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A COURT OF DIRECTORS AT THE BANK

THURSDAY 7 JULY 1994

Present

Edward Alan John George, Esqgq, Governor

Rupert Lascelles Pennant-Rea, Esq, Deputy Governor
Sir Christopher Anthony Hogg

Pendarell Hugh Kent, Esq

Sir John Chippendale Lindley Keswick

Mervyn Allister King, Esqg

Sir David Bryan Lees

Ms Sheila Valerie Masters

Ian Plenderleith, Esqg

Brian Quinn, Esq

Professor Sir Roland Smith

Hugh Christopher Emlyn Harris, Esqg

The Minutes of the Court of 16 June and of the Meetings of

23 and 30 June, having been circulated, were approved.

There being no comments on the weekly figqures, Mr Plenderleith
spoke about the foreign exchanges, including the Official
Reserves figures for June, and the state of the domestic

markets.

There were no items for discussion under the weekly executive
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A COURT OF DIRECTORS AT THE BANK

THURSDAY 14 JULY 1994

Present

Rupert Lascelles Pennant-Rea, Esqg, Deputy Governor
Sir David Gerald Scholey, CBE
Sir David James Scott Cooksey
Sir Colin Ross Corness

Sir Christopher Anthony Hogg
Pendarell Hugh Kent, Esq

Sir David Bryan Lees

Ms Sheila Valerie Masters
Sir Christopher Jeremy Morse,
Ian Plenderleith, Esq

Brian Quinn, Esg

Professor Sir Recland Smith

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
of the foreign exchanges and the domestic markets were laid

before Court.

Court gave their approval to Sir Chips Keswick joining the

Board of IMI PLC.

At the Deputy Governor'’s invitation, and with the agreement of
Members of Court, Mr Clark, Deputy Director with responsibility
for regulatory policy in the Financial Stability Wing, and

Mr Taylor, an official in that area, and the author of the
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paper "Wholesale and Retail Regulation", attended Court for the

ensuing discussion.

The Deputy Governor invited Mr Kent to introduce the paper.

Mr Kent said that although the paper had been produced within
FMID, in future these topics would be his responsibility
jointly with Mr Quinn, and would fall to the Regulatory Policy
Division under Mr Clark. He then asked Mr Taylor to make a few

introductory remarks on the paper.

Mr Taylor said that the immediate justification for the paper
had been a question raised by Sir Colin Corness at the March
Court concerning wholesale and retail regulation. However,
the issues considered were also relevant to the Treasury Select
Committee’s current investigation intc the operation of the
Financial Services Act. The Bank, in the form of Mr Quinn,

had been invited tc give evidence, probably in the autumn. The
paper was intended to assist in a mind-clearing exercise prior
to the formulation of the Bank’s evidence to the TCSC. It
considered three basic models for change to the regulatory
system: (i) a modification to the status quo; (ii) separate
prudential and conduct of business regulators; and (iii) a
single financial services commission. Court’s views would be
welcome, especially on the extent to which the existing
structure was in need of reform, and whether or not
institutional change was the key to remedying any defects which

might exist.

Mr Kent added that it would be helpful 1f Court could consider
whether or not there was a case to be made for change, and if
an evolutionary approach might be preferable to a more radical

review of the system.

Sir Colin Corness said that the Bank had clearly to consider
its view prior to giving evidence to the TCSC enquiry. He
thought that the wholesale/retail divide was not a practical
way of organising the regulatory structure. The distinction
between wholesale and retail was becoming blurred. For

example, as a result of the Government’s proposals for Building
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Society deregulation and Lloyds’s attempted acquisition of the
Cheltenham and Gloucester. An additional factor was the
emergence of the PIA, to which he thought most of the regulated
community would eventually join up. There was a danger that
radical change, following rapidly on the heels of the PIA
formation, would simply be the cause of deep confusion. He
favoured, therefore, an evolutionary approach which should
concentrate on achieving greater co-ordination between

regulators.

Sir Jeremy Morse also thought that the wholesale/retail
distinction was not one to pursue. He believed that there was
no great need for change, but thought it important that the
Bank should have a view on these matters, given the pressures
for change coming from other quarters. The blurring of
boundaries between banking, 1nsurance and securilities products
meant that supervisors needed to familiarise themselves with
these different businesses, but it should not lead to a change
in the style of supervision; different types of business
required different approaches to regulation. On conduct of
business requlation, he thought that there was an important
distinction to be drawn between banking products and more
complex and opague investment products. Although recognising
that conduct of business requlation was essential for the
latter, he thought it was important not to lose sight of the
caveat emptor principle, and to avoid giving the impression
that accidents would never happen. There was a need to impress
on investors the limitations of what a system of regulation

could reasonably be expected to deliver.

Sir David Lees thought that the paper did not identify
adequately the nature of the problem. For example, it did not
explain whether the problems with the existing system were
those of inefficiencies, costs or regulatory gaps; until the
problem was defined, it was not possible to come up with a
solution. He was doubtful that there was a serious problem
with the existing system of regulation, and did not believe

S
YT\ that it inhibited the Bank in the performance of its core
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functions. The Deputy Governor agreed that the costs of

regulation needed to be more carefully considered.

Sir Christopher Hogg said that there was a sense that the
existing system of regulation was unduly complex, but thought
there was no real alternative to it in prospect. He did not
think it appropriate for the Bank publicly to set out an
alternative model for the regulatory system; its role should be
to bring the discussion out into the open, and ensure that all
relevant matters were given a proper airing. He agreed with
the paper’s proposition that the most important issue was to
ensure that regulators had high calibre staff. There was also
a case for encouraging greater transparency in the financial
markets; those active in them tended to underestimate the

influence of vested interests.

Mr Quinn said he was also of the view that the distinction
between wholesale and retail, and between consumer protection
and systemic protection objectives, did not provide a workable
basis for a redesign of the regqulatory system. There were,
essentially, two sources of dissatisfaction with the existing
arrangements. The first was the Financial Services Act, which
had experienced a number of teething problems in the years
immediately after its introduction. However, he sensed that
the system had now bedded down and was being made to work
better. The most important source of dissatisfaction was in
the consumer protection field, where there had been a number of
recent, and high profile, cases, which were seen 1n scme

guarters as indicating regulatory failure.

Turning to the Bank’s role, Mr Quinn said that he thought this
was broader than the lender of last resort function, and should
embrace crisis management more generally. Crisis management
required rapidity of action, a depth of knowledge of the system
and markets, and, increasingly, the capacity to act on an

A international scale, which meant that the central bank was best
placed to provide it. No matter how the regulatory system was
structured, the Bank would always have a leading role to play

zi;,in crisis management. In addition, however, it was important
|
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to try to prevent crises from occurring, and this was the role

of supervision.

Mr Quinn thought that there was scope for making the existing
system tidier, perhaps by reducing the number of SROs. He said
a valuable exercise would be to compare the costs of regulation
in the UK with those in other centres; little work appeared to
have been done on this. 1In addition, there would be dangers in
making the regulatory authority directly answerable to
politicians. The problems closely parallelled those which

arise in the field of monetary policy.

Sir David Scholey remarked that the UK’s regulatory system was
looking increasingly out of step with the rigid and
prescriptive approach adopted in the United States and the
Continent. He thought it important to resist the import of
this type of regulation into the UK, and described the Bank as
one of the last bastions of the flexible and pragmatic
approach. There was also a sense in which the regulatory
system was being judged by multiple and inconsistent criteria -
providing the customer with total protection, ensuring deep
liguidity in the marketse, and ensuring fair dealings between a
firm and its clients, The trade-offs between these objectives

had to be recognised.

In Sir David’s view, the regulatory system was not in need of
root and branch retform, but it did require better management.
Issues which required particular attention were regulatory
overlaps and underlaps, and inconsistent regulatory rules. Sir
David differed from the other speakers in viewing the
wholesale/retalil distinction as i1mportant. As the paper
argued, there were significant differences between
interprofessional trading, and dealings between professionals
and non-professionals, and this pointed to the need for a

different approach to regulation in these cases.

Sir David suggested that the Bank needed to do more analysis in
conjunction with firms’ compliance staff, who were best placed

to judge the costs and burdens of the existing system. He
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wondered about the extent to which contact with compliance
people already took place. Mr Clark said that, to the best of
his knowledge, contacts were maintained with compliance
departments, although there would be scope for examining how
these might be deepened. Sir David alsc said that it would be
helpful to see more work done on the comparative costs of
regulation. The subject was one which needed much more study,

and he thought the Bank was best placed to take this work
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forward.

The different criteria for judging the requlatory system were
also relevant to the issue of transparency. Sir David said it
had to be recognised that there was a balance to be struck
between liquidity and transparency. Mr Plenderleith said that
transparency, in the sense of disclosure rules for investment
products, was a rather different matter to the transparency of
markets. The latter was a market structure issue rather than a
regulatory one, and it was difficult to argue that it was a

matter affecting the retail investor.

On the issue of requlatory structure, Mr Plenderleith said
that, although the existing system was not the most coherent
imaginable, it nonetheless had started to bed down and worked
reasonably well. He agreed with Sir David Lees that there was
a problem of retail conduct of business regulations creeping
into the wholesale markets, and thought this was being
accentuated by European directives, particularly the Investment
Services Directive,
Sir Jeremy Morse returned to the question of the Bank’s
evidence to the TCSC. The sense of the discussion appeared to
support the line proposed by Mr Quinn, which was essentially
defensive; 1t would be presentationally important to ensure
that this message was put forward in positive terms. He
thought it would be important for the Bank’s evidence also to
point out the difficulties which would be associated with a

ﬂ rethink of the existing system. Sir Jeremy wondered whether or

' not the TCSC saw a connection between their current enquiry and

tj the gquestion of i1ndependence for the Bank; the Deputy Governor
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said that the Committee did not appear to regard them as

connected.

Mr Kent said that the answer to Sir David Lees’s earlier
guestion was that many people did apparently consider that the
system of regulation was flawed. They included sections of the
press, Members of Parliament and the Labour party. In
formulating its position, the Bank would need to ensure that
its position was sufficiently robust to withstand a change of
government. Mr Quinn noted that the Bank’s evidence to the
TCSC would need to take into account this wider audience.
Summing up the discussion, the Deputy Governor said that he
thought it would be helpful for Court to have a further
discussion based on the draft of the Bank’s evidence to the

TCSC when this was ready.

At the Deputy Governor’s invitation, and with the agreement of

Members of Court, Mr Jarvis, the General Manager of the
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Printing Works, attended Court for the discussion of the
Printing Works’ Annual Report to staff and the Report and
Financial Statements of Debden Security Printing Ltd for the
year ended 28 February 1994. At the conclusion of Mr Jarvis’s
review of the year, Mr Kent mentioned that the Economilc
Secretary, Anthony Nelson, had visited the Printing Works
recently. The outcome had been generally satisfactory, with
both parties deriving encouragement from the visit. The
Economlic Secretary had felt the Works were efficient and, at
the same time, he was surprised by the complexity of the
operation. He did not consider the case for privatisation was
made; it was not one which he would support. This said, the
issue would never go away entirely. The Economlc Secretary was
concerned over the risks to the public through the forgery of
notes, although these concerns were linked as well with money
laundering. Mr Kent concluded by saying that, in line with

l government departments generally, we were facing demands to do
| something in the context of the Fundamental Expenditure Review.
HM Treasury had to make its own contribution, and much of its

\l|/ / expenditure consisted of payments for services to HMT.
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The Annual Report of the Printing Works having been discussed,

the Deputy Governor invited Mr Jarvis to update Court on a

recent development in the Returned Note Office incident.
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At the Deputy Governor’s invitation and with the agreement of

:
. ; J : e
\ Members of Court and in the absence of Mr King, Mr Allen, a

Deputy Director and Head of Analysis in the Monetary Stability

l Wing, and Mr Bowen, Head of the Group, who 1s responsible for

)
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the production of the Inflation Report, attended for the

discussion of the Inflation Report.

Mr Allen said that the Inflation Report was toc be published on
2 August and they were still in the process of deciding what it
should say. He intended to review the background to the report

and then invite Members of Court to comment on some of the

S 5 RN SC R W WO N W

questions it was thought the report needed to address.

Recent developments in inflation had been favourable. The 12-
month increase in the target measure RPIX increased by 2.4% in
June, and our preferred measure, RPILY, increased by 1.7%. In
both cases this was about 0.3% less than we forecast in the May
Inflation Report, and it was the fourth time out of five that,

in the short term, inflation had turned out below our forecast.

Among the monetary aggregates, MO had continued to grow faster.
It rose by 6.8% in the year to June, compared with 5.6% 1n the
year to March; and was plainly well outside its medium-term

monitoring range of 0 to 4%. Our research suggested that it
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should decelerate over the rest of this year. By contrast M4
was in the lower half of its monitoring range of 3 to 9%: 1t
had increased by 5.4% in the year to May. It was thought
borrowing by individuals would be a bit lower in the second
quarter than the first, but industrial and commercial companies
seem to have re-started net borrowing from banks on a modest

scale after a period of heavy net repayments.

There had, of course, been continued turbulence in the capital
markets since the last Inflation Report, with bond yields up
further and equity prices down. laken at face value this
suggested that inflationary expectations in the bond market had
worsened, and that they were inconsistent with the inflation

target.

Output had been growing at a rate of about 2% - 3% a year,
[ probably a little above the rate that would be sustainable in
the long term. Consumer spending growth had continued: there

[ was no sign so far that it had been inhibited by the recent
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increases in indirect taxes. Turnover in the housing market
had been subdued and prices had, broadly, been flat, perhaps
affected by the increased cost of fixed-rate mortgages. Land
prices had risen, however. Corporate profitability was strong
and business coptimism was picking up, and fixed investment
turned up in the fourth gquarter of last year and the first
cquarter of 1994.

In the labour market, the underlying rate of increase of
average earnings went up to 4% in March but dropped back to 3%%
in April and May. Unemployment had continued to fall steadily,
which was unusual at such an early stage in an economic
recovery. Job counts, however, suggested that the amount of

employment fell in the first guarter of 1994.

There were two clouds on the horizon for the medium-term
outlook for prices. First, we had seen over the last year a
large increase, of 30% or so, in non-oil commodity prices
measured in sterling. This sounded alarming, but in fact
material and fuel imports accounted for only about 5% of the
value of manufactured output, so it was perhaps less alarming
than it looked: manufacturing input prices in total had risen

by only 1.6% in the year to June.

The second cloud was that the CBI monthly survey for June
showed a sharp increase in the balance of firms expecting to

raise prices in the next four months.

Some of the questions which had arisen in the course of
considering what the report should say, and on which comments

would be welcome, were:-

1 There was a large difference between published forecasts
of inflation and the inflationary expectations implied
E by bond yields, which were much higher. How seriously
11 should we take bond yields as an indicator of
:z inflationary expectations?
[ A
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2 What should we make of the CBI survey result on prices?
Would competitive pressures allow producers and

retailers to widen profit margins?

3 Consumer demand seemed to have held up remarkably well
so far, despite the indirect tax increases. Could it

continue?

4 Was there still substantial spare capacity in the

economy? Were skill shortages emerging?

5 Were recent increases in commodity prices the result of
supply developments, and perhaps of speculative
purchases, or did they reflect general increases in

demand?

Sir David Lees opened the ensuing discussion by saying that CBI

Quarterly data for price expectations would be available on

6]

26 July. It would be important for us to look at these numbers
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as soon as possible. Manufacturers would put up prices when

they could, particularly as recovery in Western Europe gathered

S L AERREN.

pace.

Sir Colin Corness commented that many prices were now below

ol e A AT b

their level in the late 1980s. This raised the question of
restoration of previous levels and profit margins. They were
not real price increases. The housing industry would remain
very subdued. When recent fixed-rate mortgages come up for

their interest rate reviews, rates might go up a lot.

Ms Masters questioned the reliability of the figures for the
return on capital. She asked what the consequences would be of
an increase to mid-1980s levels for inflation. There was a
fear that attempts to restore profitability might push up

inflation.

In response, Mr Allen wondered how firms would attempt to

increase returns on capital. It depended on their expectations
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of inflation. Increasing their selling prices was not the only
way for them to increase profitability.

Firms, said Mr Plenderleith, could increase profitability by
reducing costs, as they had done, instead of putting up prices.
The more efficient utilisation of capital was, Sir David Lees

said, another way.

Sir David Scholey asked what the track record was of future
inflation rate expectations desired from the gilts market. He
was not surprised by the rates the Bank had desired and

enquired what was happening overseas.

Mr Plenderleith said there had been a slight fall recently in
measured expectations. The measure could reflect bond market
turbulence; not all movements necessarily indicated a true

change in price expectations.

Mr Allen commented that we were in much the same position as
the US. The Federal Reserve thinks the bond market is too
pessimistic, but there are market suspicions that the Federal

Reserve 1s too optimistic about inflation.

In response to Sir David Scholey’s remark that the bond market
had been dilsorderly, Mr Plenderleith salid he agreed entirely.
If rates were compared with a year ago, there had not been a
tremendous change. What had happened over the last year was

that the bond market got overheated and had then burnt out.

This, Sir David Scholey said, illustrated that how central
banks informed markets about their expectations and intentions
was very important. The Federal Reserve announcement in
February had been signalled clearly, but no-one seemed to pay

nuch attention to the warning.

The Deputy Governor concluded the discussion by saying Court

would return to the subject at the following month’s Long Court

after the Inflation Report had been published.
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Under the weekly executive report:-

(1) The Deputy Governor mentioned that, with the advent of
the Long Courts starting at 10.00 am in September, the
Minutes would be shorter, and not as literal or as

formal as in the past.

(1) The Deputy Governor said that the arrangement whereby
Non-Executive Directors could make use of the Bank‘’s
facilities to stage a charitable or non-commercial
function once during each term of office had been
reviewed. The concept was considered a good one and it
had been agreed that use of this arrangement be extended
to once a year for each Non-Executive Director, but that
the Bank would pay for only one such function during
each term of office, and then only for one of a non-

commercial nature.

(11i) With reference to a Minute of 16 June, Mr Kent updated
Court on the flotation of 3i. He said it had been
successful, being covered 1.1 times, and that the price
in difficult market conditions had been right. Our own
proceeds would be £122mn, net, which would be fed into
our accounts. This raised the question of whether or
not we should make a special dividend payment to
HM Treasury. We would, of course, lose i1ncome from the
sale of our shares and would need to retain some £40mn
from the sale proceeds to compensate for the reduction
in dividend income. Our shareholding in the company had

decreased from 14.5% to 6.5%.

Sir David Scholey said that he would like to
congratulate both past and present Executive Directors
of the Bank on the fact that 3i had reached the position

1t had. It was a considerable achievement on their

parts.
(iv) Mr Kent mentioned that for the past two or three years,
f 2 the clearing banks had been trying to release themselves
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from ownership of the London Clearing House because of
the financial risks they faced in the event of a
disaster. They had been trying to transfer ownership to
the derivatives exchanges, but so far had not been
successful. This was beginning to have an effect on the
reputation of the market and we had, therefore,
concluded we should try to broke a successful solution.

The parties had all agreed.
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MINUTES OF A MEETING OF DIRECTORS AT THE BANK

THURSDAY 21 JULY 1994

Present
Pendarell Hugh Kent, Esq

Ian Plenderleith, Esq

In the absence of the CGovernor and the Deputy CGovernor, Mr Kent
was chosen Chairman pursuant to the provisions of Clause 6(2) of

the Charter of 1 March 1946.

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

ratification by the next Court.

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

noted.
There being no comments on the weekly figures, Mr Plenderleith

spoke about the foreign exchanges and the state of the domestic

markets.

Dwia Shdle
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A MEETING OF DIRECTORS AT THE BANK

THURSDAY 28 JULY 1994

Present

Edward Alan John George, Esq, Governor

Rupert Lascelles Pennant-Rea, Esq, Deputy Governor
Pendarell Hugh Kent, Esqg

Mervyn Allister King, Esq

Ian Plenderleith, Esq

Hugh Christopher Emlyn Harris, Esqg

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

ratification by the next Court.

The Minutes of the last Meeting and those of the Court of

14 July, having been circulated, were noted.

In commenting on the weekly figures Mr Plenderleith explained
the changes in the Bank’s Weekly Return resulting from the

repayment of £11 mn of "Government debt" after 300 years, and
the purely accounting changes in the treatment of repos. He

went on to speak briefly about the markets.
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A MEETING OF DIRECTORS AT THE BANK

THURSDAY 4 AUGUST 1994

Present

Edward Alan John CGeorge, Esq, Governor
Brian Quinn, Esqg

Pendarell Hugh Kent, Esg

Mervyn Allister King, Esq

Sir Christopher Jeremy Morse, KCMG

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 Court, having been circulated, were

noted.

Mr King commented on the weekly figures and went on to speak
about the foreign exchanges, including the Official Reserves

figures for July, and the state of the domestic markets.
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A COURT OF DIRECTORS AT THE BANEK

THURSDAY 11 AUGUST 1994

Present

Edward Alan John Geor Esq, Governaor

ge,

Sir David Gerald Scholey, CBE

Sir Ceolin Ross Corness

Mrs Frances Anne Heaton

Sir Christopher Anthony Hogg

Pendarell Kent,

ale

Hugh

Esq

Sir John Chippend Lindley K

Mervyn Allister

Sir David Bryan Lee
Mes Shella Valerle Masters
Sir Christopher Jeremy Morse, KCMG

Plenderleittl Esqg

o] |

Brian Quinn,

Esq

Colin Grieve Southgate

Hugh Christopher Emlyn Harris, Esqg

i

of the Court f 14 those of

&)

The Minutes July and

of 21 and 28 July, and 4 August, having been circulated,
approved.
Details of the weekly figures and graphs relating to the

of the foreign exche markets

before Court. Mr spoke briefly about

surrounding the Treasury Bill tender which took place on

29 July.
5 May,

I D Ssaville,

i With reference to a Minute of the Covernor

Resolution appointing Mr the CREST Project

to exercise the Bank’s powers as share holder

(": Controller,
|
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the Meetings

were
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were laid

the events

introduced a
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CRESTCO. Mr Kent explained th

that the Bank should have no s

stance had changed for

the Bank operational control

built. T'his power would laps

reasons
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at, while the intention had been
hareholding in the company, this

of tax efficiency and to give

while the CREST software was

e on hand over to the ownhers.

Court RESOLVED that, consequent upon the appointment of

Messrs P H Kent and I D Savill

pursuant to Section 375 of the

and extended by the Companies

resolved by the Court of Direc

to represent the Bank
Bank, at any mee
T

In general discussion, Members

about the Bank’s involvement

particularly in the event of a

to present a short paper describing

between the Bank and the futur

e to the Board of CRESTCO Ltd and
Companies Act 1985, as amended

Act 1989, and until otherwise

tors, Mr I D Saville be appointed

rcise powers on behalf of the

. expressed a numker of concerns

yith the CREST project,
ny cost overrun. Mr Kent agreed

the commercial arrangements

e owners. He pointed out that,

by the time Court considered the paper, the contract between

the Bank and the future owners

stage.
concerns.
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The Gover
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r, having declare
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Court Pension Scheme, together

However, this contract would meet many of

would be at an lrrevocable

those

his potential interest in the

- with those of Messrs Quinn,

King, Kent and Plenderleith, Invited Sir Colin Corness to

present a

Report of the Trustees of the Court Pension Schene,

together with the Annual Report and Accounts for the year ended

28 February 1994.

Sir Colin explained that the Trustees had recommended in their

Report that Court accept the

\ctuary’s suggestion that the

annual contribution rate to the Court Pension Scheme, for the

Aear beginning

/ , ;
J/ penslonable remuneration on wi

the scheme; for Mr Pennant-Ee:

March 1994, should be set at 25% per annum of

1ich pensions can be provided from

1 and Mr King, pensionable

remuneration was restricted to £76,800. 'his rate also took
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into account the increase fr

widows over the age of 80.

In approving the recommendat
Trustees’ congratulations to

his team on their outstandin
asset return for 1993 of

average of the WM All Funds

5.3%, some 7.1%

om 50% to 55% 1in allowances to
ion, Court also endorsed the

the Chief Investment Manager and
g performance in achieving a total

above the weighted

Universe.

The Report and Accounts of the Court Pension Scheme for the
year ended 28 February 1994 were laid before Court.

Mr Harris presented a Report of the Trustees of the Bank of
England Pension Fund, together with the Report and Accounts of
the Fund for the year ended 28 February, which were laid before
Court.

The Governor thanked t T'rustes for their commitment to bkoth
the Court and Staff Pension Scheme:

At the Governor'’s invitation, and with the agreement of Memnbers
of Court

Division, attended Court for the discussion of the Inflation

Report, which 1

[f"I-::_M:

In introducing the

gquestion for monetary

PO 1 x\_.;

was the evidence of future

been

had
all,

inflation out-turns

had continued to f by mo

continue to fall for

another

the Bank’s measure (RPl1Y), a
(RPIX). Mr King said that i
Fector inflation had continu

/the tightening

the economy. However, infla

f; trough at the beginning of 1
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1ad been published on 2

in monetary policy

August.

Report, Mr King said that the main

at thils juncture how strong

was
wao

pick-up in inflation. Recent

encouraging. Underlying inflation

re than expected, and might well

guarter or so. It was now 1.7% on

nd 2.4% on the Government’s measure
t was encouraging that service
ed to fall in 1994, showing that

had reached every sector of

tion appeared to have reached its
994.




The disinflationary impact of spare c;

212

apacity, right across the

econonmy, had been larger than anticipated, both during the

recession and also into the first stages of recovery.

At some

point this downward pressure on inflation would be offset by

the upward pressure coming from growth above trend and

increases in the costs of iInputs and
output growth had not exceeded the sa

the output gap narrowed, inflation wa

In the May Inflation Report, three ma

raw materials. So far,

fe "speed limit". But, as

s likely to rise slowly.

in risks to the inflation

outlook were identified - monetary growth, the rise in

earnings, and inflation expectations.
worse, and moneta ry

Equally, of the four principal indica

growth had starte

None of these had become
1 to decline a little.

tors used by the

Government, three appeared to be no worse - with MO starting to

decelerate, M4 growth lower than thre
for households, and house prices fall

months - and only the fourth was givi

sterling effective exchange rate index

of the May Inflation Report.

With the recovery proceeding at a som

projected in May, there were two main

(1) we were another gquarter nea

(ii) there had been a series of

leading indicators of

inflationary

¢ months ago, especially

ing over the past six
ng concern, with the

lower than at the time

ewhat faster pace than

challenges for policy:

rer to the date for the

within the lower half of

warnings from potential
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pressure - "straws

in the wind" some might call them - which raised
concerns that inflationary pressures might be
building up in some sectors. These included reports
of rising costs in the construction sector, reports
of some recruitment difficulties, increases in import
[ prices, and further evidence in the CBI survey of a

desire by firms to raise prices.
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At thlis stage these "straws in the wind" had not led to the
revisions in the Bank’s medium-term projection for inflation,
which was broadly unchanged from May. But we continued to
monitor the risks to the inflation outcome very closely. At
the current level of 1interest rates, our best guess - and 1t

can be no more than that - was that underlying inflation would

L R i e b b

be just above the mid-point of the target range in two years or

S0.

Mr King then asked the Members of Court for their views of

these "straws in the wind"; how serious were they, if at all?

1
i
i

5305 §
|
1

1

Sir Colin Corness sald that the housing market remained weak.

S
While most figures indicated that year-on-year there had been
growth 1n the housing market, these were all weaker than would
have normally been expected, ie below trend. ©n pricing in
construction, he said that contractors’ margins remalned wafer
thin, but manufacturers had been able to raise prices by 3-4%.
This, though, was an increase in list prices; achieved prices

were probably 1

wer.

Q

Sir Chips Keswick commented that the recent attention paid to
land prices might be misleading. While it was true that

builders had paid increasingly high prices for land recently,
they might well be unable to pass them on to their custoners.

Higher land g

(8]

rices did not necessarily mean higher house prices

in the future.

Mr Plenderleith asked for Court Members‘’ views on why the

housing market was weak - did they feel that there was a

problem with the current price structure?
Sir Colin Corness said that nominal house prices had risen
within the last year, but in real terms were unchanged on the
year. He felt that the "soft" housing market was explained by
/ a lack of consumer confidence. People were still uncertain
/ about their employment prospects and the political climate.

They remained worried about the possible withdrawal of mortgage
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interest tax relief, and th

(e

was also an important factor.

Sir Colin Southgate felt that the
market was probably a good thing.
market had been the driving

that, at

force

least in his the

area,

bheen flat. remained

However, he
during 1994 in his business.

Discussing the Inflation Rej d

L U

highlighting particular issues of

inflation was very useful, and pl
projecting our concerns to the ma
He felt that future reports shc

reinforcing the attention paid to
particularly keen to see more res
profit-related pay, feeling that

related to performance, the bette

With regard to economic growth,

C

whether we should be les

and more concerned with

Mr King noted the benefi

growth.

even by 0.1 percentage polnt, but
technological improvement and reo

sectors, opportunities for boosti

limited. Countries undergoing te

Germany and Japan were pos war,

economy

earch

1r

attempting to raise

tax increases

weakness housing

e iy y
Previously,

the housing

for inflation. He

reported

in recent months had

bullish, expecting 5% growth

irectly, he felt that

concern with regard to future

ayved a helpful role in
rkets the wider economy.
continue to build on this,

these Topilcs.

He

the

was

done on merits of

the closer workers wages'! were

o

David Scholey wondered

38 cencerned with capacity constraints,

the level of trend

ts of i1ncreasing trend growth,
felt that, aside from

rganisation within specific

ng the trend growth rate were

chnological "catch up",

as

would have faster rates of

growth; but once th had occurred, their growth rates had
fallen to levels similar to the UK’s. Also, as the Inflation

Report had shown, there had been

supply in the UK, which will redu

growth.

Sir David Scholey felt that the Bank’s work on nm

expectations of inflation, and th

a trend decline in labour

ce cspects for output

arket-based

e comparisons with other

v macroeconomic forecasts, should be continued. He also said
[/
' it
7 that there did not appear to be a general awareness of the mave
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from a target range for RPIX from 1-4%, to 1-2.5% by the end of
the parliament. The Inflation Report could remind the wider

community of this move.

Sir Jeremy Morse asked toc what extent the next rise in interest
rates would be due to the psychological importance attached to
rising rates - ie the message this communicated to the markets
- or would it be dependent upon our expectations of the future
outcomes of the economy as a whole (the mechanics of the

economy, as he put it). The Governor said that the Bank was

b=

continuously monitoring the mechanics of the economy and,
whilst aware of the impact that market psychology could have,
any judgement on interest rate movements would be based on the

expectations of the economy’s future performance - ie the

mechanics.

Sir Christopher Hogg asked to what extent the Bank was certailn
that an 1ncrease in interest rates would affect the economy 1n
a manner ar to previous increases. l'he Governor sald that

we could not be confident of the impact of any interest rate

rise. We did not have

perfect understanding of the

s
1
?j

transmission mechanism - the way that interest rate changes
affect the economy; this process took at least two years
before the full effects came thrcugh. Any 1interest rate change
would always involve an element of judgement. However, he felt
that the increased transparency in policy making, and the
publication of the Inflation Report and of the minutes of the
monthly Governor/Chancellor meetings, had 1mproved the

understanding of the process involved in monetary policy. As

press reaction to the Inflation Report had shown, views nmay

differ but the underlying debate seemed to have been abksorbed.
Inproved transparency had led to a clearer understanding of the

transmission mechanism among the wider community, and the

2 . e - ot lelal=he 1 et r ~
objectives of the current monetary stance.

Mr Townend, a Deputy Director with responsibility for Market
/r Operations, and Mr Tucker, the Head of Gilt-Edged and Money
/ Markets Division, attended Court for the discussion of the

paper "Recent Developments in the Sterling Money Markets'.
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In introducing the paper, Mr Townend said that it was an
attempt to remove some of the mystigue about the money markets

and our operatilions in particu

[—

ar.

There were two general points to make. First, there was no
such thing as the sterling money market, but a whole series of
parallel markets, from deposits to cash instruments and the
derivative markets. Second, we and other central banks were
interested in these markets for a number of reasons, but mainly
because the level of short-term interest rates was the
instrument of monetary policy. We secured the level that we
and the Government thought right by our operations in the money

market.

The Bank operated in a broadly similar way to other central
banks. Essentially the banking system was kept regularly short
of cash in the knowledge that the only replenishment can come

from ourselves. I

-y

provide sufficient cash on the
lay, the only result, at the end of the day, would be that the
main settlement banks’ accounts at the Bank of England would be
drawn down. We placed on these bkanks an obligation not to go
overdrawn and they paid a penalty 1f they did, so there was an

incentive to participate in our operations.

Mr Townend explalned that liquidity was provided by buying

eligible bank bills (elther outright or on repo) from our

counterparties - the discount houses - who stood between us and
the banking system. 'ne stock of assistance provided was
constantly rolling over, which itself generated shortages; but
we could add to these if necessary, by increasing the weekly
Treasury bill tender. The Bank published a daily forecast of
the expected shortage, and operated at a number of set times in
the day to relieve it.
The rate at which the Bank bought bills signalled the level of
interest rates with which we were content, so at present we
were buying bills up to one month in maturity at 5 1/8% rate of
discount, which equated to a yield of 5 1/4%. And we expected
1

market rates to ke broadly in line - but this highlighted the
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fact that our

short, maturity. If we wanted to

lnterest rates, wWe could deal at di
or lower than before or we could

reintroducing Minimum Lending Rate

day. If we wanted to

we could

the very subtle to the very obhvious.

Mr Townend indica

influence did not extend much beyond this,
cha

ITerent

or a short period,
influence market expectations of

do so by changing our operations in ways

-]

quite

nge the official level of

bill rates - higher

et
e

rates,

ranging from

ted that the rest of the paper was 1in broadly
three sections; pa , present anc 1 futuz The section on the
past id >d a problen ich had arisen in particularly
acute form two years ago, Jjust before the ERM-exit Foreign

exchange market intervention had dra

banking system, and this had to be

market operations, so increasing the
the increased stock had come ncrea
more than needed to control short-t
putting intoleral rains on tl
subsequently exacerbated by th 11

year. The increased daily shortages

occurred at a time when the discount

in size, as a result of capital

changed their own liguidity behaviou

ith the houses

deposits wi towards ho
balance sheset.
Meanwhile, the combination of hbigger

reduced capacity of the houses to se

that one or two dominant banks with

could, their own capricious behav

L
4 4

to co-operate freely in our operatic

market conditions, or refusing to

money conditions - have a significan

rates and could use thelr powe

advantage. Highly volatile overnigh

contributing to fluctuations in the
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f our gilt funding last

during this period

houses had been shrinking

and the main banks

as

r awvay from placing secured

ling bills on their own

liguidity shortages and
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large bhill portfolios

iour = by deciding either

ns, easy
causing tight
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The Bank had been determined to address this prob

not because we thought that wvolatile overnight
economic behaviour, or were ever nfluential on
rate, nor because they doubt on our ability
officially-desired level of interest rate:
damaging London’s reputation for deep and

Our solution came i two

to

n parts. irst, change

rule to allow monetary sector purchases to

funding (and backdating t! ch } | ear), wh
the effect of redu ] sto of 1stan
the end of the curr: t financia ea And
augmenting our daily operations through offering

fortnightly repo broad

banking counterparties, iding liquidity for e

i

four weeks in maturity. This new technigque simul
- mobllilised a g iter 20l of bl paper, g
iddition to bil 5
- provided slice of assistance off-market, an
the residual daily shortages; and
- provided liquidity well spread around the ban
As the charts in tha r S i his e
very effective in reducing the volatility of ove
interest rates: so we judged it, to date, a succ

Finally, looking to the future, the Bank cons

market stayed static. We had identified three
changes: one was to our counterparties, where we
move away from the discount houses f e needed
content to continue dealing through them at

second involved more complex changes to the i1nst

) LV 4

which we provided liquidity,

generalised gilt repo market which

thought of as a kind of secured money market - 1if

deliberations led us in this direction. Finally,

é
©—
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developments could

together the monetary operat

European national central

be done.

The paper concluded, Mr

a number of guestions:

- did the money markets perform their

there still

r

- was the Bank’s evol

grain of the arket the
- ould urt | iterestec
and f eilgn ¢ hangec ark

Plenderlelth

E": r

the machilnery the Bank’s

reinforci l'ownend

ng what Mr

undergoing a continuing process

the

invited any comments on how

process,
Sir Christopher Hogg
what seems to

what seemed:

tl:t_‘.:.'

illustrated

the technical aspects of the
from time to ti

Sir Jeremy Morse, whc

commented that a substantial

foundation for a financial

underplayed the 1mpact

markets. Mr Townend agreed

shortages or excesses 1n the

to and from Government; but,

Government funding should be
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catalyst to bring even closer

performer the different

1 }."}-'

much work on this remained to

noted, by inviting comments on

function well or were

ry approach, orking with the

in companion papers on our gilt
t operatior

opportunity to brief Court about

market operations. He noted,

said, that this was an

area

of evolutionary

change and
that

Bank should manage

general reluctance to change

markets were not

nente in the equity market

welcome papers on

s various market operations

the development of repos,
Government debt market was the

In his view, the paper

finances 1n money

on a day-to-day basis,

market reflected the flow of funds

taken over a year, the impact of

flat given the full fund policy.
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Sir Chips Keswick had no doubt that the Bank understood and
could contreol the cash markets, but he was less certain about
the derivatives markets. Developing the point, Mr Kinc
wondered whether the latter markets might produce a body of
information helpful in the formulation of monetary policy, in
the way that studies of the gilt markets had done. He also
noted the benefits, discussed earlier, in the more open and
transparent stance taken towards the formulation of monetary
policy. He suggested that the events surrounding the Treasury
Bill tender on 29 July highlighted the need for clarity and
transparency 1n the signals given by the Bank’s money market

operations.

In responding, Mr Plenderleith sald that the Bank viewed the
futures and derivatives markets as part of the overall money
market. He agreed that awareness of activity in these markets
was relevant to the Bank’s understanding of what was going on
in the markets generally so we were actively expanding contacts

with market operators in futures and derivatives.

Mr Quinn highlighted the connections made in the paper between
the arrangements for implementing monetary policy through money
market operations and payments systems and supervisory issues.
rhis reinforced, in his view, the value of having the

supervisory function in or close to the central bank.

With reference to a Minute of 10 February, Mr Jochnson, an
Analyst in the Business Finance Division, attended Court for

the discussion of the Private FPinance Initiative (PFI).

In introducing the discussion, Mr Kent opened by setting out
the two main issues; the potential macro-economic implications
of the PFI; and the micro aspects ie the policy, its
implementation and the role of the Private Finance Panel as an
intermediary smoothing the way. Describing the initiative with
reference to the Prime Minister’s recent speech (27 July 1994 -
"The Role and Limits of the State"), Mr Kent summarised the
policy, philosophy and objectives thus: the cbjective of the

PFI was to renew the nation’s capital stock in an affordable
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way through a partnership between the public and private

sectors, such that the synergy achieved allowed this goal to be

reached more

swiftly and effectively than either side could

afford, or manage, on 1its own. It occuplied somewhat uneasily

middle ground between pure public sector and outright

privatisation.

In his speect

Government’s

1, the Prime Minister had reaffirmed the

commitment both to privatisation and to bringing

in private capital to make better use of taxpayers’ money, at

the

n

the public sector. A list of projects

ame time introducing the skills

of private enterprise into

suitable for private

finance was soon to be published, and the political will

existed to overcome any

legal obstacles that might inhibit

certain departments from following suit. In future, Ministers

would have to demonstrate to EDX (the Cabinet Committee which

allocates public

had fully explored private

-
4
rt

finance options. [o a certain degree, the PFI represented

additionality

yrivate capital,
E L

but should perhaps best be seen as levering in

I
b,

sharing risk with the private sector and

harnessing its management flair.

Mr Kent noted that the Private Finance Panel (PFP) was intended

to perform a
established

would essent
of projects"
prioritising
become the n
spend other

Government w
Panel, when

professional
role, Mr Ken

Channel Tunn

The Governor
misconstrued

/’ lunch™. Mr
A,

catalytic/broking role, much like the well-

]

London Approcach company support framework. It
1ally be an "unblocker of obstacles to the conduct

, and most definitely not involved in
/evaluating projects, Equally, it would neither
egotiator of the actual terms of a contract nor

This said, he was puzzled that the

people’s money.

as not willing to give greater resources to the

it was ously employing a multitude of
consultants. To 1llustrate the honest broker

t cited the generalities of his involvement in the

el Rail Link.

expressed some nervousness that the PFI could be
as sinmply financial engineering - the "free

King developed this theme by guestioning whether
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the burden of renewing the capital stock could really be
reduced by bringing in private finance, since the same finite
amount of resources was consumed. He saw advantages to the PFI

r
in making projects more efficient, both through competition and

.

bringing in particular management skills. O©On the downside, he

said that the PSBR was not a "given" and one could not simply

SSX T SULE MR E I

move projects off balance sheet and spend more. Equally, he
challenged the assumption that the private sector and 1ts
capital were always good: certain projects were in the public
sector for good reason. Thus he was supportive of the concept
of boosting efficiency and expertise, but remained wary of the

"free lunch".

Ms Masters (also a PFI member) highlighted the long-term

SRR IR R LRI o e SR

pressures on public expenditure that could be exerted by a need

1e was mindful

to service projects driven by additionality. S
of the need for the effective prioritisation of projects.

Rather than being an off-balance sheet device

policy as prompting a fundamental shift in the

A
1
i
i

private sectors’ relationship.

The Governor was concerned that the conceptual framework
necessary to ensure the initiative’s economic success was not
yet in place, but that there was already a drive to initiate
high profile projects. The macro implications for the conduct
of monetary policy were not, at this stage, sufficiently clear.
In response to a gquestion from Sir David Scholey testing the
Bank’s locus in this matter, the Governor saw a clear role for

the Bank under the third core purpose.

Sir Colin Southgate thought that HMT were nervous about the
PFI, especially since several Ministers had gone on record as
indicating the potential for increased public spending. He was
quite scathing of the initiative, and questioned the wisdom of
employing more expensive private capital in many instances.
/ His view was that the PFI needed to revisit the drawing board
? and that the Bank should, at this stage, not be
f supporting/endorsing it. The Governor saw scope for greater

// efficiencies in what might typically be considered public
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sector projects (eg prisons), through the private sector
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management of such projects. Sir Chips Keswick saw the PFI as

"a good idea, but going nowhere", given the lack of significant

results to date.

Sir Jeremy Morse was concerned that the Bank might end up

pushing the banks into supporting PFI projects. The Eurotunnel

company support operation was possibly similar, and he wondered

whether the Bank felt in retrospect that there were lessons

be drawn from it. 'he Governor made 1t clear that this was

to

notc

the Bank'’s role. 'he Governor and Mr Kent ocutlined the hiHTOF?

of the s 1nvolvement in Eurotunnel, and agreed that it
far less likely that it would engage to the same extent in

a company-support case today. Sir Colin Southgate cited

Eurotunnel as an illustration of a failure in both private

was

such

sector finance and project management. By contrast, with the

PFI the perception was that the private sector was typilcally

better placed to manage such risks.

Mr Kent clarified the PFI’s role in "unblocking problems'".

Such problems, he said, were more likely to be found in the

relationship between the Government and the private sector

rather than the fipancing of projects per se.

Under the esxecutive rej

1 The Governor mentioned that Court on 19 October would focus

on a number of internal matters concerning work priorities,

staffing issues and the administrative and budgetary

framework. [t was propeosed to start the meeting at 9.00 am

and he asked that those who were unable to attend at that

time should let him Know.

o
[

The Governor also mentioned that some mbers of Court

// expressed concern about receiving copies of the Minutes

had

of

/ the Board of Banking Supervision, as details of particular
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cases mentioned therein might raise conflicts of interest
a difficult positicn. He suggested

their individual position

and thus place them in
that Members may wish to consider

in advance of a further discussion on this 1ssue.
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MINUTES OF A MEETING OF DIRECTORS AT THE BANK

THURSDAY 18 AUGUST 1994
Present
Rupert Lascelles Pennant-Rea, Esq, Deputy Governor

Ian Plenderleith, Esq

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

ratification by the next Court.
The Minutes of the last Court, having been circulated, were noted.
There being no comments on the weekly figures, Mr Plenderleith

spoke about the foreign exchanges and the state of the domestic

markets.
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MINUTES OF A MEETING OF DIRECTORS AT THE BANK

THURSDAY 25 AUGUST 1994

Present

Rupert Lascelles Pennant-Rea, Esq, Deputy Governor

Ian Plenderleith, Esqg

Hugh Christopher Emlyn Harris, Esqg

g

The number of Directors assembled being insufficient to form a

quorum, those present proceeded to the business, subject to

!
I

]

ratification by the next Court.

SRR A SR, e T e A e

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

noted.

Mr Plenderleith commented on the weekly figures and then went on to
speak about the foreign exchanges and the state of the domestic

markets.
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MINUTES OF A MEETING OF DIRECTCRS AT THE BANK

THURSDAY 1 SEPTEMBER 1994

Present

Edward Alan John George, Esq, Governor
Pendarell Hugh Kent, Esq

Mervyn Allister King, Esdg

Ian Plenderleith, Esqg

Brian Quinn, Esqg

Hugh Christopher Emlyn Harris, Esq

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

ratification by the next Court.

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

M
L

There being no comments on the weekly figures, Mr Plenderleith

spoke about the foreign exchanges, including the Official Reserves

figures for August, and the state of the domestic markets.

‘
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MINUTES OF A COURT OF DIRECTORS AT THE BANK

THURSDAY 8 SEPTEMBER 1994

Present
Edward Alan John George, Esqg, Governor

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

Sir Colin Ross Corness

Pendarell Hugh Kent, Esg

Ms Sheila Masters

Sir Christopher Jeremy Morse, KCMG

Ian Plenderleith, Esq

b ay i = e P ] sy

Brian Quinn, Esq
Sir David Gerald Scholey, CBE

Professor Sir Roland Smith

A
i
4 |
it
a

. i
Hugh Christophe: lyn Harris Esq 1
4

The Minutes of the Court of 11 August and those of the Meetings of

AL LA O AR T NN N

18 and 25 August, and 1 September, 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.

The Governor, 1in noting that this was the last appearance at Court
of Mr Croughton, the Secretary of the Bank, thanked him for the
contribution he had made to the Bank generally and, over the past

ten years, to Court in particular.
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MINUTES OF A MEETING OF DIRECTORS AT THE BANK

THURSDAY 15 SEPTEMBER 1994

Present

Edward Alan John George, Esg, Governor
Mervyn Allister King, Esqg

Ian Plenderleith, Esg

Brian Quinn, Esq

Hugh Christopher Emlyn Harris, Esq

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

ratification by the next Court.

s |
e
E
|
i
1

-

The Governor welcomed the new Secretary.

e s

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

AR

i

There being no comments on the weekly figures, Mr Plenderleith

Sk

spoke about the foreign exchanges and the state of the domestic

wirte

markets. The market had taken Monday’s rise in interest rates
well, and by and large this response had been maintained.
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A COURT OF DIRECTORS AT THE BANK

WEDNESDAY 21 SEPTEMBER 1994

Present

Edward Alan John George, Esqg, Governor
Sir Martin Wakefield Jacomb

Mrs Frances Anne Heaton

Sir Christopher Anthony Hogg
Pendarell Hugh Kent, Esqgq

Sir John Chippendale Lindley Keswick
Mervyn Allister King, Esg

Sir David Bryan Lees

Ms Sheila Valerie Masters

Ian Plenderleith, Esqg

Brian Quinn, Esq

Professor Sir Roland Smith
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Hugh Christopher Emlyn Harris, Esqg

The Minutes of the Court of 8 September, and the Meeting of

15 September, having been circulated, were approved.

Monthly Economic and Markets Report

At the Governor’s invitation, and with the agreement of Members
of Court, Mr Bowen, Head of the Inflation Report Division,
attended Court for the discussion of the Monthly Economic and

Markets Report.

The Governor noted that the MEMR would be laid before Court in

those months when there was no Inflation Report to discuss.
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In the third month, the Inflation Report itself would provide
the basis for discussion. This would, in practice, have to be
after publication because of the timing of long Courts,
although the main lines of the Report would be apparent from
the MEMR laid before Court during the previous month.

However, at the long Court on 19 October there would,
exceptionally, be no time to discuss an MEMR, but it would be
possible to schedule a half-hour routine Court for this purpose
on 27 October if Members would find that helpful. Court
agreed that this should be arranged.

Introducing the MEMR, Mr King said that the main developments
since the August Inflation Report had been the emergence of
more evidence of price rises in intermediate goods - coming
from surveys, the Agents, anecdote (including from Members of

Court) and from the PPI figures themselves - and significant

NP T PN

upward revisions to GDP. Despite a slowing of consumption
growth, lnvestment and export demand were rising strongly and
it was clear that the output gap was both smaller, and closing

more rapidly, than we had previously thought.

3
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These were the factors behind the interest rate judgment
reached earlier in the month and put into effect on
13 September. This had been well received in the markets and

in the press.

Mr King sought views particularly on the extent to which prices
of intermediate goods were really starting to rise; whether
such rises were simply a reflection of commodity price
increases or included other elements; and whether investment
spending was rising, and how quickly increased capacity would

come through.

Mr Plenderleith, commenting on the market charts laid before
Court, said that the markets had, for some time before the
interest rate rise, had a sense of steady recovery combined
with incipient cost pressures, but had been uncertain about how
and when the authorities would react (and had indeed feared

that the move, when it came, would be inept). Reactions to
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the move, when it did come, had been positive. The subsequent
bond market weakness had been driven more by international

events than by any reappraisal of a domestic stance.

Referring to Mr King’s questions about cost pressures,

Sir Roland Smith said that there had indeed been significant
increases in the costs of chemicals, aluminium and steel
products; these continued and were being reflected in input
prices. The pressures were global; indeed, in concentrating
on the UK alone, the Bank risked seeing only part of the
picture. Cost pressures had not yet been reflected at the
stage of final prices, but would be, perhaps by the first half
of 1995, once stocks had adjusted. He did not yet see
manufacturers putting on capacity; but in areas where business

conditions were strong, margins were an issue.

Sir David Lees said that manufacturers were keen to raise
prices. Whether or not they could do so would depend on spare

capacity: where they were running below potential output, they
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Capacity utilisation was now improving, reflecting both UK and
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European demand, and that was giving manufacturers the

confidence to push for higher prices.

e G

Sir Christopher Hogg agreed that global developments were
important. There was pressure from raw material prices; the
output gap was closing fast, if not already closed; and
companies would be more inclined to concede higher wages in

these circumstances, simply in order to maintain production.

Sir Chips Keswick commented that some bank lenders were cutting
margins. In international capital markets, the issue was not
so much inflation as the scale of individual countries'’

deficits; lenders were keen to penalise deficit countries.

Sir Martin Jacomb endorsed the views expressed on costs. But
he felt that margins remained under pressure: in the
electrical supply industry, for example, higher copper prices

had led to smaller margins despite two price increases. At
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present, companies were aiming to fill capacity, where at a
European level there was a surplus. In many businesses,
managers had not yet realised that in a non-inflationary world,

margins would, inevitably, not recover fully.

The Governor suggested that the macroeconomic data had not been
showing pressure on margins - rather the reverse - and had also
suggested that company profits were exceptionally strong,
creating an environment for new investment in capacity. He
invited views on how our pre-emptive move on interest rates
last week would affect this. Mr King confirmed that profits
were strong in the corporate sector, and that the evidence on
margins, although statistically less robust, suggested that
they had held up well except in retailing. Sir Christopher

Hogg thought that the aggregate figures would have benefitted

SESVPRPS ASHLN PPN PRNCHIN = SR PO SRR X < = W

from weaker companies going out of business; Sir David Lees
suggested that cost controls and better use of existing

capacity had helped margins. But capacity was now the issue,
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and skilled labour shortages a particular concern.

In terms of public presentation of policy, Sir David Lees added
that the lower part of the target range was not so deeply
embedded in the public’s mind as it should be, and suggested

that this should be given more emphasis over the coming months.

The November Budget

The Governor invited Mr King to introduce the paper concerning
our Budget advice to the Chancellor, copies of which had been
laid before Court. Mr King said that our main message was
that the Chancellor should adhere to his existing plans, and
this had to involve adjusting cash spending targets downwards
to reflect the lower inflation outturn. The real test for the
Government would be whether they could be as firm on public
spending as the original strategy implied. In response to a
question from Sir Roland Smith, both Mr King and

Mr Plenderleith confirmed that the PSBR for this year was

currently a bit better than on track.
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Ms Masters asked whether we were concerned about the
Government’s evident aim of holding recorded public spending
down by shifting it into private or semi-private categories,
for example through the private finance initiative. Mr King
said that this was a worry, particularly if it understated the
macroeconomic pressures on demand, and the Governor added that
it was particularly worrying if the Government saw such devices
as some kind of "'magic'. If there were real efficiency gainms,
that was indeed a saving - but it certainly was not a 100%
saving. But the PFI was politically sensitive, and it was not

easy to make such points in the Budget advice.

Eurcopean Monetary Institute

At the Governor’s invitation, and with the agreement of Court,
Mr Collins, Head of the Policy Planning Group, attended for the
discussion of his paper on the EMI. Introducing his paper,

Mr Collins said that it illustrated the range of issues being
addressed by the EMI and the pace at which the technical work
was proceeding. The Bank was playing a very full part in
this. Taking up this last point, the Governor said that he
himself was participating fully in Council meetings, and that
the Bank had made a significant contribution to the staffing of
the EMI. The Governor referred to a letter that he had
received from Sir Jeremy Morse, who was unable to attend Court
that day. Sir Jeremy, reading Mr Collins’ paper, had the
sense that we were rather tentative and defensive about our
involvement, perhaps reflecting the UK’s current political
doubts about sovereignty. The Governor, for his part, was
gquite clear that we were participating fully at a technical
level. At that level, of course, we could make clear our
technical doubts about the EMU process, and particularly the
pace of monetary integration; but that was quite separate from
the political issues, and we had to be clear about that in our

own minds.

Sir Christopher Hogg welcomed the Governor’s comments. This
was an area in which the Bank should make a full contribution.

It would be a pity if the Bank was thought to be infected by
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the UK public sector’s reluctance to participate in European
initiatives.

The Governor said that there was, of course, a big resource
issue for the Bank. The people the EMI were likely to want
were precisely those in short supply here. But Professor
Lamfalussy, President of the EMI, had been entirely happy with
the support that we had given thus far. Mr Quinn added that
we were certainly perceived in the EMI as pulling our weight,

even if this was not always the view in Brussels.

Sir David Lees was surprised at the current lack of public
debate on these issues, given the pace at which work was
proceeding. He noted that the European commercial banks had
recently declared a rapid introduction of an ECU currency to be
impractical. The Governor said that this took us straight to
one of the key technical issues - whether there should be a
"big bang", or alternatively a phased introduction, "stage 3A".
With the latter, the banks'’ worries would dissappear. But even
technical issues could have large political implications - for
instance, the design of banknotes, and whether they could

retain national characteristics.

Sir Martin Jacomb felt that the Bank’s stance was right. We
must have a strong influence. There was, of course, a
difficult PR point, as our involvement might be seen as
implying that we saw a common currency as a good idea. We
would have to stress that we were making sure that the
technical work was being done properly, so that the political

issues were identified correctly and publicly at the right

time. That might have to be done very soon. The Governor
agreed: it would soon become public knowledge that we were
chairing the Committee on the design of a European note. Sir

David Lees stressed the need for these issues to be aired in

the Bank’s Annual Report.
Centre for Central Banking Studies

At the Governor’s invitation, and with the agreement of Court,

Mr Price attended Court for the discussion of his paper on the

Bank of England Archive (12A110/8)




118 papexr, he said Chat tl L SE
making the best use of the resources at his

financial help from the Europea
Know-how Fund, but most of his
either directly or through the provision of
courses. Mr Price's aim was to continue t
training,

material.

b
L
(o))

- - .
g studiles.
€ 1 r nNir was
- P - oo o
1 3 pOSdl naa

ralise the level of

running workshops and seminars, and improving handou

S1r David Le s asked whethesr thez was i Cal.emel f the
ybjectives of the CCBS what w it for, why wasn't it £
finan Mr Price said the Bank had a long tradition
»f providing such training to orient 1er centz banks to ou
way of doing ti : bring 1 egse to
this untry. 1S 1 PR tc
;l"l? 1 I'r.' (=1 11 [ 4 1 1 [= — "—-f ANa
11d 1 Lree ss, saild at it woul«
pbe useful to pro jectives ror the CCBS at
this stage.
Sir Chips Keswilick thought be a mistake to charge
for training, given the to t Kingdom.
Sir Martin Jacomb stressed the benefits of beople to
London for t: ig - it would be grc r the UK, d
~stablish ntact which would last a ng
Ms Masters asked how training was 2 ned Mr I said
that there was ar ew on prioz es, based on the
"rafox 1 iy ) i work I SOme 1ireas was
allocated Dy th I tferen ders of C:z :1.._1151"'.'_,1_ v
But we could not be sure getting the balance right -
was no market pr Equally, there was no robust way of

SUuccess.

measuring

el

Sir Christopher Hogg suggested

assistance

immediately be in demand here. Mr Price agreed, but

Y

that he did not want the CCBS itgelf to be

k of England Archive (12A110/8)

was a good way of using EBank peop

hat involvement in technical

1

le who might not
added

used as a dumping

=
e

BT e Ea ki

et

i
A




ground for surplus Bank staff. He wanted a spell in the CCBS
to be seen as a good career move for staff in, say, thelr mid-
thirties. The Governor agreed.

CREST
At the Governor’s invitation and with the agreement of Court,
Mr Saville attended the Court discussion of his paper on the
risks posed to the Bank by involvement in the CREST project.
The Governor summarised Mr Saville’s paper as saying that CREST
posed little financial or legal risk to the Bank, but a major
reputational risk if we got it wrong. Mr Saville added that
there were several controls on the project over and above the

Bank’s normal monitoring: these came from the Advisory

Committee and from

external audit.

Sir David Lees was concerned that finance was not guaranteed

e bl il St el il i e e

through to the end of the project. Mr Saville said that the
project was deliberately structured with break-points. The
next major one was at the end of 1995. At that stage we were
due to hand over the software. This would absorb £12 mn,

which was fully committed by the shareholders.

If the project stopped at that stage for any reason, we could
still walk away; the risk was the shareholders’. They had no
difficulty with that.

Ms Masters wondered whether we could really separate financial
from reputational risk in this way. If things went wrong,

were we not bound in reality to accept some financial liability

- and were we not consequently exposed to it now? Mr Saville
said that the financial agreements would be 1in place in
October, and Mr Kent added that we had, in practice, had no
option but to continue with the project ahead of these

agreements as an act of faith; a loss of momentum at this

stage would be fatal.

In response to questions from Sir Roland Smith, Mr Saville
confirmed that the project was on schedule, and that the

technology was tried and tested - the technical risks, he said,

Bank of England Archive (12A110/8)



were "extraordinarily low". There were risks of legislation
or regulation not being put in place, but those were beyond our
control. There was significant support for the project, both

from the shareholders and from customers.

Mr Quinn wondered what was meant by "a degree" of external
audit, Given the extent of trust involved, the Bank had an
interest in pinning down this part of the control environment.

Mr Saville said that the scope and intensity of the audit would

be discussed with the Advisory Committee.

Derivatives
At the invitation of the Governor, and with the agreement of

Court, Mr Bond attended for the discussion of his two papers.

Sir Christopher Hogg said that he saw the issues raised as
being essentially for regulators rather than for legislators.
The players 1n these markets were professionals, and when
things had gone wrong the issues were clearly for company

boards, and the main governing theme therefore had to be proper
disclosure.

The Governor saild that this was our instinct too, and that
other central banks were moving in this direction. Corporate
involvement in derivatives was not yet a major problem here,
but was emerging as one of the United States, where the losers
were resorting to litigation. One problem with disclosure was
that everybody had a different view as to what would need to be
disclosed, and it was not clear what self-selected disclosures

would actually achieve.

Sir Martin Jacomb said that it was unfortunate that the
accountancy profession was so far from agreeing on a proper
disclosure regime. Sir Chips Keswick noted the difficulty of
valuing risk, and Ms Masters said that no simplistic rule could
be made to work in this area. It was an area that should,
nevertheless, be pursued with the Accounting Standards Board.
Mr Bond said that, in the United States, disclosures had tended
to be qualitative rather than attempting to quantify risk.

Bank of England Archive (12A110/8)




Mr Quinn noted that banks had many possible ways of valuing the
risks on their own books; the regulators had to keep these
under close review, and to strike a balance between their own
concerns and the needs of the market. For non-supervised
firms, rating agencies might well have a role. Sir Chips
Keswick noted that the market could be damaged if regulators

needlessly increased the capital requirements.

Executive Report

Under the Executive Report:

City Arts Trust

R S S

The Governor menticned Mr Quinn’s Directorship of the City

Arts Trust, and this was noted by Court.

Nomination of NEDs

The Governor reported that Sir Martin Jacomb and Sir Colin
Corness had indicated that they would be retiring from Court
at the end of February. He invited Members to contact him

if they had any suggestions about suitable replacements.

National Mortgage Bank

With reference to a Minute of 5 May, the Governor said that
the Bank’s purchase of National Mortgage Bank was likely to
be completed on 30 September.

Personnel Director
The Governor reported that Mr Roy Lecky-Thompson had been
recruited as Personnel Director of the Bank, and that a press

statement had been issued the previous day.

Treasury Fundamental Expenditure Review

Mr Kent said that HM Treasury were undertaking a fundamental
review of all spending attributable to the Treasury itself:
and a very large proportion - £86 mn out of £116 mn - related

to the Bank of England. There were five areas of interest:

Printing Works and Issue Department, where the Bank was in

effect a principal; and Registrar’s,

Debt. Management and the
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Exchange Equalisation Account, where the Bank acts as Agent
for HM Treasury. The hierarchy of possibilities being
considered in each area ranged from abolition, through
privatisation, market-testing, the introduction of commercial
management, tighter cash limits, no change, and a "Review".
In the Printing Works area, the Treasury were pressing the
case for the introduction of commercial management -
essentially removing the existing tier of Bank management,
and inviting a commercial printer to take advantage of our
capital. In note issue, they wanted commercial banks to
take on more work. In the Registrar’s area, market testing
seemed to be the favoured solution, though initially across
only a small range of the Department’s work (which would in
fact be impractical). In Debt Management, concerns had been
raised about the effective subsidy to CGO. There seemed to
be no concerns about the Exchange Egualisation Account side.
This exercise raised significant issues for the Bank and for
Court. Our provisional answers thus far had been that we
would not accept any interference with our own management of

the Bank, and that we would take no responsibility for

services provided by third parties. Partial market testing,
we had said, was nonsensical. We had also pointed out that
our performance under cash limits had been outstanding; if

there were concerns, they could be addressed by seeking lower

guality services.

The Governor said that these issues would be brought back to
the Long Court on 19 October, which would be discussing the
management of the Bank. Sir Chips Keswick thought that it
might re-open the uncertainty over whether or not the

Printing Works, or the Bank as a whole, really made profits.

Review of Branches and Agencies

The Governor referred to a letter written to the Agents by
the Deputy Governor, copies of which had been placed in
folders. He sald that the review, which would cover all of
the functions of the Branches and Agencies, was independent
of but relevant to the concerns expressed under the previous

item,

and would inevitably result in a period of uncertainty,
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but it was necessary to keep cash handling, in particular,

under review.

October Court Timings

The Governor outlined plans for the October Court, which
would start at 9 am on 19 October, and cover the new Purposes
and Responsibilities statement, as well as reports on the new
organisation of the Bank and on staffing issues. This would
continue over lunch, which would involve the Non-Executives

and the Governors only.

—t
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MINUTES OF A MEETING OF DIRECTORS AT THE BANK

THURSDAY 29 SEPTEMBER 1994

Present

Edward Alan John George,

Governor

Rupert Lascelles Pennant-Rea,

Deputy Governor

Mervyn Allister King,

Ian Plenderleith,

Brian Quinn,

Hugh Christopher Emlyn Harris,

The number of Directors assembled being

guorum,

insufficient to form a

those present proceeded to the business, subject to

ratification by the next Court.

The Minutes of the last Court,

having been circulated, were noted.

There being no comments

on the weekly figures, Plenderleith

spoke briefly about the

foreign exchanges and the state of the

domestic markets.
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MEETING OF DIRECTORS

THURSDAY 6 OCTOBER 1994

Present

AT THE BANK

Edward Alan John George, Esq, Governor

Rupert Lascelles Pennant-Rea,
Brian Quinn,

gir Christopher Jeremy Morse,

Esq

Hugh Christopher Emlyn Harris,

r'he number of Directors assembled being

quorum,

ratification

Esqg,

KCMG

Esqg

those present proceeded to the business,

The Minutes of

by the next Court.

the: last. Court,

Deputy Governor

insufficient to form a

subject to

having been circulated, were noted.

There being no comments on the weekly figures, The Governor spoke

briefly about the foreign exchanges,

Reserves figures for September,

markets.
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A MEETING OF DIRECTORS AT THE BANK

THURSDAY 13 OCTOBER 1994

Present

Edward Alan John George, Esqg, Governor
Pendarell Hugh Kent, Esqg

Mervyn Allister King, Esqg

Sir Christopher Jeremy Morse, KCMG

The number of Directors assembled being insufficient to form a

gquorum, those present proceeded to the business, subject to

ratification by the next Court.

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

There were no comments on the weekly figures, the foreign exchanges

or the state of the domestic markets.
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Edward Alan John George, Esq, Governo:
Rupert Lascelles Pennant-Rea, Esg, Deputy Governo:

Sir David James Scott Cooksey

Sir Colin Ross Corness

Mrs Frances Anne Heaton
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of Court, Mr Midgley, Finance Director, attended Court.
The Bank'’s Purposes, Responsibilities and Philosophy
With reference to a Minute of 24 February 1994, the Deputy

Governor introduced a revised statement on the Bank’s Purposes,

Responsibilities and Philosophy.
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Sir Chips Keswick asked 1f the Treasury supported the PRP

statement . The Governor said that we had riot sought to agree

with them. At officis el, they were aware of it, and

Bank of England Archive (12A110/8)



nanaged
managed

Y

YV omh AT Ay
cLIIUVAICEY ,

international work,

Administrative Framework

reference
introduced

Priorities

et

W

()

structural unemployment

contribut i
environment

macroeconomic companlie

S e MG
that we had
been
treatment o
SEaemm MOore
y Governor

Aar nding

ERale; ¥

A1 110 I
=T +

o 1 e s I e Sl Ll

UL AT

he Governor

Framework:

ylicy side,

Al o |

t, and t

( Y 4ad
" { T
Al i ~- A
i3 ALY O b
™ £ =

o =4 i

ensuring a

n

could plan and

ontribute thirough the

could also

of England Archive (12A110/8)

initiative



gsystem. Our focus in supervis
on particular cases and areas of concern. These
money laundering and the pursuit of fraud. There

£

of concern here, and we had to be sensitive to it

tide, of course, was consumerism - there, we had to

cautious, and encour:

Internally, we had et the new structure he
down and t addr the pe = gsues I
Ashridge

Sir Chips 1 iting aga
backaround nd a key qu ta
wag I W jol: 1171 I i.l | gk

of ; l |"‘_.} a J. o=

connection he wondered 1f the Bank was looking at t

) -
[aEN ' rrnesc ' = =mpna 1 npLl v
ne 1 >udgnt would getC ~onsiscenciliy w : ST |
ree B L Started sneddlng .lLafl 11 In CVEeY
- - -1 + & i P - = - e ! . +
ourt Ssald that CI Nada Cc pe clLeal AL LE S W
could not comment alirecoly oIl 3 es, but 3
4 a+able framework for investment Mg Mas
Sromot 1 a gtable framework for i1nvestment. Ms M:

-

that the existing approach
reactive: we could be more proactively pressing fc

of price stability.

Bank of England Archive (12A110/8)

r benefits

was a4 Clae
Ancther

be more

1J3211NISC Chne
ballh DEU
YT

integration

in thie

ationghip with securities supervis ion. More generally he

A
+OVEernor
- _f
" Sareed
1 agl 1,
1 el e 1
1A B -~ s
114 Nelp DY
- FEm1+
ado Ll o i< |

to public information sounded



Priorities in the Monetary Stability Wing

At the Governor'’s invitation and with the agreement of Members
of Court, Messrs Allen, Kentfield and Townend, Deputy Directors

in the Monetary Stability Wing, attended Court to talk
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were ofte
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Priorities in the Financial Stability Wing

At the Governor’s invitation nd with the agreeme

of Court, Messrs Clark

Page, Allsopp, Bond and

the Financial

Stability

c +

their

priorities

respeci

ek 3 = " 2o 2 o Xy o B s i f Thpen 4
said that the aim of the new Financial Stabil Y
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Mr Quinn
Wing was to
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: within
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¥ WLild

’71ng CYos 2 But we nee to be
alarc the risks: 1f monetary stability and financial
stability began t develop as different rganisations, then the
guestion of hivir might become prominent again
Mr Foot described the supervisory fun I . S&S area
essentially t : f the old BSD, absorbing : the 350
budgeted staff. L t lentified by
Mr Foot I 1ded n Y C e jues
cChey were g ng to rica tandar

tal; itability of the main
-ading banks; work on derivatives and market risk
(the CAD); and the ) ‘oncern was rather
about their long-run viability than collapse.
Internationally, we still had major gquestion marks over the
health of the Japanese banking system, and had to deal with
awkward requests for new branches and subsidiaries from banks
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some responsibilities for Gibraltar in the coming months.
[llegal deposit-taking cases had increased. Mr Foot added

that the Special Investigations Unit and the Legal Unit had

become an extremely useful resource, and indispensable partners
E
in S5&S operations. Returning te the point raised by Mr Cuinn,
Mr Foot said that the On tarl n ti &S azr
was currently exc VE It could onlv 1 m = ; }
¢ \ ime by
ving the qu Lty and erice. | W 1l 101
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He did

all from BCCI: the Bank’s supervisors were glreatly

internationally. Sir David Scho sald thal: in that case he

did not understand the problem identified by Mr Quinn of

financial stability becoming a "Cinderella" area.
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ol t €t wa because the
chemse L There was
igries L I 1r expe '
tior t locked
permanently on the back foot. Mr Foot said that one
particular manifestation of the "Cinderella" problem was the
role in the Bank of economists. t was diff:icult to convince
them that S&S was the place to go to. Thouglh Michael Foot
himself, and many of the other S&S Heads of Division, were
economiste with wide Bank experience. The Governcor said it
was vital to get the flow
Mr Page described the role of As with the S&S area,
was rently running we nd t taff budgs He
;) €l need to st the area’s act with
non ink players in the wh financial r the
benef it | ne FS wir 4S8 a whole. 79 96, beyond our
daily supervision, t lar continuing exer was the
implementat f the Capital Adequacy and Inve nent Services
Directives re aconstruction of f
capital adequacy regime: to the diffe of
firm supervised. This 1bou 1 S¢
second key task would be, together with the Market perat s
area, to anticipate and respond to the pressures for structural
change in the gilts ar - The maln pre ure for
~hange on both markets y B here were host of
ot hel 18T ma ne "_: narKat Jal 5 = T
3ang Iext year could se 1 second 1 1
Mr Allsor P spok = ut t Payment, Sesl eIl 1d lear 1ng
Systems Divisior 'he work priorities f th ming year
included the long-term structure and governant f the sterling
payment systems, De prop 1ls restructure
the way in whi was owned and contrxolled international

work to eliminate cross-currency risk in the settlement of
foreign exchange transactions; the reform of national and
cross-border payments systems in the European Union; and

efforts to reform the ECU clearing. Mr Allsopp stressed tha

none of these and other priority subjects cculd be pursued in
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eady management

embracing o f irkets 1in tl ty, with
possibly l¢ ~1 l graduate x rulitment.

Mr Clark spoke about the Regulatory Policy Diwision and his own

role as Co-ordinator of the Financial Stability Wing. The

the istitutiona structure of regulation n the UK ncluding
1S 50 Ated S81 Buchn as | = & L 15T I It irrangementcs
ana th problems po ftor regulators by i1 w1llg Nsumex S1 1
4
T L T I T ST e Y ST e o T S O IR T T g
I'ne balrk wdas vELlY Je dSKed ) I 'l DU i 4
review of 16 regulato: le saw ! of the 1
i
role r he Bank v sSies %
provia Lile Bank w 1 arly X ] LSSUES ‘1
3
¥ A + | et L - - =1 1 - 7,
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4
™ 4 m Y
11101 i I P 1 iMPpLE ) i
L T1E 1) | | Tilnancing arnda %

was now resgponsible, had threse core areas Secretary’ e
Personnel, and Finance Secretary’'s had absorbed the
Informatior v I Ehe © yanisati and hi had
produced ar nmediate saving in th 1umbe1 f taf nvolved
The1 was ¢ Y For Turthey ng, ncl 1t urcing
dI'r'a E1MH¢ =X yrities for the c 19 Y 1Y wer | er ol

: t, to maintain the high st 1YAds t he res Efyce, Ea
continue | prove t Bank's p1 edures IOt 1 1g with the
publi correspondence, and to continue Lo 1mprov internal
communication.

Mr Harris introduced the Annual Report on Banking St

uitment round, and

particular he commented on the

4

=
D
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the recrui "second jok

which was likely to become a regular part of recruitment. We
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Lhe pressures on us wol that much greater. We

expected the public

pay };:Q]'_i'_'."y to continue in the .:'_;Gmi_r*l._';i

year, but even within it we managed to pay a small in

gsueg Working Party
DY OF 1ls had beern
1T st 11Ng O
h ] formance
) inagement
' Prok for
1Ca e arraldgemeIiLs
! ralning

~ecrulted

(o
i

¥

5lin Southgate sked whether second jobke

under contract. The Depu

gir R ind St h t i lear that the had
a major shift 1n dcele Bank, with mozr
responsibi EAr 1 rat 3% t wa | eazt
that the ture performancs rier 1. This
implied tl remuneration would hav t hangje f here was not
to be frictior There had, of course, always ! 5
with 1ty nst ' , and a pted that the yere a
onstant ; but er were als featu: in th Nvirc t
s everyone The v Governor salid that he
the Staff Issues Working Party concl ng would

Scholey asked if there would be an

L¥
"
()
4l
!
e
a

opportunity for a policy discussion with Couirt before the Staff
Issues Working Party proposals became crystallised. The

Deputy Governor said that he would report to Court on

16 November, before any conclusions were promulgated.
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expect that there
functions, which in this case there had not been. hise
Leeg warned about the risks of multi-tiered administration

implied by the Resources Administration Groups. The

Governor said that we would be attacking the RAGS with gr

vigour in the coming budget

Fundamental Expenditure Review

in ju 1 Tl ion of HM Treasury pa 1€

Fundamenta Expendituy Review ir Ken 1 &k . B S

targ d v ne Treasury am had been the P ng Works, Note

Issue, Reg trars, I 1 anad 1 Excl 1 .
6

1l al n A I we nad polinctced i ¢ 10X MOUE g

|

reductions in expenditure over the past 10 years, and to our i

own expectation of getting further savings at the Printing [

1 e f o T 1 A e 1 ( P e ~ 13

Works of E6 en loocking ¥ more and

had targeted Reglst 11 araeas il

particular (¢ mpti . fheir

prererenc seemed now to be to sack ouz | I Y ting Works

managers and repl s them with managez from mme La

company who would Se Yy il t thelr not nd . che

pPro sat £y 1lr need foz tes; pri ; t note

distribu system, relying on commé 11 bank: and

elim 1 n 55 SAIlX f England’ pra S ; ind partly

market eqil rar's artmer

We havi sald n Te o, that we would stand on 1r record

for control of expenditure; that partial market testing

N

absurd, and if the Government wanted to take Registrar
business away from us then they should contract it out
properly; and, importantly, that we would not accep!

responsibility for delivery to HMT of a service that had

previously been contracted to us but was now corntracted to a
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Boarde of Bank Subsidiary Companies: A Resolution

The Governor introduced a Rc

a Resolutior oricerning changes to
Boards of certain Bank Subsidiaries [t was RESOLVED that
consequent upon the retirements of Messrs H ¢ E Harris

= 3 i | L= SN S

Section 375 of the Companies Act

J S Rumins, G A Croughton and P G Mitchel and pursuant to

985, as amended and extended

b i o 3 - . 1 0 c £ * g 1 1
by the Companies Act 1989, and until otherwise resolved by the
Court of Directors:
; ME O _ .
MR G 1 Dixe Securitie
Mana MR ' RIE T'he Boar
yo ) 3 = S P O
rs o i ma F: lagley
field and Bridaez
M " MTDOT BV =nd VD - D —- OVYTMA N X 1 et m
f joul 1 Non ¥ D : K AR c Ihe
Board will then consist of Messrs K ] halirman) ,
Midg y nd Footman.

ME M A KING, or failing him MR G MIDGLEY, or failing

r - P —— Svs. e - WS
4 MR G MIDGLEY, MR ind Ml oL Y
Wl A ome Directors of = es Ltd 1i: =1
T ] T mM ¥ —~ T
ViR | U r y MlLiCnnl 1 - iYXYd wlld
then ns f inpha 311 =1
. s Pl s i LT ¢ 2 { s + 1
v sSrs agiey, Jarvis, wa r I 14  DAXLC.Ul i
| ¥ .f "r_ g/ 1iei={e
. " TR il R AT TVT TV
5 LORD LATN( E UNPHAIL ) L a H LL1 ik LIt Y

oI

,r
-
r4
T
b
=
i
i
d
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. o

DGER, or failing him

or failing him MR D A BR

MR J BARTLETT, or failing him MR R LECKY OMPSO
authorised to act as representative of the Governor
Company of the Bank of Eng land at any meeting of

BE
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7 MR R L PENNANT-REA, or ailing him MR MIDGLEY

£
falling him THE SECRETARY OF THE BANK, be authorised to

act as rep

[

esentative of the Governor and Company of the

Bank of England at any meeting of BE Property Holdings

e B

8 B T WATTS shal
¥ £
I 1 )
|
! 3 3 7 1
g 7 =R 4
T L avmrart h o
1 Y Wwilal 11 o4
1
4
i
J . M EYW

rised to act as
representative 10r and Company of the Bank

of England at

=um Litd.

National Mortgage Bank - A Resolution

."-{JI_'( h retery N t ¢ -~ :I‘ 21 'S¢ -:_a nber, h¢ verno:
introduced a agolution conce ng 1 ] Mortgage Bank Tt
RESOLVED that, following the acquisiti by tl Bank of the

Snare il tal of The Nationa = K - =nd rsuant
Eo Sect mn 3 i he Compani \cC 1985, a imended and
extended 1} th npanies Act 19¢ and until therwise
resolved by the >f Direcl S

The Chief Cashier for the time pelng Y such

as may be nominated by him in writing, shall be authorised

to act as representative of the Governor and Company of the
Rank of England at any meeting of The National Mortgage Bank

1.).1 c .

of England Archive (12A110/8)



Executive Report
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banknotes on 31 October
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Edward Alan
Brian Q

Mrs Frances Heaton

Anne

Sir opher Anthony Hogg

Hugh Kent, Esg

Sir John Chi Keswick
Mervyn Allister King, Esqg
S D 1 Bryan 1
a3y hrist ol "

1 ; [
Tar na n,
T 1. . b . s Taria TIassvsa o i
Hugh Y phe Emlyn Harris, Esqg
The Minutes of the last Court, having been rcula
approved.
oy , T :
LIIEILC Nt £ - J1 Lnnec W ot y I g

i o e = " -
4 K / LilV - 1 LAl AllLA V.l - |
Mz wen, Head *uncticn, Infla rt
Court for the Monthly c and Mark leport d
Mr King, noting that publicatl lation R
the monthly meeting between the and the 1
would be on the fo Tuesday and Wednesday res

asked Mr Bowen to introduce the MEMR.
Summarising the Report’s conclusions, Mr Bowen said

Loz

cutturn
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objective. He invited Court’s comments on this esvaluation, as

well

(1) prospect for the current wage round, and whether

reduced inflationary expectations would be a factor;

(ii) why narrow money, previously a fairly reliable

"OwWing ¥

¥ =
meant FAaring bBand
it i1d , | 11%4 e A Y
11 wny 1inve C NdQ NoL plekea up: 1 X

Sir Chips Keswick commented first on housing market

developments, which were mentioned in the MEMR but had not

primary and were stagnant because
house ownersh a hedge agalinst

were le:

monetary aggregates was not clearly understood.

LG
=
(i)
<
i
Q.
'.'u
a
(§)
o

Sir Jeremy Morse identified two strands 1

disinflationary attitudes/expectations: first, people were no
longer motivated to rush out and buy in anticipation o
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suggested that a sustained
impacted less
monetary authorities.

elements
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o S, Pty Py R ISR, S e R =
MINUTES OF A COURT OF DIRECTORS AT THE BANK

3 NOVEMBER 1994

AN BN

Edward Alan John George, Esqg, Governor

Rupert Lascelles Pennant-Rea, Esqg, Deputy Governor

Mrs Frances Anne Heaton

Sir David Bryan Leec

Ms Sheila Valer Masters

¢ ristopher Jeremy Mc , KCMG

Jlan Pl¢ rlellh, &sg

irian Quinn, Esqg

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

approved.
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“he weekly figures, Mr Plenderleith
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£
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MINUTES OF AT
THURSDAY 10

Present

. P | = =P | 1 - o . 4 oy wa - Y N oy oy S~ . P
Edward Alan John George, Esq, Governor

Pendarell Hugh Kent, Esg
Sir John Chippendale Lindley Keswick
Mz Sheila Valerie Masters

Brian Quinn, Esg

. s X7 - ; o
1 i L 4 Y Al L 1o - AW |
1 1 Y r 1

i

culated, were

The Governor commented on the weekly figures and spoke briefly

the foreign exchanges.
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|
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¥
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269
269

A COURT OF DIRECTORS AT
WEDNESDAY 16
Present
Edward Alan John George, Esqg, Governoy
Rupert Lascelles Pennant-Rea, Esq, Deputy Governo:
Sir David James Scott Cooksey
Sir Colin Ross rness
Mrs ces Anne Heaton
Sir Christopher Anthony I
,_1t1_.-1_‘ | H11 1} K

: F
Sir Jonn Chippel 3K
Mervvi I atay

Dav ) n Lees
Mg Sheil a rie Masters
Sir Christopher Jeremy Morse, KCMG
Brian Quinn, Esqg
Profe Sir Roland Smith
Hugh Christopher Emlyn Harris, Esg
The Minut hie ouY ALk 3N er and Meelir
1 NOY 1Der, naving D 1 clrculaced, WwWerec Al 1
Circ e) f agendas
Sir Colin Corness a Secretary could circulat
agendas urther in Long Court Meetings, and to send
J

out the papers as a package rather than in bits and pieces as
at present. It would be particularly helpful if papers could
be circulated a good week before the Meeting, and an outline

- 1

ahead of that. The Governor

agenda circulated

agreed that this should be done.
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£ Grarane

The November Inflation Report

Che and w the agreement of
=11 + ¥ 7 o T 3 =
Court, Mr Alex Bowe g HBEJQ O EIle 1T : § wige | 1 Repr orn
poY L on,
= ¢t fa = Vg o 3 ] = 1 T
dttended Court for the dis oI Che Inflation Report

Opening the discussion, Mr King said that the most interest ing
feature of the present position was the contrast between retail
price inflation (falling, and faster than expected) and

producer price inflation (starting to turn up) . The f[igurs

- A F - e | | +

that mo: had underlined the point: LN ation 1in tober
was lower than he ning X ant at
exact v ) i TY ] 1 nac =

Ad Y a % 1 1 ALl A0 i =11
agal1rn, | Y L1C _A_,_._;_'l_ dLpd E ’ 7 1 U111
! - ] - =t -

the 1at oL 5 ;o the past

_I:'. L3 ¥ ¥ I" ‘r T p JeX i I L I 1 Ve

dld Ol TULLY rariecc Chne 11 PY1 1 I ermediat
<s 4] L n maniifae (ks e | o s i .
aonaq 1S —~ | . i g ¥ 11

explanation lay in the nature of the r« rexy

manufacturing output had risen, and export growth had been

strong. Output was growling above trend, led by net trade.
Unemployment was [alling

With nominal demand growth basically L at 2 Wi few
pressure n inflation and this was: flected in tt K's
N emk INrlat ' LIl WillcCi) Il Cra DI - Il *1:
been revised d just r half a pez tage point

AL L Cw CNnixras oI ne revisio I'ef est ted th I DL Che
rate rise 1n September

""«

t
&N
-
',_l
]
(D

The Bank'’s

a little next year, and intc 1996, to reach the top of th

lower half of the target range. But underlying that
projection was a probability distribution, and in present
circumstances we had judged that distribution not to be

tyv of inflation being

-

symmetrical: the probabil
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I below In part,
Lo il Kk LY
=1¢ Fiy v h 1
wd L L1l i

Sir David Lees asked whether we had analysed the speed of stock

turnover as betwee

recent cycles. One reason for producer

retall prices could be
3 d that [ Ye 1A
fewer t ke, and that
-1 n = . ndl T
1 n und It
a4
<
- & ¥ =} [ t - - P - - . 3 Rls i
1 T ousl reilarl ’ ou e T Ik | pva 4 }
- - A
analysis was prol 1 and t a t el ra on 74
q
oL LY ut pril es Lhro EOQ the Tetall 2vel ‘5
1
3
oy |
5
. , e 6 i % . et |
Smith noted that rising producer prices were an 1

Company boards were pushing

managexrs to incr @) cg everywhere, and he felt that thais
would come through in the first half of next year. But

Sir Christopher Hogg said that he thought there might be some

producer price reductions later - some prices were now

aexaggerated relatlve [Co long-rcerm 1_‘"'!.1:”'-"] Y ana demand Mr K

- y ks e 5 iy Lo 3 . I - " e
agreed that rises had | cnly - Inon mmoaltles 4t a
whrsle warae re ¥ A tretiyr orFEvanor | T} A . - b S MRS
whole were no s1ing € ngly 'l ] poi 3
cab A L L€ NnLlLac 5 which Nea | £ rises
con ncrart ! naterials and fuesls, but W TNt A iVerag 2
ri1sling OIllYy 7 T __“, JOTIE 1P Wi inal
M ¥YerlT by 1k =1 = F = ~ 1
T J1n I c SCOIY

.1 3 = S - 1
Sar Calin rness said that, wnlle [ 1 111 paper iIld

I S G , SRS 4 P e A [ T

packaging had risen, they had nol yel come back Lo 1386 .

which the companies would see as consistent with price

recovery. The industry itself was operating at full capacity,

so customers had no choice but to pay. [n time such increases

would flow through into other companies’

said that it was one thing to identify specific products and
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there wert ANy ut the & thir
was what percent ffected.

Sir Jere got o the
individual consume re seemed | be, and
wondered whether Yy the choice

policy instrument; did the rate have a differential
effect on consumers as against producers. Mr King agree

monetary policy would have an impact first of all on

demand . He noted that the fall in unit labour costs had

it was usef to co1 r what would happer hould that be
rever d n ti iret place, cost would I higher; in the
second place, desmand wou 1S We Jnder thi
scenari arn earnings x se a worser Y
inflat | tion rse suggested at this
t that 1 v would hit the cons er 1} i t but: the
Governor pointed 1t that the economy wa rowlil At 3 1/2%
annually =2y than >uld be ained 11 } medium-tern

The Governor noted that company boards were said to want to

raise prices: but he wondered how this squared with the

evidence that real profitability now was as high as anyone

could remember. S8ir Colin Corness said that the figures did
not square with his experi ters asked whether
companies were trying to revert tc ey had been ir

tex 18R /89, a form of money 1llus The
JovVel ¥ lepal= 1. that 'i L 1 £ I
unless the f shed tabil WET tally
exrxrol ch cable 1LY na rdle rates of
return were being based on "funny money" Mr King
volunteered a paper on tC 1 ON aSSt in Ccl K
Sir David Lees e about hurdle rates of return
He said that the important benchmark, but

management could and often did over ride them. The Governor
said hie concern was less with the rate of return on investment

than with pricing policies. If ere pushing prices

1 ] 1 i L b hen
up to maintain some target level of nominal profitability, then

bV
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i 4.
that was potentially damaging. We were getting a lot of
support [rom lndustry on our campaign 3 il e stanb V. but
we needed tangible contributions as well. S1T ]
suggested that t Bank should giving mo: hes along
these lines.

Handling cf the Inflation Report

With refe: the Gove:

about the [ 101

the press. the 1 lation Report

was published at 4.00 pm on a Tuesday atfternoon, ther with
B Br fing Journallsts were allowed read h cpoYL
1TIC1E&Y ' e 111 nAd T £ fF+om 2 - R = [ ] 4

11101 i i % A b 4 A A 112 1 LN &a e dal | wi
briefing t kK plac at 3.00 pm, to a = el Uy & (0 B rpreta n of
the Y Wire servi S wel 1 wed 1le
STLOX i_" L ryYyom Che F & I LD A s, A T
4.0 when the lock-up ended.

It had been clear that peocple were taking different
messages from the briefing. In the circumstances of the last
R enaTl 1 hc 5 1 - "“],' i g 3 T1 j t oYegce =]
eportc, nil : . charts an LOYecCe 5

looked beni words contained cautions about

been considering how best to deal with this

anda A1 sensipnle &
POIi AC T AaAll a4 4
L Cery I al C I L mmary arad
1o - } 1 r w |
conclusl > {1 1 a W 1 1
-~ . +} ¥ T = " Py = TR PP
encapsularte W 114 puc Lne
=1 1Y r \ ha 2 =] = t { L
Summary 1 I > -
=5l 1 : - J P T3 Hrsk o - ~+a B ' L S, e
Y D 3 1t we would n clrcuiate ANK BY1 N
— —~ —t 1 -
1= che hepolX press, 15 Treclpa 1 1
g L b o g Ty o -~ - =
1riven py Lhe 1eadl 1nNe rRadthey, Wt W &

This left the question of the press briefing.

ofing immediately aftex

thinking of having the press br:

publication, in order to explain the reasoning behind the
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The Governor, thanking Members fo:x

ider further

would con
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wag

If he ould cari
osing the 1
wanted to lose

O 111 nNng and

nt and

nDat 1 3 =1 L
selling the pror
L.:} : sl 1Y D hel
rep } | i
rey WL
usually because
the same way as

management skills

made upward appraisal

1

proposals

ilnailicat

}_] red

=

appraisal should be strongly encouraged, and
f the s Ms Masters, also supporting
tak by tl report warned that ntaine
5 nges, nd that there a dange n
impl ta . It would be easy jet n
he Deputy said that we would not be 1mpler
11 at once, and the new pay and g rmarl
pa: 1lar, would not r ly bite 1t1l earl
Sir Roland Smit gsaid that while 1t was imp
management should be involved in graduate 1

eggential t young and

recruliter

it should not be direct.

would be nec

it
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thought out document, but he was concerned about the
collectivist, bureaucratic tone of parts of t the
introduction of a Salaries Committee. the yle of ExCe and sc

on. e saw decisions on individual pay as part of the job of

line management. The Personnel Director

fu
=
b
<
J
QD
'__I

Directors should together have responsibilirv o i | i o
» =CEC S SNould Ltogetner nave responslolllt Y ILO1 MakKlllgd sure
that the right answer was reached, wlithout o0 much
cureaucracy a nat whexrs - |
— §- ¥ 4 " ' - - 1
steep pyramid, ps 1YS got pressed t tak
SNarc 10N el ralised n was
anarcny, and th E sonnel Director be | 1 red LT 11
e - A 2, oy e i ¥ R E s, . " . Y g " Lin- s
. vE = = — ¥ & B cl A= f 1 " | 4
keer r get h right people, then t m w 1 become
- .
. - : A
¥ =¥ ¥ a C Y e R e P =T =l = ¥ | # Y 1 . 1 ’
Ll | el . 1 25 A, 1 1.1 L el L E1C3 1
4
£
bonuses to be C 1Tt . Ehe  1Ong Yun; 1 fac rapialy i
L < s |
|
became factored into the expectations of Balel imbers of i

arrangements: be dropped: The Deputy Governor

including fringe benefits in the

Hh

sald that he had thought o

review, but had found the issue too complex. Si1

sald that he was about large personnel

ECTOY was the one

B itigat:

e it ey
At N 1 ritatic ; nad w +} are st ~f
N 1 e " ~ . -4 =) i e
Memboers L .ourc, 1 allQ : { it Cena 1 I 07
cnls 1S3 10n

Mr Peddie said that the appeal on our technical strike was
now awaiting judgement. The defence itself, on the assumption

ubstantive strike out actions

iy

that both the technical and the

failed, was now in its final form, and had been seen by many

current and former members of the Bank, The Bank was

Bank of England Archive (12A110/8)



he Bank". He wondered 1t

Lil

ion would be very much on the two

medn, f[or example, that Loxds Richardson Kingsdown

“tend Court for months

untoward

said that the

ik
i
H
1]

going down the long rout f a full defence
of invelving Lords Richardson and Kingsdown, he
Lord Aldington, as chairman of an insurance company, being put

up to "front" a case, with damaging effects on him personally.
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policy

to question

action. But we ould also remember that the 1987 Act was

intended to ensure that supervisors could do their job without

tion. We were not defending this

was for the protection of the Bank

Sir Jeremy Mo

he Governor, and wifth

and Ms Cleland joined Court

and page 26,
endorged the conclusions, and agreed that we should continue to
press forward this exercise; indeed, whether there were any

other things that we should be doing.
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thought

bound

gquestion

ficient way. He noted

rm financing market was 1e problem of late payment.

Furthermore, he was concerned over the reluctance of
entrepreneurs to accept outside equity into their companies
He wondered whether the report might say more about that;
he wondered toc if there was any indicat

-
Iy

LPL@ N B L6

stment, Br s traditional problem had
generating many small companies, very few grew to
tended to wanbt Lo withdraw juity for

On the

Cooksey
smaller end of the wventu apital market there was
of supply. He felt this was a problem that the report failed
address sufficiently, and that Court should come back to it
Sir Chips Keswick felt that it was unnatural for any bank to
support equity for small business. The clearers

themselves into a false sition by paying lip
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make

Sir Christopher He

invitation

Townend

Topo sed was

lending: anyone ¢

investing in small

ogg saild that

companies,

of the Governor, and with the agreement

and Mr Tucker jolned Fo1 he Gilt

tax authorities. What we no
open market in Stock borrowing and

ould borrow Stoc] from anyone. We had

taken soundings from the market, and found a general belief

that there would b

T i ) ¢
e positive benefits: a Jaaer lnterest
L

price
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analogous
any development
hough the GEMMS would

majorits thought they would

a few smaller ones might

withdraw. 'he Stock Exchange
brokers, meanwhile, would have to re-think busine
ourselves did

money marxket

Sir orse asked whether we would be ab

Lo supervise

the market: could we make authority stick; what were

dangers? could require

with

would be discussing the new

ith the Stock Exchange in
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retirement
of the Companies Act 1985,
extended by the Companies Act 989 and until otherwise

resolved In he Court of Dire

Yror tabled =z »solution relating

Fund Limited. Intror the proposal the Deputy

1

salid that Merseyside as classified as Objective One

ropean Community ie as one of the most depressed area

acknowledge that there S 2 I eputational risk i1

event that : enterpris failed. in Liverpool there was

arguably a case of market 31 lure. Our presence on the

letterhead would be part 12 to local

providers of capital
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—opher Hogg said that there seemed

i
=k

extremely tenuocus connec cn with the Bank's

purpose. The Governor said that in

Nevertheless the case could be made

failure

the

Investment was
purpose;

ty Governol

harsher
not sure

market failure

ing ol name to remedy a
level, whether throwing a lot

s

rtable; and at another
of money at an economy that wouldn’'t revive anyway was
justifiable said that he understood the
Members of Court would be

-

reservations
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support the Bank's

Court RESOLVED that, pursuant

L to Section 375 of the Companies

as amended and extended by the Companies Act 1989,

and until otherwise resolved by the Court of Dir

of the Governor

meeting of

Court Membership

The Governor salid that he would be writing to Members of

Court

shortly to give them the list of names that he was submitting

to the Chancellor of the Exchequer as possible Members of

from March 19985, He would be grateful for any

suggestions 1in the next I[ew days.

Board of Banking Supervision Minutes

Bank 1n¢
might
been c¢irculating minutes on ' those who did not t

conflict arose; ut that procedure itself had been criti

as it left the burden of decision entirely on individual

~
t‘ovxr
Courc

that a

cised,

Directors. The Governor said that there were various ways in

which this issue could be tackled. At one extreme we could

-

stop circulating the minutes. Or we could carry on on t

Bank of England Archive (12A110/8)
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present basis.

expurgating the

that she had reserv

sensitive documents, and ola) leavi

TC

indi ls' discretion, It would be better - Members

Court 1f they had limited themselves to information on pol

¥

questions arising from the supervisors’ work. 'ne Govern

asked whether anyone would object if we excluded individual

Sir Chips Keswick said

adequate warning

information 1 hey wante ) =9 Ms
minutes could be ¢ tore: 1sing

“hought that suc
sasily penetrated, particularly by those whose
on the face of it greatest. sither Court he
avoid the
Roland Smi

Faco

Lo o

Membership of the Board of Banking Supervision
The Governor noted that Sir Dennis Weatherstone was

Board of Banking Supervision. An announcement wou

the following day.
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Insurance Strategy Review

ce
self-insurance, ~h would reduce the : ( 5. The

principal areas of uninsured risk were set out in the paper;
and by this and other means we had made considerable economies
ln our insurance requirements. The proposals had been
discussed in the Audit Committee; the Governor hoped that

Court would feel able to endorse

CREST and the Stock Exchange
Governor said that Mr Kent had now become Chairman of
STCO,; and had given his first address to e shareholders i
that capacity. Copilies had been circulated to Members.
Mr Kent'’s address had contained
yck Exchange with which
ntly, and

naa

stem between making

and settling it. This involved, inevitably, the effective

rebirth of TAURUS. Whether this was wise was not entirely
we couldn’'t take their decisions for them. But we did

responsibility for CREST and for delivering CREST on
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Finally the Governor noted

Court. He could not

i
.

|
g |
i

)
i |
i
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A COURT OF DIRECTORS AT THE BANK

Edward Alan John George, Esg, Governor
Rupert Lascelles Pennant-Rea, Esg, Deputy Governor

Sir David James Scott Cooksey

Mrs PFPrances Anne Heaton

Brian Quinn, Esqg
rofregan?y S17r Roland Sma N
The Minutes of the 1 Court, having been circulated, were

approved.

being comments on the weekly figures Mr Plenderleith

about the foreign exchanges and the state of the domestic
nder the executive report and with rer 1 minute f
16 November, Mr Quinn reported the outcome of the ap 1 by he
liquidatoz n the "Three Rivers Action". The appeal had besn
allowe grounds
the ar stage had

cured

substantive strike-out action.

The Governor reported on his wvisit to Dubai and Saudi Arabia.

|

S

]
ol WS , e
WA AT NAA
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MINUTES OF A MEETING OF

THURSDAY 1 DECEMB

Edward Alan
Pendarell Hugh Kent,
Mervyn Alliste:

Ian Plenderleith,

The number

quorum,

mmer

r

L7 IL/I\._,-"‘L“J\ e

L

\
A AMNMA BN

Bank of England Archive (12A110/8)




MINUTES OF A MEETING

CEMBER

Present

Rupert Lascelles Pennant-Rea, Esg, Deputy Governox

o4

L

Pendarell Hugh Kent, Esqg

The number of Dir assembled being

quorum, those

busi

]
.
4
7
L |
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MINUTES OF A MEETING OF DIRECTORS AT THE BANK

THURSDAY 15 DECEMBER 1994

.l

Present

Edward Alan John George, Esg, Governor
Rupert Lascelles Pennant-Rea, Esqg, Deputy Governor
Pendarell Hugh Kent, Esqg

Mervyn Allister King, Esqg

-l

Ian Plenderleith, Esqg

Bviarn Ouinr W-To
Brian Quinn, Esd
M e AL . Srer e e, (RS A Pl e S L B SRR : -
1 I1¢ Il noelx C S 1SSEMD pelng loull il Lo i
¢ ~ + rnrareceded ro t = -
’ £ B L M cecuaca o DuUus LIl P i

ratlI 1t DY 1 £ OuLYXrc.

- A T t + ncoy V1 NG 1= we =1

I ¥ )1 h A 19, 1AV LIIC 1 y WEIEe

T

.t

-
s

There were no comments on the weekly figures or on the state of

markets.
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MINUTES\CAA1937

A

A COURT OF

WEDNESDAY 21

Present

Edward Alan John George, Esqg, Governor

Rupert Lascelles Pennant-Rea, Esq, Deputy Governor
Sir David James Scott Cooksey
Mrs Frances Anne Heaton
olr Lhril pher Anthony Hogg
F Il i_.“i"{ T h er t; Fao 1
e B { 10D - LLindlev K;‘_‘rk_' k
Me rvvi \ - K o Esc
S Da d Bryan 2es
Me _‘ i
S ¥ ( T g I
lan Plendez
inn, EsQg

i ™ A= x - : 1

Sir Roland Smith
Sir Colin Grieve Southgate
1 A i = e Court of 24 Nc mbezy 1nd + i Meet ings -

3 1 1 1 =M erx "\3',“1" }'_;—_9 l a3 ¥ ; DD - ,_?

Monthly Economic and Market Report (Mr Collins and Mr Bowen in
attendance)

Introducing the paper, Mr King said inflation
have passed its trough. Short-run pressures were coming from

cost increases; although the acceleration of commodity prices

g

seen in the Spring had slowed, and input price growth too,
producer output prices had started to pick up. Over the past

to absorb

vear, falling unit wage costs had enabled companies

such pressures, and the modest growth in consumer spending had
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0
Lt

squeezed retail margins. It was not clear how long these
untervai Ll!";’:T pressures would » L 1€ 't Eenc news - oL
significar ipward revisions 1in output suggested a higher
inflation profile ovez vears nd that
I 1LadCl10Il PXC 1le over Vears, A T1C chna
- 2

the month

Turning to the Chancellor’'s two Budgets, Mr King said that we

had been encouraged by the tight fiscal stance, while

recognising the uncertainty over whether plans for

ium-term

hds

ending cuts couls

Mr Plenderleith, commenting on the market cha

I 1, 1L 1ng ar v 314 1at Chne
13 T Y& than the mnryrecoco a 1 ¥ - = scr t ¥ -
aa, 1ore fiall LIl press, adCCefg 1 £ eres I £
nang 1S arliven by monecary racnet na I L 1 ract 8,
alld thnis wa rei 2cteda 11 the signirican redu I 18 Y 9 1o
nt 1C10n 4ana I rest rate expectatlol 1eriveaq I m chne vyl
T"VE
Sir Jeremy Mox er monetary minut
1 v = =1 2 4 .5 o gy gy P N R
released cnac LMPYresslion Tthal Lhe

December rate motivated. The
Governor disagreed. In the November meeting we had said that

there was a case for a rise, but that it made sense to wait and

see how inflation pressures developed. Since then we had seen

- g~ ~ v | [ = ¥ rFEoavJc T el
production, ] =yS, C c
alld PXl1lCe Pl ecembper meeart "f‘.;_'; =

+ ¢ } ==+ ~atrcentior
nace rel | nna 14 '_I_ rcepllol
T =T - o h | w7 ¥ " o f o and
Was DX i1l Y I I I 4 INa
'.i* FaY I 11 v I 1aght
the meeting - w ad called the meeting rward so that
if agreed, could be announced £t auctior
Politics had not entered 1nto O = BVen. 1k E
had made it more likely that uld acc 1t

Sir Jeremy Morse asked if we still d the option of meetings
between the monthly meetings. The Governor said that he hoped
to avoid that, but it could happen and if it did; it would

certainly be minuted.
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ic generally were reluctant
0 accept rate rises hey
)
prefer f a8 LO validate the
reaction L the industrial members of

Court needed to support our policy in their speeches, as he had

done . The Governor welcomed that. The point co make

that by moving ear:

we might not need to mowe so far: our

v L L

perception of future inflati

s far below that implied by

the gilt market yield curve.

ould be
sncerned
T .P"" T

spending had been allowed to slip - in the extremely helpful

1 roumscar eg T 1994 . Fnero 5 have beer nuc sharpey
nomail uts. Mr King felt t the Government had kept a
propel nt: n a cash basisg, and h =\ taken 1 the forn
of PSBR cuts a siz part of the "inflation dividend" - and

that the stated plans made sense. The Governor added that

against a background of calls for the inflation

dividend to be spent in the form of windfall tax cuts, he had

been very pleased with the Budget as proposed.

Other polints made on the economlc CONjuncture: chat retc
Kely y ‘DEe URaer pressure. 1i the 1ew yeay rom
QVElX 1Da ty, and were likely shed 3k : tha labour was
beilng takKel n 1n manuracturing, predominantly by the smaller
firms; that prices of some key i1ndustrial 1 1€ Nyere,; 1in
T * + P o | - T ~aur: &7~ - = ¥ - - L
ef P artell , and Lt slow to respond > 1
g2 hat ACIIS T T i i e ~ 1 ~ - — =
stimull; Ana tha nocusing prices l1ld Iris pecause I a
- % p. S 1 ~ 1 T L
t .T cening || 1 TS . ne
POING,; Ei

publishing in the Inflation Report an analysis of employment
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Further developments in Stage 2 of EMU (Sir Peter Petrie and
Mr Collins in attendance)

With reference tc 2 M3 l1insg,
Lntroducing his ;sues at present
were the convergence criteria, where the Maastricht Treaty was
arguably deficient; the transition to a single currency; and

the design of a common banknote. The Governor added that
although few countries were likely to meet the convergence

criteria within the Maastricht timetable, one of them was

nct 1S anyone of
joining EMU the L 'he ques n
y = pe y 1] ' = T e
W e L A i i i ALl
NEY reasingly focusing on that tua | rgence
1 I ng : | red lSsue, ever o C I It i 1 4 C
=rYmany and rance "he Governor agr N1t I\ v ars that
1+ W ') 1 m ~ = |- = € ¥ ¥ Y =3 17 T ~ o -
new Y ZhE nct was C 01 rg ' nouia I
o p Tl 1 ~ 1) -
naple, ana nat politiciar I 1 ) ! 20m
5y uEe oming-together of the 1dicator ha ulted their
OWTL L1metab Sir Christopher Hogg not pad Fhat a common

currency area could be su thout convergence: iE )4
instance the United States. Sir David ILees felt that it was

very important to clarify the convergence 1is

EMI, and it was agreed that a table showing countries’ movement

towards the convert ce crite would be made a 1lable
L1 Y
several Members S Ry il o= the Bank's ivo 1 exter
staqe ) { e mis ken: e Depu 11C at -
shared th view 'he Governor sald 1E. i was ir that
he sheex ractical difficulties of rapidly lucing a new
rrency wers mmenst However easy coping wi a new
currency might seem to sophisticates in the financial sector,
the bulk of the population would be deeply perplexed. There

had to be a period of dual operation. Mr King argued

logically, the only necessary condition for EMU was that there

W

should be a single monetary policy. Subsitution of a single

currency for national units of account, which were anyway

arbitrary, was not urgent and could indeed be delayed
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1 ndetinite |}; Rt Sir LT-—,__'v-.':.""“r Morcs noted that by adopting
such a stance we were preserving the abilit the Union tc

blow apart again.

mi

'he Governor agreed that the I

mw

ank would produce a further paper
on this aspect. The EMI Annual Report in April 1%9%5 would

provide comprehensive information on the convergence criteria.

A Report of the Audit Committee (Mr Midgley in attendance)

Sii introduced a Repo >f the Aud ¢ He
1aa »llowing pcoints
1 } ‘omma t = had decided to hav 1 ) more
AC minutes, and the t t wa :
ratl than a separate report, I i ided t
s
(11) the 1ts Yme f
refe ] rewvi ne essen ,x."'_'}'

(1i1) in the light of the Treasury guldelines for the

~

governance of public bodies, the Committee had come

the view that the Deputy Governor should be present for

nost of their meetings; the Deputy Governor had e
L« 118
it e had taken the view that project
represented a sufficiently large k to the Bank -
1 nancial [ CpEeIrdtlOIllal J 1eEr1C i gquarcer.ly “eporc
to Court
(v ) 8 houaoh t er wWe a0 > COnecerns af]lact .'-.r"i in the
(w) although there were some concerns, reilected in the

e
1e Treasury might have an exaggerated

minutes, that

t
view of the extent of Coopers & Lybrand’s audit, we did

not see any merit in drawing HMT into this debate.
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R T -3 % x
(Vv L had been agreed that the Bank would, with effect from
¥ e next I]\r":! 13 Renort opar Y 1 4 At = r t - g - .
ries . idl RrepOrc, seek - Yy V.1 I1e dDUry

(vii) the internal Auditor's terms of reference were going to

(viii) the Committee had adopted procedures that enabled both

“he internal Auditor and the external Auditors to

~ommunicate matters 1in the absence of the

ixecutive; he

could tell Court that nc adverse comments had

on ctni occaslon.
The Gc rnor thanked Sir David for his yole}: Y it sc
onfirmation that any additiona S 1n red onitoring
the 'RESTCC audit w d be a ge CI X I W3
a i that this should be the case
Financial Report (Mr Midgley in attendance)
Introducing his paper, Mr Midgley that the focus

inevitably was on contrcls and the level of expenditure, rather
than on profitability. The major change had been 1n CREST.

With the confirmation in May that the CREST build would go

ahead, we had written in the relevant expenditure for this
vear; we would be recovering money from the 3

Proprie rs, but this had not started un 1 be We
sxpected ouzr ntribution to the EM 11 € ear to b £8 g

[ BY¢ was 1 OINLC1NuUl1ll ) iepatce Wl i ol Edas ULy ) I:'—
treatmen f i‘’s profits

The Gover r added that we had that morning recel 1 propc s
from the EMI about a capital contribution: they were loocking

for £81 mn, or 15% of ECU677 mn. This was the capital

needed to generate income to finance themselves for three
years. The sum could become payable before the end of the
current financial year. Up until now, the EMI had been
financed on a pay-as-you-go basis, but the Treaty had implied

that the EMI should have its own capital, which it would invest
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C cover 1ts expenses. _ontrol of EMI spending wc
t Finance ommittee of the Council r an int 1
yrganisation, the budgetary procedures did not seem t bad.
Sir Jeremy Morse thought it that HMT could claim
more than half of the 3i profit. Ms Masters thought that the
argument would be that we don’t need the capital; but the
Deputy Governor peinted out that as well as merely
crystallising assets that had all along been on the Bank's
balance sheet, we had lost an income stream, and need to
replace it. Sir Smith that he prospective
demands from the EMI would be ison keep the 31
profi Sir Chips | felt that the Bank was grossly
indaey 1T i ed as C stood, C e Y 101 1 Nnat Che
juestion did back to the level of capita t the k
required Basically we needsd to hav apit Y =S o f
18t 10 rt purpc nly it was debatable how far we shoulc
have own resources for this, and how far we should expect toc
rely on guarantees from the t He said that L d
be sensible for a paper on the question to be prepared for

The balance between cost and benefit in regulation (
and, later, Mr Clark in attendance)

Nt 111¢ 1 saild 18t £ had ittempted
to dentliiy £ 1LESUEs DOY ] Nne reqgqulatory
Dal wWeIre pressilres Lol L Jncel ed aClon
~ 1 = " 3 ~ Mavua 1l = . Y 4 . y
SpPel c € dAWE 1 dalld P 1 2 WETIE LS
o V1A QI
Cr ] 3 bae
il L 1
t + s hex ¥
here
- BF 19 =
f 1 =1
11tapil LLY

said that it was important to bring this matter before

0
—
b

Court at the moment. The reasury and Civil Service Committee

1 '

give evidence. 'he Labour Party

ot
L"‘

would be calling the Bank
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had published its own ideas, including ic n 1
It was trus that these were not

but 1t did mean that there was a chance for us t

Labour’s thinking The forces wez always for more

regulation. Most recently this had been seen in

derivatives area.

The Governor added that the development of the suitability
doctrine in relation to professional counterparties was a
congiderable threat: thers was algo the probhlem in the United

States of multiple jeopardy, where for example Bankers Trust

had been censured by the Federal Regserve, then had to face the
SEC and the CFITC, and then face the prospect of litigation.
Clearly regu e ber , and that was
recognised ion wa we
thought the ar, and whether w should now be
leaning L

Sir Roland Smith thought that there was a need for n greater
public awareness of the real costs 101 When

fined an insurer, it was not often hat the costs fell
directly on the lity of policyhc He doubted that

people knew how much regulation was costing and until thejy
did, there was little chance of holding back the tide.

Ms Masters felt that the paper ought to have said more about

costs: it was not enough to assert that regulation was costly,
we ought to get ourselves i1nto a position t be able tc produce
figures to support the arguments Sir Jeremy Morse was sure
hat the Bank shce ncrease in costs, and

more fundamentall be pointing out that

ywcleties will not work without some e of

Mr Kent ac , but felt that our case would be

L we 1d point to other ways of helping nSumars
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gir Roland Smith - A Directorship

Court gave their approval to Sir Roland Smith joining the Board

of Sula Group Plec.
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Executive Report

Mr Quinn

of buildi

appeared to be

Bank of England should e

2ventually take over the supervision
of building societies.

2 The Governor thanked Members of Court for their comments
about potential non-executive Directors. The Chancellor
would be sounding out the Prime Minister about the
:L.l 1 :I-i‘ eSS L ‘1'."\ WETLE
1LY Al [ 1IEW Vea

authoris ionations tc
th FEL, year for the
n
4 With reference to a Minute of 24 November 1n relation to

BCCI, Mr Quinn mentioned that the Bank’'s defence had now

session was now on display in the Museum, where it will
Y n on view to the staff and publ
)
- L-
¢ i .
£ ll I §
e oy
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A MEETING OF DIRECTORS AT THE BANK

THURSDAY 29 DECEMBER 1994

o]

O
BB

Present

Las

Rupert Pennant -Rea, D

Esqg,

Plenderleit

Ian

;. B8g

301

eputy Governoi

The number of Directors assembled being insufficient to feorm a

gucrum, those present proceeded to the business, subject to

ratification by the next Court

The Minutesgs « + ¢ st (Court o aving been 1 Trcunld ed, were noted

wel n ' s on W figures oz the mark =

It was noted that in future, all meetings of Court would be held on
Wednesday, s« hat the weekly figures would n be available for

discussion. [t was agreed that the weekly return of the figures

should be discontinued, but that the Director responsible for the

Bank’'s banking operations would info

changes in the Bank’s balance sheet

palLY ¥
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