ving banks made the necessary conversion to euro for
institutional investors? And how would narket participants
handl e the funding m smatch between their whol esal e book in
euro, which would operate on the day-count convention in the
euro noney market of actual /360, whilst retail bank deposits
in sterling mght continue to be cal cul ated on the basis of
actual /365? W have again published in our new Practica

| ssues a consultation docunent prepared by this sub-group;
menbers of the City Euro Goup have all had the opportunity to
comment; and we hope to nake available the results of this
consul tation in due course.

Learning fromthe first wave

24 A common thene of our planning work both in the Bank and
inthe City Euro Goup is learning fromthe first wave of



countries which have already joined EMJ W found that it was
very useful to collaborate with the first wave in the
changeover to whol esal e markets during the conversi on weekend
at the beginning of last year. And now that preparations are
bei ng made for the conpletion of the changeover in the first
wave at the end of next year - including the change in banks’
and i nsurance conpanies’ entire retail operations - followed
by the introduction of euro banknotes and coin and w t hdrawal
of old national banknotes and coin in the early nonths of

2002, we need to learn what we can fromthe first wave about
this retail changeover, too. Learning about the retai
changeover in the first wave is inportant because financi al
institutions in the UK wll be directly and indirectly
affected now at the margin, through their links with the euro
area. But it is also inportant because it nmay ultimately be
relevant to a UK changeover, though clearly we would al so need
to take account of possible differences with the first wave,

if we were a later entrant. And, of course, the tine to learn
| essons is now, before nenories fade.

25 For our part, in planning for possible UK entry and as
part of the Governnent’s ‘prepare and decide’ policy, we are
keen to |l earn as much as we can fromthe changeover in the
first wave. 1In the Bank, we are in regular contact with our
counterparts in the European Central Bank, and the nati onal
central banks within the euro area, to see what | essons we can
| earn fromtheir experiences, albeit that our own
circunstances mght ultimately be different. As a result, we
have been able to publish in the new Practical |ssues a
detail ed analysis of the different approaches which euro-area
countries, and particularly their financial sectors, are
taki ng towards conpl eting the changeover to the euro.

26 But beyond this, we are also concerned that City
institutions thenselves learn fromthe first wave as nuch as
they can. That is why, at the latest City Euro G oup neeting
in Septenber, | asked nenbers to consider three main
questions. |s enough being done to learn the | essons for

i ndi vidual institutions or sectors? |s there a process for
sharing nore general lessons? And is there scope for greater
co-ordination of the |l essons learned than is currently in
place? W w | be considering these questions in nore detai
with the Gty Euro G oup at our next neeting, in January.

27 | have al so specifically encouraged the ABI to do what it
can to learn fromthe first wave in the insurance sector. And
| very nmuch hope that individual insurance conmpanies wll

t hensel ves | earn what they can fromtheir counterparts and
links to the euro area, because this will help to cut |ead-
times, and mnimse costs, if the UKjoins. And as | say, the
time to do this is now, before nenories fade.



28 | hope that, through the ABI, you will feed in to us
anyt hi ng whi ch you do | earn through engaging in this way. W
are keen to understand in detail how the changeover in the

i nsurance sector would work. And in particular, we need to
know whet her there is anything ‘special’ about preparations in
the i nsurance sector that nakes you different from other
sectors. In this respect, the experience of the first wave
may provi de sonme gui dance. For exanple, how are your
counterparts in the first wave proposing to treat historic
information after the end of the transition period? How are
they proposing to deal with the rounding of recurring nonthly
paynments? And are they proposing during the transition period
sinply to notify policy holders if and when they propose to
convert, unless policy holders object, or are they proposing
specifically to seek policy holders’ consent?

29 | should, of course, add that there is a conpetitive
angle on all this. You cannot afford to take the risk of
bei ng caught out by not being ready in tinme. The market as a
whole wll be ready, and there will be no excuses for
individual firns if they are not. Market forces apply. So be
prepared is not just the appropriate notto for Boy Scouts — it
applies to youl!

Concl usi on

30 | have tal ked about planning for possible UK entry into
EMJ. In doing so, | have tal ked about the overall context in
whi ch planning is taking place; our own approach to planning
in the Bank; and the approach we are taking to co-ordinating
the planning process in the City. And I have tal ked about how
we m ght best go about |earning | essons fromthe changeover in
the first wave.

31 There are three main nessages that | want to | eave with

you.

 First, it is prudent to take preparing for possible UK entry
seriously, a nessage which - as | have said - | hope will be
readi |y understood in the insurance sector.

e Second, at this stage, taking the preparations seriously
means pl anni ng, not spending significant anounts of your
shar ehol ders’ noney.

 And third, take the opportunity to | earn as many | essons as
you can fromyour counterparts in, and links with, the first
wave. And | hope you will share these | essons with us, so
that they can be absorbed into the City-w de and nati onal
pl ans as necessary.

| wish you the very best of | uck!
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