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A COURT OF DIRECTORS AT THE BANK

THURSDAY 7 APRIL 1994

Present

Edward Alan John George, Esq, Governor
Sir David Gerald Scholey, CBE

Sir Colin Ross Corness

Mrs Frances Anne Heaton

Sir Chrilistopher Anthony Hogg

Pendarell Hugh Kent, Esqg

Sir John Chippendale Lindley Keswick

Mervyn Allister King, Esg

Sir David Bryan Lees
Ms Shella Valerie Masters
ITan Plenderleith, Esq

Professor Sir Roland Smith

Sir Colin Grieve Scuthgate

Hugh Christopher Emlyn Harris, Esqg
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The Minutes of the Court of 24 March and those of the Meeting
of 31 March, having been circulated, were approved.

At the Governor’s invitat

tation, Mr Everett, the Head of Premises

Division attended Court to speak about

Division.

In introducing his Repor

rt

be aware of the Bank’s expectations fr«

because most organisations had a simil:

Mr Everett s

the work of the Premises

1id that Directors would

m the Premises Division

Ar operation. The

Division was responsible for the supply and maintenance of

look after the Printing Works in Essex,

‘{ Department in Gloucester. However, Ctl
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exchange of information between them and, 1in respect of the
Registrar’s Department, the Premises Division gave guidance
when necessary. The management of the Bank’s properties did

not come under his Division.

The core purpose of the Division was the cost effective
provision of services. Nearly all the managers had a high
technical content in their jobs and were concerned to see that
systems were designed and assets were installed to provide the
services reguired by users. They were responsibkle for the
delivery of services and each function had its own budgetary
responsibility. Mr Everett explained that his role was to
direct the action of the managers, especially to ensure a cost-
effective approach to planning, projects and services; to
bring about a reduction in overhead expenditure to the Bank;
and to ensure the managers and staff worked together to achieve

the core purpose, not least in a safe environment.

The pressure points for the Division’s operations arcse from
the nature of the Bank’s main tasks and the need for high
technology-based information systems covering markets and
banking-dealing operations, surveillance, settlement and
security systems. The Division’s users relied on power for
their provision and this had determined the complex power
arrangements which were now provided in the Bank. For Head
Office and Bank Buildings, which were linked through ducts
under Princes Street, the London Electricity power supply was
backed up by four generators on standby which provided priority
sequenced supply to users when reguilired. Power was supplied
around the building through sub-stations; and for critical
users, supplies could be provided from more than one sub-
station. In local areas some users had battery driven devices
which provided short duration uninterruptable power supply.
These were particularly useful when there were short duration
power breaks, of a half a second to one second, in the grid,

,W which could bring down unprotected computer-based systems.

[. Security systems’ support was also a very important part of the

'L- Division’s operational role.
g s
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On the building side, the re-design of offices in certain parts

of Head Office had to be undertaken in the style of the

architects, principally Herbert Baker. The building shape was

itself uneconomic, having a very high wall teo floor ratio,

with

the inevitable high costs of decorating; a general loss of

heat; and poor space availability for the size of the site we

occupied.

Most of the Division’s management team were involved in

projects which were numerous, various, and almost exclusively

invelved professional teams and contractors from outside the

Bank. On the engineering side the objective of most projects

was to replace plant and systems which were 1nefficient because

of breakdown and high running costs. At the Branches we

replacing heating and vent

25 years old. of obsolete security syste
and the introduction of fire detection and alarm systems f
fire certification purposes was also a particularly challe
project area.

Building projects were mostly office moves and major works

0

anticipated once the post-Ashridge re-organisation was
finalised. One further project of note had been the
successful completion of the eleaning and floodlighting of
Bank for the Tercentenary: this had been achieved on time
despite the bankruptcy of the main contractor during the

project.

The core purpose was cost effective provision of services
was Mr Everett’s major pre-—-occupation. He explalned that
was not a technician and his previous experience in the Ba

had been in a number of policy management type jobs involv
management techniques; and finance and budgeting. On his
arrival in the Premises Division he had found a highly

committed, well-qualified, technical workforce but they we
pre-occupied solely with technical issues. Over the year

had worked with the technical managers, slimming down the

were
ilating systems which were around

ms

nging

were

the

which

he
nk

ing

re

s, he

internal team, including management, and introducing management

/] into their jobs. As a result the internal workforce over
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been reduced from over 500 in the mid-1980s

to under 300 by the

comling year. 'wo levels of general management and two levels

of technical management had been removed anc

Engineer and Chief Surveyor had been dispensed with.

d the roles of Chief

Managers

carried out their own co-ordination by communicating with each

other on common issues and problems. In terms of Bank-wide

nomenclature one manager was the eqgquivalent

D a Z4Aone 2

Official and the others either Zone 1B or Zone 1A.

Mr Everett sald that four years ago he had

reduction exercise which was due to be comple
budget year. A further review had been ini

for 1mplementation in 1995/9¢6. 'his had ant

Deputy Governor'’s call for :‘:}.t 1ons for expe

in overhead areas and the Premises Division

launched a cost

in the current
itiated a year ago
Datod -'“r\
reductions

~ontribution had

been significant in reaching the target reduction required.

For the future he was taking a number of ir
setting and on reviewing the performance of
objective of achieving further reduction
costs. Other preoccupatlions would be tc

outsourcing of services, and energy managen
reduction of 5% had been set. Outsourcing

route for the Bank to take for security rea

wlth contract cleaning in Bank Bulldings, a

Head Office, had resulted in considerable sav

In thanking Mr Everett for his report, the
most of the Bank took the provision of the
granted, which, in itself, was a conmpliment

the work of his Division.

In response to Sir Christopher Hogg’s enqgui

y potential for a reduction in staff had been

Mr Everett salid that he came to the job witl

1itiatives on target

with the

consider further

ent, where a target

had not been an easy
Sons

, but experience

nd its extension to

Governor said that
services ror

te Mr Everett and

ry about how the
l1dentified,

h considerable

background having been the Premises Division’s budget analyst,

and from that viewpoint had seen changes that could be made.
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Sir Chips Keswick enquired whether the Bank had a disaster plan
which provided facilities outside the City? In response,

Mr Everett said that there was a Bank-wide Contingency Planning
Committee and an overall Contingency Planning Co-ordinator, but
each Department was responsible for its own contingency plans.
Mr Plenderleith salid that alternative facilities had been
identified within the Bank’s own buildings, and we also had
access to other institutions’ facilities, eg for dealing etc,
but these were all in the City. Sir Chips thought this was a

potentially dangerous situation.

In response to Sir Roland Smith’s enquiry about safety 1in, and
evacuation from, the Bank, Mr Everett explained that such
safety was a jolnt responsibility of the Premises Division and
the Banking Department. Currently they were reviewing the
evacuation procedures, particularly those for the disabled.
Sir Colin Southgate was interested to know if the Bank had

targets for environmental issues and Mr Harris replied that the

Bank’s response to these issues was currently being developed
and we we drawlng on the experience of ty

institutions. Sir David Scholey enquired whether there was
any co-operation between the Bank and the City Corporation so
far as our listed bulldlngs were concerned, Mr Everett said
that there was a close working relationship between the Bank
and the Corporation, particularly hilis relationship with the
City Englneer. 'here was a considerable sharing of

information between the two organisations, but no sharing of

starf.

In response to Sir Colin Corness

s enguiry about the proportion
of space in Bank buildings which was unoccupied, Mr Harris said
that this was relatively small. Some space was avalilable in
Bank Buildings which was used as a shunt area while office
replanning was taking place, and; 1n addition, there was a

small area vacant on the ground flocor at New Change.

There being no comments on the weekly fiqures, Mr Plenderleith

spoke about the foreign exchanges including the Officilal
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Reserves figures for March and the state of the domestic

markets.

At the Governor’s invitation and with the agreement of Members
of Court, Mr Smith, Head of the Industrial Finance Division,
and the author of the paper "The London Approach:
recent developments including debt trading", attended Court for

the following discussion.

introduced the paper by drawing attention to the ‘main

tenets’ of the London Approach namely that: - bar

-
-
m
r

initially supportive and don’t rush to appoint receivers

decisions about a compa ny’s future are made on the basis of
relliable i1nformation which 1s shared among all the parties to a
workout : banks, and wheres appropriate other creditors, work
together to reach a collective view on whether and how a

company should be given financial support; aind pain 1is shared
on a equlitable basis. The Approach has a good track record -
with the Bank being involved as "honest broker" in some 150

cases which were the tip of an iceberg, most of which was
managed by the banks without reference to the Bank of England.
He mentioned the issues which had been looked at recently. He
cited the secondary market in distressed debt as the most
significant of these issues but euplained that the conclusion

of widespread discussion was that it would be inappropriate to

impose restrictions on the development of this market whilst

fostering the spirit of the London Approach within it.

Mr Smith stressed the need to explain the difference in culture
between the UK and, in particular, the USA where most playe
in this market came f1

There was some dlscusslion as

whether ’‘different’ ied better or worse. Mr King wondered

if the London Approach existed to compensate for deficiencies

in the UK insolvency

Ires. It was accepted that there
was room for improvement and that the current DTI proposals for
reform might go some way to achieving this. On the other
hand, Mr Kent argued that Chapter 11 in the US was far from

perfect. [n agreeing, suggested that the London
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Approach could reasonably be seen as an integ: art of the UK
solvency system.
Sir David Scholey asked about the handling of the

Metallgesellschaft case by

explained that the Bank of

European institutions were

they might learn for the

sought a London banker’s ex

Metallgesellschaft case.

London Approach

the German banks. Mr Kent

Japan and a number af mainland

actively considering what lessons

and indeed one had

perience in dealiny with the

He thought it had strained relations

between the exposed banks. Sir Chips Keswick was convinced
that a flexible and informal system was far more appropriate
than a codif i« O1 istic one I'he Governor adgreed with
this but recoqr ed tl nformal ystems also required a
shared ‘ethos’ this as what tt ndor pproa ought to
capture and builld upc

Sir Chips Keswick asked if debt trading was in part driven by
tax arbitrage opportunities, making the product more attractive

to some nationalities than

had not been conscious

Sir David Lees noted that

causes of Corporate

1990's. He suggested that

published form. Mr

Kent e

findings through speeches,

shift from relationship to

Sir David Scholey 1f
desirability of majori ty vo
was inevitably something th

resolve for themse I

lves.

preserving an

independent

collective beneflit of limit

to disrupt a restructuring

proposed changes to the

introduce majority voting;

/ this way at least for less
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advancing new money, extending a loan term )r changing the
rate of 1nterest.

Ms Masters asked if the trend to transactions banking would
makKe the London Approach less tenable in future. Mr Kent
acknowledged this risk but went on to say that the Bank’s role
as intermediary had taken different forms over the years. The
current form of the London Approach had served the community
well during the past recession but would need to change and
adapt with the changing market environment. 'he Governor
agreed that the nature of ocur role might change in para llel
with reform of the insol vency '!r::_“'._{i;'. lation but that our

fundamental role a a catalyst would surv

Under the weekly executive re

c
ey

2 The Governor mentioned that the Chancellor of the

Exchequer would be lunching at the Bank after Court on

Thursday 1 December.

oy

b
.'/
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 14 APRIL 1994

Present

Edward Alan John George, Esqg, Governor

Rupert Lascelles Pennant-Rea, Esqg, Deputy Governor
5ir David James Scott Cooksey

Sir Colin Ross Corness

Mrs Frances Anne Heaton

Sir Christopher Anthony Hogg

Pendarell Hugh Kent, Esqg

Sir John Chippendale Lindley Kesw

Mervyn Allister King, Esg

Sir David Bryan Lees

Ms Sheila Valerie Masters

Sir Christopher Jeremy Morse, KCMG

Ian Plenderleith, Esqg
Brian Quinn, Esq

Sir David Gerald Scholey, CBE
Professor Sir Roland Smith

Sir Colin Grieve Southgate

Hugh Christopher Emlyn Harris, Esqg

The Minutes of the last Court, having been circulated, were

approved.

Details of the weekly figures and graphs relating to the state

1
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|
|
i
1
H
-
8
|
4
4

of the foreign exchanges and the domestic markets were laid

before Court.
The Governor reminded Members that earlier that year Court had

agreed that the Committee to Consider the Securities of Certain

Funds be stood down, and that responsibility for the investment
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management of the Staff Pension Fund be transferred to the
Trustees of that Fund, who would agree with Court the
investment strategy to be followed, and report regularly to

Court on the performance of the Fund.

?,

4
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Accordingly, to put this into effect, it was RESOLVED that in
exercise of their powers under Clause 4 of the Bank of England
Penslon Fund Trust Deed, the Trustees are directed to apply or
invest the Fund until further notice in accordance with
strategy to be decided from time to time in consultation with
Court, and to report to Court on the implementation of that

strategy at intervals of not more than sixX months

At the Governor’s invitation, and with the agreement of
O COUrt:-
1 Mr Rumins, the Head of Finance and Resource Planning

Division, attended Court for the discussion of the two
Reports of the Audit Committee which covered meetings of
the Committee held on 14 October 1993, and 10 February,

this year.

5ir DPavid Scholey, as Chairman of the Audit Committee, at
the time of the meetings, introduced these Reports which
were laid before Court. In opening the ensuing

discussion, Sir Jeremy Morse said he was reassured to hear

of the proposals for dealing with the Bank’s support
pperations in the published accounts. He enquired
whether, in some years, this would mean that the accounting

policies would be

ed to ‘present fairly’ the state of
affailrs, as opposed to other years, being ‘true and fair’.
In reply, the Governor said noc, as this would defeat the

objective. We would adopt the term ’‘present fairly’ as

REIFIFS J - Lo S PP

standard practice. Sir Colin Corness asked 1f the Bank is
ready to disclose details of the support operation in

respect of the National Mortgage Bank in this year’s

—

accounts. 'he GCoverncor sailid that the scale of our
/] provision had been disclosed the previous year, but the

({;' gquestion of disclosing the bulk had not yet been decided.
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We had taken over the funding of NMB, and were thinking of
taking over the Company itself. We would now be more
relaxed about the disclosure of the NMB name.

Mrs Heaton commented that she was concerned the Bank might

attract criticism if secrecy over

preserved 1n the accounts. We

S0 .

doing

this question, purposely, in a

year, at the London School of

no public reaction, and parliamentary

support
should
The Governor said he agreed.
lecture he had given

Economics

operations was

explain why we were

He had into

gone
last
been

'here had

reaction had been

positive Therefore, we had adopted the position we had,
but, 1t would need toc be presented carefully
The rnot Oni by thanking the Audit Committee for
lts Report ind , n particular, Sir David Scholey,; who had
recently stood down as Chairman.

2 Mr Saville, the Controller of the CREST Project and author

of the paper ‘CREST - Getting rid of ¢

settlement’, attended for the ensuing

With reference to the Minutes of 24

included a progress report on the CRES

introduced the paper which covered {

phase of the Project, and highlighted
to be resolved. He reminded Court tl
one year ago that the Bank was invit
Project, yet we ere no within four
specifications bein ubli Tha

extraordinary

CREST would be wic oread across the

although, 1n this ard, there

resolve with the Stock Exchange.

Mr Saville said that CREST

piece of infrastructure. Any

mainly,

Stock

generated,

/ the Bank and the Exchange and tl
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One of the main objectives of CREST was to improve the
efficiency of the wholesale market, and to make London
attractive for international capital. It was necessary to
ensure that retail investors, who hold certificates, have a
genuine choice as to whether to use CREST or not. In this
we had succeeded. The small investor would have a new
oppeortunity to participate in CREST as a sponsored member.
Investors would be able to hecome legal members of CREST,
with their names appearing on the register - all, at a
relatively low annual tariff. Mr Saville felt they could
not do any more. He just hoped there would not be a revolt

from retalil i1nvestors. He concluded by saying that the

City was sceptical as to whether or not the Bank would be

able to have CREST 1n a working state by the end of 1995.
{e belleved we wald; e had bui hr ter before.
In opening the discussion, the Governor commented that

whilst 1t might be a boring piece of infrastructure, 1t was

very 1l1mportant for the market. S1r Jeremy Morse 1n

=1 =

taking up the point that the retai investor would be ahble
toc use the system forever, asked 1f use might nevertheless
die out. Mr Saville thought not, although the number of
investors using the system would decline steadily. The
corollary to this guestion was whether or not CREST could
cope with 7 to 8 million investors. 'he answer to this
was yes, and if necessary in 1997. In response to

Sir Jeremy Morse’s second qum:tion. as to what the systems

Il
were that had been built previously, Mr Saville mentioned

those for the settlement of Gilts, Money Markets and ECU
securities. CREST more complicated, and larger, but
there were no ingredients that had not been used in the

other systems. Sir Christopher Hogg said he could not see
why the Stock Exchange wanted a substantial shareholding in
CREST. Mr Kent agreed. This was absolutely right, and
we were awalting the reaction of the rest of the market
place to this. If the Stock Exchange wanted to provide
x7the management, it could not at the same time dominate

ownership. The guestion over management was one for the
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future owners toc examlne. Che

However,

In confrontation with the Stock Exchange

Ms Masters said she hoped to CREST 11

s5ee

1312

Bank not yet
r this point.
nked to other

settlements systems in Europe, Mr Saville confirmed that
this was an important strategic issue left open in the
design.

Declaring his interest as a Director of the Stock Exchange,
Mr Plenderleith said that the Exchange had no wish for
confrontation oi indeed, a ny desire to dominate CREST,
especially after its experiences with TAURUS It was more
that, 1n view of the Exchange’s responsibilities for the
trading market, 1 had a logical inters 1 settlement
irrangemnents. He added that one advantage £f CREST as
that it 1.4 ipable of being linked t« uch systems
in other countries. 'he international dimension, said

Mr Saville, was an nteresting and mp | ited on When
CREST comes 1n, other 111 be able to become

of

members 'ne question how to

]'_-r"]uif;r'

systems,

=

after

CREST and other such as RTGS,

in phase 2 the end of 1 in

phase

CREST would need to make strategic decis

WC
W C

1996 .,

between

Tne

11.|]_|
with

ould be dealt

However,

1ons in this area

in 1995

Sir Colin Southgate said he was delighted t \T

Mr Plenderleith’s comments about the tock Exchange, as he

had concerns about the approach of the new Chief Executive.

He went on to say that 1t was very important with the

introduction of any such system, that the sers must be
lked through the design to see hat was: 1t for them:

they must sign off on the design from the beginning. In

response, Mr Saville said that the seven people 1n his team

had had wldespread consultations with al

parties. For instance, they sent out

people, and made themselves avallable on

telephone. In this context he mentioned

conferences that due to be held

that

were LI

could hear what was

people

5.
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endorsed the point that there had been extensive

discussions with institutional users. My
that, whilst it was evident that some firms
terms better than others with CREST, he did

his duty to bring the worst up toc the best

Sir David Scholey said he had two questions

aville added

had come to

not see 1

C das

: First: he

wondered if there was a gap between delivery and payment.

Second: the arrangements for the ending of

answer, Mr Saville said that regarding deli

payment, full legal de \Lg:c:r-}- involved gett
reglister., The time 1t took to do this was
from days to hours. The payment leg was 1n:
involved a possible exposure to the buyer’
el r should thu gotiate 1s poslition

ne wlshed to avold 1ntra day exposur to t
whose identity he uld not kn

were not large 1in relation to corr espond LNng
gllts market, and there was the prospect of
resolved by RTGS, which was an option withi
response to S1ir David Scholey’s second que
said that the account system allowed invest
unmargined over-the-counter stock uture;

example, buy stock early in the account ir

selling before the end, without putting up

broker 1n essence provided free credit.

for non-standard settlement to facilitate t

of paper-based investors The last could

the two or three day rolling settlement, whi

probably become the norm in CREST.
generally available for such trading would

Some brokers would provide formal margin a

But the

the account. In
VELrY versus

nag on the

beling reduced
stantaneous, but

bank. The

vith his bank, if

he buyer’s bank,

The risks
risks in the
their being

n CREST. In

stion, Mr Saville

ors a sort of
they could, for
the hope of

any cash. The

not hope to meet
h would
» per 1 0d

be shorter.

‘count

arrangements, to allow investors to speculate for longer

options, to fill the gap.
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For her part, Mrs Heat
in building a system a
party to operate. She
appointed at an early

handover. S1r Roland

on thought there wer:«
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lot of risks
nd then handing 1t over to another

Felt the operator should be

stage so there was a seamless web

Smith saw, as a major policy issue,

the fact that there did not appear to be any arrangements

for the Bank to divest
Mr Kent agreed that th
did not cause difficul
together in the near f
would help them decide
was important that the

the operators went si1

the owners and operators

the guestion of whethe

sothly. We would not

itself of its holding in CREST.
1s was indeed a major issue, but it
ty. The major owners were coming
uture to form a shadow board. We
this, and other such guestions. It
integration between ourselves and
withdraw until
S were running CR

This posed

r or not we should have a share after

we had withdrawn f >ur operating role. Mr Kent said his
1e 1 1 pragmatic one. We might need to do so for the
sake E €h ’ity, in the context trateql thinking. i =
was, perhaps, a question to be played b iy, nearer the
rime. Sir Jeremy Morse commented that he was against the

Bank having any shareh
We should find another
being involved did not

shareholding.

} The Governor mentioned

Salary and Benefits 192

recently for informati
;A

Mr Harris, directly

paper.

Mr Rumins, the Head of

Division. and

olding, drawing on the analogy of 3i.

way. I'he Governor added that our

necessarily mean we should have a
that a paper entitled ‘A Report on
3—19947 had been sent to Members

on and suggested that they speak to

f they had any questions about the

Finance and Resource Planning

, attended Court for the ensuing discussion.

Moving on to consideration of the Bank’s budgets for

1994 /95 to: 1897798 ;

/ budget round had been
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and

from Ashridge the implications this ha
The figures that emerged represented a bes

basls of the Bank continuing as it is.
Governor added that a look had been taken

guestion of the financial framework and it

I for budgets.

t estimate on the
:‘H"[_j_it r

s well at the

criteria.

However, this had not been concluded yet and it was
possible it could result in different objectives being

identified.
lr".i'-t.

Also, the current estimates

that would be made under the

and the opportunity would be taken to revi

and dr: budgets. The

astewardsh

represented the

ip of Mr Rumins,

ew nNow we pres entc

W up Deputy Gowvernor len on to say
that there were a number of points he wished to draw ta the
attention of Court. 'he total targeted pendilture for
1994 / as presented to Court in September as
£221.6 mn, to h should be added a number of ring-fenced
items it had been decided to bring back int the total.
Thest ounted to £2.1 mn, giving an erall total of
i ) n, hich, when an allowanc y made for inflation,
increased to £22°F nn. The result E Ll budget round
had produced a igure some E£E12 mn 1n excs 'his was
subsequently reduced by £2 mn, giving a final figure 1n
excess of target of £10 mn. The main reasons for this

were the cost involved in the RTGS project

, additional

costs relating to the EMI, and possible legal fees arising
out of BCCI litigation. These had been [oreseen when
Court had discussed what the budget ght ook like last
september.

The Deputy Governor then drew Members’ attention to the
budget for additional items of £7. mn, ompared with the
estimate of £5 mn to £7 mn made the previous September.

He sailid he drew no comfort from the fact that current
expenditure was likely to be ¢ ) mn 1n excess of target;
but, on the basis of the evidence that had been presented,

this could not be avoided. [t was hoped

years would reduce the excess and bring it

the target profile.

in this regard,

London.
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In commenting on the figures, Sir Christopher Hogg said he
was left with the overwhelming impression that the Bank
attaches a huge amount of importance to the continuity of
enployment and, as a result, was not able to make savings,
as in the private sector. He felt that, in the future,
improved control of expenditure should arise from having a
more flexible workforce. The Deputy Governor responded by
saying that manpower had been reduced in the Bank and this
would continue, with savings arising from technology.

Some of the extra charges, such as those for EMI and BCCI,

however, could not be avoided.

Sir Colin Southgate found it disappointing that we could
not find what was the =sguivalent of saving: T St He

suggested that the -epare 1ts budgets from a

zero base. He asked how accurate the estimates were of
expenditure in the outline years. Mr Rumins responded by
saying they were a well calculated set of numbers

representing the actual budgets of departments. Budget
centres were asked subsequently to account for how well
they met their figures. He added that there had been a 14%
reduction in expenditure in real terms between 1991 and
1994 . Sir Chips Keswick suggested that profit and loss

accounts were an element of a predatory culture. He did

not subscribe to the philosophy that the only good budget

was one that was less than the previous year’s. Good
management, on occasions, needed more money. 'he Governor
commented that one of the problems lay wilth the fact that
it was not possible tc value output. Sensible objectives
were ldentified through the budgetary framework. The

Deputy Governor sald that the Bank’s profit and loss was
driven to an extraordinary degree by the level of interest
rates. We could not adjust spending according to every
vagary of interest rates. Sir David Scholey saw the Bank
as having two responsihilities, to keep the costs to its
banking customers down, and, to provide an acceptable
return for its shareholder. He did not see what the

/l penalty would be for higher expenditure. What options had

/ the Bank considered but rejected because of expenditure
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levels: 'he Deputy Governor

at taking out a whc

expenditure was recovered from HMT, so if we discontinued

replied that we had not looked

ivity. Fifty percent of our

an activity we could cut both costs and i1ncone. We were

trying to smooth our income
vulnerable to the effects of
We were looking, as well, at

the banking system.

better so that we were less

the changes in interest rates.

how to reduce our burden on

Taking up the latter point, the

Governor sald this was one of three elements 1n our

financial framework. We had

1991 and 1992. Pre

SSure on

us CTo go any further, and we

reduced cash ratio deposits in

our expenditure had not allowed

were unlikely to be able to do

From his viewpoint, Mr Quinn said he felt increasing
sense of restriction, but with 1ncreased risks. The Bank
had been asked to take on additional tasks such as CREST,
RTGS and BITS. All this was put ting an undue strain on

the staft. 'his could resu

staff leaving [t raised the guestion

1t 1n accldent

happening and

whether or not

we should stop doing things or refuse to take additional

tasks on. Ms Masters said that others parts of the public

sector faced just such guest

A

ions. The answer was to build

in bench marking or to take the opportunity of the

restructuring to undertake zero based budgeting. A

fundamental revi of the bu

take plac

Sir Jeremy Morse reminded Memk

had not been unwilling to ma
the demise of Exchange Contr
was 1important that the Bank

costs and then have some ove
not think we should look for
reorganisation to have a rev
Sir Roland sSmith did not see

company. [t was more like a

dgetary processes

needed to

mber 5 L1 Y that the Bank
ke cuts in staff, and he cited
ol as an example. He felt it

made enough profit to cover
r for independence. He did
swingeing cuts, but use the
1ew of housekeeping.
the Bank as a private sector

corporate Head Office - a

centrepiece of excellence and quality. 'he Bank could
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always reduce costs, but it was to balance this

against the guality of the people.

Mr Plenderleith said he agreed with Mr Quinn’s comments.
In the Markets area they had had a hard look at their
budget, and cut out some activities. [t was not the
guantity of resources that was critical, but the quality of
staff. The pressures on the staff were different from
elsewhere, because of the work, and its volume, as well as
the pressures of expertise, and the speed of response that
was necessary. He echoed the value of zZero based
budgeting. 'he only problem was that this led to cutting
out activities, such as technical assistance to Eastern

Europe.

T'he Deputy Governor commented that there was a dangerous

combination of factors at work in the Bank. First, the
emphasis on reducing expenditure to achleve productivity

growth. Second, a growing mismatch between skills and
tasks. The fundamental reason behind this mismatch was,
third, the traditional policy of no redundancies. 'he
combination of the three resulted in more and more pressure
on a smaller number of people. something would have to

give.

Taking up the point on redundancies, Mr Kent guoted the

example of the Printing Works. The workforce has been

reduced by 50% in a decade, and at the same time there had
been an increase 1in productivity. 'here were more savings
to come, but all these benefits were taken away because the

cost of the operation was met by HMT.

Sir David Lees said he was not clear where our shareholder
saw us 1n the terms of our financlial framework. wWhat did
HMT see as the financial objectives of the Bank? Had they
set down financial objectives for us? 'he Governor

f) responded by saying that HMT impose cash limits on our

/| expenditure with very specific objectives. HMT were

/| prepared to leave us to do our own thing, providing we
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showed we were responsible. 'he Bank continued to

approach matters rationally, but we had to compromi

between confllicting issues. We can introduce backbone

into subjective judgements. An indicator was the
of hours worked by senior people and their health.

the Ashridge structure was 1n place, we would look

our financial framework. Sir David Lees added that we

=
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number

When

agaln at

should look laterally at whether or not a conventional

profit and loss account was the right management to

ol.

Could the figures be brought together in a more meaningful

way s Sir Christopher Hogg suggested that much of

problem lay with the policy of no redundancies. M

commented that there was a provision for redundancy
Chat 1t had not been used on a compulsor

only 20 surplus staff. he Governor added that th
number had been reduced over the last two to three

but the guestion was: had the right people gone:

not so much a guestion of the quality of staff but,

greater demands for high quality people.

the

r Harris

V., bu

=

1ad

Court then considered the review of capital expenditure and

the forecast of the Banking Department’s Profit and

Loss.

4 , the Secretary of the Working Partiles set up to

consider the Ashridge proposals, remained for the

discussion on the proposed new structure for the Ba

nk.

In introducing the latest proposals for the re-organisation
of the Bank, the Deputy Governcr reminded Court that the
objectives of the Ashridge exercise were to bring the
organisation of the Bank into line with its main

objectives; to bring operational and analytical wo

rk

closer together; and to ensure that the Bank had the right:

number of staff in the right places. Discussions
the two structural Working Parties were sufficientl]
advanced to put out some draft organisatlion charts

views from staff and, on this occasion, from Member
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a zero-based exercise to

organised to achieve 1its

stability and financial stability. The Wo
had set out te define the tasks necessary

stability; and then to consider how

grouped together. The

how many people would be
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see how the Bank should be

two main goals, of monetary

"K1ng Partiles
achieve
those tasks should be

final part would be establishing

requlred to carry out those tasks.

In referring to the chart setting out the proposals for

Financial Stability, the

right-hand side of this chart which cov

hwpht} Governor =ald that the

=2 Che area

described as Financial Infrastructure, included the issues

relating to the Bank's third core purpose. 'nis had been

the most difficult territory to chart, and it was an area

on which he would welcome the views of the Non—-Executive

Members of Court.

In commenting on these p

that, despite his previo
fundamentally concerned

Winternational" area, as
dimension influenced bot
stability wings, and tha
both. He felt, therefo
yrganising the Bank’s in
concerned, however, that
problem with morale. I
concern akout jobs and,

International Divisions

.f_Lt 'iI']‘CCJ the new structu

however, that they shoulc

settled 1nto one or othe
Sir Jeremy supported the
suggested that, followin

»nthat there were no plans
FA |

/ / particularly for the representational role.

'

/ / however, that one person
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about the lack of a separate

he accepted that the international
h the monetary and financial

t worldwide events had an 1lmpact on

re, that this was better way of
ternational le was
there might be a short term

nevitably, there would be a general
so far as 1ndividuals from the

were concerned, where they would

re. Sir Jeremy suggested,
1 feel more secure once they were

r of the two proposed wings.
need for a "Mr Country" and

g that route, it was perhaps odd
for a "Mr International",

He hoped,

would be given that central focus.
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Reverting to the first of the Ashridge objectives - to
bring the organisation of the Bank into line with its main

objectives - Sir Jeremy aske

o

whether the concept was
standing up well as the new structure developed. One test
was the ease, or otherwise, with which the minor issues
fitted 1n to the wider structure. One other 1ssue was
also important: equality of esteem between the two wings.
He had the impression that the general perception was that
the Monetary Stability wing was the more highly regarded of
the two. In connection with this, he suggested the

proposed nomenclature may be lopked at again

The Deputy Governor said that he felt encouraged that the

structure was right: within the Working Parties they had

| =

tested the structure by working through a number of case

studies to see how they would be dealt with i1n the new
organisation. In practice, the only diffi ty that they

had encountered was i1n the area of financial
infrastructure. In commenting on Sir Jeremy’s point,
about equality of esteem, the Governor said that there had
been a problem of this nature in the past, in that Banking
Supervision had been considered less glamorous than the
Markets darea. Mr Quinn confirmed this, but felt that
there would now be a greater sense of equality 1n the
proposed arrangement wlith the two wings. Mr Plenderleith
agreed and sald that the balance and perception were better

in the proposed structure; it was good that financial

stability was not just Banking Supervision. Equally

important was the 1mpact of the international aspect on the
markets area. Inis would provide a far broader rande of
1nterest, a point the Governor endorsed.

Sir David Scholey said that he thought the proposed

structure [or the Monetary Stability wing was interesting

and integrated well. So far as the proposals for the

Financial Stability wing were concerned, he suggested that

it was only a modification of the present structure. He
;J suggested that under the area entitled "Financial

// Infrastructure" the sub-division "Markets and Systems"
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would fit more logically under "Regulation, Supervision and
Survelillance" where it would relate more closely with

"Prudential Advice."

Sir Colin Southgate said that the issues identified under
Financial Infrastructure should not be integrated within
the rest of the wing: to do so, he suggested, was to fudge
the solution. Mr Kent said that the Financial Stability
wing incorporated a number of functions, some of which were
statutory and others non-statutory: there was a school of

thought that suggested that the discretionary functions

falling under Financial Infrastructure were ones that the
Bank should cease to do. :7'.[.1.-31"‘ from belnc !'.u:':—-'.'.t'_,'.t'_ltr_'\t'}’.
Che Governor suggested that some 0f these 1ssues were also
distinct tasks. Sir Christopher Hogg said that although
he had reservations about the third core purpose, given its
exlstence, he was content with the proposed structure. He

would not favour a third wing.

In response to Ms Masters’s (.\r*;L‘]uil“}' about how
communications with the staff were being managed, and in
particular the detail about how individuals would fit into
the new structure, the Deputy Governor sald that a lot of
thought had been given to this. [t has bheen, from the
beginning, an open and consultative process. Members of
the Working Parties were trylng hard to keep everyone up-
to-date with what was happening, but he accepted that,
until individuals knew exactly where they fitted in to the
‘2, there would be unrest. He hoped to make
considerable progress in identifying individuals for jobs

within the next four to six weeks

In responding to the points made earlier by Sir Jeremy
Morse, Mr King saild that there was a need to integrate the
work of the BRank as a whole and to focus on the topical
issues. A recent exercise involving the Economics and

4 International Divisions, and the Markets area, in producing
/ a Report for the G.10 Deputies, had been particularly

successful. There had been a clearly defined purpose, and
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a sharing of skills and ideas. So far as morale was
concerned, he accepted that 1t was a serious problem in the

International Divisions. On the whole, the junior staff
were enthusiastic about the new proposals, but senior staff
were less so. They were, not unnaturally, concerned about
the jobs they might be doing. Reverting to the point
about "Mr International", Mr King accepted that the Bank
may lose something by not having someone to fill that role,
but he felt that within the new structure, the relevant
Director would be involved with the relevant issue. So
far as regulatory or supervisory lssues were concerned,

Mr Quinn was the obvious "Mr International'"; and he himself

had established many contacts internationally with
economists, many of whom he had kKnown during his earlier
-_il“-l"i"“ .i'-‘ "-f.r_""”'f_

In looking at the overall structure, Sir David Lees noted
that this was an early draft and that no names had been

1

pencilled in. He suggested that when the Executive came
to consider names for particular jobs, this might influence
the detall of the structure. It may be necessary to
modify the framework to accommodate the cqualities of the
individuals concerned. In response, the Governor sald
that the Executive had tentative ideas about names for jobs

and would be discussing the matter further later that day.

er the weekly executive report the Governor mentlioned that
had been announced the previous day that the minutes of his

tings wilith the Ch

i .

c]llor would, 1n future, be published.

i
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A MEETING OF DIRECTORS AT

THURSDAY 21

APRIL 1994

Present

Edward Alan John George,

Rupert Lascelles Pennant-Rea,

Pendarell Hugh Kent, Esq

Mervyn Allister King, Esg
Tan Plenderleith, Esqg

Brian Quinn, Esq

Hugh Christopher

The number of

guorum, those present

ratification by the next

The Minutes of the last

noted.
There belng no comment
spoke about the

markets.

e
F P
Ve

e A
bote, 25.45¢
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 28 APRIL 1994

Present

Edward Alan John George, Esg, GOVernor

Rupert Lascelles Pennant-Rea, Esqg, Deputy Governol
Sir David James Scott Cooksey

Mrs Frances Anne Heaton

Sir Christopher Anthony Hogg

Sir Martin Wakefield Jacomb

Pendarell Hugh Kent, Esqg

Sir John Chippendale Lindley Keswick

Mervyn Allister King, Esg

Ian Plenderle

t

Brian Quinn, Esg

Sir David Gerald Scholey, CBE

Hugh Christopher Emlyn Harris,; Esg

21 April, ng bes lated re approved
rhere being no comments on the weekly tigures, Mr Plenderleith

spoke about the foreign exchanges and the state of the domestic
markets.

At the Governor’s lnvitation, and with the agreement of Members
of Court Mr Footman, the Head of Information Dilvislion, and

Mrs Bishop, attended for the following item.

ﬁ& The Deputy Governor introduced the draft text of the Governor’s

—

Foreword and Directors’ Report which had been prepared for
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inclusion 1n the 3ank’s nnual ?ep»r f [= ea ended
28 Februar 1 4 ind nvited c 1ient fr« lemb of Court.
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stability and financial
greatel

th

emphasis on the

at
]

said these points

he

i ‘E‘l}'l"]r!t'-'. 1Se

partiuu ar, suggested

should the Ba

‘icularly

would

nk

to

the

stability

. and

Bank’s core

be looked :

that the follov

kKlg 3

cor PUrDOSE

purp

AT

"monetary

placing

Governor
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7ing year’s Report

relating them to the

new structure that uld be fully 1in place by t T
With the agreement of mbers of Court
; tte - 11 the

dlscus: ben t 1) ements 1€ 1on Fund
which had be iIggested | the Standing tee on Penslions,
and considered subsequently by ExCo.
In introducing the re e 1ions, Mr Harz: ¥plained that
SCOP had been set up in 1978 and submitted reports,; with
suggestions on benefit P o the Bank and BIFU every
three years, to coincide th the revaluation of the Pension
Fund.
Of the five recommendations for benefit 1impr nts submitted
by the anding Committee n Pensi 5, urt lorsed ExCo’s
proposal: n agreelng ¢ =

lncreas low (¢ ¢ 1c t ension on

reaf n 1ge

replad Che current mutation ractorts n the

wlith ne ICTOrs: 1n 1ne ith thos Irt

men ant omparable new factor f o1 >

amend the rules to ease the restriction on the recovery of
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T
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1994 .,
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The increases in actual earnings, as opposed t nderlying

ea 1"1'11:‘.('_]:-", had been even hi ther,;, most ;_, becaust of very large
bonuses 1n 1lndustries such as banking and finance

Accordingly we had revised upwards slightly the projection for
earnings in 1995, and slightly higher inflation in 1995 would
roughly offset the lower estimate of inflation in 1994. He
sald that he would be very interested to learn the views of

Members of Court on what was happening in the labour market.

Sir Chips Keswick noted that firms with which he was familiar
were walting for an opportunity to increase wages, in
preportion to the increases 1n pre-tax profits which they had
recelved 1n recent nths. 1t was the 1ncre e in profits, and
the need to give 1ncentives tOo managers yhich drove payments
not so much the state of the external labour market. Sir

Martin Jacomb also noted that profitability had increased, as

Lncreased L 11 I'ni iad Legd % 1t her:t
enployers tended to be a little more genercus when consildering

what wages to pay. Phere was a feslindg that, for the sake of
the morale of the workforce they should be allowed to
participate in the increased profits. He also noted that trade

unions seemed to be a little more

ferous this year than
they had been for a long time. 'he Governor noted that the
impending tax increases might also contribute to this climate
as enployees attempted to malntaln thelr real wages. But, so
long as companies could not get away with raising prices, the
outcome for wages would be uncertain and would depend upon

future behaviour 1n the labour market. Sir David Scholey then

argued that profitability did, in fact, affect 1incentives 1in
the labour market as a whole. The level of profitability was

relevant to what had to be paid to attract new people to a firm
and retain the right staff. Sir David Lees noted that demand
in the economy was stronger, and, as a result, confidence about
job security had increased. This was probably the biggest
sSingle pressure on the pay round. Settling pay this year was
definitely more difficult than it had been last year. Next
year would be more difficult still, especially 1f the economies

of continental Europe recovered, thus increasing demand
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r productivity.

compared

I 1 tivity in the

faster, then, ndeed , ninal earnings

grow faster. But the picture was complicated by the
cyclical behaviour of productivity.
Sir David Lees drew attention to the hang n sk required
in the Pl ed ybour force He woted the higher skill base
requlired and thought that thas ould ntribut higher wage
pressure., Sir David Cocks noted that } fin were 1in a
different pr t I 5 k i firms i | 1t t T ireater
pre ure heil 1 iity., but t I finding
pre ure fi tl ternal labou irket thi
difficult [ att: jood uall K hips
Keswic ioted that ar people thought di iend payouts would
be 1n the reglion f t this year. It would be very
difficult for management to avoild payilng milar increase in
earnings to their labour forces
The Governor thought that the more rapid 1ncrease 1n nominal
earnings at the beginning f this al as 4 ittle worrying.
The bounce back was not as big as it Jght h been nowever.
For instance hen pa pay freezes had come in end 1
recent months, the n ttlements had not att pted to claw
back what d peen | L during the fre utcome 1in the
labour market was not pre-determlned d we 11ld have to
monitor development airefulliy T ¢ X 1sely what
was happening. 'his robably the t di 1t phase of
the recovery in whi t Xercis neta I ! At some
stage policy-maker uld have to decide when t "take away the

bowl,

punch

Sir Martin Jacomb noted

differences between nomi

much smaller than when
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Neverthele 14 Wwas important to irrest the 4 Fia1 1

ling
nature of even small excess increa

lncreases 1n nominal earnings.

Negative equity would continue to hold back consumer spending,
and indirect taxes would do the same, Exporters n longer

expected to be able to rely on a depreciation of the exchange

]
3
1
[ |
4
i
i |

rate to win profits. Firms were likely to try t maintain

margins by

Yy CUttlng costs.

Mr King ardgued that people’s expectations about future
inflation were crucial. Policy-makers must demonstrate that
inflation will not be allowed to rise. 'his would change the
bargaining environment compared with the last recovery. In the
long run, monetary policy cannot affect real pay, but it can
affect the level of nominal earnings. 'here was nothing at the

moment 1in thi lata to suggest that nominal earnings were takilng

than individua firms ight realiseée; as earl
a larger proportion of the economy’s total sales. It was
inconceivable that unemployment was anywhere near its natural
long-run rate, but the downward pressure that unemployment

exerts does not appear to be enough t«

—
-

the upward
pressure by inslders,; that 1s; those currently employed, on
pay. Unemployed ol teiders were not exerting effective
competition 1n the labour market,. Nevertheless 1t was too
early to be pessimistic about the overall cutcome. 'he demand
for hours worked 1n the economy and levels of employment were

more or less stable. 'c a certaln extent, 1t was developments

on the supply side of the labour markKet, not the ilemand side,
which would be relevant to the degree of labour market

second stage had not been mentloned. He had understood this to
mean that pay rises in the public sector had to be paid for by
productivity gains, Did the Bank feel this was happening so
far? Mr King thought that it was toa early to say. The
movement of public sector and private sector wages varied over

the cycle, but there was no evidence yet that settlements in
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The Governor mentioned that he had
Meeting of the Sports Club on 19 April and had been asked t
convey to Court the apprecilation expressed at that Meeting

the continued support given to the Sports Club by the

if
_.é
|

o

L& Mmooy 42y | =
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 5 MAY 1994

Present

Edward Alan John George, Esq, Governor
Rupert Lascelles Pennant-Rea, Esq, Deputy Governor
Sir David James Scott Cooksey

Mrs Frances Anne Heaton

Sir Christopher Anthony Hogg
Sir Martin Wakefield Jacomt
Pendarell Hugh Kent Esa

Sir John Chippendale Lindley Keswi

ol o T
ol Lawv i 1 ( - B

Hugh Christopher Emlyn Harris, Esqg

The Minutes of the last Court, having heen circulated, were

approved.

At the Governor’s 1nvitation, Mr Bridger the Chief Reg
attended Court to speak about the work f his Department. He
sald that to put the operations of the Registrar’s Department
into context - it should be mentioned that Will L¢ the Bank i1s the
main registrar for British Government stocks, the Department of

National Savings and the Bank of Ireland also have registers.

Mr Bridger went on to say that the decline in the size of the
4 register, and therefore of work velumes, had become less sharp
in the last two years as a result of the high Public Sector

/ Borrowing Requirement, and the greater interest of the retail
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markK A B ot = t ndividual nvestor
bulk of the Depa nt’ - here er:
Gloucester and they had a budget of ome f§

‘ocured, most of their own se

During the past two years they had undert

off jobs outside their core function. A

work had been done on data capturing cat

areas of the Bank, and they had acted, also, as

for the Deposit Protection Board.

U T I ¢
Department had ntl 1ced umper 11 ¢ s
to judge their performance. They had a strict t
transa 1 or ¥ 1 s o - The I 1
correspond ; C eq 't ntalr I
margin I'h I > lso analy ’
to ensure the e no systemlc or ti nin |
Individual productivit S measure jainst ta:

had i.‘ﬂp;'.'-,x_;:u|

gained in ex Productivi

done against all staff resources, which put thi
overhead areas. Again, there was evidend of in

this area

There were, sald Mr ridger, twc 111 ubject u
consideration mnt t 1 t

of service, with particular gard t tter
managing their excess t 3 ontr t

continued. 'nelr spare accommodation had bes

market Ut £h me 1 ] pert rket 1
remained weak. 'hey were reviewlng their comput
with the likelihood that they would move to dist

Aff savings as well

which should

resu

flexibility. And the) assessing the extent

ke

surpluses, which were beginning to emerge at

levels. They were endeavouring to expand their c

trying to persuade HMT to transfer the Nation

Register, with 5, 000 accounts, to the
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were continuing to seek further perm

London.

'he Governor, in thanking Mr Bridger for his report cont

'

1anent work from the Bank in

irmed

with him that since moving to Gloucester both staff numbers and

their budget had been virtually halved from the levels

obtaining prior to their move.

Sir David Scholey enquired where the NSSR was housed.

Mr Bridger said in Blackpool, where he understood they employed

65 staff. Thls was an operation which the Registrar’s

Department had estimated they could undertake with only

stafl, although thilis would mean recruiting additional sta
Nevertheless, he considered they had a good case on cost

grounds for undertaking such an ope

that primary legislation would be required bef

Responding to a gquestion from Sir David Scholey, on the c

pattern of staff in Gloucester, Mr Bridger said that at t

present time prospects were not good because of their

contraction in work. This, inevitably, had some effect o
morale.
Mrs Heaton asked 1f there had been any proposals for the

acquire the Bank’s register. Mr Bridger said that this h

been considered seriously, although it had at one time bee

suggested as a possibility by HMT. Mrs Heaton concluded

saying how impressed she was by the gquick and courteous

response she received whenever she telephoned the Departmer

There being no comments on the weekly figures, Mr Plender
spoke about the foreign exchanges, including the Official
/| Reserves figures for April, and the state of the domestic

¢' markets.
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Court gave thei:

Board of The Oxford Plavhouse

Wwith the agreement of Members of Court

'

of Coopers and Lybrand, the Bank’s Audi

Mr Rumins, the Head of the Finance and Resourc

Division, attended Court for the presentation
Accounts.

At the CGovernor'’s invitation, and in introduc
the Deputy Governor said that since 1971 t
presented 1ts accounts in accordance with
However, two events had caused the Bank t«

which 1t presented its accounts:- (a

accounting fui nt hict ¢ I eft
(b) the problems which the Bank had experiencs
in accounting for its support operations

The matter had been discussed
the Audit Committee, HM Treasury and Coopeil
had been concluded that the Bank should follow
of the Companles Act as far as possible, withi
revealing the existence of support operation:
purpose had been achieved. To do otherwise ¢
market confidence

decision, the accoun

+
™)
i
|--

+

no longer be appropriate to use the term "tru

instead, "present fairly" woulc

report and accounts, 1in the note to the accol
the basis of theilir preparation, and the stater
responsibilities 1n the Directors’ Report

T'he I‘Jw[auf‘-__' Governor then took Memhbhers of Court

significant points 1n the accounts.

used in their opinion, rather than "true and f

,/' previous years.
{
TN

SN
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The published profit and lose account
information thar last vear LN

not to disclose support operations. 'wo nev -tatements were

shown under the profit and loss account, both belnt

requirements of FRS3. The first, a statement of total

recognised gains and losses, brings together n one I

I 1

profit for the year and the property revaluation defic

10Lte, the

Tk The

second one, a statement that all activities were continuing

(since FRS3 requires a company tnu-JLatjluulinh between

continuing and discontinued activities )

as a a result of a decrease 1in Bankling Commissior nd
partly offset by an increase in incomnt

securities. 'he largest factor
£43.9mn fall in wvariable ncome as a result I lower
rates. Current expendlture had risen by £1.1lmr 1n ]
budget, although personnel costs had decreased and 1
and equipment costs were higher. 'he SSAP 24 adjustme

brought about an Increase in pension costs caused by

been the

interestc

ine with

' 111 11

emlses

Nt

revaluation of the Pension Fund. £10mn had been written back

to profit in respect of provisions

f o1 -',|.]|.|-.-)" Operatclc

Last year’s balance sheet included a provision for NMB of
£113mn. 'he pr s1on was set at the level of NMB’s forecast
deflcilt at September 1 6, the date when the existling
arrangements were due to expire. n the same basis, the
deficit this year would be £98mn. However, the Audit Committee
proposed a more conservative approach by looking at the deficit

at 28 Febr uary 1994 which was E105mn. I'his 1ndlcate
release provision of £8mn which had been rounded to

avoid any Spur .l UsS 1mpression ol precilslon

Moving on to Tax and Dividend, the dividend of E48.4mn

’

reflected the discussions that had taken place with HMT over

the continuance o©of the 50:50 ‘1[_J|_.J<Jr'1.iul||=1'. it )f post-tax

/] At the request of HMT, the Bank had agreed to exclude
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CREST was consistent with the treatment of profit obtained from

operations without HMT’s full support. Was thils established or

were HMT cherry picking? 'he Governor responded by saying he

'E
i
i |
Ti

thought HMT were cherry picking, but as Members would See from
his proposed response to the Chancellor of the Exchequer, which
was 1in their folders, he was trying to establish a general

principle = but with particular cases, such as 3i, considered

in light of circumstances at the time.

presentation of the accounts, and the udgemental iew of what

should be 1ncluded and left out of the iccounts. [t was agreed

that this was a matter that would be pursued outside Court, and

The Deputy Governor then resturned to the published accounts and

=

new format but close to that required by the Companies Act. As

n

compared with the "st itutory" balance sheet, loans and advances

to banks had been comb

ned with those to other customers, and
provislons combined with other liabilities and accruals into a
single item called "other liabilities". Overall, the balance
sheet totals had increased by some £1.82bn, Th ncrease

due to a | .5bn -!"'-'I[;"."-;T DYy t!

Banking Department, offset by a fall of £0.75bn on the National

Loans Fund deposit, and a fal f £0.9bn on foreign currency

the BIS to £5bn from £€2.5bn.

The notes to the accounts

out in detail why changes had
been made to the basis of presentation af the accounts. The

statement in la explained why the Bank did not publish detailed

4 information on constituent elements of the profit and loss

// account and consequent restriction on detalled disclosures in

N RV P

// the Balance Sheet, essential if we were to conduct support

Bank of England Archive (12A110/7)




operations effectively The remailnde of thi
same as The previous year with the
tangible fixed assets. 'his referred to the

valuation of the Bank’s proper

rt
bt

les made during the
necessary 1n order to incorporate the deficit on Sout
House, now owned by the Bank. The opportunity had be
to revalue all the Bank’s properties. Policy (e) had
changed to give a fuller explanation of the policy re
bad and doubtful debts.

Note 2 on profit on ordinary activities b

[

information than in previous years. [ £ we

the same leve f Information as given previously, 1t
possible to identify from the note the 11 hang

support provisions. In practice this year we are di
the change 1n provision in the Directors’ Report, bec
neegd ror secrecy has passed.

Note 3, Directors’ emoluments, had | 1 redrafte

separately the emoluments of the present and previous
and to emphasise
salary as his predecessor. 'he variocus appointments
dul il!lj the vear amongst the Directors had meant that

served during the previous year rather than the usual

The note on Pension costs was 1n the same form as the

vear but referred to the ictuarial valuati

[
=
0 |
3
.
]
.

(=
-
ot
-
r

Note 11 includes in particular Directors’ 1luatiorn
of. 3% and BLS: The Deputy Governar mentlioned, 1n th

that the Audit Committee had recommended the doption

,1 dividend yield method of valuation using 5% 1n respec

instead of 6% used the previous year. I'his had raise
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flotation (1f this were tc

significantly this sum. The

the remalning investments were the same as in pr

rhe Members

The note on shares 1in subsid

1al

(e

140

to exceed,

valuation of

uUsS years.

undertakings was broadly the

same as FJ!""'\e'l:_FLJ';lly', except that balances due from subsidiaries

were now included with debtors, Subsidiaries were

consolidated as they are not

Finance Ltd continued to rea

Intended to reduce the capit:

remalning legal act it

unchanged. [he principal move

Southgate House from BE Propert

arising from the revaluation

Again, note 21, on the cash

last year. Under Section []

added to account for the fact

been treated a:s 1 cash r.-_".-:'gtji‘\;'

The definition of officers
Directors and Officers, had

Lybrand and covered any

in any other significant transact

the detalls given, with the

regarded as material.
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Bank or any ol

Such a confirmation was forthce

The disclosure given under contingent liabilit

required under the Companies

Act. The wording with

not
Minories

was not

solved. ERS

g the year
-, other than

sidlaries.

was less than

regard to

/ the BCCI writ was the strongest that Freshfields advised the

// Bank they were able to use.
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The change to the Issue Depar

previous years
was basically to expand the notes to give more information, and
to move REPOS of British government securities and Treasury
Bills into the "other securities" category.

The Deputy Governor concluded by mentioning the various points
in the accounts where Directors were required to give a
specific opinion. He said he would be asking Court the
following week for confirmation that they were content to be

associated with the statements

Opening the ensuing discussion Sir Chips Keswick gueried the

statement 1n paragraph la of accounting policlies, namel)
the Bankling Department constituted a singl business al
conducted 1n the Unlited Kingdom. IT was felt this was an
accurate statement, but 1t would be given further

considerat]

The Governor sald the accounts would come back to Court for

approval the folleowing

discussion on the matters 81 -'Z"l'.i;::' Keswick had raised.

The Deputy Covernor then asked Court 1f they were content with

the letter of representation. mentioned that it

ious year with the exception of

the wording 1n connection with the writ concerning BCCI, and

there were n 1ddltional matters To report. formal
would be sent to Freshfields seeking thelr approval to the form
of the letter. Court would be asked formally t approve the

ccounts the followling week.

&
g
i

gt |

The Governor then thanked Sir David Scholey, and the Audit

Committee, for thelr work.

-~

said that Jopers and Lybrand’s audit was virtually

l{ complete, and that they were due to sign the Report the next
i
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rThursday.

nges 1n the format of the accounts,

....
h
®]
—+
i
T
D

resent

fairly”, instead of, "true and fairc". But this did not mean

b R TS T v e s TR el e e R = A

that there was any question of the accounts being qualified.
This was not the case. He concluded by _4:ihu that his company
1ad recelved the full co-operation of the internal auditor, and
the finance staff, during the audit. The Governor thanked

for his help, adding that it was intended to publish

the Report and Accounts on 25 May

i £ 14 i
cil 'L 1 I ’ in
final, ' 1 t rt t : ek, hen
M 11nn | L ] ¥ hom
power under th | I t nd f i ' ‘ Act

Under the weekly executive report:-
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 12 MAY 1994

Present

Edward Alan John George, Esg, Governor

Rupert Lascelles Pennant—-Rea, Esqg, Deputy Governoi
Sir David James Scott Cooksey

Sir Colin Ross Corness

Mrs Frances Anne Heaton

Sir Martin Wakefield Jacomb

Sir John Chippendale Lindley Keswick

Mervyn Allist ing, Esq
C = 0

oll UaVia pbr 1 [=:

M e 3 | " oy et
MS i 1E id i

Ian Plenderleith Esqg

i
i
i
s 3
i
|
i
i
1

Brian Quinn, Esqg

Sir David Gerald Scholey, CB

Hugh Christopher Emlyn Harris, Esg

'he Governol informed Mempers of Court that 1t had Jjust

announced that Mr John Smith, the Leader of the )pposition, had
dlied 1n hospltal that morning following a heart attack.

The Minutes of the last Court, having been circulated, wer

approved.

Details of the weekly figures and graphs relating to the state
of the foreign exchanges and the domestic markets were laid

l"JP fore Court
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With the agreement of

Ol Coopers anc

Mr Rumins, the Head

Division ittended C

[}

Report and Accounts.

=
iy
4

ogurt for the presentation f the Bank’s

At the Governor’s invitation, the Deputy Governor reminded

Members that the Ann
28 February 1994 had
and drew attention t
incorporated follow

occasion

for the Account
Accounts of the Bank
printed and issued

from Coopers and Lyl

why the proposed Lett

agreed to the sendin
stating that the Dir

presented fairly and

fairly the outcome of

The Deputy Covernor
dividend of £26,001

’ ]

October next br

Court gave thelr approval

Harrisons and Crcsfiels

Under the weekly exe

that the Deputy Cove

the mornings of the

be the best time to

10 am, and that it w

ual Report and Accounts for the year ended
been laid before Court the previous week,

o certain changes which had been

1ng the discussion at Court on that

t RS E SE s Irt gave approval
signed and tor tThe Annual leport and
the year ended 28 February 1994 to be
having noted the receipt of a letter
and conflirming that they knew of no reason
r of Representation should not be given,

g oL such a Lerter To th Bank’s Auditors

ectors confirmed that the Accounts were

those of the Issue Department presented

reported that a further payment in lieu of

000 would fall due to HM Treasury on

cutive report, the Governor reminded Court

rnor had mentioned the previous week that
Ehird Wednesday of each month appeared to
hald the monthly long Courts, starting at
as I\l"(‘1|l'_)L“}:'-'.e€i to introduce this new

-~

arrangement from Wednesday 21 Septemher.
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In the meanti

Courts on 16

already notif

was proposed

to attend any

routine natur

me it was
June, 14
1ed to Men

to hold

of

these
The

the 1nten

July and 1

bers, and
hort court

meetings,

Governor

5 b

tion

1

to

O C

August,

in the
s Member
whlch wou

id that

e

arcing

onctin

Intervening

with the long

at 11 am, as

weeks it

be welcome

ul1d

ad

purely

ite to

Members shortly setting out the details of Courts.

With the agreement of Members of Court, Messrs Foot,

attended Court for the discussions on
Banking Supervision matters
At the Goverr Lnvitation, and 1n I 1 ] a4 paper
prepared t quest freelng=-up the 11ng Socletles,
Mr Quinn sald that it raised general issues relating to the
resent tat tl 2 ng so v remen 1 1ts future
survival, gi tl urrent challenges f1 ind other
financial companies both the asset and tl bility side.
HM Treasury d reviewed the issue in th ntext of the
general pressures on the housing market year r two ago, when
1t was recognised that there was no me possible decay in the
safety net which the building societie have traditionally
provided to weaker members. The Bank wa: 1lso on notice that

1t will be ired to give in its

financ

redqu

current enquiry into guestion of

the regulation of bullding societi ha 11 en 1n the context
of the previou Ic enguil 'he paper wa 1 sponse to a
request for advice from HI reasur th ) ln general,
and also spe¢ all relation t th *helt ha nd
Gloucester takeover, =h 1S due to |} heard 11 urt later
this month; but it could also se 1S a r to the TCSC, if
requested. T'he pape 1d not 1 ke a ( ) iether the Bank
should or should not take on the super sion of building
societies, and in fact the Bank was not seeking a mandate to do

S0O.

Mr Foot noted that when the bulilding socleties!’

the

legislation was

passed in 1986, example of the Savings and | /

]

oans'’ problems

in the United States had led to the fairly tight restrictions
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which were placed on the buildi

silnce then pecome conslderab

the business carried out by a

had also narrowed between the supervisor

y approaches of the

Bank and the building societies’ requlator, n such areas as

capltal adequacy and liquidity.

Arguments about the lack of a

level playing field seemed to go in cycles - sometimes it was

the building societies who were complaining, soumetimes the

banks. Mr Foot referred to a

gquestion raised previously by

Sir Colin Corness on whether it was worth considering differing

supervisory approaches to wholesale and retail banks: he

pointed out that thi xaper on building societies did not
I Paf L not

address that 1ssue, hut stressed that the guestion had not been

forgotten.

SiT Co:lay ‘'orness sald that he

concept Ol mutualltTy 1n bu

not clear it 1Ny ase about

11ding socletles. 'here was no

mutual 1nterest betwWween borrowers ind savers, L2 savers wanted

the highest rate for their s

lowest possible rate for their

belong to distinct groups, with

to be older. 'he distinetion

vings, while borrowers wanted the

mortgages. 'hey also tended to
s, for instance, tending

between khanks and buillding

societies was thus a fairly artificial one ind the Cheltenham

and Gloucester move and other

recent developments emphasised

the blurring of distinctioens between the two. He noted also

that no depositor had made a loss in a building society, not

people felt safer with their

than in banks. Also, societies

interests of their depositors
this meant that legislation tc

socleties to transfer to ban}

in the run-up to a general election.

Two specific¢ points to add were

wholesale borrowing was not 1n

practical problem was that the
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If societles were

no longer represent a bi

Secondly, it had provec

there were constraints

lending. In conclusion

Socleties Commilission di
Sir Jeremy Morse noted

Institute of Bankers, t
Building Societlies Inst

there had been no debat

that this demonstrated
themselves as being
narrower way. He

building societic

an

-
4

a

building soci

he added that

._.
s
o

etiles’ commerclal

he felt the Building

a very good job.

that during his

he

it

1if he had been in charge

been wver:
driven 1into more marshy
Key to their business

to building societies’
whether the Bank was 1in

adopting :

In response, the Governc

disinterested. We had

1f constraints were rel

should only be so as par

building societies
in terms of supe
was coming ftr the bu
this happened then the
would need to be
the same criteria as ba
framework, even if they
But the Bank felt that

given that the Bank had

ground,

Institute had
ute; and he ha

about changing

MucCi Ll PuUl
[ = 1S 11
: 3 1
Feel 1
eril i
eV C11ng
ner Ho Ve

2gulatlon was Je

fact aiming to

7
ngk

were not su PeEl

T
L

4

approach.

ed and 11 in

oL a packKage:

ne x

12 30 LY t

1 b =4 1

111 £ 1 XTY
% at least

which point

did supervisit

aken the view

responsibility for banking supervision,

taking on the
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Mr Quinn added that the B

more agnostic than tac

ankKk'’s

approach

two regimes separate, the first gquestior as ether they had
lifferent supervisory approaches 'he a wer a years ago
was certainly yes - building societie were 1n effect
regqulated, while banks were super € Th i fe nce in

approcach had been underli

supervision of Abbey Nati

differences had narrowed

whether it Jasteful t

Bank had dons A gty e 10
that there were not I
the lesson th [ /St

regulators can
noted additi
direction

Chey were

society

raise guestion: f ler
provide supj £t} 1
supervi S etie l1th
of last resort faci t

provided by HM Treasury

Sir Chips Keswick comment
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be aligned with the 2BCD supervisory arrangements, so that the
Vel

UK scheme would have to cover deposits in all branches of UK

ke Bl imisns e Bis - Tn I el e e b T RS e bin e

banks throughout the EEA. This represented a bigger change
for other EEA deposit protection schemes than for ours, gliven
that there were more EEA banks with branches in London than UK

banks with branches elsewheres.

Oone of the more complex issues that arises relates to

arrangements for "top-up" cover. Other schemes 1n Europe are

usually more generous than the UK scheme, and the Directive
allows UK banks to purchase top-up cover for their branches in
other EEA countries. The UK will also have to allow branches

of EEA banks in London to purchase top-up, although there will

probahly be very few cases where Ul is will happen, given that
few schemes are less generous that the UK scher

Nevertheless, there will be a question as to how much we will
charge r[or top-up. 'he funding arrangements f the current
scheme art tively imple and he bl bank | ontent with
this at present, even though they have to contribute the lion’s
share of the funding. Some arrangement will have to be

reached with the "topping-up" banks for provision of the top-up
cover., Another issue is that the current scheme 1is very
mechanical, with the only real area of discretion being set

'« iy i The scheme will have to be given more discretion in
implementing the Directive, and discussion 7111 have to be
held with our EEA counterparts on administrative arrangements -

for example, as regards top-up. rhe Governor noted that the

Directive had been with the banks, some of whom had
syushed for a greater level of protection, but the matter had
E I

been resolved satisfacterily.

In introducing the Annual Report unde: the Banking Act 1993/94,
Mr ouinn said that the format was essentially the same as 1n
the past few years, coverind market and policy developments,

operational supervision and staff resources. [t provided the
context and background to the Bank’s supervisory activities and
aimed to tell a story, which for 1993 was one of a better year

in the banking sector for both large and small banks.

Pressures had eased significantly and banks’ positions (at
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welcoming Sir Alan swayth ng, Sir Pet

+
1*]

r
Leslie and Messrs Foul raylor, the 1ndependent

members of the Board of lon, Sir David Scholey

noted that, following the of the Board in the wake
of Johnson Matthey, responsibility for supervisory matters had
effectively passed from Court to the Board, except to the
extent that Court remained responsible for ensuring that the
Board was properly serviced by the Banking Supervision
Division. He enqulired whether members of the Board ever stood
back and examined the Board’s current operationg; whether they

had the resources to achieve thelr ocbjectives; ind how their

future format and functions might best evolwv:

Board we ed the pport 1t |8 t -ExXecutive
Mamh - - + + 3 3
Members of 1 € d had

intelligence available to Banking Supervision Division and to

the Board, and had given Banking Superwvision a sharper focus.

supervision following the Bingham Report. e felt that,
generally, the Board was 1n a good position, having a well-
developed working relationship with the Banking Supervision
Division who provided them with first class information, the

quality of the papers submitted to the Board heir

they appr« 1 i i d i t T ( end
1tself t th ndepe | & ember
Sir Chips Keswick enguired whether members of the Board were

comfortable with the criterila for assessing filtness and
properness. Mr Gerrard said that, n practice there were two
issues which were a matter ot concern. F1YST In the case of
an appeal against the Bank’s judgement, the burden of proof

rested with the Bank and it had to justify 1ts action: this

was something that the Board would very much Lke to see
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Finally, Sir Alan Hardcastle confirmed that there was a very
harmonlous relationship between

mempers ol Th 2Oare

Bank’s Executive who were ex-officio members he Board, and

Che staff of the Banking Supervision Division. In response to

Sir David Sche ley’s -_’;i]f“w‘:fiﬁ!‘l{ there were no pecte of the

|

Board’s work or relationship with the Bank which the members

11 =

wished to draw to the attention of the Non-Executive Directors.
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 26 MAY 1994

Present

Edward Alan John George, Esg, Governor
Brian Quinn, Esqg

Sir David James Scott Cooksey

Sir Christopher Anthony Hogg

Sir John Chippendale Lindley Keswick
Mervyn Allister King, Esqg

Sir David Bryan Lees

Ms Sheila Valerie Masters

Sir Christopher Jeremy Morse, KCMG

Tan Plenderleith, Esqg

Hugh Christopher Emlyn Harris, Esqg

The Minutes of the Court of 12 May and the Meeting of 19 May,

having been circulated, were approved.

There being no comments on the weekly figures, Mr Plenderleith
spoke about the foreign exchanges and the state of the domestic

markets.

At the Governor’s invitation, Mr King presented a draft of the
Economic and Financial Report for May. He said that the
remarkable feature of the economy in recent months had been the
combination of surprisingly stable and steady economic recovery
and instability in financial markets. Output continued to grow
steadily at just over %% a quarter, with a small increase in
that growth rate in the latest guarter. All the incidental
data indicated this was a true picture. Given that there are
some reasons to suppose that activity has been underestimated,

total output is probably growing at around 3% a year and non-
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oil activity at around 2%% a year. There had been no sign of
any weakness in activity. To some extent these judgements
reflected a view about the trade figures - although the CSO’s
audit had led to revisions in the figures, we were not all
convinced that these figures were plausible. Although the
balance of payments deficit may well have been underestimated,
total manufacturing exports and output have also probably been

underestimated.

Since the Inflation Report had been published, the new data
reinforced the points made in that Report. First, the
inflation outturn had been unexpectedly good. There was some
real news in the April inflation numbers, with underlying
inflation according to the Government’s measure falling to a
new all time low of 2.3% a year. And the Bank’s underlying
measure fell from 1.9% to 1.6%, also the lowest since the
1960s. For policy, the question was how these low inflation
outturns affected our view about the likely inflation rate some
two years or so hence. It was not an easy question to answer
because there were conflicting affects. It was not clear that
the extent of spare capacity was still exerting downward
pressure on inflation, and part of the fall in inflation 1in
April reflected substantially larger discounts in the prices of
household goods, clothing and footwear. If these discounts
were not maintained, then inflation would inevitably bounce
back next year. Indeed, even if the discounts persist, but
there is no further increase in discounts, then the measured
twelve-month inflation rate would rise at this time next year.
It was too soon to form a judgement on this. But the lower
starting point is likely to make some small change to our

inflation projection.

Mr King went on to say that in the Inflation Report we said
that the inflation outlook remained good, but that there were
three small clouds on the horizon. The first was the increase
in the rates of monetary growth. The second was the rise in
the inflation expectations seen in bond markets. There had
been some confusion about the difference between the Bank’s

projection for inflation expectations and that inferred from
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bond markets. The Bank’s projection was for inflation over the

next two years or so. The inflation expectations, which it was

possible to deduce from the yield curve, refer to expectations

over a horizon from 5 to about 20 years. The sharp rise in
expected inflation comes in the 5 to 10 year horizon. There
was no obvious clash between the views that inflation over the
next two years was expected to remain low and the concerns
about inflation in the 5 to 10 year period, not least because

of political uncertainty.

The third cloud was the impact on earnings. Data showed that
the growth rate of average underlying earnings was higher than
expected having risen from 3 to 4% since the end of last year.
Although part of this was the result of bonuses and overtime
payments, 1t would seem undeniable that earnings and wage
settlements had started to pick up. And unemployment was
continuing to fall quite rapidly. Whilst this need not
threaten the inflation outlook, it did suggest that, as we said
in the Inflation Report, wage developments would need to be

monitored very closely.

The impact of the recent data had not led us to revise our view
in the May Inflation Report. The bias to ease monetary policy
reported in the January monthly minutes of the Governor-
Chancellor meeting had now disappeared. But there was no need
to decide or speculate now on when interest rates in due course
should be raised. More important, was the fact that the
monthly cycle of analysis and meetings seemed to be working
well, and there was a broadly similar view between the Bank and
the Treasury about our attitude to interest rate decisions
given the data which had emerged. Some of the press comment on
the publication of the minutes had been rather, to use the
technical word, excitable. But from others we had seen
evidence that the publication of the minutes had led to a more
informed view about how we judged developments in the economy,
and led them to a more stable and predictable view ¢f how our

views were likely to evolve.
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Mr Plenderleith, in introducing the discussion on monetary

policy, said that the Inflation Report had indicated 3 areas
which needed careful monitoring. The first, growth in
earnings, had been covered. The second was the monetary data
and in considering this he would look separately at narrow and
broad money. It was difficult to see what the former was
telling us. The growth in MO, at 6.2%, was above the
monitoring range of 0% to 4%. MO, however, was not the most
helpful way to monitor narrow money, containing as it did
bankers balances with ourselves, which could be volatile for no
particularly significant reason. It was better to look at the
figures for notes and coin in circulation. These had been
growing at around %% a month until April when there had been a
larger increase. The rate of growth was uncomfortably fast,
but there were reasons which could explain it. One was that
notes and coins in circulation are related to the level of
retail sales. Moreover, holdings of notes and coins could be
higher because interest rates were now lower. But we would in
due course reach a point where we would expect to see the
growth rate in notes and coin moderate. In this connection, it
was interesting to see that since mid-April, the faster growth
rate in Bank of England notes and coin had levelled out. At
this stage, however, only limited comfort could be taken from
this deceleration and we needed to continue to monitor the

position closely.

Moving on to broad money, there had been gquite strong growth in
February and March but more subdued growth in April. The
monthly pattern was distorted by Easter and also by the effect
of the timing of the funding of the Public Sector Borrowing
Requirement - which was rear-end loaded last year. In
addition, the month-to-month pattern of M4 growth was affected
by portfolio adjustments in the wake of the disturbance to the
bond markets. In the last 3 months as a whole there had been
an average %% growth per month in M4 - the same as for the last
6 months of last year. In April the 3 month, 6 month and 12
month figures all showed an annulised rate of 5.7%. This
represented steady growth in the middle of the monitoring

ranges. The lending figures remained subdued but mortgage
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lending continued at a reasonable level, though the April

figures were somewhat more subdued on a seasonally adjusted

basis. The April figures also showed the first indications of
a possible pick-up in consumer lending, although it was not
possible to tell whether this was as a result of the tax
increases or consumer confidence. It was possible, therefore,

to say that broad money was on course, though narrow money
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might be a cause of concern if its growth did not moderate.

The third area that the Inflation Report had indicated needed
watching was 1nflationary expectations. The Bank had examined
the recent rise in bond yields very carefully and it seemed

likely that there were five factors at work:-

Some rise in yields in correction to the strong rally

last year.

Technical factors pushing up yields 1n some areas, ed as
building societies hedged their lending for fixed rate

mortgages.

Some rise in real rates, as evidenced by the rise in
index-linked gilt yields.

Some deterioration in inflation expectations.

An increase in the uncertainty premium because of the

high level of volatility.

Thus, though a deterioration in inflationary expectations was
part of the picture, and as such a significant concern, it was
not the only factor, and it was important to understand all the
factors. This was germane both to considering the monetary
stance as a whole, but, more particularly, to planning of the
Bank’s approach to gilt-edged funding. There the Bank was
faced with two choices: to defer funding, or to find a variety
of ways to avoid locking into high long-dated yields. To defer
funding could be misinterpreted as an act of weakness and could

lead to problems later in the year; and we did not really have
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such an option as HMT had stated in their published remit to us

HigrenF v

that our fundraising should be spread throughout the year.

Mr Plenderleith went on to say that the Bank had therefore

sought to create a variety of new instruments and these had
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been used for the last three auctions. They were:-

1 A floating rate gilt in March - which had been well

received,

2 In April, a standard 5 year gilt stock but added as a
further tranche to an existing issue in a way that
ensured it was immediately fungible with existing
supply, which helped its liquidity attraction. The
technical arrangements for this procedure had been

worked out in conjunction with the Registrar’s

Department in Gloucester.

3 At the end of May, a 3 year convertible stock with 4
options to convert in the future into an eighteen year
stock. This essentially involved selling a volatility-

related option and getting value for it.

Mr Plenderleith added that the Bank’s tactics were in marked

contrast to those displayed the previous day by the Deutsche
Bundesbank. They had cancelled their bund auction, which had
resulted in a sharp fall in their market. It had affected
other European markets as well. If they had cancelled their
auction an hour earlier it would have been disastrous for the
Bank as we were undertaking our own auction at the time.

Mr Plenderleith said he regarded the action of the Bundesbank
as poor debt management and clumsy tactics in the present

volatile market conditions.

Drawing all the data together, Mr Plenderleith said that the
picture that emerged from the data was on the whole coherent
and consistent. Recovery was proceeding on course and

inflation was subdued. It was the reaction of the markets that
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was unstable. There was a general sense that an easing in the
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monetary stance was not called for and to do s0o would create an

adverse reaction. There appeared to be a feeling that matters

were on course.

In opening the ensuing discussion, Sir Chips Keswick said that
he would like to hear a customer say that he had read the
Bank’s economic report and dropped the hurdle rate from 15% to
10%. He suggested that the Bank’s Agents be asked to approach
their local contacts on this point. Reiterating the Governor'’s
comment that this had been done, Mr King said 200 firms had
been approached and there was some evidence that hurdle rates
of return had been reduced. We had learnt a little from the
exercise but not a great deal. It was questionable whether or
not their expectations should be influenced by what we write.
Whereas we might be able to convince them of our analysis of
the economic situation, we could not convince them of what the
policy would be in 5 years time - which was the horizon for
investment decisions. We cannot pretend to determine, only to

influence.

Sir Jeremy Morse said he found it a very interesting time.
There were benefits to be derived from the uncertainty of
whether or not inflation had been suppressed. He thought
inflation was temporarily suppressed and we should err on that
side. Perceptions had changed, and it was important to get
inflation out of the automatic system, but in his view
inflation would remain subdued. There was a tactical, as
opposed to strategic argument, for interest rates remaining
where they were. There were three reasons for this, to smooth
the market, to help Mr Plenderleith with his complex funding
and politically. It was dangercus to rest the argument on the
bogey of inflation. Uncertainty had its good side, it shifted
the ordinary man away from the expectation of inflation.

Sir Jeremy Morse welcomed warmly the publications of the
minutes of the monthly meetings between the Governor and the
Chancellor. It was good to see an 1ncrease in the Bank's
influence but he wondered if, as a result, the Treasury would

be more hostile about the Bank’s autonomy.
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The Governor responded by saying there was no sensitivity on

the part of the Chancellor of the Exchequer, he was robust

about autonomy. It had been the media who had been attempting

to play up differences. But it was a situation to which the
Bank must be sensitive. The Governor continued by saying that
in his evidence the previous day to the Treasury Select
Committee he had emphasised that the Bank had agreed to the
reduction in interest rates in February. It was very important
we did not overstep the mark and embarrass the Government. At
the moment they were not looking to rein back the position we
had reached. Any aggressive push should come from them, not

from us.

Returning to the question of inflation, Sir Christopher Hogg
thought we were some months off the crunch point. We had been
entering the danger zone for some time. The effect was that
things were getting better; the slack in capacity was being
taken up. Sir David Lees said that he found that an
interesting observation. He went on to say that in a recent
discussion of monetary policy with a group of 20 businessmen,
he had found a unanimous view that any further easing of policy
would not be a good idea. It was important to be consistent.
The economy was getting into the position where the next move
should be one of tightening, and not easing, although he hoped

this was still some way off.

Answering the Governor'’s question concerning the expectations
of the CBI, Sir David Lees said that the pressure for easing
had receded. There were still concerns about. the effect of the
tax increases although these were diminishingj. People felt
business was improving. There was no clamour for a further
easing of monetary policy. The Governor commented that at some
point we would need to face this difficulty. We would need to
persuade people that a tightening of policy was necessary to
sustain growth. It was what the United States had been doing -
raising rates to sustain recovery. Sir David Lees added that
he was pleased to see that the Prime Minster, in his foreword

to the White Paper on competitiveness , had made the point that
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it was necessary to have low inflation to encourage

competitiveness.

Sir David Cooksey said that there was a desire across a range
of small firms that the situation be kept stable. Speaking of
these firms, Sir David Cooksey said that banks, who in the past
had been loathe to offer term loans were now forcing such loans
on them which was having the effect of forcing up interest
rates. The Governor said the position was difficult. Both
sides had agreed there should be more facilities. One went
through these swings but he found it hard to believe loans were
being forced on companies. If that was the case they should go
elsewhere. Mr Quinn commented that he had just completed a
round of prudential discussions with major banks. The demand
for credit was hard to detect. The banks were claiming that
for the first time they were beginning to price credits for the
very long term. It was, Sir Jeremy Morse commented, a feature

of this stage of the cycle.

Under the weekly executive report, Mr Quinn reminded Members of
Court that following last year’s Returned Notie Incident, the
Audit Committee and Court had asked for consfideration to be
given to 100% sorting of paid in notes as an alternative to the
continuation of the current arrangements where only some 40% of
returned notes are sorted. A Working Party was set up and they
had carried out extensive research and detailed consideration
of the various options. 1In doing so they were governed by two
principles. The first, to improve the integrity of the notes
in circulation. The second related to the commercial case - to
see whether 100% sorting yielded net financial benefits in
terms of recoveriles for counterfeits and notes fit for

subsequent resale to the banks.

The question that arose was whether or not one needed to sort
100% of used notes to achieve both objectives. Coopers and

Lybrand, who had recently carried out a value for money audit
of the Printing Works, thought not. But it was not a question
that needed to be decided immediately. In the meantime, four

obsolete sorting machines had been replaced with machines that
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should provide a significantly higher throughput and,
therefore, increase the proportion of notes sorted from some
40% to over 50%. We should then know whether or not we needed
to go for 100% sorting, taking account of both security and
financial considerations. The steps that hacl been taken did
not close off any of our broader options - particularly those

relating to the Branches.

In response to a question from Ms Masters, who thought it odd
to increase the capacity of note sorting, Mr Quinn said that
Coopers and Lybrand had recommended that the level of note
sorting could be much lower than at the moment for sampling
purposes; however we needed to install new machinery in any
case to maintain our ability to meet the requirements for our
note sorting contracts. Sir David Cooksey commented that he
felt 1t was very unsatisfactory that Coopers and Lybrand’s
report had not given the Governor any indication of the factors

that could be used to identify where progress could be made.
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 2 JUNE 1994

Present

Edward Alan John Ceorge, Esq, Governor

Rupert Lascelles Pennant-Rea, Esq, Deputy Governor

Mrs Frances Anne Heaton

Pendarell Hugh Kent, Esq

Sir John Chippendale Lindley Keswick

Mervyn Allister King, Esq

Ms Sheila Valerie Masters

Sir Christopher Jeremy Morse, KCMG

Tan Plenderleith, Esqg

Hugh Christopher Emlyn Harris, Esq

The Minutes

approved.

There being

spoke about

of the last Court, having been circulated, were

no comments on the weekly figures, Mr Plenderleith

the foreign exchanges, including the Official

Reserves figures for May, and the state of

markets.

the domestic

There were no items for discussion under the weekly executive

report.
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A MEETING OF DIRECTORS AT THE BANK
WEDNESDAY 8 JUNE 1994

Present

Rupert Lascelles Pennant-Rea Esqg, Deputy Governot
Pendarell Hugh Kent, Esqg

Mervyn Allister King, Esg

Ian Plenderleith, Esq

Hugh Christopher Emlyn Harris, Esq

The Minutes of the last Court, having been circulated,

Mr Plenderleith spoke about the foreign exchanges and the state of

the domestic markets.
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 16 JUNE 1994

Present

Edward Alan John Ceorge, Esq, Covernor

Rupert Lascelles Pennant-Rea, Esq, Deputy Covernor
Sir David James Scott Cooksey

Ross Corness

Sir Colin

Mre Frances Anne Heaton

Sir Christopher Anthony Hogg

Sir Martin Wakefield Jacomb

Pendarell Hugh Kent, Esg
Sir John Chippendale Lindley Keswick
Mervyn Allister King, Esq

Sheila

Ms Valerie Masters

Ian Plenderlelth, Esq
Brian Quinn, Esq
Sir David Gerald Scholey, CBE

Roland Smith

Sir

Professor

Hugh Christopher Emlyn Harris, Esq

The Minutes of the Court of 2 June and those of the Meeting of

8 June, having been circulated, were approved.

Details of the weekly figures and graphs relating to the state

e i o S S Rt RS

of the foreign exchanges and the domestic markets were laid

before Court.

Sir Martin Jacomb, in his capacity as Chairman of the Trustees,

introduced two Reports relating to the Staff Pension Fund.

The first related to a Report from the Chief Investment

Manager, outlining his management of the Pension Fund
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Investment Portfolio during the latest period. Sir Martin said
that the Trustees had asked the Bank to provide a letter
stating that the Bank recognised and accepted the continuing
risks associated with the investment strateqy of the portfolio
of assets continuing to be invested primarily in egquities.

This with the objective of maximising returnsi, notwithstanding
the maturity of the Fund’s liabilities. Such a letter had been
received from the Deputy Governor.

Moving on to the second Report, this contained recommendations
concerning the increases in pensions and allowances paid from
the Staff Pension Fund with effect from 1 July 1994, together
with a recommendation that future annual pension increases

should be approved by the Governors.
Both recommendations were approved by Court.

The Governor, having declared his potential interest in the
Court Pension Scheme, together with those of the Deputy
Governor and Messrs Quinn, King, Kent and Plenderleith, invited
Sir Colin Corness, the Chairman of the Trustees of the Court
Pension Scheme, to introduce certain recommendations from the
Trustees. Sir Colin Corness said that, having approved the
recommendations in the Report of the Trustees of the Staff
Pension Fund, it was now also appropriate for Court to consider
the question of increasing the pensions and allowances payable
to former Governors and Executive Directors, and to the widows
of former GCovernors and Executive Directors, with effect from

1 July. The Report contained, also, two further

recommendations concerning widows’ allowances.

Court approved the three recommendations contained in the

Report.

In thanking the Chairman of the Trustees of the Staff Pension
Fund and the Court Pension Scheme, the Governor asked that the
thanks of Court be conveyed to the Chief Investment Manager in

acknowledgement of the performance of the Staff Pension Fund,
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which was in the top one per cent of a survey that had been

undertaken of the performance of such Funds.

With reference to a Minute of 1 July 1993, the Governor
introduced a Resolution appointing Mr Kentfield to act as the
Bank’s representative, and exercise powers on behalf of the
Bank, at meetings of the Board of Financial Law Panel Ltd.
Accordingly, to put this into effect, it was RESOLVED that
consequent upon the appointment of Mr G E A Kentfield to the
Board of Financial Law Panel Ltd and pursuant to Section 375 of
the Company’s Act 1985, as amended and extencled by the
Company’s Act 1989, and until otherwise resolved by the Court
of Directors, Mr G E A Kentfield be appointed under Article 17
of the Articles of Association of Financial Law Panel Ltd, to
represent the Bank, and exercise powers on behalf of the Bank,
at meetings of Financial Law Panel Ltd and at meetings of the

company.

With reference to a Minute of 10 March 1994, the Governor
introduced a Resolution concerning changes to the Board of

BE Museum Ltd. It was RESOLVED that consequent upon the
appointment of Mr D F Hills to the Board of BE Museum Ltd, and
pursuant to Section 375 of the Company’s Act 1985, as amended
and extended by the Company’s Act 1989, Mr H C E Harris, or
failing him, Mr J R E Footman, or failing him, Mr G A
Croughton, or failing him, Mr D F Hills be authorised to act as
a representative of the Governor and Company of the Bank of

England at any meeting of BE Museum Ltd.

At the Governor’s invitation, and with the agreement of Members
of Court, Sir Peter Petrie, an Adviser to the Governor on
Parliamentary matters, and author of the paper "The Bank’s
relations with Parliament: recent experience", and Mr Footman,
the Head of Information Division, and author of the paper on
"Opinion Polls", attended Court for the discussion of these two

papers, which came under the general heading of Public Affairs.

In introducing the discussion on the Bank’s relations with

Parliament, the Deputy Governor said that the briefing meetings
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for MPs were started some two years ago. It. was necessarily a
slow process, as it was only possible to accommodate 10/12
visitors at a time. Nevertheless, 1t was an essential process
that would bear fruit in the long term. There were important
messages to get across to MPs, for example BCCI where MPs’
constituents had an interest. The briefingss took place in a
relaxed atmosphere and considerable time was left for
guestions. Although these events were time consuming, they
were very worthwhile. Sir Peter Petrie added that these
briefings were one instrument among many which the Bank could
use to help get our message across. We now needed to consider
whether we should focus on other groups such as MPs’ personal
assistants and researchers etc. It would be interesting,
therefore, to know what other people did in this field as well.
Sir Christopher Hogg said that these briefings were admirable;
but so far as extending them to other groups, he suggested that
the House of Lords was a rather lower priority. He suggested
that it was important for the Bank to adopt an even-handed
approach irrespective of the views of the recipients, and
enquired whether MEPs were included in the invitations, whether
we did something similar for journalists, and whether there was
any advantage in inviting in the City Editors for such
briefings. In response, Mr Footman said that we did not
target the City Editors or senior journalists in this formal
way because they had their own contacts within the Bank.
However, we did approach journalists at a lower level. In
response to Sir Christopher Hogg’s comment about even-
handedness, Sir Peter Petrie said that to date the number of
Labour MPs who had been to the Bank had increased to some 55 or

60, compared with the figure of 34 quoted in the paper.

Following on Sir Christopher Hogg’s comment about briefing
young journalists, Mrs Heaton enquired whether, in the context
of the Bank’s relations with Whitehall, we had considered
inviting junior civil servants, not only from HM Treasury but
from other Departments too. Sir David Cooksey suggested, as

well, that there might be some value in keeping in touch with
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the Librarians at the House of Commons as, from his experience,

MPs frequently sought advice from that source.

In response, Mr Footman said that the Bank had frequent contact
with the House of Commons Librarian and that many MPs wanting
information did make enquiries of the Information Division.

Sir Peter Petrie said that in addition to the areas already
mentioned, the Bank kept in close contact with the clerks of
the TCSC - one in fact was to be seconded to the Bank shortly

for a period of two years.

In response to Ms Masters’s question about the numbers of MPs
that the Bank was targeting, Sir Peter Petrie said that at the
present time we had been in contact with about 100 out of the
600 Members of Parliament. He thought that it was appropriate
for us to aim at around 300 in the first instance. However,
there was the question of providing follow-up or refresher
cocurses which would enable us to update MPs on current issues
but these courses took a considerable amount of the Governor's

time.

Ms Masters guestioned whether it was necessary for the Governor
to be involved in all of these briefings. In response, the

Deputy Governor said that it made a considerable difference if
the Governor was 1involved. The MPs attached much significance

to the Governor’s commitment to these briefing sessions.

Looking at the broader issue, Sir David Scholey said that,
whilst he would not wish to increase the burden on the Bank, he
was aware that many people in the City had never been in the
Bank. He suggested that with the recent debate on
independence, and the publication of the minutes of the
Governor’s meetings with the Chancellor, it was an important
time for the Bank to continue the de-mystifying process. He
suggested, therefore, that invitations might be extended to the
whole business community. In response, the Deputy Governor
sald that we were stepping up the numbers of people being

invited to lunch in the Bank and this enabled us to make and
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maintain the contact with wider groups of people in the City

and elsewhere.

The Governor said that althocugh it required a big effort on the
part of the Bank to maintain these briefing sessions for MPs,
he felt it was right that we should do it, and enquired whether
any of the Non-Executive Directors had any feedback. In
response, Sir Christopher Hogg said that, generally speaking,
the feedback he had about the Bank, though not necessarily from
MPs, was very constructive and re-assuring. Mr Kent said that
a City contact of his, had, the previous day, said how good the
Bank Briefing was and had suggested that we should spread it
freely around the City "like confetti",. Mr Quinn added that
from his point of view he was convinced that personal contact,
though requiring time, was much ketter than relying on TV and
media coverage generally. Finally, Sir Chips Keswick said
that he appreciated that this was a very demanding avenue to
pursue and that a disproportionate amount of time should not be

spent in its pursuit.

Moving on to the second paper, and whether o1 not the Bank
should use opinion polls to establish what people in the City
and elsewhere thought about us, Sir Colin Corness sald that he
was very sceptical about employing opinion pollsters. They
usually had several clients paying for the same work, the
results were often too general to be valuable and were not
necessarily specific to one’s own organisation.

Sir David Scholey agreed, and suggested that if the Bank wished
to gather this sort of information we might be more systematic
in receiving and recording what others were saying about us.
Sir David Cooksey said that when Howard Davies was working 1in
the Audit Commission he carried out a poll for HMT about the
public’s attitudes towards them. The poll targeted a number
of outside contacts whom HMT respected and suggested be
questioned. When asked for their views on the Treasury,
however, the same high opinion was not always reciprocated by
these contacts. A survey of this type could be very
effective. Sir Roland Smith said that from his experience

MORI had been particularly helpful when carrying out an
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internal poll. In response the Governor said that he was
interested in the exercise that Howard Davies had carried out
and would raise it with him when they met shortly. He

thought, as well, that it might ke helpful for the Bank to

consider an internal poll once the changes being brought about

at the present time had settled down.

Sir Roland Smith asked what the Bank had learned from these

meetings with MPs and whether anyone outside the Bank, and

particularly in Government, had challenged our reasons for
doing them. In response, the Governor said that both
Whitehall and Government were aware of what we were doing and
were perfectly content. They accepted what we were doling and

he felt that this said much for them and their attitude towards

us.

At the Governor’s invitation and with the agreement of Members

of Court, Miss Place,; the Deputy Governor’s Private Secretary,
who had been closely involved in the reorganisation following
the meeting at Ashridge, attended Court for the discussion of

the two papers on Ashridge-related issues.

In introducing the first paper entitled "Ashridge = structure

and numbers", the Deputy Governor said that, on structures, we
were just past the time of maximum uncertalnty. Such a
situation was inevitable when changes of the magnitude of those
under way took place. There was bound tc be a lot of
resistance and scepticism. Staff wanted to know the effect

that it would have on them individually. Therefore, we had

been removing these uncertainties and making people more
positive. This was true, also, with the change to the
International Divisions. Staff were starting to appreciate
that the folding in of work on the international dimension intoc
the Bank’s structure was a natural progression. Much of the
initial hostility had now been dissipated, as staff were
becoming excited at the prospect of becoming plugged in to the
Bank’s main activities. Doubts were diminishing, as well, over

the perceived gap between the two wings and, there was a
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feeling developing that the joining together of the operational

and the analytical work will succeed.

The same progress had not been made, however, on staff issues.
Some of the changes were alien to the traditional Bank approach
and, because of this, they were being magnified. There had
been a move away from the traditional approach, but not to an
extreme, and anxieties will be shown to have been exaggerated.
We had asked Directors, and their Deputies, whom they would
need to do the jobs at different levels in the two wings.

Those who had not been bid for, had been told that there was
not a job for them in the new Bank. There had been no question
of compulsory redundancy. We were working closely with those
who wanted to find another job outside the Bank, and all those
concerned had been offered a favourable severance package.

This had helped to soften the blow, but it had been a blow
nevertheless, and represented a change in the Bank’s approach.
It is likely that severance on this scale will be a one-off
exercise. If our staffing policies in the future are right,
and the Bank works well, it will not be necessary subsequently
for people to leave the Bank in this manner. The situation,
not unnaturally, had provoked an atmosphere of some fear and
unease, but it was necessary to get through the processes as
soon as possible. Most staff were keen to see the Bank value
management, and not just technical ability. If we can motivate

staff, then there will be enthusiasm for what is proposed.

In opening the ensuing discussion, Sir Chips Keswick said he

was concerned to read in the paper, on sStaff Issues after
Ashridge, the implication that unless staff were highly
qualified in economics, their parameters were limited. He felt
it was very important to understand risk. You had to have good
information, and good street walkers who provided this
information. Therefore, the door should not be shut on those
who were not highly gualified; they should not be made to feel
they had nothing to offer. 1In response, the Governor sald that
whilst he accepted it was necessary to understand risk, he did
not accept that those who were economically literate did not

understand such matters. An intense debate had taken place in
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the Bank about the merits, or otherwise, of econonic literacy.
It was felt that staff must have this ablility if they were to
hold their own in senior positions in the Bank. It was very
necessary in their dealings with those outside the Bank. Those
who were deficient in this regard we would help understand and

train.

Sir Christopher Hogg drew attention to the question of
immediate redundancies. It was, he said, a wery painful one;
more so at senior level. But it was not an issue to fudge.

If there was not a place for someone, then they should go. His
second point, in the context of longer term policy, was that he
was confused over the difference between someone whose career
had peaked, and someone no longer making a contribution. Many
people reached a peak early, but that did not mean,
necessarily, they had no further contribution tc make. He had
a feeling this point had not been put across sufficiently
clearly. 'he Deputy Governor said that an article had appeared
in the Bank’s fortnightly staff paper covering this point, with
the result that there was now a better understanding. But what
Sir Christopher Hogg had said was absolutely right; there were
a number of people whose careers had peaked, but were making a

full contribution through their experience.

Ms Masters said she had a small point to make on terminology.
She found the term "second jobber" an insulting term for those
joining the Bank from outside who might, as a result, feel they
were not part of the Bank. As a second jobber himself, the
Deputy Governor said he accepted the point; the term was

essentially one of shorthand.

Focusing on those who were leaving, Sir David Cooksey suggested
they should be moved out in a more systematic way, with account
being taken of the possibilities afforded by secondments. The
Deputy Governor agreed that such matters, if at all possible,

should be handled in a sympathetic manner.

Having visited one of the Branches recently, Sir David Scholey

said that the note on staff issues had come as something of an
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exocet. It was seen as the manifestation of a change of
culture that was taking place within the Bank. There would be

a long tail of reaction. As Court, in recent years, had had

more contact with senior people in the Bank, he suggested they

should be made aware of the names of people who had not
succeeded. He went on to ask where the pockets and levels of

resistance were. Were any of them identifiable?

In reply, the Deputy Governor said yes, amongst ages and
generations. He had met some recent graduates the previous
evening, who, not having the attachment to the past, were all
enthusiastic about the changes. Those who had been in the Bank
for some time, naturally, felt cynical. There had been
previous reclassifications which they felt had not worked. So
far as areas were concerned, it was hard to be precise. There
had been, as already mentioned, initial unease in the

International Divisions, but this was now diminishing.

For his part, Mr King said that although there was unease among
economists, there was no bad feeling. On the international
level people felt they could identify now with how the
operation was being conducted, as opposed to undertaking tasks
which appeared largely irrelevant. The benefit of the exercise
lay with the fact that we had asked what we wanted people to do
and who we wanted for these tasks. For some there was not a
job but, in most cases, they had been relieved and, 1indeed,

grateful to have been told, despite it coming as a shock.

Mr Plenderleith said he agreed with the sense of general
reaction, but he had some reservations. The integration of
international work was welcomed, as was the prospect of greater
line involvement and back up, although there was some
scepticism as to how this might work. Also, it was good to
involve younger people earlier in their careers. His
reservations centred, first, on whether the proposals could be
made to work - this would be a challenge. Second, if there was
a greater tendency for people to move out of the Bank before
their 40 year career was complete, it would help those who

moved up to take their places, but not if they were

Bank of England Archive (12A110/7)




ineffective. It would become a source for concern for people
in their forties that they could become redundant at a time
when their personal overheads were at a maximum. It was
important that the Bank was not seen as a hirer and firer, but

continued to be seen as a responsible employer.

David Scholey commented that attention should be given to
the development of management skills; not necessarily one of
the strengths of those in the Bank. Mr Harris felt this aspect
was one to be emphasised; it was important that we assessed
staff on these abilities. Moving on to the guestion of pay, he
said we lost a lot of analysts and officials into the City as a
result of the higher salaries that were on offer. In view of
the greater career uncertainties that staff would feel they
faced, they would be looking tc be paid more by way of
compensation. There was likely to be a need to increase
salaries for those in their late twenties.

Mr Quinn thought the turmoil in the minds of staff stemmed

7]

largely from the fact they were being asked to take on guite a
number of significant changes at the same time. Also, the
downside of the changes, the release of 20 staff, was seen to
be happening, but none of the upside. He was surprised, also,
by a number of good middle managers who had expressed concerns
that they saw no future for themselves in the organisation, as
they had reached the limits of their potential. However, he
saw the atmosphere improving after 4 July, when the new
structure actually becamne operational. He drew a parallel with
the Reserve Bank of New Zealand, which had gone through a
similar restructuring quite recently, losing half of 1its staff
in the process. Subsequently, the exercise had been regarded

as successful.

Sir Martin Jacomb expressed concern that the emphasis on good
management was an invitation for everyone to show they were
managers. It was important to contain this process, as there

were some who should not become managers.
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Returning to the guestion of delegation, the Deputy Governor
said it was easy to talk in general terms, what mattered was
specific. Senior management would be looking at this guestion
over the coming months and at the end of that period he would
welcome enquiries from Court on what progresss had been made.
There was a lot of appetite for further delec¢jation, but we were
not yet in a position to go into the detail. He went on to say
that management started at a particular level. Many did not
have such a responsibility, although those who were more senior
did. We had not encouraged in the past the worth that the

management side of a job should be given.

Sir Roland Smith saw risks in delegating. He viewed managers
as akin to university tutors, with a role in developing
subordinates. Mr Plenderleith said the text in the paper that
had been issued had beesn discussed by the Executive Directors.
The extent of delegation varied according to the work involved.
In the Regulation, Supervision and Surveillance area, there was
certainly scope; but in the Markets area, delegation was more
difficult. Work could be delegated, but responsibility could
not. The team must produce the right result. You could
involve management and staff much more in the process, seeking

their advice and views on what should be done.

Sir Christopher Hogg said he had two particular thoughts. The
first was that the biggest long term stimulus to a change in
culture was education - which could be achieved in many ways.
The second related to the Bank’'s public relations and third
core purpose. I1f the educational process was to be taken
seriously, why not involve people from outside the Bank? Set
up an arena where people from the Bank and outsiders, such as
those from the financial markets, could mix. Such an
arrangement could exert influence in the future in the

financial sector.

Sir Colin Corness expressed unease with the comment in the
paper that the overriding reason for remaining on the staff
would be that an individual had more to contribute. There were

many who did a good job but who could not contribute more. The




Bank of

Bank needed good solid regular performers. He felt the paper
over—-emphasised the need to advance and improve; there were
some who did not want to move. He appreciated the paper was
directed at officials and potential officials, and that the
same criteria would not apply to officers. The Governor agreed
it was important to get this point across to officers.

Sir Colin Corness added that it would be necessary to lock
closely at staff benefits. Whilst cheap morftgages and pension
rights were attractive, and important to long servers, the same
was not true for those serving a shorter time. It was

important they did not become hooked in by their mortgages.

Mr Plenderleith saw as one of the fundamental problems people
staying in the same job for too long, which stemmed from the
fact they reached senior positions in their careers too soon.
People performed well for 15 years but in so doing blocked off
younger staff. It was necessary that the elders moved out of
the Bank so that we did not lose the youngsters. Jut we must

achieve a balance.

The Governor concluded by thanking Members of Court for a very
useful discussion. He added that the changes that would be
necessary to the Bank’s Purposes, Responsibilities and

Philosophy statement would be considered later in the year.

At the Governor’s invitation, Mr Quinn introduced two
Resolutions, the first concerning an extension of the
delegation to prosecute on behalf of the Bank under the Banking
Acts 1979 and 1987. Accordingly, it was RESOLVED that further
to the Resolution of Court passed on 13 July 1989 (whereby
Court authorised the Governors and certain categories of
official to exercise severally on behalf of the Bank all of the
powers, duties and functions of the Bank under the Banking Acts

1979 and 1987), and with immediate effect, each of the persons

for the time being holding the positions of Governor (as
defined in the Regulations), Head or Deputy Head of Banking
Supervision Division or Head of Wholesale Markets Supervision
Division (or any successor positions to such positions) be

severally authorised to prosecute on behalf of the Bank any
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proceedings for criminal offences, where such offences arise

under any statute other than the Banking Acts 1979 and 1987 (as
amended) or under the common law, with power to delegate at his
discretion

sole and on such terms as he thinks fit such

authority.

The authority hereby conferred shall with immediate effect
supersede and replace any and all previous authorisations in
relation to the same matters, without prejudice to anything
done pursuant to any such previous authorisation prior to the

passing of the resolution.

The second Resolution corrected an inconsistency 1n the current
Resolutions delegating authority under the Banking Act, the
Banking Co-ordination Regulations and the Financial Services
Act. It brought into line the wording of the delegation of
authority under the Financial Services Act with that of the
Banking Act. Accordingly it was RESOLVED that with immediate

effect each of the persons for the time being holding the

positions of Governor (as defined in the Regulations) or Head
of Wholesale Markets Supervision Division (or any successor to
such position) be authorised to exercise on behalf of the Bank
any and all of the powers and functions conferred on or vested
in the Bank by or under the Financial Services Act 1986 (as
amended) and all powers duties and functions of the Bank in
respect of the operation of, and the supervision of
institutions conducting business in, the gilt-edged markets,
with power to delegate at his sole discretion and on such terms
as he thinks fit any and each of such powers, dutlies or
functions to any officer, servant or agent of the Bank. The
authority hereby conferred shall with immediate effect
supersede and replace any or all previous authorisation in
relation to the same matters, without prejudice to anything
done pursuant to any such previous authorisations prior to the

passing of this resolution.

The Governor went on to mention that in these Resolutions
// reference was made specifically to the Executive Director

responsible for Monetary Policy and Operations and the
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Supervision of the Wholesale Markets as well as reference to a
previous Resolution naming the Head and Deputy Head of Banking
Supervision. Provision was made in these resolutions that they

apply to the successor positions to such positions.

Therefore, from 4 July, and as a result of the restructuring,
the positions previously mentioned would be taken over, in so
far as they applied to these Acts and Requlations, by the
Executive Director responsible for Regulation, Supervision and

Surveillance.

In this context Court, on 11 December 1986, had Resolved that
the Chief of the Banking Department, for the time beilng, be
authorised to act as the representative of the Governor and
Company of the Bank of England at any meeting of a number of
companies connected with cheque and credit clearing. Again, as
a result of the changes taking place on 4 July, this authority

would in future be vested in the Chief Cashier.
Under the Weekly Executive Report:-

(1) The Covernor said that a number of gifts had been
received from overseas Central Banks to mark the Bank’s
Tercentenary and these were on display in Mr Crockett’s
former room. Sir Martin Jaconmb said that, 1in the
context of the Tercentenary, he thought that the
Symposium at the Barbican had been an outstanding
occasion and appreciated greatly by those attending.
The Governor thanked him for his comments and 1in
agreeing the occasion had been successful, sald great

credit was to due to the Secretary and his team.

(i1) In updating Court on the progress of the pay
negotiations with the main bargaining unit, Mr Harris
said they had reached a mid-stage. The bargaining unit,
which covered the pay of the Officers and other allied
groups, was the last in the cycle of Bank settlements

7 for 1994 and was due to be effective from 1 July. BIFU

/| had submitted a claim for a 5% increase in salary
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(minimum £500), together with improvements to the
arrangements for personal locans. The first meeting of
the negotiating council had taken place at which a 2%
across the board offer had been made, but no
inprovements to the terms for personal loans. The offer
had been rejected. Mr Harris said, in accordance with
the guidelines agreed by Court, he would settle at 2%%

and no more.

With reference to a Minute of 14 April, Mr Kent updated
Court on the flotation of 3i. He said preparations for
the flotation of some 40% of 31 were proceeding
satisfactorily, with the offer due to open on 22 June
and close on 6 July. Final size and pricing
discussions wers underway and a decision was expected
soon. Current indications suggested that the Bank will
contribute pro rata to the flotation, thereby reducing
its stake to just below 10%. A flotation at the level
indicated will produce gross proceeds for the Bank of

some £80mn in mid-July.
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A MEETING OF DIRECTORS AT THE BANK

THURSDAY 30 JUNE 1994

Present

Edward Alan John George, Esqg, Governor

Rupert Lascelles Pennant-Rea, Esq, Deputy Gowvernor
Sir John Chippendale Lindley Keswick

Mervyn Allister King, Esqg

Ian Plenderleith, Esqg

Brian Quinn, Esq

The number of Directors assembled being insufficient to form a
quorum, those present proceeded to the business, subject to

ratification by the next Court.

The Minutes of the last Meeting, having been circulated, were
noted.

Mr Quinn spoke about the weekly figures and Mr Plenderleith
spoke about the foreign exchanges and the state of the domestic

markets.

There were no items for discussion under the weekly executive

report.

&an 1Al 1997,

(i

Bank of England Archive (12A110/7)




Bank of England Archive (12A110/7)





