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A COURT OF DIRECTORS HELD IN EDlNBURGH AT THE OFFICES OF 
STANDARD LIFE ASSURANCE CO. 

WEDNESDAY 19 JANUARY 2000 

Present · 

Mr George, Governor 

Mr Clementi , Deputy Goven1or - Financ1al tability 

Mr K1ng, Deputy Governor - Monetary Policy 

Dame Sl1e11a Masters, l1runnan, ub-Comn11ttee of Directors 

Mr Allsopp 

Mr Bailie 

Mr Buxton 

S11 David Cooksey 

S1r Ian G1bson 

Mrs Heaton 

Sir Chips Kes\vick 

Ms McKeclmie 

Mr Morris 

Mr ei ll 

Ms Kathleen O'Donovan 

Sir Nevi lle Simms 

Mr Strelto11 

Tl1c M i
11
utes of tl,e oui1 of 15 Dcce111bcr 1999, l1avi11g been c1r"'t1lnle<l , \\'er1; app10\'ed. 

MONETARY TABIIJIT \ ' I 

Econon
1
ic nnd 

01011
etnry di c11 sio11, i11 co1·1>ori1ti11g tl1e 11101,tlll 'ti> llc1>01·t to otrrl 

(Mes r \,·irker , Pleiidcrleitl, , ('l11rl ,,11d Jc11l i11so11 togetl1~1· ,,,itl1 J>rofc • or Buitc1~ in 

atte11dance) 
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Mr V 1ckcrs noted tlie 0.25'1/o inlet est rate inct ease to S 75° o earlier in tl1c 111011tl1, &.U1d tlic 

rcaso11s give
11 

for it. I Ie srud ,, orld gro,vtl1 ,vns likely to be stronger 111 1999 Ll1:u1 expecletl mld 
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tJ1e output for 2000 was rob11st . The US econo111y steru11ed abead witJ1 Jjttle sign of inflationary 

pressure and euro area dema11d continued to look encouraging. Tl1e ettro was Jook.Ing quite 

,veak again \Vhile stock markets around the world 11ad risen since tl1e last Court meeting despite 

the large falls 1n the e,v Year. He noted U1e strong growth of narrow money in Decembe1. 

Sterling had re1nained strong. Tl1ere was 11ol much 11ews on de1nand and output, though he 

11oted revisions to GDP gro\vll1 and said ti1ere was a quesbon over \Vllether U1e investment 

slowdo,vn l1ad a temporary M1llenruum cause. Mr V1ckers noted that manufactunng output 

rose ] . l o/o in tl1e three months to ovember and he dre,v attention to a Nal1onal Institute for 

Economic and ocial Researc}1 forecast. Overall, there was no d.J·runatjc shi ft from the preVJous 

vie,v 0 11 demand a11d ou tput. He noted that retail sa les i11dicators suggested a strong December. 

In the labour n1arket l11e l1eadline earnings gro\vt}1 ra1e was 4.9o/o, and U1e gap bet\veen 

manufacturing and services had narro\ved. The claimant count rate bad faJ1en in December. 

,v1ule tl,e labour force survey rate in U1e three months to ovember was up on the pre,11ous 

tl11·ee 111011tl1s. Employment grew by 60,000 betwee11 September and NO\'embcr compared ,-v1th 

the previous tJ1ree n1onlhs, and inactivity ,vas down 43,000 on the previous three n1onths. 

There \Vas no ne,v data since tl1e last Court on co11sumer or producet pnce~ but house pncc 

indicators were strong in December. 

Mr Plendcrle1tl1 said tJ1ere was no market disturlJance as u result of tl1e M111enn1um date change 

tl1ough trading ,..,as thiru1er and L11ere ,vere son1e,vJ1at sofle1 11101,ey ma1 ket rates, as e. ·peeled 

Sterling continued to edge tip i11 tl1e New Year, and there ,vas oo ready cxpl.1J1at1011 tor tlus. He 

pointed to factors supporti11g sterling in 1999, 1nclud1ng impro ed gro,,rt]1 in the UK n.nd tl,c 

rest of tl1e world and t)1e absence of in fl atio11ary pres8ures 111 t11e UK, as, ell as tl1e ex.1ste11c(! of 

a responsible mo11elary a11d fi scal policy. Dra,v1ng ou1·t's attent1on to cl1art 1, he J1d tl1e 

interest rate 1ncrease J1ad 11ot changed expectot1ons greatly Tl1ere ,, c1e still e,peclatio11 tl1ut 

rates might need to 1·ise to 111ore tl1a11 7o/o a11d even O!JJJroacl1 7 5° o by earl)' 2001 . 1110 \.. 

indications ,vere fron1 fL1turcs rates, but lie d1d not bel1e\e thnt ru1nl)1 l ge11erl1lly ,vould s1g11 tip 

to tl1at picture. 

Sir ev1lJc s11nn1s noted tJ1<1t bd111bu1 g l1 wus doing ,1u1te ,vel l i11 tl1c co11s tn1ct1011 i11uu try l1ut 

othel'\vise ]1e J1ad 11ot111ng particularly r1e\v to report J ron1 l1j s sector, a11d tl1ere ,vas 110 cl1a11ge 111 

the forecast Reasonably strong gro,,1tl1 \Vas experted. I-le aJso noted, on a ten year l1orizor1, a 

.--decc:Pine 1n t11e perceiitnge 0 1· GDP spent on co11struct1011. It l1ad fa ) le11 to 8°1«> against 12o/o, \\ J11ct1 
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,vas the European average. More money sl1ould be spent on mfrastructure. Jn Scotl and, tl1e 

picture ,vas not greatly different from the national trend. The market was centred 1n tl1e central 

belt, and the Ed1nburgh market ,vas very strong, 111clt1d1ng retaj] and office building and a 

certain amount of regeneration. G]asgo,v ,vas quieter. Modest overall growtl1 was expected in 

tl1e future in Scotland, witl1 tl1e caveat 1hal there was little spending on basic 1nfrastn1cture. 

Mrs Heaton commented U1at as long as there ,vas an expectat::Jon of interest rate nses it bad an 

effect on the pound, and sl1e asked wl1ether t11e MPC looked at the ments of going faster. to 

,vhere it believed interest rates should be. lf rates \.Vent directly to 7 .5o/o the expectation \\Ould 

then be of a fall ra tl1er than a fwther rise. TJ1e Governor commented that that was not 

11ecessru1 ly t11e case, because expectal1ons m1gl1t be lhat i11creases would conti11ue to 10°1a. 

Professor Bui ler said tl1at if tl1ere were a large increase U1ere would be a large effect, and if it 

were grad t1a1 there ,vouJd be a more gradual effect1 bul tl1e cumulative effect sl1ould not be \-ery 

di ffere11t Mr King commented tl1at tl1e real problem \Vas that no one knew the le,1el to \Vl11ch 

interest rates \Vould have to rise. ll ,vould be a n1istake to say that a particular rate \\ould be 

appropnate over the next year and to move to 1t 1n1mediately. It ,vas a montl1 by mo11th 

process, and tl1e MPC came back eacl1 mo11U1 and looked at the s1tuat1on again. 

Mr Bailie noted tl1at the exchange rate was a stlbJect of 1nany of the con"ersations he l1ad in 

Nortl1en1 ]rel and ru1d the UK. Tl1ere \Vas surp,ise that exports \Vere increasing in some n1ru k.ets 

Middle Easten1 and US markets were growing, bt1t Europeru1 business \\US bc111g l1eld at lo,v 

margins. As t1,e year ended, more attention "vould be pajd to U1e real effect 011 111arg1ns 

Mr Bai lie ]1ad heard a lot of people qt1estioning ho,v 1011g t11ey could absorb lo,, n1arg111s 

,vj tJ1out ,vitl1dra,ving from n1arkets or decidi11g on redu11dancies He 11oted proble111s ,vitl1 tl1c 

c)othi11g and textile industries and also ll1e difficulties for NorU1en1 lrelru1d fin11s tl1at arose 

from sl1anng a border \V1tJ1 l11e I1isl1 Rept1blic. Tl1ese 111cluded lligl1 excise duties, \\'l11cl1 led 

l1aulage fim1s to relocate. 

Mr Buxlo11 said tl1at corporate cosl1 now '"'as 1c lt1lt\1cly good, ll1ot1gl1 s0111c sectors sL1cl1 ru, 

agricultw·e were giving JJrobJen1s. Exports \Vere 11ol giving so i11a11y problc111s, apart Jro111 011e 

or two sectors. TJ1ere was a classic cycle undern,av 111 \\ll11cJ1 compruucs ct1l 111argir1s to 11old 

their 1narkets ruid then set about in1p1oving prodt1ct1vi ty to l1ve ,v1th tl1e 111arl\.e1s rle noted that 

the general corporate positio11 Jcross ba11l(i 11g \Vas pretty good. DL111 & BrJdstrcet's cou11t of 



failures \\1as up, but they were still at a Jow Jevel . 011 tl1e personal side, J1e noted a g.rowtl11n 

lending to indj,,iduals, \vbjle u11secured borrowing \Vas falling fron1 very }ugh levels. Secured 

borro,ving - the largest amount - \Vas rising quite fast and there was quite a lot of equity 

witJ1dra\,1al going on from the l1ous1ng market, wl1icl1 ,vas l1olding the figures up. If this 

con1inued, it ,vas JJOssib]e tl1at tl1ere ,vould be a ce11ai11 11t1111ber of proble1ns in personal 

le11d1ng, perhaps later this year, because persona] gearing l1ad gone up and remuneration had 

not risen as fast as personaJ lending. 

Ms McKecl1nie noted tJ1e Consu111ers' Association's quarterly co11sumer trend sun·ey, 
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undertaken bet\veen 7 and 13 January. Tl,e res11lts were significant i11 ter1os of conswner 

con.fide11ce. he wouJd band tJ1en1 to Mr Vickers. People expected tl1eir savings levels to 

increase sligl1t ly 111 the next 12 n1ontl1s wl1ereas 1n the previous 12 mo11lJ1s they bad fallen 

sligl1tly. But precautionary savings had fa llen very sig11ificantly Tl1e survey sho,ved lhat more 

co·nsun1ers were pla1mi11g to make maJor purchases for theJr l1omes 

Mr Morris noted Mr Vickers' con1111e11ts on the n1anufactunng sector, and said it \\ as not clear 

to ,vhat exte11t the in1proven1ent relied 011 existing resources, or ,vl1et11er buoyant investment 

,vas taking place. He was not sure whether it was possible to track investment figures for 

manufacturing over the period, bt1t if it ,vere it ,vould prov1de a good po1ntcr 

Ms O'Donovan said she was abJe lo speak for a manufacturing firn1 ,vl1icl1 included interests in 

software and industrial electronjcs. She agreed that tl1ere ,vas an 11111)ro,·e111ent in tl1e UK a11d 

Europe~ but it was qL1ite slow. W11ere additional s111art tecl111ology ,,,as invol\ ed t11e con1pru1y 

could 111crease prices but where existing teclu1ology products , ere concen1ed pnce 1ncrea es 

,vere not possible. Overall price i110,1t1011 ,vas about 1 o/o, \\ l11le \vage 111fiatio11 \\ as 2-3%. U11it 

labour costs were increasi11g, but total labour costs ,vere flat or go111g do\\111, as nwnber!) 

employed reduced. Tl1e con1pa11y SLtffered sk1 ll sl1orlages i11 tl1e UI< and Europe, n1ainl) of IT 

staff, w110 were n1ov1ng to dot .co111 lir111s. E-co111111e1 cc ,, ou Id sl10\v n \ cry large increase i11 t11c 

areas tl1e con1pa11y \Vas deal111g ,v1 tl1 Se1ni-conductors \\ e1 c no,v tlo111g ,v~l), after t11c disaster!) 

of the past tliree to four: years: ai1y JJroducl sell i11g lo tel eco111111t1n1cc.1t1011s 01 tl1e utility sccto1 

was also doing very well 0 11 tl1e i11vestme11t side. l1er co111pany \Vas sti 11 ,vorl~1ng at less tl1a11 

capacity 1n tl1e UK 
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Sir Jan Gibson said he expected the retail car market to l1ave a difficult first l1alf. Some 

manufacturers reported retail sales ofm1nus 35-40o/o in the fi1st ten days of January. Most 

manufacturers were in discussion ,vitl1 dealer networks on the restructuring that needed to 'take 

place because of tl1e abol1t1on of the block exemption and the growtJ1 of internet business 

1'11ere ,vere 11ot enougl1 people n1aklng enougl1 111oney TLtmi11g to components, 11e srud lus 

expenence reinforced ,vhat Mr Ba1l1e had said. Suppliers, l1av1ng cut margins, were walklng 

a\vay from export business - or n1ore disturbi11gly - tl1ere were a number of cases where mult.1 

notionally 0\\1ned groups were quoting on the basis of re]ocating to the continent. 'Flus was 

affecting some businesses tha t \vere big enough to in1l t1ence the Department of Trade and 

Industry. He noted that U1e SMMT was leadi11g a n1ission 011 bel1alf of U1e UK component 

sector to 1J1e German asse1nblers, includi11g one wbJcl1 )1ad a big investment tn the UK. Tl1ey 

]1ad a feeling tJ1at they \Vere about to lose UJe1r custon1er base and were going to Germany to 

make tl1e case fo r keeping U1e bt1siness. I-le con1mented that expectations \Vere not high from 

ll1e 111ission The message brought back by 1nanufacturers would be interesting. He also noted 

that the collapse of U1e UK c]otJ1ing supply business l1ad severely affected the Nortl1 East, and 

l1alf a dozen businesses l1ad disappeared in recent montl1s. Tl1e perception \\as tJ1at 1t \\as 

related direc tly to the pound, and that the Nortl1 East stood no cl1ai1ce. 

MPC Procedures - a quarter in the life of a11 IVIPC member·, nod tl1e p1·0, i ion of regional 
arid sectoral information to 1l1e MPC 
(Messrs Vickers, Plenderleith and Clari togetl1er ,villi P1·ot·e or Bui1er and 
Mr Jenkinson in attendance) 

ln inb·oducir1g }11s paper, whicl1 foc t1scd on l11e processes adopted by tl1e MPC to n1cet 1ls 

mai1date under the Act ai1d covered ll1e provisio11 of reg1011al, sectoral ru1d otl1er i1lf 01111atio11 to 

the MPC, Mr Jenlcinson said that it was an update of t,vo 11otcs l)repared last year. Tl1e ru·~t pJ.rt 

covered the procedures ru1d orga,1isutio11 of tl1e MPC 111 tem,s of tl1e n1ontl1lv 11ol1c)' round and 

tl1e quarterly forecnsti11g rou11d l1a11gcs si11ce last year, etl! l11gl1ligl1ted 1n tl1e 11olc. Tl1ere 

,vas additional t!Jl1JJ11as1s 011 111tcr11utionnl develo1:>111enl, 11ot,1b ly tl1e selt111g ttp of tl1e 11e\V 

l11temational Eco11omic A.l1alysis D1 \ is1on. Tl1e1 ~ \\ J S also so,ne re~trt1ctw·ing of tl1e pre-rvlPC 

dny, and a re0rga11isat1 on of tl1e quarterly forecnsti11g rou11d to i111prO\'C ll1e locus. T1'1e secoi,d 

part of ll1e 11ote covered reg1011a I, sector al J .11d otl1er i11f 01111atio11, ru1d l1i gl1ligl1Led tl1c role Or tile 

ents. 

I 
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Sheila Masters said sl1e had looked for an iten1 on research and found it under ad-hoc 

meetings. She commented that the regional and sectoral part of tl1e note v.ias the more 

substantive part. She had been looking for more cntique of wl1at cou ld be done better, and 

,vl1at more 11eeded to be kno,vn. Tl1e paper was a descnption of what was currently prov1ded 

rather than of ,vhat more could be done, and NedCo ,vould value a paper that drew tlus tJ1e1ne 

out more. Jf the paper\\ as to be take11 agau1, s11e \Vould like to know wl1ere the front1ers ,vere, 

and ,vhere the MPC was pusl1ing for better 1nfonnat1on. 
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Mrs Henton comn1ented t]1at ll1e Bank ,vould be under more and more pressure from regior1al 

interests, pru ticularly g1,,en tl1e fonnation of tl,e Welsl1 a11d Scot1ish Par]1aments There should 

be a fir111 obJect1,,e of 1nruci n11s1ng tl1e amount of regional stat1st1cal data. Sl1e kne,v the 

difficulty, wluch was U,at tl1e samples were small . But data from the Agents ,vas also 

statisticaJly L111satisfactory, ,vhile 11evertl1eless a n1ajor input to llie rvtPC. She would like to see 

more of tl1at side of the \VOrk developed. ]fit did beco1ne the case that tl1ere \Vas 1ncrcas1ng 

regional divergence in tl1e economy, the MPC did not have tl1e mecl1anjsms to deal '"ith it. But 

the Bank ,vould be under great pressure, and 1night want lo suggest tl1at tl1ere \\ere other \Vays 

of dealing \V1tl1 tl1e regional issue. Mr Stretton said it would help l1i1n u11derstand \Vhethcr tl1e 

Bank J1ad e11ough regional and sectoral infonnation if l1e lme,v more about why 1t ,~as be1ng 

collected . The kno,vledge of l1ow tl1e MPC used i11fo11nalion and ,vl1at those processes\\ ere 

,vould l1c]p m collecting tl1e infonnation. If interest rates cl,angcd, tl1e MPC ,,,as ,vork.1ng on an 

average for tl,e UK, but it ,vas important to u11dcrstru1d ho,v various regions responded to tl1ose 

cl1a11ges So Court had lo l1ave some fee]i11g fo1 wl1etl1er the MP ,vas getti11g enoug)1 

info11nation. The Bank s11ould be able to say that 1t l1ad pro,,ided the GovemI11e11t ,,·ith ,ts 

current k11owledge of ,vl1at ,vas l1appening 111 tl,e 1 egio11s, thot1gl1 tl1e Bunk. 1 lsel f cou Id 11ot do 

anytl1111g about 1l. In response to a qt1estio11 fi·o111 tl1e Gove111or about ,v11ere Mt llclton found 

tl1is responsibility 111 t11e Act, l1e replied tl1ot tJ1e Bru1lc ,vas actJ11g us nge11t to U1e Gove1·nn1ent 

and Y.as 11ot fu lfil li11g it s role properly if1t did 11ot 111ake Go\e111111e11t a,,are of tl1e 

consequl:nccs of \v)1at 1t l1ad to do Tl1e Gove111or co111n1e11ted ll1nt all sorts of influences bore 

on ,vl,at tl1e Ba11k did. In reply ton question f1·0111 tl1e Govcr1101. ~lr tretton sc11d tl1al if 

inflation control was going to de1110Lisl1 a purt1ct1lur sector of tl1c ecor10111y. tl1e Bru1k sl10L1ld 

make tl1c Goven1rnen1 aware. Wl1etl1er ru1ytl11ng ,vns do11e about it \\'US tl1e Gove111n1ent's 

responsibility. The Go\en101 said tl1at the Ba11l, ,vas riot a specialist i11 1dent1fying sucl1 
• 
impacts. Tl1e ct1n·e11t situatio11 i11 tl1e econon1y afJcct1ng certai11 sectors \\US very n1ucl1 to Jo 



with the rest of the \\'orld. The Bank ,vould say tl1at given tl1e gJobal situation, its dec1s1ons 

,vere producjng a particular kind of result. J f Mr Stretton was talking about loolong forward, 

and forecasting the 1mpact on regions and sectors, the Bank ,vas not equipped to do that . The 

Bank ,vould look at Mr StTelton's point . But tl1e Governor did not bel1eve tl1al L11e remit could 

be exte11ded to tl1e extent suggested. 

Commenting on Mr Slretton's point about tl1e des1rability of the Bank say,11g what it 
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understood to be t11e impact on part1ct1lar regions, Mr Al]sopp agreed that the instruments ,vere 

not available for tl1e Bank to act. But he believed it wot1ld be right lo say wl1at the 

conseque11ces ,vere, to show ll1al the Bank was publicly aware of its responsibi11t1es The 

Governor commented ll1at if tJ1e issue ,vas about explrurung U1e past and U1e current s1tuauon, 

all that was swe1Jt up by U1e analysis. If it was a case of looking forward and saying that 

son1etl1i11g ,vould cause problems for particular sectors ru1d regions, it was very difficult for the 

Bunk to do U1is n1ore effectively tl1ru1 tl1e Go,1er1unenl itself, and it ,vould be very d1 fficult to 

equip tl1e Bank to do il. 

Mr King said tl1ere was a potential trap, of buying cheap popularity by say,ng "if only tl1c 

Government would do something about it." Tl1e Govemn1ent could say tl1at fiscal policy ,, as 

,vonderful, but don't blame us, because U,e responsibility lay w1tl1 interest rates. It \vould be 

wrong to get into that land of discussion. The Bank's role ,vas to expla111 monetary pol1cy and 

11ot to duck out by conunenti11g on ot11er people's respo11sibilit.:1es. 

Mr Stret1on replied that it was a n1atter of being able to say tl1at tl1e Bank k"11e~ tl1e Treasury 

\Vas aware of all tl1e effects and that it ,vas not tl1e Bank's c11oice to prescnbe ,, l1at to do. l f tl1e 

Bartl< ,vas 11ot aware of the eff eels, its pos1t1011 wns very di ffict1lt . Pro Cessor Butter said tl1Jl 

Mr Stretto11 seeined to be in1plyi11g n for,,,ard-look111g reg1011al i111pact Us$e s111c11t or 111onetn.ry 

J)ol1cy to go ,v1t l1 tl1e Jnflat1oi1 Report. Tl1at \.vould reqt11re a ten-fol<l 111c1euses in stuff to 

aclucve, a11d ,vas a11 e11om1ot1s JOb Tl1e data eve11 for aggregate a11alys1s \\'ere inadequate. 

Mr Strelton noted tl1at t11e Ba11Jc l1ud n 11et,vorl of Age11ls tl1at dtd 1111p1ove its k110\\ ledge of 

l1ow tl1e ccono111y would 1~es1)011d. 1'11e Govei 1101 said Ll1nl Ll1e Brutk col lectc<l 1 egio11nl a11d 

sectoral data to 1n1prove its u11derstu11d111g of ,vl1al was actually l1nppc11111g 1n ll1e econo,ny, 

,vl1icl1 ,vas broL1ght into the f 01 ecast for ll1c eco11on1y i11 lhe aggregate If tl1e Ba11k tried to 

forecast for sectors and regions it \\<OUld be a l1uge task and l1e ,-.,ould 11::1, c no confi<le11cc in tl1e 
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Bank's capacity to do that, even with mucl1 i11creased resources. The \Vord111g of the statute \Vas 

to "take account of regional and sectoral inf or 111ation" , not to forecast U1e 1mpl1cation for 

d1ffere11t regions and sectors. 

Non-policy meetjngs of the MPC (Messrs Vicker·s, Pleoderleitb and Clark together ,,,ith 
Professor Buiter and Mr Jenkinson in attendance) 

Introduci11g the paper, Mr King noted that U,e first of a senes of meetings l1ad take11 place in 

,vl11ch tl1e MPC as a whole djscussed researcl1 priorities for the comjng twel,1e months. The 

paper ,vould shortly go back to tl1e MP spelli11g out lhe details including the names of 

indi,riduals st1pporti11g ,nembers of the MPC in that ,vork. Another n1eet1ng, not listed in the 

paper, 11ad taken place afler lhe forecasting round lo identi fy issues for tJ1e next round. That 

111eet i11g l1ad bee11 011 15 Nove1nber. 

Agents' iss11e of tl1e month - skill recruitment difficulties (Mes r Vicker , Plenderleith 
and Clark togetl1er ,,,ith Profe or Buiter, Mr Jenkinson and 1s Bullocl1 in attendance) 

fu i11troduc1ng tl1e trurd in the series of Agents' reports ,vhicl1 had been IJresented at pre-MPC 

n1eetings, Ms Bulloch said that the Agents had 11ot1ced a ,vorsening of ski ll sl1011ages last 

sun1mer, and by October these ,vere pretty widespread. They J1ad asked their co11tacls ,, l10 t11e11 

believed were experiencing recrt1itment difficulties, and \Vl1et11er they were l1av1ng greater 

d1fficu ll1es i11 speci fie specialist areas or n1ore generally. Tl1ere ~ ere 123 responses 84°·0 

reported shortages of some kind whicl1 ,verc ,vorse than a year earlie1. The cone lus1011s of tl1c 

paper were t11at the problen1s rec111iting specialist and n1ore general ski lls seen1cd 111'.el, to 

persist~ there seemed to be a signjfica11t structt1ral ele111e11t related lo ttrun111g~ JI1d greater 

generali sed pay pressure seen1ed possible. Tl1e Goven1or co111n1e11ted tl1at 1s Bt1llocl1's 

prescntatjon was a good cx,1n1pJe of (t1c use tl1c Bn11l< n1udc of 1egio11t1l a11d sectoi ,11 clata~ ,,ll1ic11 

111fon11ed its understanding of tl1e labot11 111a1 l\et dnt,1 J11d \Vl1al it n11gl1t ex1lcct lo see across tl1e 

eco11on1y as a ,vl1ole. Mr Ne1 ll con1111e11ted tl1Jl it ,vas an i11lerest 1ng J)apc1 \\i l11cl1 s110,\ cd \\ 11at 

was ha1lpe11111g 0 11 tl1e 1na1 gin. J-ie \\1ot1 Id be i 11tcresletl i11 understa11di11g l11e 1111pact or skil ls 

level across the cow1try 011 Brit,11111s ability to co111pctc. E,,ery business 111s co111pa11y l1ad taken 

over l1ad 111anagen1ent \\ l11 cl1 s)10\\ ed little real t111der&ta11di11g of 110,v 11oorly shilled tl1c1r stJff 

,verc. This \Vas a l1uge nlJSS for tl1e UK wbe1e technical skills \\ere very, very poor, and ,vas 
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the biggest strategic crisis facing the economy 111 a rapidly changing world economy It \Vas not 

,,ery \\'ell understood in London. Relati,1e to Europe tl11s ,vas putting U1e UK at an acceleral-ing 

disadvantage. Dame Sheila Masters noted that she \Vas 011 tl1e DTI Compet1 tiveness Counc1l. 

Sl1e believed there was a l1jgh level of understanding of the problem tl1ere. She noted the 

influence of Professor Michael Porter. At tl1e last n1eeting of the Council there was a 

substantial discussion on slalJ sho1iages. Bt1l it \Vas not be1J1g translated mto any specific 

action. 1 f people \Va11ted to input to the discussion they should wnte to the Trade and Industry 

Secretary and encourage tl1e Competitiveness ounci1 to give the issue more priority 

C11rre11t Iss11es (l\1essrs Pleoderleitl1, Vicker and Clark in attendance) 

Mr Ple11der]eitl1 said t]1al tl1e Ban}{ was n1ovi11g into t11e next stage of a five to ten year proJect 

to 1noden1ise and enJ1ance tl,e safety of the UK settleme11t systcn1s The next stage\\ as 

Delivery Versus Payment (DVP). It \Vas necessary to link the real time payment system and 

the systen1 for sett}jng secunties, a development needed lo meet modem payn1e11t ai1d 

settl ement standards. In January 2002, 1t \vould be a requirement ms1de t11e euro area to meet 

DVP standards laid down by the European Central Bank. Mr Plenderleitl1 descnbed proposals 

lo link the UK Real Time Gross Settle111ent system to the REST secunt1es settle111ent system, 

wl,jch was being addressed by CREST a11d tl1e clearing bru1l<s. Part of tl,at ,vas U1c quest1011 of 

who bore the costs. 1 t migl1l be tl1at tl1e Bank of E11gJand \Vould bear tl1e cost of developing tl1e 

core fu11ction for real ti1ne transfer arrangements. Tl1e Banl< ,vould like to recoup tl1e 011go1ng 

operating costs from t11e banks while CREST could recoup its ongoing costs fro111 its securit1es 

settle1nent customers. Sir Da,,id ooksey said l1c ,vns t]U i te su11)rised to l1car 011ly of CRE T. 

because Londo11 had a big fi11anc1 ol sector J le osl ed ,vl1at tl1e ru1·ru1gc111c11t ,vas for oll1er 

settlcn1ent systems. Mr Clark s01d tl1al REST l1andled tl1e settle111enl ol equities, do111est1c 

gover11n1ent and corporate bo11ds u11d r11011cy 111nrl<et 111strun1ents, so ll1at 1t covered n1ost 

do1ncst1c capitaJ 111arkel i11st1·un1e11ts; bttt it \Vas also 011e co111pone11t of a \Vtuer n1ovc 

i11temat1onally. I-le added tJ1nt, at tl1c su111c ti111e, sign1(ica11t cJ1anges ,vcre going on in tl1e Ul('s 

payme11ts infrastructure Tl1e ru1cl\sl1artl{ Rcpo1 t on tl1e Bartklng Secto1 wot1ld aln1ost 

certainly co,nment on tl1e subj eel, and AP A S, tl1e umbrella body for U1< puyi11ent serv1ces, 

was examining tts O\Vn strategy. 
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EXECUTIVE REPORT (Messrs Clark, Plenderleitl1 and Vickers in attendance) 

Mr Clen1ent1 noted that O,e Trt1stees of the Pensio11 Fund, headed by Mrs Heaton, had reported 

on the trienJ11a] valuation It ,vas now fo1· tl1e Trustees in consultation witJ1 tJ1e Bank to decide 

contributions by the employer TJ1e valuation had shown a surplus of£ 108 million~ and on this 

basis there would be a contributions l1oliday to 2002. TI1ere were some fo1malilies to tie up. 

But he wished to inform Court where the Bank had got to in cuscuss1ons with Mrs Heaton and 

her colleagues. He believed 1t was a very satisfactory position. In response to a quest.Jon from 

Mr Buxton, Mrs Heaton said the total fund was £1 5 b1l]io11. Mr Buxton agreed that the surplus 

was a reasonable percentage. The surplt1s of 9-1 Oo/o ,vas not hlgh, but probably jusufied a 

holiday. lf it wen t l11 gber it would n1ove into the area v,1l1ere tax benefits might be lost 

The Governor drew attention to a paper by Mr Berko,v1t2 on lit1gat1on against the Bank 1n the 

case of BCCl He noted tl1al there had been some d1fficulty in finding an appropnate panel of 

judges in tl1e House of Lords to l1ear U1e case 

MANAGEl\tlENT OF THE BANK 

The future of Ne,v Change 
(Messrs Clark, Plenderleitl1, Vickers a11d Midgle)1, a11d Sl1 epbe1'd o[ D1·i,,er Jonn 
Chartered Surve)rors, in attenda11ce) 

Tl1e Governor introduced N1cl1olas Sl1epl1e1 d, of Dr1,·ers Jo11as, tl1c Bank's pro1)erty ad,,isor, 

ru1d said J1e was very grateful to 11 1111 for co1nu1g to Ed111bttrgl1 tvlr le111e11t1 sn1d tl1at tl1e 

Bank's overall proJ)e11y JJo licy l1ud been to rotio11al1se its ()011fol10 c,, C'l1ange l1nd bce11 l1eld 

largely as n11 i11vcst1ne11t }) I OJ)Cl ty. rl lie paJJer 111ndc clc~11 tl1nt ll1al ~t\'e11t1c ,, as 110 lo11ger opi.;11 

because of tl1e eXJJiry 01· tl1e Alle11 & Q, cry le~\sl.:s. l·le belie, cd tl1t1t ("ourt ,, ould agrl:ie tl1nl it 

~·as no part of the Banlc's Job to be a JJfOJ)Crt)' dc,,~101)cr. The b~1ln11ce of argun1e11l ,,,us i11 

fa,,our of a11 outrigl1l sale. I le ,1slccd Cot1rl lbr its v1e,,,s. 

Sir Ne,•ille Si1111ns said l1e tl1ougl1 t11e paper laid ot1t Ll1e pros a.11<l co11s cxlre111ely \\0l1 a11d 111a<le 

a lot of sense. Tlie property t1ad to be sol~ a11d s0011. Tl1e Gove111or nsked ourt ,, l1e ll1cr it 
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\\1as content ,vith the proposals i11 tl1e JJaper. Court was content Mr Cle1nenti sa1d tl1al he was 

most grateful to Mr Shepherd. 

'The Annual Pay Revie,v, includi11g update on BeoefitSelect 
(Messrs Clark, Pleoderleitb, Vickers, Footn1a11 and Midgley in attendance) 

Mr Clen1ent1 sa1d that it was custo111ary at tbJs t1111e of year to draw Court's atie11tion to the 

annual pay review. He added tl1al it ,vas also appropriate to consider the BenefitSelect package 

at the san1e time. Progress was being 1nade, tl1ougt1 tJ1e situation \Vas essentially the same as in 

December Tl1e Union bad been pressing for existing staff to continue on existing te1xr1s. The 

Bank did not accept Lhjs. Tl,ere l1ad been one or two developments. The issue had been 

reported in lhe press, but 11e did not believe tl1e U11io11 was encouraging t111s. Presen 1ng perks 

scarcely struck a chord ,villi 11ewspaper readers. Tl1e Bank, for its part, l1ad tried to keep the 

issue out of tJ1e press because jt ,vould inflame emotions amo11g t11e staff. Tl1cre had been a 

number of meetings ,vitb the Union, and the backing of Court had been l1elpful. 111ere \'- as 

110,v a greater recognition tl,at tl1e proposals ,vere go1ng to happen That could be see11 in the 

r1un1ber of staff intendi11g to re-finance 111eir mortgage ,v1lh the Halifax and otl1er pro, 1ders. It 

was proposed to wnte a letter to staff 011 Mo11day lie asked Mr Footn1an to take Court tlrrougl1 

ame11dtnents to the proposaJs ru1d through the aru1ual pay round, ,vl11cl1 l1e SJ\\t as a rclati.!d 

issue. 

Mr Footn1an noted that he l1ad n1entio11ed to tl1e lost Cou11 tl1at tl1e Bar1k ,vould look agai11 ut 

adjusting the pacl(ages for U1ose Josing l1ousi11g loa11s. lt \\ as pro1)osed lo i11ci case tl1c £3 5 

n1illion Jump sun1 to £4 n111)ion. TJ1e 111crease \VOttld be paid lo abot1t 200 people, ot ,,,11001 75 

were serious cases. The way to deal ,vitl1 t11e 1sst1e ,vas tl1rougl1 a lun1p st1111. Tl1c Ba11k l1ad 

i11dicatcd to staff tl1nt it ,vas goit1g to do tl1nt . Tl1e1e \\' t1s st1ll n great det1l of' insect1rit)' nn<l a 

stro11g rcact1011 10 son1e parts of tl1c Bu11l~ to tl1c JJl OJJOsals 1'l1erc ,, .1~ i:\ re~1l co11cem in s0111e 

l)arts of the Ba11l( about tl1e pro~1Jccl5 of rl.dt111dt111cy . T l11s \\'OS 11ol just 1,1 e 11lrttl ~Ln1ices but 

also 1n Ba11J<.1ng \v}1ere tl1e1 e wet e 110 ct1rr e11t pli111s, but J:>eo1Jle felt ll1e1 ~ 111igl1l be i11 U1e Ju lure. 

A rev1c\\ of serv ices 111 Ba11ki 11g ,vJs t111dc1 ,vJy. A l present sla ff 111nde redu11<la11t or takj11g 

fl exible retiremc11l could take tl1ei1 Sltbsid1sc<l 10011s ir1lo ret1reme11t . . o by 1101 l1ttvi11g 

subsidised loai1s. the Bank ,vas 111Jk111g tl1c r edu11dJJ1cy tJnckage \Vorse 

conscious of tl1at. It \\ as proposed tl1at if staff ,vere 1de11t1fied 1or rcdw1da11cy be lore 1 April 
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they could keep their existit1g benefit tenns. If tl1ey were subsequently identified for 

redundancy, it ,vas proposed to have a tapering scale over five years for enhancing the existing 

redundancy payments. The pro1:>osals were to address the anxiety 1n a number of parts of the 

Bank about the risks of redundai1cy and tl1e effects of redundancy on the be11efits package 

Mr Footn1an bel1eved U1at the e11d gan1e was approacl11ng. Tl1ere rema1ned strong resistance 

among parts of the staff and 1n the Ur11 on. He noted tl1at no formaJ cl rum had been lodged tlus 

year for the annual settlement . But the Ban1< felt that trus should be taken side by side w1th the 

benefits review. lt ,¥as J)roposing a mix of pensionable pay ai1d bonus. Parts were negot1able 

and parts \Vere 11ot. Tl1e pre,1ious year, tJ1e Ba11k l1ad pltt into tl1e pay budget a mixture of 

discretionary and across the board payments amount111g to 5.75%, together Vvith al 0o/o bonus. 

This year 1t ,vas proposed lo I1ave a total of 7% for pensionable pay and a 7 .5° o bonus. Within 

the pensionable pay, less would be discretio11ary and more across tl1e board. The mtention ,vas 

to address the areas ,vhere resistai1ce and fears about t11e benefit package \Vould be greatest So 

the proposal \Vas a 7.5°/o bo11us, 3% pe11Sionable 111ent money financed by cl1um and a 2o/o 

across tJ1e board payment lillk.ed specifically 10 BenefitSelect. Finally, fo1 l1aoking slaff tl1ere 

would be a 2o/o award for satisfactory perfom1ance. By having more pen 1onable pay and 

paying more across the board JJay and linlcing it to benefits U1e Bank felt i t \\ Ould be pro,1iding 

adequate compensation in a context ,v11ere it \\1as going to l1ave to 1111pose the package because 

it was unJikely to be accepted at a ballot. The Bank 11ecded to s110,\ tl l1ad a strong business 

case and l1ad demonstrated tl1at very clearly. It also 11ecded to de111011strale U1a1 it l1ad pro,,id~d 

adequate compensation a11d it l1ad do11e tl1at. So tl1e Brull< could de111011strute 1f tl \\ere t.1kc11 to 

a tribu11al l11at it }1ad wi t11oul dot1bt provided odequate compensat1011 fo1 tl1e chru1ges 

Sir Nevi lle S1 n1111s srud tJ1at it sce111ed to 111111 tl1nl tl1e B .111k \VtlS bU)' t11g t1cccptru1ce ol"tl1c 

Bank's be11efit package ,vitl1 a 3 4°/o jJ □y rise. ll ,vot1ld 11ol be et1sy to co111e to Courl to 1sk for 

anyth111g 111ucl1 abo,,e 3o/o. I-le asked \Vl1etl1er tl1e Bt111k ,,,as spendi11g 7°10 011 pa)' 111creases. 

Mr Footn1a11 said tl1at tl1e Iigu1 c \\.' US laking pay n11d b1.:nefits togetl1er. c;;e pu1. tel)'. it comprist:d 

2o/o across tl1c board for bJJ1k111g stai~r· a11d 33/c, or rec) cled ft111ds, 110111~\\' 111011C)'. Tl1e n1oncy 

that fi11a11ced pron1ot1011s can1c [10111 se111or stall ll!u,, 111g illld JU11iors J01 11i11g, ,vlucl1 p.11tl for tl1c 

scale increases. Tl1js ,vas no1111al ly aru1ounced at tl1c li111e of U1e pay 1 e, 1c,, because \ lint 

detennined tl1e ne,v pe11sio11able pay of stai·r ,,,as a 111i. ture of pron1otion and acros~ tl1c board 
. 
increases. 11e 11otcd tl1at tl1c pre\ 1ous year tl1c co1111Jarable figures l1ad bec11 2.25% a11d 1 "0 o. 
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There was ru1 additional 2°10 this year specifically geared to BenefitSelect. Srr Neville said 1t 

,vas important to be careful not to confuse ,vl1ere tl1e money came from and to face up to what 

the Bank was giving staff and ,vl1at part \Vas RPJ related a11d what part was pro1not1ons It still 

sounded as if it were a 5% wage award and a11otl1er 2o/o to buy out benefits. Mr Footman sa1d 

that the across the board increase \¥as 4o/o. 

Sir Neville said that 11e ,vas concerned that the Bank mig ht appear lo be paying 7°10 in pay nses 

this year. Sir Cl1ips Keswick said the Brulk \Vas understaffed and lacked expert1se 111 certain 

areas and had a great clifflculty con1pet1ng ,v1tl1 tl1e private sector. Whether it \Vas 3 or 5° o \Vas 

in·elevant. 

Tl1e Goven1or comme11ted that 1f t11e increase in the pay bill this year ,vas co1npared \\'1th last 

year, the nt1mbers proposed no difficulty. Mr Mjdgley said that even after the proposed 

increases tl1e pay bill ,vou ld shri11k, and taking account of tl1e nun1bers in tl1e Annual Report. 

l11e pay bill per l1ead would on average represent an increase of just o, er 5°·~, \Vl1icl1 ,,as lhe 

a,,erage of tbe last fe\v yeru·s. The 5°/o ,,,as dnve11 by tlu·ee factors - an across the board pay 

1ncrease, sn1alJer bonuses relati,1e lo last year and a compos1t1onal slufi in stafli11g. 

Mr Morris commented that it "vas clear lhat tl,e mai1agen1e 11t was tnotivated to try to get tl1e 

benefit package through by n1ore generous provision tl1an 111 nom1nl c1rct1n1sta11ccs. o there 

needed to be a clear dislinctio 11 bet,veen tl1e across tl1c board 1nfiat1on JJ □y incrensc and , lint tl1e 

Bank ,vas p1·epared to offer lo offset tJ1e benefit loss. 1-Ie expressed u l1ope tl1ut tl1\.! Banh. l1ad 

written to staff about the cl1anges. Mr Footn1an said tl1at the Ba11k l1ad ,,·ntten i11 No\ cn1ber 

ru,d ,vould be wr1t111g again. 

Mr Morris osked ,vl1etl1er tl1e Bank ,vot1ld be say t11g 011 a collcct1, e basi tl1~1t tl1is, us ,,,11at it 

,vas 11roposing to do and tl1nt tl1e 111oncy ,, Ottld be credited to pco1Jles' ,,,ugcs. or \\'hetl1er it \\' US 

asking 111d1 ,11dttitls lo s1g11 u11 ,1grel!111c11t. l·le l1lso ~1sked \\l1ctl1er tl1e1e \\' ~1s \\'~\ge drift i11 tl1e pU)' 

structure beyo11d tl,e budget. M1 J-.oot111u11 sttid , 011 tl1c latter poi11t, tl1nt tl1cre ,v..is t1 little lor 

overti1nc. Tl1e Bank l1ad forn1ully ,vrille11 lo 5lufiJ~ w,J wl1e11 1t 111J.dc its li11al offer 111clu<ling 

pay proposals, 1t \Vould ,vnte ,1gai11 ru1d n1n.k1,-; cleur tl1al tl1e Bai1k ,vould offer 11e,v conLracts on 

tl1c basis that tl1e benefits package and the offer \\'ould 01,ly be opei-1 to tl1ose accepting tl1e 11e,v 

co11tracts. Tl1ere \'>'ould tl1en hJ\ l! to be ,l point ut ,vl11 cl1 11ot1ce \\'Ot11d be gi \'e11 tl1al cxisli11g 
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contracts would be te11ninated. He noted tJ1at tl1ere n1igl1t be a small nu1nber of difficult cases 

but the Bank had very carefully taken legal advice 

In presenting tl1e proposals to staff it would be made very clear that 2o/o was related to benefi ls, 

2o/o was tl1e non11a] across tl1e board satisfactory perfo1111ers1 i11crease, thougl1 the latter would 

not be for all parts of the Bank. Staff would see 2o/o across U1e board and 23/o almost entire]y 

across tl1e board. On top of tl1al, tl1ere \Vas discretio11 ary money which was not negotlated \\rith 

the Union. Relatively n1ore pensionable money ,vould be offset by lower bonus. The other 

part of tJ1e cost ,vould be less fl e ibili ly. Tn a 11onnal year the Bank would wish to d1stnbute 

pay in a n1ore fl ex1ble way but tJ1js year would revert briefly lo a more across the board process 

Mr NeilJ said tl1at 1n a steady state U,e Bank's objectives sl1ould be to reduce the pay bill year-

011-year tlu-ough efficie11cy in, provements. Individuals should get an annual appraisal that 

should give a pay increase \VJucl1 recogrused inflation but ,vas not linked to 1t. There should be 

no question of 23/o for tlus and 2o/o for that, wl1icl1 ,vas philosoph1cally \vrong. A third element 

sl1ould be based upon the perforrnance of departments in U1e B ru1k. Ile ack.no,, ledged that there 

might be some specia l circumstances al present, becat1se the Ba.11.k was restrucrunng ber1cfits 

He a]so noted tl1at no c]ain1 had been received and tl1at sl1ould be see11 as a precedent., because 1t 

was management's job to decide 

Mr Clementi said the Basuc ag1·eed witJ1 all lhe pn11ciples pt1t fon\-~ard by lr e1ll. It l1ad bee11 

reducing the pay bill year by year. It l1ad aru1ual assess111ents, and 1t ,, as part of the barguini11g 

,vith tl1e main banking uni t tl1at tl1ere ,vas ru1 across tl1e board sat1sfactol) perfon11n.11ce 

settlement negotiated ,v1th tl1e Union. Jle ,vas not pnr1ic11larly 11n1JPY \ itl1 tl1is s1tun11011 Tl1e 

Bank would like over time to 111ove a\vay fro111 tlcross tl1e board sctllen1c11ts but tl1is ,vot1 lu be 

resisted by tl1e Union. It was, l1owever. 11ecessary to tnl e 011e slep nl u t1111c. 011ce p .. tsl l Apri I, 

there ,vould be very 111ucl1 111orc trnns1Jnre11cy nbottt \\ lint tl1e Ba11k ,,,l1 p,.1y111g staff. At tl1e 

1no1ne11L tl1ere \Vere l,uge d1sc1 epancies bet, ec11 diff e 1 e11t people ,ioi11g tl1c Si.\mc job. t\ 1 r Nci 11 

said l1e ,vas very 11appy if U1at v. as tl1e <l1 rcct1on i11 ,vJ1icl1 tl1e B~111k \\'as going. 

Mr Buxton said J1e supported tl,e princ11, Ic of r>aying extra tl1is year to get tl1e packJge tl1rougl1. 

The 011c cor1cen1 lie I1ad ,vas tl1e fac l tl1at tl1e Bn11k l1ad regressed 011 flcx1b1 ltt)'. Bearing in 

r111r1d w l1at Str Cl,ips 11ad said, parts of Ll1e Bli11k 11ccdL.d to recntil 111 0 1\;; w1d it needed nlOfl' 
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flexibility on pay, to be able to allocate more money to tmJJroving t1Je competitiveness of the 

pay package. The 3o/o figure ,vas n1uddying ,vaters. More fleXJbtlity was needed and lie hoped 

that in future the Bank would con1e back to an across tl1e board award together with a vanable 

amo1mt tJ1at cou Id be t1sed 111 a flexible ,vay across tl1e pay spectrum 

The Governor commented that flexibility was where the Bank had been headed and wl1ere it 

,vanted to be headed. But tl1is year, in order to keep faitl1 'vvith some of the people 

disadvru1tagcd by BenefitSelect - and there were some - the Bank had interrupted that process. 

Once tlirougl1 tl1e BenefitSelect J)rocess, the Bank would then continue on the path on wh1cl1 it 

l1ad been before. Some of tl1e across U1e board n1oney could lben be released to extend 

fleXJbtli Ly and reward on tl1e basis of n1erit. 

Sir David Cooksey sajd his understru1ding \Vas tl1at the greatest difficull1es ,vere ,vitl1 

subsidised n1ortgages, and 11e asked 110w tl1e Banlc ,vas going to reco, er n1ortgages it had 

already provided. MI Footman said that the 1nortgages l1ad been outsourced some t1rne ago to 

tbe Halifax \V1tJ1 tJ1e Bank providu1g the balance of tnlerest to the Ilal1 fax 

T11e Go,remor said that to carry fonvard the negotiation Court needed to agree on the 2°lo plus 

2% formula. D1d Court agree tJ1al tl1e Bank sl1ot1ld offer 2% con1pensat1on for BenefitSelect 

across the board to everyo11e and 2o/o to all barga1111ng UJ1its that 11on11all)' rece1, e across tl1e 

board awards. The Bank would info11n owi 011 J)rogrcss ,vitl1 tl1c 3° o 111cnt a,vards Court 

,vas content wi1 11 the proposals. 

Proposal for external re,,ie,v of 11" 
(Messrs Clark, Ple11de1·leifl1 , Vici c,·s n11d l\1lidgle)' i11 nttc11dt111ce) 

Mr CJe111enli 11oted t11e discussio11 of JT slrnlegy at tl1c Jlt c, iot1s ourl 111eeti11g ltnd si1id tl1ut it 

appeared a good idea from tlic 111011agen1e11t side to l1a,•e Ll ]ugh level 1cvie\\' of IT strategy ,,,itl1 

a small tcan1 of tl,ree or four Tl1e 1,101,oscd lenn', of reference 11,id been c1rl.t1lnted to ot1rt 011d 

l1e asked for vie,, s 011 tJ1e JJt OJJOsol. 

Ms O'D011ovai1 said 1t \Vas an ec lecl1c l1~l oi' co11sultw.1ls, 111ixi 11g in1pl~111cnters ,,,itl1 strategists. 

Mr Cleme11t1 said tl,e list was dra,v11 up partly 1n-l1ouse ru1d pai1ly 011 suggestions fro111 
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Directors. Tl1e Banlc intended to ,vrite and ask tJ1ose 011 the ljst to provide a note wh..tch would 

lead to the selection of a short list of two or tl1ree fim1s. ]11 response to a question from the 

Governor, Ms O' Donovan said sl1e found tl1e li st surpr1s1ng. For example she )mew the Fl 

group ,ve]I, and tJ1ey ,,vere i1np]ementers and not wl,at ll1e Bank would want. She was also 

surprised 11ot to see the likes of Al1dersen and P\vC wl1i cl1 were capable of ru1alysing both 

business strategy and JT. Tl1e Governor said he la1ew Ms O'Do11ovan had a lot of expenence in 

that field and he U1anked her for her l1elp. Mr Buxto11 noted that he was a Director of FI Group, 

and l1e bel1 e,,ed that Ms O'Donovan was out of date. He said that a more fundamental pomt 

\Vas wl1ell1er, ratl1er ll1a11 start with tl1e manage1nen t structure, the review should start at the 

other end, and conclusions s11ould emerge fron1 ,vhat ll1e Bank learnt about its lT systems. The 

Bank sl1ould gel somebody lo look al the systems ai1d produce a management structure out of 

tl1at Mr Clen1e11ti said iliat approach l1ad been co11s1dered but tl1e Bank. \\'as small enough for 

consultants io get a feel for systems. 1 f they started with tl1e systems, of \vluch the Bank had a 

huge nun1ber, it \V01.1Jd be a 1nucl1 longer process. Tl1c Bank \V1shed to get an O\ erall vie\, from 

U1e consultants about its approacl1. Dame he1la Masters declared an interest as a parmer of 

KPMG and a Governor of the London Bus1ness Scl1ool. She said tl101 spending time on 

detailed ter1ns of reference was not ,vorth\vbi le. TJ1e iinportant tl11ng ,, as to discuss\\ ith the 

consultants tl1eir views of }1ow tl1ey perceived the problen1s invol,1ed l l1e Bank as customer 

\Vould cl1oose tl1e consu ltanl ,vl,o \Vas n1ost alert to tl1e 1sst1es about ,vl11cl1 tl1e Bank,, as 

\vorrying. Mrs 1-leato11 agreed tl1at it would be better lo appoint a bt1s111ess strategy ty-pc of fin11 

rather than ru1 IT Jinn. The Governor asked ot1rt ,vl1etl1er it \Vas conte11t to lea, e tl1e 1ssue for 

t)1e Bank to decjde. I-f e noted l11at the Bank had asked Mr Neill ifl1c ,vot1ld be a sound111~ 

board. ]t ,vould be very useful if, at tl1at early stage, it cot1ld bounce tl1ougl1ts off 111111. 

Tl1e Quarte,·ly Fi11ancii1I Repo,~f 
(Messrs Clarl , Plende1·Jeif 11 , Vicker n11d 1.idgle)' i11 n1te11d:111ce) 

Mr Midgley dr e\v attcnt1o11 to tl1e front of the ref)Ot1, ,,,11icl1 lie st11d t11t1111nr1sed ull tl1e i :sues. 

Sir Ne\itlle S11111115 asked 1,o,\' tl1e outcor11e 011 tl1e distribt1lio11 o[ba11k11otes o,er tl1e c,, 'a t..ar 

period co1111Jotcd ,villl piedictio11s. tvlr Ple11dc1 lei tl1 so1tl tl1e JJr\!d1ctio11s ,,•ete al111osl spot on . 

The Governor noted tJ1at thci e t1ad bee11 very little recourse to e111crgc11cy casl1. 



Report from the Chairman of the Audit Committee 
(Messrs Clark, Plenderleith and Vickers in at1e11da11ce) 
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Mr Buxton dre\v Court 's attention to tl1e draft m1nutes of the Audit Comm1ttee held in 

December. He said tl1at the middle office progranm1e 1,ad started. l'le also noted that the 

Turnbull report needed to con1e 1o Court. Tl1ere ha.d been discussion i11 the Audit Committee, 

\Vrucb l1ad felt tl1at it ~,as not really a matter for Court. However, the Committee had a duty to 

n1ake sure Court was briefed and accepted t11e Tun1bull pri11c1ples. o 11 sl1ould go to Court as 

soon as possible. He noted tl1at the aud it te11der process ,vas start1ng and Ms O'Donovan had 

agreed to take part. Finally 11e co1n1ne11ted tl1at FRED 20 seemed to be a most extraordinary 

decision by ll1e accountru, ts at1d l1e l1oped that all members of tl1e Audit Committee and the 

accow1tants on Court would argue against it. TJ1e 1dea of putting the pens1on surplus into the 

accounts ,vas extraordinary bearing in mind legal decisions on ,vhere that surplus belonged 

Dame Sheila Masters said Mr Buxton was not alone 1n criticising FRED 20 

The Governor thanked tl1e Audit Comn11ttee and he tl1anked Court for comi11g to a meeting in 

Edinburgh. He also thanked Mr Stretton for provid111g tl1e meeting\: it11 splendid quarters. 

The meeting ended. 

• V 
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MONE'fARY STABILITY. I SUE 
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Economic and mo11etar)' di eta ion, inco1·po1·:1ting tl1e 111011tl1l)' 11> llc11ort to ourt 1nd 

an update 011 Inter~,,acional Ero110111ic De, clop111er1t s 
(J\.1essrs Vicl{ers, Claa·lc, Baile)' a11d Jeni i11 ·011 iu ltP11dut1ce) 

Mr Vickers noted tl1nt tl1e Feb1 t1nry l11fiat1011 Re1Jort "1ot1ld be publ1sl1e<l tl1~ follo,,,ri11g day. I-le 

descrjbcd ll1e overal I econo111ic J)lClttrc as 011e of' stab I{ 111f1ation and steady g1 O\\!ll1. l lc said tl1e 

sectoral balai1ce ac1 oss u
1
e cco110 111y J1 ud rcccnll) b1..c11 better tl1an for $Ol11e t1111e . I 11dustrial 

£--

r-od~tion l1ad 111creased J-Io,ve,er, U1c !> lrc11gtl1 of ~t,!1 ling sugge5t~d tl1c 1,ossibilit)' of greater 

I 
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future imbalances both bet,\·een sectors and bet\veen don1esllc den1and w1d 11el u-ade. GDI> 

gre,,• by 0.8% in 1999 Q4, up by 2. 7% on its le,,el a )1ear earlier. Tl11s qt1artcrly GDP gro,, tJ1 

rate ,vas a little abo,·e most estimates of trend gro,,,fu. \\1itl1in tl1e total, ser, ices OlllJJUl gre,,1 by 

2.9o/o and manufacturing by 1.9% over the year to 1999 Q4. Industrial prodt1cl1011 l1ud folle11 i11 

December but it \\'as not clC'df \\1l1etl1cr or not this ,,,as 'l'2K related, perl1aps dt1c to lor1ge1 

l1olidays ru1d production down-tin,es. 

cnr-tcrm prospects remained reasonably robust. Leading indicators or consun1er spending 

suggested co11li11t1c:d stro,1g gro,vtl1 in Jnnunry: consun1er confidence l1acl 1~se11 to ➔·8 jn January 

f1·0111 + 1.7% i11 Dccc111ber on tl1e GfK measure; ,vealtl1 \\'LS rising I ap1c.lly (botl1 l1ousi11g a11d 

fi11a11ci 11 \\'C,1lll1); 1111d lc11cli11g to l1ousel1olds also rcn1air1cd strong. Tl1c one b>.ceptio,1 sec1ned 

to be tl1c c 1r 111nrkct ,vl1erc demnnd ,,,us ,,,eak. 

Bt1si11ess i11,•cst111ent l1nd slO\\'ed 111nrkedl)' in 1999 and was an uncertainty look111g al1cad, 

l11,,cst111~nt fell b)' l o/o in 1999 Q3, l11e firsl quanerly fall since 1996 04 Bul Ll1is 1nigl1t 1 enect 

n 'l12K relntcd pnuse in spending. The Bank's Agents were currently investigati11g tl1is 1ssue so 

th ~1 P cou Id better assess in'\ ~tlllent prospects. The recent trade data pai11ted a less rosy 

picrurc tl1nn \\'OS e,rident in the middle of the previous year. Mr Vickers srud that if tl1e l11gl1 

exchru1ge rate ,,,ns maintained, there \\'as likely to be a rene\\ ed deterioration in the exte1na) 

pos1l1on. 

The latest labour market data sho,ved a 75,000 nse in employment between October and 

December, and a fall in unemployment on the claimant count measure of 9,800 But tl1e most 

striking aspect of the data \Vas the increase in earnings gro,vt.11 The headline annual rate 

(October-December) rose to 5.5o/o from 4 9o/o, and the year-on-year increase for December 

alone was 6.2o/o. Mr Vickers said the data were naturally a concen1 but sl1ould nol be lal<en at 

face value. 

On the prices front, producer outpul prices l1ad edged up furll1er in January risi11g by 1 8°1
0 on 

an annual basis (excluding taxes and duties). In conlrast, input p11ces l1ad fallen i11 Jn11t1ory 

despite tl1e rising oil pnce Since tl1e previous ourt 111eeting, the price )1ad risen by arou11d $3 

to $28. Retail price innation fell o. J PIJ to 2.1 % in January on U1e 1arget RPlX measure. RPI 

111 eased to 2%. Tlle annual HICP 111flatio11 role fell 0.4pp to 0.8%, tl1e lowest rate i11 EuroJJe 

t 

• 



T11e gro,,.,ing d1ff erence bet,, een the ffiCP and RPLX measures,, as partl)' be111g dr1ve11 b), 

higher housing depreciation, ,,,hich ,vas excluded from the l1arn1on1sed measure, as, ell as 

other diffcre11ces in co,'erage, for example cars. TI,e gap bet\, een goods and sen ices price 

inflat1or1 \\'Jdencd further in January (0.0o/o and 4.2% respect1, el)). 
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Corn111cr1ting on markel de\1clop111cnts., ~1r \1ickers noted tl,e continued ,,,eukt1css of ll1e et1ro 

n11d also the recent decline of tJ1e dollar against sterling. l1ort sterlir1g futures l1ad eased baclc 

1n tem,s of tl1e in1plied 3•month interbank rate. tnrkct expectations for tl1e repo rate l1ad 

111crenscd follo,ving tl1e release of t11c latest I hour n1nrket data. Eqt1ities ren1uined strong, led 

lJy t~cl1r1ology stocks. "fl1is i11cludcd tl1e Japanese index \\'l1icl1 l1ad gone nbovc 20,000 111 recent 

\\CCks. 

Ir cill said tl11t, it1 relntion to earnings, loyalty bonuses to IT staff were paid in Ja11uory, 

reflecti11g ' ''K rt::luted ,vork. Bttt bonuses for other staff had generally not yet been paid. Tl1e 

en, 1nn1 kct rc1nnined depressed. Recent dalu shO\\'ed o,•erall sales down 3% on a year c..arlier; 

11d pn,1ote co11sumer rotes do·.,n 9o/o heaper ,,oJume cars were selling reasonably well but 

1l1e n1ore up-mnrket badges had seen large declines. He suggested tJ1at the car market was 

curre11tl)' le s an indicator of demand and more a clue to consumer psycl1ology. Consumers 

k.t10,,, tl1C)' can buy cars cheaper abroad. To date, tht manufacturers had not responded. T11ey 

,vere reluctant to reduce pnces in the UK as this ,vould unde11111nc their n1arketing strategies. 

Mr l\e1ll said tJ1at across manufacturing as a \Vhole the high exchange rate was tl1e key concern 

and t11e pressure on UK firms ,vas considerable, even amongst those that had achieved 

productivity gains. He expected a number to W1tl1dra\V from export markets or UK production . 

Mr Buxton said that lending to consumers was slowing from the ]ugh rates seen tlus t1n1e last 

year and this \Vas expected 10 continue Cred1l card lending was also slo\ving. In co11trast, 

mortgage lending was gro\\i1ng more strongly than a year ago. The higl1 level of bon·ow1ng 1n 

December }1ad continued into U1e Ne\V Year. l,e expected consumer 'strn111' indicators to 

mcrcase; for example, lending as a proport1011 of earrungs was l1igl1 a11d, altl1ougl1 t)1e ab1l1ly to 

pay was reasonable, higl1er interest rates would mean tl11s would start to dete1,ioratc. 

Lending to the corporate market remained l1calthy will1 no real signs of str:.1i11. Incon1e from 

~ - · ropeny was at higlJ levels. Lerlditig to tl1e n1a11ufacturing sector was flat . Tl1e sector's 

,. 
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cashflo\\' \\1as pos1ti,re so had not resulted 1n an upturn in distress bo11·0,, i11g. 111 par~ tlus ,vas 

related to tl1e high le,·els of corporate bond issuance, ,, hicl1 ren1aincd u buo) ant 1narh.et 

Sir Neville Simms confir111ed that, in general, annual bo11uses l1ad 11ot yet been J)oid. ~ 'age 

costs in his company had risen in tot.al by around 3.5%, including pro111ot1on costs. Ile 

belie,•ec.J tJ1is was probably indicati,·e of the conslruction i11duslr)• at la1 ge 111 rclatio11 lo tl1e 

state of trade, l1c said the industry anticipated ,,oJumes to contint1e g1 O\\ 111g o, er tl1e co111ing 

two yctirs. onstruction orders l1nd fallen by around 9% in 1999 com})l\red ,v1tl1 a year earlier. 

·r11is largely renccted a ,,·cnk first l1olf oftl1e ) 'Cnr. Tl1c second l1ulf of tl1e year l1ad appeared 

r11orc lJuoya11l ll1 11 tl1c duta st1gges1cd it ,,•ns, 1J1ougl1 tl1cre rcn1ained dol1bts ul,oul Ute DETR 

ligures. 1,c,1dcr price inflntio11 ,,,ns expected to stay fnirly subdued despite r1s1ng activity. In 

part, tl1is retlccred s0111e slo,,•ing in tl1e rate of pressure on labour c.osls '" l,cre, c.;ve11 111 tJ1e 

soutl1-cnst or I~ngln11d, tl1e \; \\, s no sense of ,,·age costs spiralling. 

tr Ne,,ille tllso referred to tl1e progress of the Private Finance Initiative. Considerable cost 

a,•mgs ,,r re bei11g realised for the Go,·emment as projects progressed tl11ougl1 the process. In 

relation to the situation in the \\'est l1dland.s, he noted that the latest ir1crease in i11tcrest rates 

had not beer1 ,,·ell rece1,ed. At a rece11t CBI regional council meeting l1e l1ad noted a nun1ber of 

references to con1panies planning or considering moving activity out of tl1e UK 

Sir Da, td Cooksey follo,ved this point by also oollng lhe evidence of 1ncreased purchasing of 

components and materials abroad by UK firms. He also sa1d that after the apparent pause 1n IT 

spending. projects ,vere not being reconsidered very quickly to date. 1n relation to retail sales. 

afier a strong December and early January~ Sir David noted that gro,vth had dropped back qt11te 

sharply since, and sales ,vere well below the same penod a year ago 

Sir Chips Kes,vick referred lo his recent visit to tl1e United States wl,ere l1e l1ad been told by a 

number of parties that oil price expectations ,vere no,v in ll1e $35-40 range for later in the year. 

Commenting 011 international developments, Mr Bailey said U1at tl1e U11i ted Stales cor1ti11t1ed to 

gro,v strongly and had no\V expencnced its longest penod of continuous growt11 on record Tl1e 

fomier crisis ecoiioinies of Asia coi,tinued to recover. Reco,,ery \Vas less in1pressive 1n tl1e 

Latin Ar11erica11 countries. in part reflectiJ1g tlieir Inter stage in tl1e recovery cycle relali\1C to Ll1e 
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Asian economies. Tl1e EU econo1nies \Vere also furtl1eri 11g thei1· recover1 es. The except1on to 

this positive global picture rema111ed Japru1. On the prices front, tl1e oil p1ice had moved higher 

in contrast to other commodity prices, winch ,vere generally more subdued. However, further 

rises \.Vere anticipated as global demand rose furtl1er. l n response to economic developments, 

interest rates had increased across 1nuch of tl1e world, agai11 wit11 tl1e except1011 of Japan. 

ImbaJances bet\veen internal and e ternal posit1011s cl1aractensed a number of countries. He 

said that there remained questions about the susta1nabil1ty of gro\vth in the Uruted States. 

Equally, there \Vas debate about the extent and impact of supply-side 1mpro\ements. The 

largest downside risk to tl1e U11ited States probably remained a sharp asset price correction. In 

contrast, Europe had capacity to grow strongly but the 1ss11e of supply-side refo1111s remained 

relevant to prospects. As to L11e t111pact of higher 011 pnces, Mr Bruley said that ,ve ,,,ere c1ear1) 

in a situation wl1ere OPEC mattered again. However, the impact of higher oil pnces to date 

was not]1jng like earlier episodes, though we wouJd 11eed to continue n1orutonng the pass

through and ar1alysing tlie contrast witl1 tlie past. 

Mr Allsopp ren1arked that he recognised there were risks to tl1e United tall.Sand the debate 

about new paradigms was inevitably inconclusive. But lie v as not conv111ced that the 

imbalances in the US eco110,n1y were a significant risk. A lo,\ sn\.ings rate needed to be 

considered alongside high prod11cl1vity growtl1. A.J1d l1e felt that ll1e ltnk bet,, een a stock. 

market correctjon and the wider econon1ic situution \Vas fru fio111 c)ear. t\•11 Baile) odded that 

Alan Gree11spa11 had been 11,aking more of tl1e lj11k bctwee11 J)rodt1ct1\ i t gro,,ttl1 and ll1 

slrenglh of tl1e stock 111arket i11 rece11t n1ontl1s 

Mr Allsopp 111quired about ,vhetJ1er tl1e delerioratio11 i11 tl1c LI bt1la11cc of· JlD)flll 11ts po it1011 

ought to be a co11cer11. J1e co111n1e11 ted tl1nt if pote11l1ul gto,,1 tl1 \\ as l1igl1c::1 tl1ru1 flre\
1iously the 

case, tJ1cn tl1e cxterr,al balai,cc 111igl1t \Vell ,vorse11 f\1r Bni ley 1grecli tl1t1l tl1is ,, ot1ld be u 

consec1ue11ce ar1d that 1,igher g ro,v lll ,,,ould sustui11 ~l l1igl1er c11n\,;11t ,1 cot111t balance tor a tin1e. 

Mr Neill co111111e,,ted 0 11 tl,e jn1pnc.t of c-conune rce ti11d the i11ter11ct. "l l1\! tflects \\'ere pcf\',1 ivc 

a11d it ,vas diffi cult l o judge tl1e JJro11ou11ce111c11ts by ~on1e co1111)u11ies obout tl1e large cosls 

rcductio11 tJ1at ll1cy en,,isaged acl1ieving. Bt1t l1c felt il ,,tas essential to get u better l111ndle o11 

these issues. Tl)(! Govemoi· suid llial u1c Barlk \\'as \'ery co11sc1ous oJ, tl1c i 111J)Orltince or tl1ese 
• 

_p,--_:-- ~ sues, but also tl1e lack of prec1s1on i11 judg i11g tl1ei r i111pac t 1\11 K111g said tJ1c1 c ,vas ccrtui11l)' 
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little to clarify the impact in ex1sti11g data. lt was in1J)01ia11t to have an ope11 m1nd about 

detecting evidence. But he tl1ougl1t it \Vas often too easy to n1ak.e assumptions. He sa1d al l new 

innovations ,vere likely to have a be11eficial effect on productivity. ln1portantly, he did not 

think tl1e relat1onship between higher productivi ty growth and inilatjon was as straight forward 

as n1any conunentato1·s 1mplicitly assun,ed. He sa1d a situation couJd be envisaged where an 

in,,estment and consumption boon1 preceded a:i1 actual 111crease in trend productiVJty gro\vth as 

firms and indiVld uals anticipated l1igl1er incomes. TJ1is 1nigl1t necessitate higher rather than 

lower interest rates. 

Sir David Cooksey referred to tl1e gro\ving gap ,vithin tl,e corporate sector, reflected in stock 

n1arket valuations. IT or ''dot.com'' related companjes were the source of rising stock marlet 

prices. The contTast beh-veen U1ese and more regular con1parues was gro\\-ing larger and this. in 

tum, was impacting on tl,e cost of capi ta] for the different fi11ns. Mrs Heaton added that 

stripping-out l1igl1 tecl1 firms suggested the rest of the n1arket had i11 fact crashed"' with man)' 

comparues' sl1are p·nce down 20-30o/o. She fell Mr Vickers' descnpt1on of tl1e stocl market as 

''coming off t}1e top'' ,~,as too mild. Mr Vickers said tl1cre '" as a disaggregated anaJ) s1s of the 

stock market in the February InDatjon Report. He d1d not feel the te11n ·crasl1' best descnbed 

the n1arket excluding IT stocks. Ms O'Donovru1 suggested there ,vas l1ttle con1panso11 in the 

past to match tl1e f aIJs some firms had experienced. 

MPC Procedures - resource available to the l\1P 
(Messrs Vickers, Clark and Jenki11 on in att'enda11ce) 

Mr Je11kinson introduced the J)aper ,vhicl1 covered tl1rec nspects of tl1e 1ssue of resow·ce 

available to tlie MPC. First, it updated Court on tl1c ne\v u1·rangen1c11ts go\em1ng tl1c 

relationship bclwce,1 Monetary Analysis a11d tl1c MP 111 establi"l1i11g ,vork l)11or1t1e5 1"l1t:rt. 

was, addjtionally, information 011 tJ1e <led1cated MP researcl1 stt11·r Scco11d, 1t outlined tl1e 

resources assigned to 01011etnry pol icy \Vork ,vithi11 tl1e Bru1k. lr Je11kinso1111otcd that tl1e1~ 

Would be cl1allenges itl securii,g tJ1e staff in line \V 1ll1 tl1e bttdgeted nllocatio11. Tl11rd, tl1e paper 

offered staffing co111prui.sons \Vttll olllcr centrJl btu11 s In tenns of tl1c 11u111ber of econo111isl5. 

lhe Bank, s position ,vas broadly 511111 tar to ol11er 111ajor ce11tral bar1ks. 

r 



24 

Sir Neville Simms said that l1e felt the numbe1· or resignations from Monetary AnaJysis was 

surprisingly high. Mr Jenkinson shared his concern. lle said the main reason for Lhe outflow 

,vas the pull from the City in te1111s of salaI")' and profile, notably amongst analysts in t11eir ]ate 

t,venties and early t11irties. T11e Bank's relative advantage ,vas its ability to offer policy-related 

work and reseru·ch opportunities. Tl1e re111L1neration strategy had been adjusted to offer more 

rapid salary progression to this group and the ne,v benefits system was also aimed at assisting 

recruitment and retention of economists. 

The Governor ren1arked tl1at tl1e Bank was very f ortunale to l1ave such hjgh calibre staff but 

tl1at meant it was in a very co111pelit1ve mru-ket. Mr A1lsopp srud that he felt this outilo\v was 

1ne,'1table and likely to be ongoing w}1en progression was withi11 a pyramid structure. He asled 

1f these ot1tflo,vs l1ad increased over the recent penod. Dame Sheila Masters said she presumed 

exit intervie,vs were undertaken \Vl1en individt1als left and asked 1f economists were also lost to 

other areas of tl1e Bank and, if so, wl1y was this tl1c case given the attract1ons of ,vorking in 

Monetary Analysis? Mrs Heaton asked if secondme11ts from the City \\ ere an option and had 

they been considered. 

Mr Jenkinson said exi t intervie,vs were undertaken w11en people lefl the Bank but mo,,es ,,r1tl1in 

the Bame were part of the internal assessment system. He said U1at part of tl1e reason for 

analysts leaving for other positions withi11 t11e Bank ,vas t11e gro,v1ng dcn1ands else\vl1crc for 

economists. Tl1e upgrading of econom1c analysis across tl1e Bank\\ as prov1di11g add1t1onJl 

opportunities for advru1cement for MA economists. Over tin1e 11 1s l1oped tl1at tl11s flo\v ,vould 

be tv.ro-,vay. Regarding inward secondn1enls fro111 tl1e ity, Mr Jenk111s011 fell pay ,,•ould still 

be an issue, bot11 in tem1s of attract111g secondees and t11e i111pacl 011 1 clat1, 1t1es \\'ill1 Ba11k tuO'. 

Mr Vickers said it was very difficult to dete11nine \Vl1at ,vas a 11on11nl le, el of outflo\V ,,,11en o 

many areas of tlJe Barll< were c}1w1gi 11g. Tl1al said, l1c tl1ot1gl1t tl1e 11u111ber i11 tl1c report of ru1 

outflo\v of forty (compared wJtll an iiJflO\\' of fifly) \\rJS ob11onnally l1igl1. , ~11e Go, cn1or u<lded 

t11at he also felt it was 11igl1 bt11 tl1c basic pro1Jositio11 l1 .. 1d been \Vitl1 usu long ti111e H1.: said 1, 

dre,v con1fort from the fact tl1ot tl1c Bank l1ad {JtogresSL\'ely increased its capacity over ti111c to 

0ndcr,takc l1igl1 quality eco110111ic anulysis~ dn, c11 i11 large part by Mr Kir,g. 

' 



Dame Sheila Masters asked if t11e Bank l1ad considered the consequences of being w1able to 

recruit sufficient new people. Mr Jenki11son said ,vbat tended to give wl1en resources were 

constrained ,vas longer te1 m research. ln the curre11t circumstances it was recogrused that not 

enough resources ,vere being devoted to researcl1 into lo11ger ter1n structural issues. 
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Dan1e Sl1eila asked if some of tl1ese research proj ects could be outsourced? Mr Jenkinson said 

this was being considered. The Governor concluded wi th the observation that Court appeared 

more concerned with the Bank 's abil1ty to meet its budget in this area rather than the budget 

itself. 

FJNANCIAL STABILITY ISSUE 

Domestic Developments and International I sues 
(Messrs Clark and Vickers in attendance) 

Mr Clark hjgl1JigJ1ted three current prion ty issues w 1U1i11 the Financial Stabil1ty Area 

First, payn,ent at1d settlement systerns, ,vl1ere he drew attention to the ru1cksl1ank Re, te\\ 

The Re,,ie,v was expected to conclude over tl1e 11ext month or so and was likely to con1ment 

and make reco1nn1endatio11s on UK payment arrangements and their o,1e1 s1gl1t. But tl11s ,, as 

just one of a nttmber of ctment developments \Vith a potential 1n1pact or, payn1enl 

arrange.ments. A European directive, the Settlement Finali ty Direclt\ e~ ,,,J1icl1 can1e 1nto {orce 

1n tl1e UK in Deceinber 1999, 1·equired the Bank to '~designate'' payn1e11t systems \vl11cl1 ,vere to 

benefit from t11e protection provided by tl1e Directive. In addit1011, nc,v inten1nt1onal codes n11d 

standards relati11g to monetary and fi 11anc1al policy recom111endcd trru1spnre11cy about 

responsibi lity for rnonitori11g payn,ents systems. And tl1e G 10 ce11lral bailks Payn1e11t 

Co1nmittee J1ad eiidorsed a set of core J)J·inciples for p,1y111e11t syste111 , ,,,111cl1 again 111dtcated 

lbe need fo1· clear oversigl1t reSJl011sib1Iity. 

Second, Mr Clark mei, tioned t11e 111ucl1 ,v1de1 i11ten1atio11ul cxerc1~e 011 codes and ·tui,<lard 

Which was at present undc1w ay odes relating to p~1yn1ent systet11 ,vcre o11ly one ol around 

fifty under co11s1deration by vru·ious uutl1ori t1cs 1'11ougl1l \Vas 110,v bc111g g1ve11 to pruct1 cnl 

programmes for tl1e1r implen1entatio11 Sequenci11g J11d prio1·it1si11g \: as a diJ'fict1lt issue, tlS 11ot 

at) countries were at similar stages. Incenti, es to encourage i1nple111e11tutio11 \\'ere i 111po1 La11t, 

ut also content1ous. T11e e111ergi11g economies ,vere ,1en.1ous about a11y tl1i11g ,,,t1icl1 sn1ackcd 



26 

of additional conditionality; tbe IMF were wonied about l1aving to malce precise judgements 

against criteria which were fuzzy; and the standard setters were unsure that their standards 

should be used in that ,vay. lt1 the longer run, market incentives \Vere likely to be cruciaJ and 

here transparency ,vas the key. Finally, monjtoring of compljance was likely to require 

considerable resources - mai11ly staff 1hat were not ct1rre11Lly in place. Add1tional]y, there 

\Vas a question of w}10 to engage effectively with countries outside tl1e 07. This matter was to 

be discussed at the G7 Deputies and lMF Spring meeting. 

Third, he said tl1at in November 1999 the Bank was give11 a remit to report annually on the 

issue of financial exclusion. T11is related to the work u11dertaken on small business finance but 

,vas, at the sarne tin1e, a d1stinct top1c. The Bank \Vas currently looking at the question of 

effective data collection in this area, and particularly regional data. 

EXECUTIVE REPORT 
(l\ilessrs Clark, Vickers and Footman in attendance) 

The Governor proposed tl1al Cottrt's next meeting outside London should be m Leeds. He 

noted tl1at the meeting in Scotland }1ad worked bet1er tl1nn tl1e visit to B1nn1nghan1 and tl1e 

surrounding events had been n1ore successful The Scott1sl1 vis1t would be taken as a n1odel 

\\1itb a sit-down Jw,cl1 with speeches, rat11er tl1a11 a buffet. Tl1e Barth. \Vou1d pursue U1c qucst1011 

of a date for the Leeds 1neeting and report baclc to ourt. Mr Bw ton asked \vl1etl1cr tl1e Bank 

could get a,vay fron1 the pattern of going in Jant1ary because the \Veather n1igl1t be d1srupt1\ e 

and 1t might be better to go later. TJ,e Governor said tl1at Mr Buxton's point about Janttnt)' 

,vou)d be explored. 

Mr Cle1nenti reported u
1
at NMB was sold on 28 Ja11t1nry a11d tl1e price nllo,ved for a s111all 

Write-back in tt1e Batlk's accottlllS. 111 resJJonsc to n qucsl1011 fro111 ir l111>s Ke.\\ 1ck he 5>utd 

tl1at only limited warrant1e!:i l1ad been gi,,eii. 

Reporti11g on tl1c Middle Office, Mr C l e111e11l1 s01d tl1ut tl1e At1d1t Co1111111ttee \\US fan1iliar ,vitl1 

t11e issue. It l1ad been agreed tl1ot o11ct.: set UJ) a11d \VOi ki11g pl operly 1111 s unit \\.as to becon1e u 

__ Divi.s.i n ll1 its O\v11 rigl1t. Mr lngra111 ,vould be U1e 1-leud of D1\ isio11. J-Ie ~1 lso noted tl1at 



Mr Colin Mann would be Head of the Banking Services Div ision, fo,n1erly J1eaded by 

Mr Bartlett, and the position of Head of MSD ,vould be filled by Mr Brookes. 
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Turning to benefits, Mr Clementi noted tl1at t11e Bank l1ad reached agreeme11t w1tb the Pnnting 

Works, Gloucester and the Services Bargaini11g U11it . Relations with UNlFl were a good deal 

n1ore difficult . The Union bad continued to argue t11at staff wiU1 subs1d1sed mortgages shouJd 

be peonitted to remain on existing contracts. A letter had been sent to staff on 4 February 

asking then, all to sign up to the new ter111s. Tl1e legal position was tJ1at the Bank could not 

unilaterally atnend existing contracts. But it could wi ll1draw old contracts provided there was a 

good business reason, there bad been proper consultation and there l1ad been proper 

con1pensation He believed all three tests had been met. The letter srud that the Bank \\las 

inviting staff to sign t11e new contracts and 1t noted tl1at, 1f ll1ey chd not, the Bank bad the ngbt 

lo withdraw existing contracts. 1n some quarters there had been concern, and some had taken 

offence at tl1e letter. Tl1e Banl< had said that it ,vas followi11g legal advice, and took the\ ie,, 

that it ,vas fair to set out clearly 1n advance for staff wl1at the underlying pos1t1on ,vas The 

Unjon had complained, and tl1ere had bee11 a demo11stration of 200 staff outside tl1e Bank tl1e 

previous week. The day before Court, the results of a ballot l1ad sl1own tl1nl, of tl1ose voting in 

the Unjon ballot, 66% of tl1e staff at the Printing Works ,vere in favour oI tl1e ne,,, proposals, 

88% al Gloucester - whereas in London 2/3ro of tl1e staff were agai11st ru1d 1 3n1 ,, ere in fnvou1·. 

The Bank had made clear that it would continue wiU1 tl1e implen1entation or U1e ne,, proposals. 

It could not be ruled out that 11,e Unio11 would wisl1 lo take legal 01 ot11e1 action bltl i11dust1ial 

action as such appeared unlikely. Mr Clementi expected lo be able to co11fim1 on 24 Februan 

that tl1e great n1ajority of staff l1ad sig11ed up. 

lie noted tl1at the Fi11ru1cia1 Ti111es l1ad i111pl1ed i 11 an article tl1at Mo11ctru1• Anal) si ~ ,vu u lo~c.t 

from tl1e proposals. T)lis was corllJ)letely \Vro11g. Tl1e Mo11etary Anal)1
S1s area ,va "poor" i11 

benefits, as slaff \Vere relot1 vcly young a11d a s111allcr tl1a11 o,,erage proport1011 l1ad n1ortgnge • 

Monetary Analysis was a substa11tial ,._ i11ner, ,,11d 111 foct l1t1d a l1iddc11 111cr\!asc i11 pa)' as o result 

of the proposals. 

Retun1ing to the Middle Office, M1 Buxto11 asked to \Vl1on1 it reported. I le noted tl,at ll1e AL1d1t 

Comm· D G or Mr Clen1c11ti said 
ittee's original view \Vas tl1al it sl,ould report to .1 eputy O\ em 

U1at the proposals set out for tl1e Attd1l om1111ttce \V1:re tl1at tbe D1\1~ion \\rOL1lu repott di1 \!ctl)' 
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to Mr Plenderlcith. For manageme11t reasons ll1is was 1nore convenient. lt was 110 t easy for 

Mr Clementi to run a Division hi,uself. But Mr Ingran, was also Secretary of the Assets & 

Liabilities Comnut1ee which reported to Mr lementi , and Mr Cleme11ti noted that in running 

that Committee he ]1ad t11e rig11t of direct access to Mr Ingrain. He had taken advantage of that 

rigl1t. Mr BUJ(ton said tl1at that was the con1prorruse proposal put to the Audit Conunittee. 

wrucl1 was accepted, and his question ,vas ain1ed at cl1ecki11g that it had been implemented 

Mr Davies said that the Financial ervices Authonty had six people, among the 450 who bad 

n1oved from 01e Bank, w110 were still on TUPE te1111s. Mr Footman sa1d that Lhe Bank's 

Personnel Division l1ad been tallcing directly to the FSA's Personnel Department about those sr, 

people. Bank staff l1ad been given a signal that the Bank m1ght be in a position to give them 

notice, but it \Van led to avoid that if it possib]y could Jf 11ot1ce were given, the ter1ns of the 

existing contracts would run for the duration of tl1e notice period. 

ln reply to a question from Dame Sl1cila Masters, Mr Cleme11ti sa1d l1e expected the great 

majority of staff to sign the new contracts. People \Vl10 con1plamed tl1ey , ere \Vorse off ,,•ere 

generally those \,Vho wanted to use tl1eir benefits points to max1n11se l1ol1days ru1d did not l1a\'e 

enough points. Very fe,v were ,vorse off. He noted 1nn11agement1s fin11 intention to go al1ead 

\vith tJ1e proposals. Court J1ad given its back.Jng and staff now kne\\ tl1al tl1e Bnnk \\ ould not 

back down. The Bank would decide 110,v to treat tl1osc v l10 did not sign i11 tl1e l1gl1t of the 

numbers concerned, but it had put staff on 11otice tl1al 1l l1ad U1e r1gl1t to \\1t l1d111\v tl1e old 

contracts. Mr NeJJJ said 1,e ,vas in fu11 agreen1ent. Tl1e Goven1or s01d tl1at tl1e Ba11k found 

encouragement 1n the fact tliat wJ1en people went to 111dependent fi11anc1ul udv1sers tl'1e) can1c 

back reassured. A lot of those affected had had difficu lty 1n understundi11g tl1e O\ rall 1111pa l 

on their fina11ces. 
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MANAGEMENT OF THE BANK 

Finance 

The Bank's budget for the year 2000/01 
(Executive Directors, Messrs Midgle~, and Footman in attendance) 

Mr Clementi sajd that Mr Midgley's paper sought Court approval for the Bank's budget for the 

next year, reviewed tJ1e ]eve] of cash ral10 deposits based on an assumed rate of re~ and 

sought Court's authorisation for the Governor to write to tl1e Chancellor relaying Court's 

conclusions in relation to CRDs. 11 also sought Court's agree111ent to a proposal for the word1ng 

of Bank Objective 9. He noted that ,vl11le the Profit and Loss account might ha,,e s1mi1ariues to 

t11osc in the private sector, ll1e Banl< was not a profit n1axim1ser. Expend1ture control v as one 

of the keys to its management approach. The most importru1t quesllon about the budget before 

Court was wl1ether it reflected the overall strategic direction of the Bank. 

Tl1e Bank should plan to run its process businesses - printing banking and t11c Reg1strar's 

Department - more effect1vely. ll s11ould continue to butld analyt1cal capabil1ty 1n l'v1011etary 

Analysis, Financia] Stability ru1d in Markel Operat1011s. ll sl1ould reduce ove1 l1ead areas 

He noted that on page 6 a net reduction \-vas given of £4.1 n1n ct1rrent spc11ding, but t111s \\ ns tl1e 

outcon1e of several cJ1anges. There were savi11gs of £6.711,n pri111ruily at tl1c P1111ti11g \\'ork.s bttl 

an increase of £5.6mn in t}Je analytical areas and a reductio11 of overl1end costs of £3 ln111. Ile 

noted that one or two overl1ead areas were increasing, fore ' an1ple tl1e Press Office, '' l,icl, 

supported tl1e MPC, and train1ng costs i11 Personnel. He dre\v Court's attention to a table 

projecting the l1eadcou11t over five years. 

Mr Cleme11ti 11oted tl1at RDs J1ad bce11 set at 0.15% in tl1e S1)ri11g of 1998 as flUrt of u li\ e }''-'=Ur 

deal . Interest rates were at the ti111e 7o/o, but sl1ort yields ,vere 110,v lo,ver. LuSl year, lber1.: ,,•tts 

a priina facie case to approac}1 the 1 re,1St1ry 0\1er U1e level or CR.Ds, btil tl1e Brlilk did not 

reco1nm d 1 . d 1 . e tlltS ycJr Because ,t en t 1at last )'Car and ne1tl1er did 1t recon11ne11 sue 1 a 111ov 
Propon· f . 1 • . • l O 1educL1011 in sl1ort 

ton° assets \Vere l1eld in lo11g gt lls, they \\ere u ct1s 11011 agains 
rates. s h , trRDratel\,;dtoru10\.er.1ll 

0 t c Ba11k s costs ,vere n1ore or less covered. Tl1e ctirren \. 

return °11 funds 1n excess of 7o/o. 
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Mr Clementi dre,v Court's attention to a proposed wording for Bank Objecti ve 9 as follows: 

"to maintain the Bank's overaJ] spending \Vltiun tl1e agreed budget of £2 l 2.2mn for 2000/2001 

set by Court in tl1e co11text of the n1edium-ter1n frame,vork for its finances, whicl1 ca]led for a 

£20mn reduction in overhead costs over the five year period lo 2002/2003." Mr Clen1enti said 

the Bank beljeved tlus was an appropriate targel ]-le l1oped Court would be able to approve the 

budget and he, tl1e Governor ru1d Executive Directors ,vould be happy to answer any questions 

Court might l1ave. 

Mr Buxton sajd he l1oped that tl1e revie,v of IT practices would bring down costs in the Bank. 

Experience showed that once good lT practices were in place savings tended to be very much 

more than expected. There was an assumption that deposit n1argins on foreign currency 

balances wot11d drop. He suspected that costs should, instead, drop, wl11le margins should be 

maintained He wou Id expect tl1at sort of outcome to be tl1e result of the IT Revie,v's effect on 

costs. The Governor agreed that llus sl1ould be true of bo1l1 L11e IT and tl1e broader bank1ng 

services review. 

Mr Buxto11, turrung to CRDs, said that he believed the banking indusll)' ,, ot1ld be l1appy \Vttl1 

the existing 0. l So/o le,,el. But a number of factors in tl1e CRD calculation \ ere altenng, and l1e 

believed it would be helpful if the Bank could flag these factors to prepare its posiuon better in 

the banking industry if tJ1ere were a need for a future c)1a11ge. 111 tl1e 111eant1n1e tl1e induSlry 

would be J1appy with 0.15%. Tl1e Governor said that was a valuable point 

Mr Midgley said that the underlying position witl1 RDs ,vas no d1 ffere11t ftonl a year ago. 

More was being SJJe 11t in analytical areas, and less 011 ovcrl1eads. Oi,e cl1n1ige tllat inadc CRD 

look s)igl1tly better con1pared \Vi lli a yeur earlier was 1"ARGET. Tl,c rctt1111 0 11 TARGE
1
• 

balan h' S 1 • K » ,vick. ~aid tl1ere , ,,t1"' n ces l 1s year was 111ore tl1on tl1e costs lo U1e Ba11l\. 11 iips l;~ 

sligl1t . . l • f l B t lk pt ov1ded 1 0111c.-tl1i11g 
unreality about tJ1e situation RDs ,vere Justifiable 011 Y I l lC ~ 1 

lo the b . l S e Autl1or1ty Anotl1cr 
ankii1g syste111 , but it 11ad lost st1pervision to tl1e F111a1,c ta er'\ ic 

elen1e t d d bur l of i11flntio11 e, et)' 11 to bca1· 111 m,11d was t11at tl1e Ba11k J1ad 1n ll1e p t1st deJ)en c on J 

10 ye d Tl,e Governor su1d it 
ars and l1ad enjoyed tl1e benefits oI the subsequent run do\VJl pc:rio • 

Was que t s 10nab)e whetl1er that was an issue for this yeur. 
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In response to a questio11 from Dame S11eila Masters abotlt the f-uture of New Change, 

Mr Midgley said it ,vas J1oped to pt1t it 0 11 tl1e market in June and complete tlle sale by the year 

end. Mr Clementi noted that Sir e,,il le i1nms' advice 1n Edinburgh ,vas to put the property 

00 the market as soon as possible, and tl1i s advice would be acted ttpon. 

Sir Da,1id Cooksey noted U1at there seen1cd to be a discrepancy betwee11 U1e paper presented 

earlier by Monetary Analysjs, wlllch showed a shortfall of nearly 40 people compared ,vith the 

budgeted position, set against tl1e table in the documentation for March 2000 which appeared to 

imply a shortage of only 18. Mr Cle1nenti said ll1e figures were reconcilable, and the Governor 

asked him to report back on that to Sir David outside Court. 

Mr Davies said that one of t11e arguments Court found attractive for tJ1e ne,v benefit package 

,vas the saving i11 o,,erl1eads it wot1Jd prov1de. He l1oped this would lead to a reduct.Jon 1n costs 

1n Personnel. Mr Footman replied that t11e Budbook s]1owed a fairly sharp reduction in staiT in 

Personnel, ai1d part of this was because of tJ1e removal of staff administering housing loans ru1d 

other benefits. That accounted for a fair part of tl1e reduction from 85 lo about 50 staff a, er 

three to four years. He noted tl1a1 tl1ere were also direct expenditure and systen1s costs 

associated ,vit]1 t]1e chruJge, and a continuing need for direct expenditure on t1·aining and 

recruitment, t]rrough outsourci11g or tl1e use of external fac1 l1t1es The cost of t1·oining. and 

particularly t11e computer Jjteracy programme, was goi11g to be an off-set to tl1c overall 

reduction in Personnel. 

Court APPROVED t11e Budget, tl1e paper reviewing tl1e level of CRDs, tl1c pioposed letter to 

be written by the Governor to U1e hancellor relaying otirt's conclus1011 111 r1.-lat,on to RD'), 

aoci tlie wording pro1,osed for Objective 9. 
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other items -

The Turnbull Report 
(Executive Directors, Messrs Butler and Foo·tman i11 attendance) 

Mr Clementi noted the Turnbull Repo11's guidance for directors on maintaining a sound system 

for internal control, and said tI,at the Bank would need to n1ake a statement of compJ1ance m 

the 2000/2001 Report and Accounts. Jt 11ad examined the current situation and Judged that it 

largely met tl1e Turnbull requirements, but some changes had been identified to reach fu ll 

compliance ,v]licl1 would need to be described 1n the Annual Report. These ,vere set out on 

page 4 of tl1e 11ote. 

The proposals were:-

To intTodt1ce a procedure under wl1ich the Execut1ve Directors' report to Court once eacl1 

year 011 risk management in eacl1 of their areas of respo11sibi l1ty. To do tl115 effect1\ el) 

they ,vould need to l1a,,e in place added mechanisms of up,vard reporting on tl1e control 

of risk. 

Secondly, to reassess and refresh the curre11t ri sk n1atrix, taking account of any ne\, 

activities or processes and mapping tl1e Turnbull pri11c1ples to ct1rrenl practices 1n tlie 

Bank. It ,vas aimed to produce a su111J11ary versio11 lo aid Mc1nbers ofCotirl i11 

understand1ng the principal ri sks affect111g tl1e Bank's responsibilities and opcrntioi
1
s 

Thirdly, 11 was proposed to review the delegations and policies set by Court t1J1<l ho\\ 
th

ey 

were appl ied by managen1ent across tl1e Bank. 

Mr Butt b f l .lflge 1 \!le\ .. t11t to 
er noted tl1at t11e Banlt l1ad already cru#r1ed tl1ro11gl1 n Oltnl \!f 

O 
e, 

1 

'fumbull I . . 1 -» B ko f' Ei1glu11dAcl 19l) , 
. • 11 part1cu lar U1ere were U1e cl1a11ges rclut111g to 1 1~ an 
1ncludi ll d . I •o tl1e rev1s1on of tl,e 

11g i e overl,aul of tl1e role of ourl tl1e setli11g lip of NedCo UJl u s 
Audit Co . , 1:urll1e1111ore, u Section 

mmittee Ten11s of Reference a11d Mutters Reserved to Court. 
39 .. style re . . d tl1e e~lablisl1111cnt of u11 

vie\v of the 11sks in Financial Marlcet 0 1,erut1ons 113d le 
10 

Assets and L. . . . d 1 ~ R sk A11alysis .ind 
tabilit1es Conmlittee cl1a1red by Mr le111enti , :111 t ,e 

1 

I 
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Monitoring Unit. There ,vas also an annual risk assess111ent exercise by mai,agement involving 

the Bank-,vide Risk Matrix whicl, ,vas to be t1pdated in 2000, as ,vas usual each year. 

Mr Buxton noted that w11i]e the paper said tJ1at Turnbull was d1scussed 1n tl,e Audit Com.mjttee 

it \vas 1n fact a preliminary discuss1011 whicl1 led to a decision to go stra1gl1l to Court because 

the 1ssues invo]ved al] Members of Court . 

Tl1e Governor said tl1at he took the sense of the Audit ommittee to be that the Bank was going 

in tl1e right directio11. Dame Sheila Masters asked w11elher tl1e Audit Cornmit1ee would be 

looking at tl1e updatir1g of the Risk Map or ,vhether tl1e results would be put straight to Court. 

Mr Buxton said l,e st1s1)ected U1at U1e Audit Committee would wish lo filter that issue. 

Mrs Heaton said tl,at at companies where s11e had been chrunng the audlt comm1ttees, she had 

been asked to 1ook at tl1e risk n1anagement processes, wl11Je judgement of tl,e nature of the ns1'.s 

and wl1etl1er tl,ey ,vere appropriate to 1he company 11ad been reserved to tl,e Board Sl1e hoped 

that ,vould happen at the Bank. The issue was whetl1er the nsk managen1ent processes ,,,ould 

lead to the right inf 01 ,nation going to ourt. Sir Cl11ps Kesw1ck said Turnbull had gone almost 

loo far and becon,e dangerous. ] t ,vas not possible for every non-execut1 e director to sign up 

to an assessment of all the ri sks. They should i11stcad concentrate 011 ,, l1etl1er the con1pany n,et 

best practice in risk managemenl Mr Neill said tl1at ll11s vie~, did not accord ,vith his 

experience of the ,vork his company had do11e on Turnbull, \vhicl1 hod been ,,ery beneficial. B ' 

ensuring that tl1e risk matrices and tl1e underlying risk ma11agcment processes ,vere soui1d, it 

was possib]e to receive co1nfort that mru1agement was analysing ru1d rui111111g tl,e btlSiness 

appropnately. Court cotild still n1ake those judgements. Tl,at did not in11lly tl,at tl,e Boafd of 
3 

company shot1ld satisfy itself 1n detail about tl1e processes. 

Mr Davies noted that the FSA's new legislation required ii to regulate 111 u \VUY 
that recogni ed 

fully u1e . . . 1 d 1 r. .,, '"'l ottl it e\pectat1on of 
respons1b1l1t1es of se111or 111anagen1ent. It ,a t 1ere101 e 5"' 

senior m d tl ut against Tltn1bull, ru,d 
anagen1ent of financial institutions, ru,d l1ad 110 to 1110P 1 

ensure th 1 . . . . 1·g11 ,d \Vitl1 corpo1Jte 
a pai·t1cular cl1aracler1sl1cs of fino11cial 111st1t L1t1011s were \1 1 \; 

&oveman 8 k l follow tl1e FSA 
cc good practice. There wns 110 1 equ1ren1enl for tl,e 311 0 

guideline b . l 1011 But }1e believed tl1~1l 
s ecause 1t was exempt fron1 tl1e Financial Services legis al • 

What the 8 , , and asked \V l1etJ1cr tl1c 
ank was descnbing n1ap1>ed against the FSA s guidelii,es ,.. 

Bank had ultal1, e docun1ent J1on1 
looked al tl1c1n . Mr Buller said }1e l1ad 11ot look.ed at tl,e cons 
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the FSA but he had spoken to some of the supervisors about Turnbull. He believed tllat wllal 

the Bank was proposing mapped quite well agai11st tl,e principles set out 1n the FSA docwnent 

but it was wortl1 looking at agai11. Mr Davies suggested U1at it might be helpful 1f the Bank 

,vere able to say that it bad considered tl1e FSA's consultat1ve document 1n f ormulat111g its 

procedures. Tl1e Governor agreed. 

Format for this Year's Annual Report 
(Executive Directors and Mr Footman in attendance) 

Mr Footman said tl1at the Bank was proposing an Annual Report similar to last year. There 

,vas one obvious cl1ange in that the report of Members of Court wouJd be shortened and made 

s1n1pler. It ,vas intended to remain close to lhe pn11ciples of design developed last year, 

altl1ough tl1ere ,,,,as an issue of pl1otographs. It was proposed that pl1otographs sl1ould only be 

taken of ne,v Men1bers of Court thougl1 an exception could be made for previous Members ,vl10 

particularly disliked their pbotograpl1s. Court was content will1 the proposals. 

SEALJ G COMMITTEE AUTHORI ATJO S FOR INSPE TIO 
(Executive Directors in attendance) 

ln accorda11ce will1 the terms of reference of l11e Sealing Committee, tl1e record of atitl,onties 

granted by the Sealing Committee was ]aid before Cot1rt for inspection. 

Current Issues 
(Executi o· . ve •rectors 1n attenda11 ce) 

Mr Pl d . • J ,ua'"'- ,vl11cl1 \\1
tlS tl1e 

en erlcitl1 repo1·ted that there J1nd bee11 a 11.11·tl1er gold auct1011 111 ui '•J' 

fourtJ1 o . 1 > • cc ut ,, SQ' .,, clo-::,el} in 
. ut of five duri11g the frna11c1al yeur. It wc11t ,vel1, ,,,itl1 t 1~ pt 1 • .. 

line w·th h Tl -:. e \Vere s0111c 1 t e market. Tl1e cover of 4.3 indicated a good respoiise, ,er 
encourag· . d to tl1e auction pt occss. I-le 

ing signs tl1at the gold 111arkct was becoming nccuSlOme 
noted that h . ,. cl1ieving prices sligl1tly 

1 c d1scret1onary approacl1 to sell111g by tl1e Dutel,\.\ '15 3 

lower than t ~ ' . ·amn1e sl1ould be conti11ued 
11e Bank s. This encouraged the belief t11at Llic P1 ogt 

I 



broadly in its present for1n; this was likely to be tl1e outcome of t11e current review, being 

conducted \vith the Treasury, to decide 011 plans for tl1e next year; tlie one question was 

\V)1ether there \Vould be merit in auctioning sn1aller a111ou11ts r11ore frequently. J ie noted that 

gold market conditions continued to be volat1Je, ai1d a particuJar concen1 was the future of 

Asl1anti . 
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Mr Plenderleith noted that the final phase of the transfer of fu11ct1ons from tl1e Bank to the Debt 

Management Office ,vas about to take place. as11 n1anageme11t, the financing of Go, emment 

casl1 needs day-to•day, would be transferred on I April. There ,vould be no s1gnjficant impact 

on tl1e Bank's operations other than to make them more straightforward. 

Turning to tl1e Business Process Revie\V, Mr Plcnderle1tl1 sa1d Court \Vas a\vare that the Bank 

l1ad been conducting a review of processes 1n its banki11g business The Bank l1ad been taking 

steps year-by-year to cut costs, inclttding tl1e outsourcing of l1equc processing, the end of 

banking in Branches> tl1e shift of note d1stribut1on from Head Office to Debden and the internal 

rcorgan1sat1 on of ettle1nents. Tl1e scope was d1n1in1sl11ng for significant sa, ings of that l)'Pe, 

so it ,vas necessary to look at tl1e processes as a whole to see if f urt.l1er sa\ ings could be 

achieved tl,at ,vay PA onsulting t1ad been brought 1n to ad\ 1se The re\11c,v ltad found thul 

on top of its basic banking system the Bank had acct1mt1lated a \ ariel}' of spc.;c1Jl Ci\ sten1s to 

01eet part1cu)ai· needs as tJtey arose, sucli as TARGET, and tl1e result ,vas a fragmc11tcd set of 

systerns wit l1 many manual interconnectio11s bet\veen tl1em. Tl1ere \VOS cons1derable scope for 

streamlining. Tl,e Bank would probably also 1110ve to n mult1-d1sc1pl111nry tusk fo1c tructure 

sucl1 as Registrar's employed lnvestme11t cost was about £5 Smn, \\ l1icl1 '' as partly ,,c,, 

sonwarc and partly tlle cost of niaking staff savings. W11e11 1n1plen1e11ted i11 t,, o to ll1rc~ \.t:ar 

time, tt could bring di1·ect process costs dow11 fron1 £611111 by £.1 5 £2nin, ic tl I cdtictiot1 of 

25-30o/o. Tlie exercise ,vou ld not be a single p1ojcct. but 111, ot,,c a rcorgtiiii ntion of piocc~ , 

aod ir1itia)ly rco1·ga11isation of staff. Tl1crc was likely to be a redt1 tion of O- l OO t tff out of 

tlie total of 400, wJ1ich i111JJlied tl1at tl1erc \VOt1ld l)e redundn11c1e over tl, 11eriod. 1,11 

cllallcnge ,vas tl1at tl1e Ba11k wot1ld need staff \Vl10 ,,,ottlti c, er1tuull be rcdttiitltttll to 11\;;lp tl 

i111plen1e11t the cl1anges. Tl1e same chnllcngc l1 ud bce11 successful I) 111el in ll1e ieorgo111..,nt1on ol' 

Registrar's and i11 tl1e tt·ansfer of tl1e GMO to Rl s1·. rl~l,e Brulk \VOUld 11.-11orl lo ("'Olli l on 

Pro ress from ti1nc to tin1e. 



36 

In reply to a question fro1n Sir Chips Keswick, Mr Ple11derleith said he was confident that the 

transfer of cash management wot1ld be acl1ieved sn1ootl1Jy. He did not beJ,eve there would be 

conllict or confusion in tl1e o,,ern1ght market bet,veen tl1e Bank and tl1e DMO. 

Mr Buxton asked for assurances that tl1e review of business processes just ahead of a major 

review of IT systems would not lead to duplicat1011. Mr Plenderleitl1 said that the business 

process revie\v was riot principal ly a11 JT project, but a programme to restructure work 

processes as a \vhole; but the re Je\V \ ould keep close to the IT rev1ev.1 and ensure that there 

,,,ould be no conflict. Mr Buxton said the Audit omm1ttee l1ad lhe impression that IT 

in1proven1ents l1ad been done piecemeal wjthout ]inking tl1em together, and it was hoping that 

there \ ould be more linkage in the new IT plans Dame Sheila Masters said that \\-hen doing 

an IT rev1e,v 1t ,vas not possjble to stop doing everything else. The Governor commented that 

it was in1portant to be a,vare of the lT review wliile conduct1ng l11e business process re, te\V, 

and Mr Plenderl ei th said tl1at this was the case. Mr Neill said 1t would be beneficial if 

Mr Plenderle1tl1 carried ot1l ll1e restructuring as quickly as possible. 

Registrar's Department Report 
(Executive Directors and Mr parl e in attendance) 

Mr Sparkes sa1d that tl1e Department was ach1eving t11c agreed obJect1,•es. '' 111cl1 '' ere the san,e 

as those descnbed last time }1e was at ourt, in June 1998. It \Vas 111eet111g fi 11m1cial tw·g~ts -set 

by the Treasury of operating accoLmls for Jess tl1an £4 30 eacl1. Thut ,vas despite a coi,tttltJltlg 

decline of some 7-8% in tl1e 11un1ber of accounts, ,vl1icl1 wos ct1rre11tly arot111d 82S,OOO. l l,e 

decline was critical , because the targel \Vas 11ol i11dexcd. Tl1t1s Registrai 's '' as l,a,,ing lo n,~ ke 

year-on-year productivi ty gains merely to 'stand still'. 0111111cndable progress l,ad beet, 
01 

"le 

in bedding i11 tl1e new restructt1red Dcr>art111e11t togctl1cr ,vitl1 a ne,v co1111Julei Slcni . It lltlll 

aJso assimilated tl1c Natio11al Savi11gs Stoel Register a11d \VtlS contiiitiitlg to operate 4 

poSl 
1 

brok t • • 1g to decline n11d t11e 
erage service, thougl1 tl1e 11t1n1ber of atJfJl1ct111ts [01 tl11s \\tt\S co11 111

t
111 

numbe f . • • 1g becuLI c tl1ere ,,,i1 110 
r O sales ,vus l1igl1e1 tl1on pt11 cl1ascs Tl11s ,vos 11ot ~t•fJ)flSll 

govenm1entul desire to 111urkct tl1 at s<.:1vice. 

The ma111 rr • e 10n tl11s year ,vas ,vork \\1itl1 CGO a11d 

s len1 
ent systen1 i11to C'REs1·. Mr Sparkes d1c,v 

R l◄ Sr o11 tl1e n1erger of tl1e CGO 

ottrt's alte11tio11 to 11urugn11>l1 l O of l1is 1>uper 
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describing the next phase, which ,vas to n1ove to "Electronic Transfer of Ti tle". Tliis had led to 

an on-going debate ,vith the DTl and the Treasury abot1t tl1e apportio11n1e11t of responsibllities. 

He noted tl1at the CGO/CREST n1erger \Vas still on course and Registrar's was still on course to 

acl1ieve its interface to the merged system on 3 July. 

Mr Sparkes said that Registrar's l1ad set up a Business ln1provement Group this year, as 

described in l11s paper. The main problem the Department faced was the continuing decline in 

account numbers and the volume of \vork Thus, it was necessary to continue look.mg for 

improvements in serv1ce delivery a11d cost. II Reg1strar's ,¥as to acl11eve its cost targets 1t had 

to cor1tjnue releasi11g staff. Abolll 8- 10 were expected to go in the year Reg1strar1s Vvas hav1ng 

to focus strategica lly on the viability of tl1e operation. A paper had been produced internally on 

ho\v the Departn1ent might go f onvard in the future. Before n1ov1ng 011 to tl1at possible 

strateg1c change of direction, Regislrar's ,vas looking l1ard at improving tl1e service by reducing 

costs. Mr Sparkes also drew attention to the co1nments in tl1e paper about the reduction in tl1e 

number of senior and Ji11e managers. Tl1e Govemo1 tl1anl<ed Mr parkes for doing a good Job 

1n very difficult circu1nstaJ1ces. 

Str Da,'ld Cooksey endorsed tl1e con1n1ent and said ll1e paper \Vas very con1n1endable. His only 

dJsappointme11l was l11at the efficiency drive had started with the Treasury soy1ng it could get 

the service cl1eaper elsewhere. Tl1e target of £4 30 l1ad bcer1 set o,•er fi\ e years but Uie problen1 

,vas that the co1npetilion ,vas also n1oving al1ead and lie sa\V no ber1cl1n1orking in tl1e paper 

Five years went qt1ite quickJy, and l1e asked \vhat the target would be at tl,e et,d of tl1e fifili 

year. Mr Sparkes sa1d tl1at Registrar's l1ad f ocuscd on tl1ot 1ssue. Ai1 a1110t1111 cor,5iderubl} 

under £4.00 should be the starting position. Regist1·ar's ,vas look111g at ,vays of re-mtrodticii,g 

economies of scale, e1tl1er increas111g tl1c an1ounl of ll1c sa111e or siiiiilar \Vork, or otl,er 

aJte • matives. It recognised that £4.30 was 11ot good e110L1gl1• 

Mr Ne']) . 11 t»d tl •it bt1 i11es~I!~ L1cl1 as 1 congratulated Registrar's 011 tl1e 1111pro\'e111e11l. • e 110 e 1' 

Registrar . f O l S'¾ vcar But a\ nrd cl1cn1e 
s sl1ould be able to n1ake Jlrodt1ctt\'ity gn111s o I 01 0 ~ ' • 

\\•ere not th b . • tl e ·c ,,fc1 v bet let result f10111 
e est way of encouragi11g tl1nt. In l11 s eXJ)er1e11ce 1 1 

using p d . . d ti 1 Registrar's l1nd tiscd 
ro uctiv1ty circles and sin1iJar tecl1111qucs Mr Sparke!> sai 18 _ 

quality c I . . M Bt1xto11 said that tl1c l1cart ol 
ire cs 1n tl1e J)ast ru1d its 11cw prOJJOsals \\-'er\; a ,•ananl. r • ~ 

the Prob} ~· ~ ale and \VOuld i11 iuturc be 
en, \\'as that tl1e business ,vas \\.'ell belo,v tl1e appi 01'1 inle ~c 



38 

more so. Mr Sparkes ,vas doing a fantastically good Job against the odds but in five years time 

the business ,vould not exist. Mr Ple11derle1th sa1d tl,at an alternative would be to change tJ,e 

business, and the Bank had some good ideas. The Go,1ernor sa1d tl1ese would be brought to 

Court when they were ready. 

Executive Directors ,v1tl1dre,v. 

Remuneration Committee 

Follo,ving a n1eeting of the Remuneration Committee earlier tl1al mom1ng, Sir Da,1d Cookse) 

proposed 

1. Professor StepJ1en Nickell would join as an MP rnember on 1 Ju11e, and \\ ould be\\ orking 

four days a ,veek. Tl1e onunttlee proposed to pay l1im 4/Sths of the basic rate tl1at l1as 

been establi l1ed for external l\1P me1nbers. Tl1at basic rate ,vas no\\ £131,329, so 

Professor 1ckell , ouJd be paid £105,064. As ,vitl1 tl1c others, 11e ,vot1ld not Join tl1e Bank 

pens1011 scheme but the Banl< would pay l 5o/o of l1is salary to,'vards lus o,, 11 pensio11 

arrangements. 

2· Tl1e four Executive Directors, like tJ1e rest of tl1e staff, we1 e to tra11sf er to tl1e ne\\ beiiefit 

scl,eme. Court had agreed last tl1e previous mo11tl1 to a 2o/o across-tl,e-boatd iricrcase it, 

per,sionab]e pay for those going into tl1e new benefit arrangements ruid tl,e Co111111ittce 

proposed tliat tl1is should also be paid to tl1c Executive Directors \\' illl effect fi·o111 1 
\pnl . 

(Governors, Advisers and MP externals were not going into Benefit elrct so thi: 
1 

·ue did 

r1ot arise for (J1em.) 

Court wa s content witl1 the proposals . 

• 
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A COURT OF DIRECTORS AT THE BA K 

WEDNESDAY 15 l\f ARCH 2000 

Present: 

The Rt Hon .Eddie George, Go,,en1or 

Mr Clementi. Deputy Governor - F111a11c1al tab1l1ty 

Mr King. Deputy Governor - Monetary Policy 

Dan1e Sheila Masters, CJ1airrnan, ub- omn1ittt;e of Directors 

~1r Buxton 

~1r Da\ 1es 

Sir Jan Gibson 

Mrs Heaton 

1r Cl11ps Kcs,v1ck 

~1s iv1cKcchr11e 

Mr rvtoms 

Mr . e1)l 

Sir e, 1lle Simms 

Mr tr ctto,1 

Absent: 

Mr Allsopp 
Mr Ba1lie 
Sir Da\·id Cooksey 
Mr Ha,vker 
Ms Kathleen O 'Donovan 

The Minutes of tl1c c·ourt 01· 16 Febn1ary, )1a,•i11g l>ec11 circt1lattd ,,,eie i111P10' 'cd. 

Mo F.1' .. ARY T ,\811 .. IT\' I 

Econornic and . . . . ti I ' 11> ltc1101·t to o11rt 
("· lhOlll'tar·" <.11scu SIOI) 1oco1·1>01·;11111 g till' 111011 I 

1y•essrs v · k • ' d • ) •c ers and Pleoderlcitl1 togctl1c1· ,, itl1 Dr· \\':1dl1,,·11i1i iii t,ttcai utt( C 

Mr Vickers . . . 'd I ti e prc,•iot1 L1t1rt 
Ille . ' 111 prcser1t1ng tl1c 111ontl1l)' 1 J> ReJ)Ort to Court, sat l 

181 1 

ct1ng l1ad b» . . . J1 c; outli11(.;d tl1e t,ro, <l 
cer1 1>r1or to tl1e release of tl1e Fel>rt1ary I 1111,111011 Repor 1• 

J 
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themes of the Report and its forecasts. Tl1e basic message was one of steady growth with 

stable inflation. The forecasts shown in Cl1arts 1 and 2 011 page iii of tl1e Report showed that the 

best collective judgement of tl1e MPC was for annual GDP growth to slow to around 2.53/o over 

u1e forecast horizo11 ~ and for the annual i1illation rate to fall below 2% for a period before rising 

to around target two years al1ead. 

Within tllis broad picture, Mr Vickers said that tl1e imbalance between different sectors had 

narrowed over the second haJf of 1999. Both manufacturiI1g output and exports had been 

rising. However, there was now a concern that tl1e stre11gtl1 of sterling would lead to an 

increased in1balance between don1estic demm1d and net trade ]oolcing ahead. The Report made 

clear that tl1ere \Vere different vie"vs within tl1e Committee about the central project:Jon for 

inflation, primarily relating to judgeme11ts about U1e exchange rate and margins. These\\ ere 

outlined ii, Table 6B on page 57 of tl1e February Inflation Report. Tl1e MPC bad voted to leave 

the Brulk 's offic·ial interest rate unc]1anged at 6o/o in Mm-ch 

The latest data suggested a co11tinuation of rece11t trends. On the international front) 

Mr Vickers noted that US GDP growtJ1 had ren1a1ncd stro11g ,v1tl1 U1e 1999 Q4 gro\\ tl1 figure 

revised up 0.3pp to 1. 7% compared with the previous quarter, to stand 4.5° o lugl1er tl1an a year 

earlier. US no11-fann business ]abotLr productivity gro,vtl1 was revised up 0.3pp to I 5° o in 

1999 Q4, the }1jghest quarterly rate since 1992 Q4. Tl,c et1ro-area s110,vcd a continued 

recovery, with quarterJy GDP g1·owtJ, of 0.9o/o i11 ) 999 Q4 to bring nnt1unl gro,vtl1 to 2 2°/o in 

J 999 as a whole. However, there l1ad been a rise in annual co11su111er price inflation to 2o/o itl 

January (up from J .7o/o in Decen,ber). Rising oil prices ,vere evide11tly a fnctor belund tl1is rise. 

Japanese GDP fell by 1.4% in Q4, a 1nucl1 sl1arper contract1on tl1ru1 e11v1snged in tlie February 

Inflation Report forecast. Only pr1vate non-res1de11tiul i11vestn1e11l 110.d 11sc 11 over tlle quarter 

Mr Vickers noted ll1at it tended to be difficult 111terpret111g qt1artcrly Jnt)tltle~e GDP data. 

Turning to do111estic activity, tl1e 1Jott~111 of de111t1nd i11 1999 Q--l. ,vns r,o,v cleaier fo lto,,fing 
th

e 

latest GDP . 
1 

. go b t ,,1 t11 o, Ll1 ,,·as 1 C\i •~ed 
1 e ease. Quarterly GDP gro,vtl1 rcma111ed ul 0. 1/o, u antlttu r--

up lo 2.9% (from 2. 7"/o) due to revisions to earlier quartets. Looking ut the con1ponent~ of totul 

demaoct, Mr V 1ckers said final don1cstic den1and rcn1ained around 40 0 liigl,er lhan a yeur 
earlier b t 

1 1 , s di fficull to i11terprel 
' u 1ad possibly decli11ed over tl1e second J1alf of tl1e year. t \\ 

3 

this, Parti I t ti , year-end and t)1e 
cu arly g1ven U1e possible effects on de111t111d n111ning up O 1

~ ' 
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specific factors in1pacting on spending on cars. Tl1e contnlJul1011 to quarterly GDP gro\vtl1 fron, 

net trade had been \\'eak.er tl1an expected 1n 1999 Q4 (-1.2 percentage poi11ts) \\'hicJ1 empl1asised 

the imbalance bet,•.ee11 don1esl1c and e ternal den1,111d Offsett1ng this, tl1e contribution from 

stockbuilding l1ad been greater thru1 expected The picture would clari fy furt l1er WJth the release 

of full National Accounts data for 1999 Q4 on 27 Marcl1 

Mr Vickers sa1d that inf om1ation for tl1e first quarter of tl1e current year te11dcd to suppon the 

expectat1011 that in1balances \V1tl11n tl1e economy would \V1den ratl1er tl1an narrow. Industrial 

production had fallen by 0.1 % in January (-0.43/o 1n manufactunng) after a 0.5o/o fall in 

December Tl11s n1ay l1avc been Y2K-related but that was not certain Reta1 I sales had been 

strong tn January, ns1ng by 5.3o/o over ll1e latest tl1rce n1ontl1s compared \\'1 th the same period a 

year ago. Housing market 111dicators had been mixed but fewer loan approvals might be an 

early sign of tl1e market coo li11g. Mo11ey and cred it data were also n11,ed \vitl1 total M4 gro,,,tl1 

ren1ain1ng lo,v but credit gro,vth still relal1vely stro11g. 

1·11e recent crop of surveys continued to s110,v contrasts bct,,1cen tl1e manufacturing and 0Ll1er 

sectors 011 the one l1and, ru1d nsing co~ls ai1d stable prices on tl1c otl1cr Tl1ese ,,,ere both then,es 

of the current conJuncture. 

Mr Vickers then reported tl1e latest Jabour market data \Vl11cl1 l1ad bee11 r "leased earlier in tl1e 

day. Annua) headli11e earnings gt o,vtl1 l1ad increased to 5 9% in Ja11t1n1y, fron1 5 c;o o in 

December. Tl1e annual rate in Janttary \vas 6.4o/o Al I pri,,ate sector co111po11c11ts of tl1e series 

recorded strong growtl1 ,vitJ1 the annttal t1eadl1ne gro,vtl1 1 ale for pri,•ute sector earnings Ul 6.3°/o 

in January En1ployrnent on the 1 .. FS 111casure rose ft1rtl1er in J;111t1af) b 1,000, tl1ol1gl1 l1ou1 

worked l1ad fallen. u ,1eniployn1c11 t 11,,d increased by 21,000 i11 Ja11u,1ry, t1ltl1ol1gl1 011 tl1e 

claiinar1t count measure it I1ad falle11 6,700 i11 Febrt1a1y. 

·rumiiig to costs a11d JJrice5, ~J, Vickl t~ soill t11e ove1all tJictt1rc ,,,as 011e ofbenigi1 prices 1111d 

riSittg costs. Producer ot1tpul p1 ice in fl , tio11 re111ai11cd st1bdL1\:d: :t1ltllltll pJ>I'' itiflation toocl at 

I 63/. • 1 .. b • I 3 t 0 1 i11 1:-ebru·1ry ll.'> 
• 

0 •n ·e ruary (fro111 1.7% i11 Ja11ut11y). Bt1l i111Jt1l 1Jrices l1~1d r1sc11 >)' • 1 0 
' 

stand J 4 50/ 1 • . .. 1 • • ;> • fl .. 1 d 1tii,t1er oil J>l ices\\ l11cl1 
• 10 11gl1cr tl1a11 a year earlier. A large pc.1rl ol t 11s rise, re cc'-= 0 

ltad rise r: • f h , ,. ot11t to .. '19- 30 n •Urtl1er, fror11 a t oL111d 28 JJcr barrel at tl1e l1111e o t e pre\ ious -
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presently. There was no new consumer price data avai lable since tl1e previous meeting. House 

price inflation appeared to be moderatit1g slightly, tl1ougl1 it ren1ained )1igl1 

Mr Plenderle1th highlighted the n1ain financial n1arket developments over the month. He said 

the picture \Vas a fan,iliar one witl1 sterling remaining higl1 agamst (he curo, 1narkets 

ant1c1pating a further gradual tighte11ing 1n n1onetary policy, and equi t) markets continuing to 

rise overall. W1t11111 the fore1gn excl,ange market, the n1a1n point was the yen's strengthening 

v1s-a-v1s the dollar, to around yen 105/106. TJlis may }1ave been a reflection in part of the 

Japanese current account surplt1s, and jt may also have been driven in part by end-year 

repatnation of fu11ds into Japan. Wl1atever the cause, tl1e appreciation \\'as not helpful to 

domestic economic recovery and tl1e Bank of Japan l1ad been interverung in the market to resist 

the rise. Within tl1e equity market, Mr Plenderleitl1 said that there l1ad been some change in the 

cl1aracter of gai 11s over U1e mon111. The Dow Jones Index had fal len quite substantially from its 

1999 peak . Tl11s \Vas largely the result of falls 1n mai11stream stock valuations. But this had 

been more than offset by increases in technology and 'dot-con1' stock prices reflected 1n the 

increase 1n tl1e NASDAQ index. Mr Plenderleill1 noted tl1nt it \Vas intcrestir1g that the decline in 

mainstream stock prices J1ad not so far seemed to cause adverse side -effects u1 otl1er markets. 

Commenting on tJ1e s1t11atJon 1n tl1e construction sector. Si1 Ne\1lle S1n1n1s said that act1\'tl)' 

remained at higl1 levels but orders were sti ll falling rclati\rc to a year earlier tr ~e\1llc 

remi11ded Cour1 tl1at the relat1onsl1ip between orders a11d act1\'1ty \\ ~ts not st1nigl1tfo,vard. 

No11etheless, l1e \Vas now more \vorried that Lhere \\ ere 111d1cat1011s tl1ut tl1e market ,,,as doi11g 

something more than sin,pJy coining off-the-boil. J-I e added that pay ti1cr ..ises in tl1e sector 

"'ere higl1, part1cularly in certai11 pockets. For exa111ple, bncklayers in Lot1do11 m1d U,e soutl1-

cas1 of England J1ad seen wage rates rise by around 30°•0. 011structio11 ot1t11t1t \VUS no,,, . 11110 t 

as liigh as its previous peak but tl1e i11dustry ei111)loycd tll111ost a quttt tcr fc\\'Cf people corll(>ttred 

wi tl1 tl1e late 1980s. S1r NcV1lle also dre,v Court's atte11ti o11 to tl1e \gents' s,11111nruy of~ 

Busii,css Co11<litio11s, (Jt1bli&l1ed \\ 1 tl1 tl1c Feb11.1a1·y 111flt1tio11 Report. l·Ie Sltid tl,e ~tllilnlttt·' 

poitlls made 011 skill sl1ortagcs scc111cd i11co11sistc11l ,,,itl1 c,,ide11cc pre Ctllt:<l in tlie n1ai•1 
t xt on 

cmpJoytllent. Overall, l1e said co11fide11rc in tl1e co11st1·t1ction sector I Clll,lltled reasoi,obl)' 

Positi\·e but l1e felt a f urtl1er quarter of falling orders 111igl1t still·l to r~tise <..oncems. 
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Sir Jan Gibson said he expected tl,e UK car market lo I c111ain very unccrta111 tlu-oughout tJ1e first 

half of the year. Car n1anufacturers \vere 1nterve111ng l1ca,,ily ,n the market boosting fleet and 

rental sales - to maintain volun1e gro,vtl1 . But margins ,vere consequently be1.ng squeezed 

Imported models ,vere driving sales gro\v1h ,vhere tl1e benefits of sterling's appreciation \\'ere 

allowing ma11ufacturers flexibility 1n JJricing. Sir Ian 11oted t11at the German car market had 

recorded faJling sales for the third consecutive montl, \\ l1icl1 ,vas unexpected. Tl1e reason for 

trus was unclear bt1t it was dr1v1ng more vel11cles into ll1e UK market The Japanese market 

remruned flat . 

Tl1e outlook for vehicle product1on in tl1e UK was not posit1ve. ASlde from Ro, er. Ford,, ere 

unlikely to produce ll1e next Fiesta in the UK. This ,vould not become a reality for a fe,v years 

but combined ,vi tl, Rover, this would J1ave a maJor impact on ll1e vehicle compon~nts sector. 

centred on the West M1dlands. 

Mr Neill said that the ' rip-off Britain campaign had fur1her irritated car manufacturers and ,, as 

in1pacti11g 011 decision making. He said tl1al n1anufactur1ng process time in tl1e UK con1p.lfed 

\.Vei l ,vith Japanese standards. But the problem was tl1at costs\\ ere no,, s0111e 20 30o/o l1igher 

Tl1e impact on profitability and sourcing was evident. W1tl1 Rover and l◄"ord redt1c1ng their l 1'. 

presence, the component industry cou Id Jose volume to a critical exte11t . Tl1is ,,,ould not l1a, e J.11 

instant effect but, ,vi thin two years, the via bit ity of n,any con1pru11es n1igl1t be quest1oned 

Mr Nei ll said the UK-based Japanese n1ant1facturers ,vcre be1ng u11usuall)' ,,ocol about U1e 

strength of sterling and tJ1e impact on invesln1ent in tl1e UK. Si1 lan G1bso11 said tl1e situation 

in the industry raised current account issues as volun1e prodt1ct1on co11trt1c.ted 

Mr Buxton said tl,at co11sunier bon owi rig co11t111t1ed to g 1 o,v strong)} 1"1,e l1ot1sing 111,11 ket \\'US 

ttow causi11g so111e co11cem in reJatio11 to Jendi11g rutios. l1ot1sel1old borro,viitg us n J)roportiotl 

of earnings n1ig )1t be beco111i11g t1nst1slni11able in s0111c t1re::is, 11otably Lo,1do11 ni,d soutlt-cu l 

Englai1d. Tl1e ab1l1ty to pay ,vas 110 lo11ger at fa, ou1uble le,,cls ns i11teresl rJtes rose. Le11dcrs i11 

tl,e retail inarkct 111igl1t start to face 11roblc111s, ll1ot1gl1 l1c felt tl1is ,vas likely to be scctorJl rntlter 

than a gc11eral cyclical i sst1e J;-Je suid COflJOratc borrO\\'i11g co11ditio11s r~111tti11ed fnvournl1lc. 

lilc Bank ts Age11ts 11ad sa1d business co11fidence ,,,us risi11g but he felt lite picture \Vas 1111xed 

ar1d prob· bl . 1 1 Lile coi1)orJle sector ,,,us a Y rnorc do,v11beat 4\1110 11gst s111aJler co111rJJr11es. 11 genera , 
rel t • 

a ively bc11ign. r-1 l1c pri11c1pul co11ccm \\ as tl1e retail ~ec to,. 
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Ms McKechnie questioned the extent to ,vl1icb tl1e '11p-ofr Britain headlines had impacted 0 11 

manufacturers~ plans. She said the key issue \vas the excl1ru1ge rate for comparues such as 

Nissan. She also said that the Consun1ers Association l1ad never used tl1e term 'rip-ofr in a 

general sense, but ratl1er 11ad aimed ll1at specifically at tl1e car 1narket. The situation in the food 

retruling sector \Vas complex and not equi,,alent to car d1stribution and pricing. 

Mr Moms said that the car industry faced a more fundan1enlal problem Lhan that of price. The 

n1ain issue ,vas overcapacjty across Europe. He said tl1e cl1anges at tl1e Dagenham plant were 

Just a pre,,ie,v off ortl1con1ing changes across Ford's European operations. Ho\\ ever, because 

tl1e UK had the addit ional prob]em of tl1e exchange rate, manufacturers ,vere looking at UK 

operations as a focus for a shake-out of capac1 t)'. Added to this, the social cost of shedding 

labouJ ,vas lower in the UK than in other European countries, addmg to tl1e extent to \\1hich UK 

operations would bear the burden of over-capacity Mr Morris also refen·ed to the textile ector 

,vh1cl1 had bee11 greatly damaged by the strength of sterling. The trend to,vards increased 

sourcing abroad Y.'Oltld continue and t}1e ,vorsl was sti 11 to come. Tl1c Go, cn1or satd tl1e 

d1len1n1a \ Vas finding a UK solution to a euro problem. 

Dr \Vadl1,vani asked Court to comn1ent on tl1e average earnings data, and to ,vl1at e\tent the 11sc 

in earnings gro\vth m1ght by related to M t11ennium effects or u11derlying 1}resst1rcs in tl1e labour 

market . He asked to ,vl1at extent ear11i11gs ,vere refl ccti11g 1Jast p1ofits 011d \\'l1etl1er tlus \\'Ottld 

impact on prices lo a lesser degree as a result. Mr Ne111 said con1pet1 t ive pressures n1ea11t 

o,•erall payroll pressures were 11ol increasing. Indeed, l1e said. s01ne '' er\; 111oderating onie 

sectors were w1tness111g large poy increases in order to atlract staO-. l·lc said l1e doubted 111ucl1 

•nlpact 011 prices wl1en ot11er fac tors, sucl1 as tl1e develop111e11t of e-co111n1erce, '' ere tetidi,tg lo 

reduce costs to offset l1igher wage b1 lls. 1-ie felt 1 f e-co111111crce tools ,,,ci c , doptl:d ,,•idel)' 

across bus111css, tl1e effects 011 costs coll ld be large. 

Sar Ne\'illc Sin11ns said JJay i11crcascs i11 tl1e constrt1ctio11 sector \Vere rt11111iilg tlt O rote of arotiitd 

twice tl1at oftl1c RPI. 111 )1 is o,v11 co11111a11y's case, (JU)' \\'O~ budgeted lo drill Jround 1-1.5~~ 

above the recent settlcme11t of 3.5o/o l-! 1.,; c;oid bo11uscs for tl1e Mille1111 iu111 i1cr1od ,,,ere o11ly ,10,,, 

being paid. 
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Mr Davies said bo11uses for tl1e Millermium period in the fi11ru1ciaJ sector were not a sigru ficant 

factor \Vhen viewed in the co11tcxt of overall bonuses in a good year for 1na11y institutions 

Settlements varied ,vith lower paid staff sectuiJ1g increases of around 4-5% and professional 

and senior staff ai·ound 6-8°/o. Mr Stretion said barriers to entry in retail financial services were 

no,v low. Tl1is n1eant ,vages were being driven UJJ to attract staff to new operations. 

Sir Chips Keswick questioned tl1e extent to ,vl1icl1 the US economy was vulnerable to a fall in 

high-teclmology stocks. He did not believe a sl1arp fall in the NASDAQ index would cause a 

sharp turnaround in US growth. He added that UK engi11eering orders were not dependent on 

US demand ren,aining strong. Tl1e recovery in the Far East 11ad become an important 

component rn the overall picture. 

MPC Procedures - peer revie,v comments on pre-MPC proces 
(Messrs Vickers, Pleoderleith and Footman together ,vith Dr Wadh,vaoi in attendance) 

In present1ng a paper summarising the views of non-Bank v1s1tors attending pre-!vtPC meet1ngs 

over the last year, Mr I(jng said that he thought the peer review would be a useful input into 

thjs year,s Almual Report process. Requesting feedback fro1n outside visitors ,vas no,\ a 

standard part of pre-JvfPC procedures. He said t11at U1ere was a nsk that tl1e 1nfo1111at1011 

received ,vas select1ve. Nonetheless, the Bank l1ad received letters iron, n1ost , ,isitors attending 

pre-MPC in 1999 ai1d January 2000. Much of tbe feedback ,vas very con1pl i1nentaf) 0 11e of 

the main questions rajsed ,vas whetl,er O,e amount of infonnation prese11ted at U1e meet111g 

could be fully absorbed by tl1e MPC. 

MsMcKechnje noted that tJ1ere was some critic1sn1 of tl1e t1seful11ess of su1 C)' and anccdott1I 

1nfonnatio11 provided for tlle pre-MPC n1eeti11g. Mr ](i11g said l1e fell tl1c1c ,, JS a ven' ,veil 

defined role for tlie intelligeticc provided by tJ1e Ba11l' 's Agencies '"l~I,e Age11ts tl1en1sel\ c~ 

\Vere exper1c11ced ruid setlJ Or JJCOt) le ,vbo ,vcre able, ,vl1cre 11cccsst11y, to filter tl1e infom1ation 

they received so tl,at 11 gave llle MP a strucltJJ ed ai,d ~,, curate gtt idc to l.Co110 1111c a11d business 

cond1tions around tl1e UK. Tl1e relat1011sl1i1, bet,vec11 Agents and Ll1e11 co11tucls ,vus i11Lerocti,,e 

anct the quality of inf on,,atioi, rccei ,,cd te11ded to i111provc ~1s relut1011 c; l1iJJS de\·eloped. 1 ll 

add" • tl1on, each month the MP itself ,vas lll'-'Olved 111 setting ques t1011s for tl1e Agents to put lo 

contacts c • • . • I tt ovcn11g issues of pa111eular 111teresl to L 1c 0111n11 ee 
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In relation to survey inf or 1natlo11, Mr IG11g said the MPC fou11d tl1e quantitative results from the 

various surveys ,,ery useful . Wl1at \\ as less useful ,vas t11e interpretation ofle11 accompanying 

surveys from sponsoring organisations such as tl1e Britisl1 Retail Consortiu111. 

oan1e Sl1eila Masters said not all atte11dees had responded and asked if tl1ere were reasons for 

this. Mr Kmg said he ,vas not surprised U1at Chinese v1si tors had not responded. The ONS bad 

attended pre-MPC on two occasions and had responded in detatl once 

Sir Neville Simms said the responses were interesting to read. Overall, the feedback was 

glowing. There \-Vere some ,,cry co11struct:ive detailed points wluch he thought might be useful 

for ll1e process. Mr King said some of tl1e detailed suggestions had already been adopted He 

said there was one theme in tbe feedback - ilie apparent lack of integration of fue pre-MPC 

n1eeting into tl1e MPC forecast ,vhich probably reflected a lack of understanding amongst 

visitors of the broader MPC process. Similarly, he felt tl1ere ,vas some m1sunderstandmg about 

tl1e links behveen t11e MPC Charts and Tables pack and pre MPC The data pack \\as not 

111tended to be st11di ed at pre-MPC 

Mr Buxton said the1·e was a great an1ount of compJ1mentary con1ment about BJ.J1k staff ru1d tl1e 

quality of tl1e presentations and analysis which, he hoped, ,vas relayed buck to those areas 

involved. He also noted tl1at the ON 11ad been surprised al ll1e \,·ay tl1eir data, as used b)' tl1e 

MPC. Mr King explained that tl1e at tendar1ce of tl1e ONS al pre-MPC ,vas part of a 

considerable effort to n1aintain a very close relatio11sl1ip ,vitl1 tl1e1n. Tl11s on-going liruson, 

wl11ch included regular n1eetings between ONS and Bank staff, ,,,as fo1111al1scd 1n tl1e aru1uul 

ONS priorities exercise \Vbich alJo,ved the MPC to state tl1c areas\\. l1ere tl ,, ould like to ee 
• 
11nprovements in tl1e statistics provided by tl1e ONS. 

FINANCIAL TABILl"fY I SUE 

D0111 t· es •c Developn1ents nod l11tc1·nutio11al l~sttc 
(1\-tessrs Tucker, Vickers and Plciidea·leif 11 i11 attendt111ce) 

In tl1e absence of Mr lark U,e Governor invited l\1r 1'ucker, Deputy Director (I=inancial , 

, ) Stability), to bring Court up to date \,,itl1 develop111e11ts in tl1e FS area tv11 ']'uck~• srud tl1nl tl1e 
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main domestic item of interest al present ,vas the fortl1coming publication of the Cruicksl1ank 

review of competition in banking. TJ1ere were likely to be recomn1endations about payment 

system competition, but ,vhich m1gl1t have implications for the Bank's payment system 

0,,ersight role. He reminded Court t11at the business aims establisl1ed for the Financial Stab1l1ty 

area of the Bank included i11creasing its work 011, a11d oversight of, payment systems and 

associated systemic risk issues. Mr Tucker said ll1at the Bank's work might need to be looked 

at m the light of U1e Cru1ckshank report and any subseque11t developments. 

Turning to international issues, Mr Tucker said that a large amount of work was coming to a 

l1ead for tJ1e fortl1coming IMF, G20 Deputies and F1nai1cial Stability Forum (FSF) meetings in 

the Spring, U1e latter two due to be attended by Mr lark. The FSF meeting ,vould bring 

together a range of key bodies inclt1ding the IMF, World Baruc, 07 Finance Ministers. central 

banks and regulators (including tl1e FSA). 

Of the n1any iten1s on tl1e age11da, Mr Tucker picked out tlrree. Frrst, the Forun1 '\\ould be 

considering a revie,v of the risks associated with capital flows and, in part1cular, their \'olatilily. 

Mr Tucker said tbat 011e of the major lessons from tJ1e Asian financial cnses \\as U1at countnes 

could suffer from liquidity crises and so needed to control their e>.temal foreign e>...cl1ange 

liqt1idity risks. Surprisingly, U1is l1ad not been included 111 tl1e 35 areas of, ork identified b) 

the G7 Finar1ce Ministers in 1998 in response to ll1e Asian cr1 s1s. Tl1c Bru1k and otl1crs l1ad for 

some time been keen to place tl1e issue of country liquidity risk 011 tl1c ngenda for i11temal1onul 

discussion The US Federal Reserve ru1d tl1e US Treasury l1ad reacl1cd tl1e san1e \ 1e,\ . 

Mr Tucker sa1d the main audiences included 11ationa] autl1onties and brulk111g regulators i11 

emerging n1arket countries, \Vhere it ,~as fell tl1e issue of bru1k liqt11dity risk needed to be 

considered alo11gside capital adeqt1acy. Tl1e ot l1e1 111o in audience,, t\s ll1c IMF, to c11cou1nge it 

to develo1) a greater surveillai,ce capability to 111011ito1· ll1c build-t111 or c-xpoS\tre to liqt1idity risk. 

Seco11d, the Forurn \\'Oulu coi,sider a revie,v of codes n11d stru1dr,rds. ,,,111<..l1 tvlr Clark had 

discussed at the J)re,,ious Cotirt 111eeti 11g. 111c 111 i1i11 issue under c.,011s1<lert1lion \\'as 
• 

tmplementat1011 of codes 311ct struldards ,vJ1erc initiully erfo1 t \\tts boi11g co11c~ntr4c1ted 011 arou11d 

a dozen codes. Mr Tucker sui<l tl,nt 11 \\ as apparer1l ft 0111 discuss1011 tl1at t.l1cre ,, ould be little 

''hard-wiring'' from standards to, for exan1ple, 8 i1sel Accord capital ,, e1gl1ts A.I1otl1er aren 

Under co11sideration \\'as wl1ctl1cr I epo1 ts on cou11tr1cs . con1pl1 .. 111ce \\ 1tl1 codes ru1d sta11dards 
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s11ould be published. This \Vas a co11tenltous issue bet,vee11 the G7/G10 a11d e111erg111g market 

countries, many of whom seemed to have a preference to mo11itor U1emselves This issue ,vas 

likely to feature prominently at the 020 Deputies meeting. 

A third report, of a group chaired by Ho,vard Davies, addressed highly leveraged mstitultons 

Direct reguJat1on and an internat1onal credit register were rejected, at least for the time being. 

There was an emphasis on disclosure, ,vit11 for example legislative measures being taken in the 

US. There were also calls for enhanced surveillance of over-the-counter derivatives and 

foteign exc11ange markets, vvluch U1e Bank ,vould need to talce account of in its own market 

survei llance \Vork. Quite separately, guidelines for conduct 1n these markets were being 

considered with a vie,v to ensuring 11edge funds were less able collect1vely to ··gang-up'' on 

cou11tnes, ,vl1ich ,vas a concern in AustraJia, Hong Kong and others. The Bank was in, olved 1n 

these djscussions tJ1ouglJ vvas some,vl,at sceptical of tlus line of thinking. 

Finally, Mr Tucker mentioned that the other issue relevant to the IMF and World Bank Spring 

meetings related to private sector involvement in linru1cia] crisis resolut1on There had been 

re]atjvely limjted progress l1ere compared wi Lb other areas of the 1nten1at1onal financ1a] 

architecture debate. A smaJl irutiative tl1at had progressed concerned col lect1, e oct1011 clauses 

in sovereign and emerging market bond contTac1s. T l11s would l1elp ,vitl1 tl1e n1anagen1ent of 

crises at the n1argin but was not a major cl1ange in itself. 

Mr Buxton conUTiented lhat }1e felt tl1e Bank was bound to be dra\\'TI i11to tl1e discussion tl1at 

\vould fo]low the Cruicks11ank rer,ort, i11 particular about payment systcn1s 1-:le added U1nl l1e 

\Vas surprised that liquidity ri sk l1ad 11ot been debated n1orc i11 tl1e conte\.l of t11e Asian financial 

crisis. 1-Ie sar<l no cou11 try cotild sta11d ttp to tl1e 111assivc no\,1S of n1oncy 111, orld financial 

markets. Tl1e effects of u1ese no,vs \Vere largely sec11 1n U1e fore1 g 11 c ·cl1u11ge 111~1rkets But 

\Vhen countnes did 110 t have soutid finnr1ciul systen1s and credtbi ltt)' for ext1111ple, l11do11csiu -

Ii • d • I f 1 qui 1ty problcn1s ,vcre likely lo resti lt . Tl1e Go,1cmo1 said l11nt tl1e er11111us1s o t 1e 

C' • k ' • d l ru,c sl1a11k review 111 1 e)ntiotl to J)nyn1e11t syste111s ,, .. ts 011 ,1ccess a11d con11Jct1l1on, an t 1e 

Bai1k l1ad a11 interest 111 tllis. Wllotever t1,e (Jroposals, tl1c issue o( 11ecding to reconcile ancl 

balance tl1e obJectives of competitio11 ru1d risk o, e1 sigl1t oi, 1)ayn1e11t syste111s ,vould ren1nin •• ,1 

) Chips Keswick added that transparency was fine in principle. But the1c was an issue where U1c 



conseque11ce ,vas that financial systems were viewed as transparently weak . In this sense, 

transparency had to be part of wider 1mproven1ents to finru1ciaJ architecture and regulation. 

FINANCIAL MARKET OPERATIONS ISSUES 

Current Issues 
(Messrs Plenderleilh and Vickers in attendance) 
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Mr PlenderleiU1 said there were tl1ree developments t11at he wanted to draw to the artent1on of 

Court. First, con1n1enting on tl1e eligible bills frame,vork, he said U1at there would shortly be an 

announcement about changes to the requirements for issujng eligible comrnerc1aJ bills. These 

,vere essent1al ly techrucaJ in nature and sought lo update certain requ1rements wrucb had their 

foundations in the 19u, century when commercia] bills were issued to finance 'real' trade The 

effect ,vould be to liberaJ ise tl1e use of bills, allo,v1ng greater use of tl1en1 b)' companies 1n 

n1eet1ng short-tern, financing requireme11ls. 

Second, Mr Plenderle1th said HM Treasury bad announced tl,e progran1n1e of gold auctions for 

the fu1a11cial year 2000/01 , to cont inue the p]anned sale of gold announced 1n ~1ay 1999 Tl1e 

programme would replicate this year's programn,e and be on the same basis, ,,,ith the ain, of 

se]Jjng around 25 tonnes at each auction. He said tJ1e n1arlcel l1ad becon1e con1fortablc \\ 1tl1 

auctions and there was no good reason to cl1a11ge tl1c progran1111e at this stage. 

'Tilurd, Mr Plenderleith expla111ed the plan for tl1e Ba11k to take o er [ro111 HN1 Treasury tl1e 
• 

issuance of euro-denominated 3-year 11otes, ,vi tl1 effect fro111 January 2001. Court had a pnper 

explaining the proposal. T11e Treast1ry hnd decided to c11d tl1eir prograi11111c 111 order to isstte 

giJLs, wJ1icl1 ,vould be swapped 111to euros. fle said tl1is ,vt1s 01n1ed tit t1cldrcss111g tl1e relt1lt\'C 

sliortage of gill s w11icl1 was curre11tly d1sto111ng t11e r11arkel 

Tl1e Bank be1Jevcd tJ1at il ,vas uscfttl to 1e t ~1 it1 ru1 official U1Z l)rcsc11cc i11 tl1is ,u·eaoftl1e euro 

markets to conti11tte lo encottruge ti a<l111g 111 eu1 o d c.;110111i11.1ted I)Ul)cr i11 Lo11<lo11. Tem1inuli11g 

tl1e progrrunme would be unlortt111nte It was o co5L effecti\'e opt1011 Jor tl1e BaJtk u11d tl1c 

exi5ling progran1n1e llad been profitable. As a result of tl1e Bank beco111ing tl1e issuer, ll1e 11oles 

Would move 01110 its balance 511eet Mr Plenderle1tl1 stt1d lie estin1Jtcd tl1:1t tl1e balJ.11te sl1eet 



,vould ultimately increase by son1e £4 billion. Tl1is would not involve any curre11cy risk and 

effecti,,ely no interest rate risk. It ,vould involve a sovereign nsk but 1n an asset class ,vhere 
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the Bank already had an exposure {as it already took euro-denominated bonds as collateral 1n 1ts 

open market operations). As the programn1e would be expected to be profitable, 1t should add 

to the Bank's incon1e. Mr Plenderleith said the overall ratio11ale was, however, to ensure a 

continuing presence 1n tlus euro market. 

Jn relation to tl1e cl1ange in the fran1ework for eljgible bills, Sir Chips Keswick asked if there 

was a systen1 for monitoring tl1e scale 011 ,vhjch bi lls were being drawn, because an increase 1n 

eligible bills could be a source of pressure on sterljng. Mr Plenderleith said that this bad been a 

concern in the past, but in tJ1e current-day deregulated markets bills were much less likely to be 

a specLfic source of pressttre on sterl ing. Ho,vever, statistics for the size of eligible bills in 

issue ,vere collected and moni tored. 

Tl1e Governor requested that Court should give its contingent authority to t11c cl1anges. subject 

to further GOYCO revie,v; be said that 111 ti1e e\1ent of HM Treasury cl100s1ng to announce tl1e 

changes rapidly, the Bank would want to avoid an awlnvard hiatus. Court AGREED 

EXECUTIVE REPORT 
(Messrs Vickers and Plenderleitl1 in attendance) 

TI1e Governor noted that t11e Bank l1ad explored the quest1 011 of l1oldi11g Co11rt i11 Leeds in 

January 2001. This was not ideal for all Members of curt but on ft1rtl1cr e11c.1t1if)' it l1ad been 

found that it wouJd be very difficu lt to organise for October 2000. WiU, Cottrt's agrce111c11t tl1e 

Bank would like to go a1,ead wi t), J.;ecds in Ja11t1ru)' bt1l it l1ad ttlken 011 bour<l tl1e po111t about 

the desirability of October. LooJ, 111g for,vard, l1e e11v1st1ged tl1nt Court \\'Ott ld ttlke place i11 

Cardiff i11 Octobci 2001, subJecl 10 a,1 j11,,estigutio11 of tl1e prt1cl1ralities, and tl1e Bru1k ,,,ot1ld 

thcn meet outside Lo11ct0 11 i,1 October 111 eacl1 st1bseqt1e11t )'ear. 

'J'urning to tl1e Bc11cfits Revie\V, M, lc111e11t1 soid tl1ut ol tl1e Febn1ary i11eel111g of Court l,e l1Jd 

noted tl1at ll1e U11ion ,,a te l1ad bee11 agoi11st tl,c be11efi ts 11roposals i11 l·lcnd Office. but tl1e 8J11k 

had invited staff to sign individual ly by 24 februury. By ll1at t1111e n1ore tl1n11 90% l1nd sig11cd. 

and since tl1en tl1 <.! total l1ad nsen to 111ore tl1an 99°/o. By tl1c ourt ,11eeti11g, o11ly 14 staff l1ad 
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failed 10 sign and he be]je ed U1is ,vould fall furtl1er by l April. The Bank ,vou)d have to 

decide ho\ to deal w1U1 those who had not s1gr1cd. It was right to enquire carefully into their 

individual positions. He noted tl1e sensitivity of t)1e s1 tuation, 1n tl1at tl1e Union was still talking 

about a possible class act1on aga1ns1 t}1e Bank The Union was unhappy that the Bank had gone 

over its head and \Vas keen to J1ave 1ts day in court. Ho,vever, in sun1mary. the main issues 

,vere largely belund the Bank The 1naJonty of staff apperu ed content with the ne\\ scheme 

But as regards the fe\i.' ren1a1rung cases tl1ere was st111 \VOrk to do, and l1e could not absolutely 

rule out that the Bank ,vould be drawn into a tnbunal case. 

Turning to the IT rev1ew, he saJd that tl1c proposals l1ad bcer1 agreed 1n Decc:mber and the te1111s 

of reference had been s110,vn lo ou1t i r1 Ja11uar-,1 A beaut) co11test had been held and OCP~ a 
-

furn kno\vn to tl1e Bank, had been selected. 0 P \\ as \\ ork1ng on a proJect for t\1 ~, so the) 

had some knowledge of tJ1e Bank or E n gla11d , and c erla1r1ly of its ne,\ er. g1 l)\\ ,ng part~ He 

hoped to bring tl1e repor1 lo a fu ll n1ceti r1 g ofC'ot1J1111 tl1c t1r11r11e1 It ,,ot1ld he tt,e t1I 1f 

beforehand the co11sultants coult.1 talk to 011c or 1,, <) lcn1l)c1s ot ( ... ourt i\1r c1II had k1ndl\ 

agreed, and it was l1oped tl1at Mr Bt1,tu11 ,v o t1ld ..ii !;() t Jlk t•J tl1l·r11 

Mr Morris said l1e supported the package. tl1e n1 etl1olloll1g\ .t11J .111 tl1 ll,ls1)11s ,,e1 .. , n 1 ·ar 

for proceeding w 1tl1 Be,,ejitSclert. 1 lc r1c)l c. d 1l1,1l tilt' cl1,111gc 11,tll l1ee11 J ,l1t1 c.·k t1..1 tl1 ,, ,tl 1 of 

many people and l1c asked \Vl1ctl1cr tl1c 13 ~111"" belie, ct! 1t , , l'I tl1 cl111,1l1l 1111g It,)\\ tl1e da1113gcd 

relationship wi tJ1 staff could be 1c1)a1rl.!ti l111d l10,, 111t)1 ,1l t• tllll l<I l1~ l111 ·c.l ,1g.1111 ll1e toll(,\\ 

lhrough was as important as t l1e dec 1s 1011 taken to 111111ll: 111 c 11t tl1c t),\l·k.1~t: l l1e 10,cn1or 

agreed but said tl1e Bank J,ad, ]iO\\ l.?\i'CI , I istcned , ~t") c~1r cftt 11 ) to t l1e 11n111t 111,1<..11.:: h\ taf1 ,1 tl 

11ad gone through llic process, ai,d Ill: l1c I 1 c, cd t l1c\ 11,1d l1ec11 ntid1 c ~cJ I tt 11 I l1 ~ l3ank l1ad 

bce11 able lo persuade 11,ost pCOJJl e \\ llt) took J)I o lc~1:,1011,1l ,,d, 11,;e tl1at llt!11tf,t t It ct did 11ot 

disadva11lage a11ybody Not\V itl,sta110 j11g tll,tl , lie ,lL l-.110 \\! lctlged tl1~ J 1 l li ltll for 11101 al\! a11d 

said he \.Vould cry inucll ,, elconi ,111y tliougl,t~ \l c..:111l1cr of t11 l l1.1d 1l)ot1t ho,, lo uddre s 

tliat. Tl1ese sl1ould be sent to 11 I◄ c1o t111,111 0 1 f\11 le111 11t1 

Mr Clementi said }1e understood tile J)Ott1ts 1r l 01 r1s l1ud 111t1dc, ru1d to on1e ext~r1t 

sympathised ,,,ith tl1e1n. lio,-.: e er, 111 relut1or1 to tl1e d1 ffi cl1lt1e ... ,, itl1 ,11orale, l1e noted tl1nt tl1erc 

Were t,,·o areas \\ itl1 substantial do,a.·11siz111g to co111e 1>1 o1>ert" cf\ ice l1ad anotl1er) ear of 

reductions al1ead and Bankj11g crv1c. es )1ad JU St started its rc\ ' IC\\ and 11 ,, a.., k110,, 11 b) tuf I 
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that this ,vas likely to lead to redundancies. One of the reasons for the difficulty with 

Be,,efitSelecl ,vas that a number of people wa11ted to take benefits mlo retiren1e11l in tlus 

redundancy context. This was one reason why it l1ad been decided that those leaving the Bank 

over the next 12 n1onths cot11d take some of their existing benefits. l-Je believed there would be 

a difficult 12 months or so until it was possible to say tl1e Bank was tJ1e size tl1at ,vas 

appropriate to all tlle changes made 111 1997-98. Tl1is si tuatio11 had not been reached yet. 

Mr Neill said he ,vas not surprised tJ1at, at 24 February, 90o/o had signed The norrnal 

distribution of acceptances in such situations was t11at 10% of the staff would give total support 

to a change, I 0% ,vould resist everytl1ing and the rest were the silent maJonty. The danger ,,,as 

U1al if too 111uch attention ,vere given to those w }10 resisted, the silent majonty mig11t think that 

ll1at ,vas the ,vay lo gel notjced. He said tJ1e appropriate solution was to offer the l Oo/o \Vho 

resisted an easy and early exit from tl1e business. 

MANAGEMENT OF THE BANK 

Finance 

Payment to IIMT in ljeu of dividend 
{Messrs Plenderleitt1, Vickers a11d Midgley i11 attendance) 

Mr Clcmentt noted tl1at under the basic arrangc111e11t witl1 HM Treasury tl1e dt\ 1dei1d \\O\tld be 

SO% of profits. It was estimated that the total to Febr\1ary 2000 ,vould be £48 311111, ,vl11cl1 

wou ld be final1sed ,vl1en tl1e accounts were settled at ourl 111 t-.IJy. 111 ll1c t11ea11ti111e l1e 

proposed tl1at t11e Treasury be paid an interim div1de11d. outi AGREED tJ,at puisutttll to 

Section 1 of tl1e Banl( of Engla11d Act 1946, a11<l ectio11 8 of tl1e Ba11k of.Engli,11d \ ct L l)98 J11 

irlteri,n Pa)'l11cnt of £24.15mn, be paid to IIMT, i11 liet1 of div1de11d, on~ edtlCSd,1Y 5 pril . 

) 
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Other items 

Annual Report 
(i) Draft Revie,v of performance against objectives and strategy 
(ii) Draft Report on MPC Processes 
(Messrs Vickers, Footman and Midgley in attenda11ce) 

Mr Footman j11troduced Sections 4 and 5 of the Annua] Report whlcl1 l1e noted were relevant to 

NedCo's part of lhe Annual Report. He said t11e question was whether U1ere was sufficient 

n1ateriaJ to enab]e Ned Co to publjsJ1 tl1e lcind of revjew it n1ade of the Bank last year, or 

,vhether tl1ere ,vere matters of substance NedCo would want to put inlo its own report directly. 

Did the drafts contai11 tl1e right fac ts and ,vas Court comfortable with the Judgements that had 

been made? Mr Footman noted tl1at Members of ourt l1ad t11e traffic lights document in their 

papers, whicl1 \Vas not for publication, bt1t it would be Court's collateral for tl1e text of the 

AnnuaJ Repor1 . 

Ms McKecl1n1e noted tl1e wide range of v1e,vs about ,vhetl1er money had been \\asted or \'-el] 

spent over the Year 2000 issue and asked whetl1er it ,vas aJ)propriate to n1ake such a fim1 

judgement tl1at it l1ad been well spent on page 22 of tl1e Section 4 draft. The Governor srud U1at 

in \Vorking through the process leading up to Year 2000, v.1h1cl1 ,vas 1nit1all) a leclwcal 

analysis, it became apparent that tecl1nical questions ,vere not going to be tl1e n1aJor problen1. 

Rather, the main diflicuJty was a psychological one. If tl1e Bank l1ad not persuaded tl1e 

financia l syste1n and tJ1e public that it l1ad adeqt1alely antic1pnted ru1y diffict1llics by 

demonstratJng \vhat it bad actually done, t11e potential }Jsycl1ological dan1age a11d t11e 

accompanying headlines would 11ave been serious. Tl1at could l1a e led lo real problen1s. I le 

noted th1s issue was discussed at CoL1rt in B1m11ngl1w11 lust Moy. It ,vos tl1e psycl1ologtcl1l 

problem and tl1e measures taken to cou11ter it tl1al l1ud led to tl1e adan1ru1t ex1)rc5sio11 of tlie JJoint 

on page 22 Mr Nei ll said he agreed. It )1nd bee11, ery 1111porlu11l lo gel co11 fi<lcr,ce i1110 llle 

market. In his co111pa11y, so1ne n1i11or tl1ings l1ud go11c \vro11g but l1e belie, cd tll,ll if tile 

preparatory meost1res l1ad not been tnke11 tl1cre could 110\.' c bce11 ' ery serious problenls 

Dame She· 1, M . b l •a,11n1e of' ren1ed1ation and 1 a asters sa1d 111ost co111pa111cs l1nd l1nd a st1 st~1nt1a piogt 

tnany llad also upgraded tl1eir systc111s Jt tl1e san1e t1111e, \Vl1icl1 led to so111c coi,f usion bet, cen 

the two Th h . . tl b =- ~ tllere \\'US 110 crisis tl1e • ere ad been son1e unfair n1ed1a spect1lat1on 1nt ~c3u5c: 

,;--_ ) Janey had been wasted. 
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Mr Morris_, in a general con1ment about U1e two sections, said the storylines were: whether or 

nol there \Vere sufficient resources for the MPC; tl1e reference to some of the tools for 

policymaking such as opinion polls, \Vl1jch could lead to requests to publish the full data, the 

Year 2000 1ssue; EMU preparations wl1ere tl1ere ,:vas sensitivity to 110\v they were handled and 

expressed; and tJ1e refere11ce on page 4 of Section 4 to research to support n1onetary policy in 

the future being l1eld back. Because of the sensit1v1ty of t11ese points he \Vlshed to flag them up 

in case Court wished to look again at the draftil1g. 

Returning lo tl1e Year 2000 question, Mr Buxton said he agreed that the money \\.as \veil spent. 

But Mr Davies said l1e agreed will, Ms McKechnie. l-fe did not see ,vhy that section should 

begin by attacking those vvl10 believed the preparations l1ad perhaps been excessive, and be 

suggested dropping the first sentence of the first paragrapl1 on page 22. He belle,·ed this had 

gone a little too far. TJ1e Governor agreed that that part of the paragraph should be om1tted 

Sir Chips Keswick asked ,vJ1y there \Vas such a fuss about \\'l1at had been spent,,, hen tl1e Bank 

had a budget \vluch it clid not exceed. 

Sir Neville Sim1ns said he was cautious about puttjng the resource issue in Mo11etary Analysis 

into tl1e Annual Report a year on, w11ich )1e saw as self flagellat1on He suspected the Bank 

mjg}1t be saying that because 1t ,1/anted the Govenunc11t to unt1e tl1e purse stnngs to pay for 

more. He asked ,vheU1er 1t was the 1non1ent for the Bank to crit1c1se itself, especially as the 
' issue was raised t,¥ice i11 tl1e draft sections. He 11oted tl1at 1t \Vas 111ru1ogen1e11l's job to obta111 

the resources required. Danie l1e1 la said the p,1rpose of the Aru1ual Report '' as to offer 3.Jl 

honest appraisal and not Just to spin. Sir Nev1lle Si111n1s sttid there \\1US a d1ITc1e11ce bet,,ce11 

positively spinning a poi11t and on1itting a point. As No11-E. ect1l1,e Directors, tl,ey 111 igl,t \\'l":ll 

offer criticisins on tl1e resources issue. Da111e Sl1ei la s01d tl1ot tl1e No11-E'\CCttlt\'e Directors l,a<l 

agreed initially tl1at t11ey ,vould look to tl1e inclt1sio11 of st1bstanti,,c po111ts i11 Scctioiis 4 ~,d 51 

Written by tl1e B a11k. Sir Ncvt lle suid l1c still belie, ed tl1al on reading tl,e JJnssages nO\\' tl,ey 

appeared a bit l1cavy-l1ai1ded. 111e Govemo1 sn1<.l tl1e d1Jf11ng could be lookecl al. 

Mr King n t d 1 b ld Eitl1e1 tl1cy sl1ot1l<l 0 e t 1e significa11ce of tl,e fac t tl1at tl1e co111111ents ,vere 111 0 • 

not be in b Id . ll u clear JUdg~111ent of 0 or U1e drafting s l1ot1ld be looked al aga111 to e11sure ,ere\\' s 
:J \Yhether t11 b · . • 1· Dan1e l1ei}a 

--i"' e O ~cct1vcs had been acl1ie,,cd. 111 reply Lo t1 que!:it1on r0111 " 

/ 
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Mr Footman said that the passage i11 relation to the target could return to the words used a year 

ago, ,vhlch were that inflation 11ad remained close to tl1e 2 ½% target. 

Turning to MPC resources, Dame Sheila sajd tl1is ,vas a tl1omy issue. SJ1e noted that 

Non-Executive Directors had received a letter from ll1e Governor giving the MPC's collective 

response to the six key questions. 011 the resources issue, tl1e reply said the jury was out, and 

she believed that some sense of that reply shouJd go in Lo tl1e Annual Repor1. The Bank should 

not be giving the in1press1on to the outside world U1at it was all done and dusted. Something 

should be inserted tl1at sajd that the issue was being kept under reyjew The issue might erupt 

again dunng the year and it migl1t aJ)pear fooli sh if it ,vere not recognised that it,, as something 

,vl11cb l1ad to be co11t1nuously worked al. Mr Morns said the Annual Report,, as a histonca1 

document. There was an issue of vvl1ere the li11e was drawn between detail and points of 

substance. Tl1e Report acla1owledged U1at resources ,vere an issue, but be asked \vhether it 

needed to be reported ir1 detail. Dan1e Sheila said t11at the Treasury Comm1t1ee was bound lo 

ask. It ,vould be easier to say ,vl1at ,vas U1ought abottl it in the Annual Report Mr ~1onis 

asked to \Vl1at extent Court wouJd ,visl1 to pose the question of a new difficulty. Dame heila 

said U1at she believed that U1ere sl1ould be son1e sense of t11e collecti\.e MPC response in the 

Report . Mr Klng said t11ere could be one sentence say1ng it was too early to Judge 110,v ,,,ell tl1e 

arrangements would work, and Court ,vottld keep them under re,1e\\ Dan1e hetla agreed 

Ms McKecl111ie noted t11at Section 5 referred to non-e~ecutivc 1ne111bers of the f\1PC, and sl1e 

I,ad thought that tl1e teri11 to be used was external 111en1ber Mr l<.t11g said tl1ey \\ere non · 

executive members of the Bank. Ms McKeclmie asked \vhy tl1e tvrP as a \\ l1ole l1od not 

signed up to Sectior1 5. Dame SJ,eila said tJ1at it was a Bank report . Ms f\ 1cKecl1i1ie said 

exterr1al i11embers were employed by tl,e Baill< and ,vcrc 11ot 111 tl1e sa111e 1ole as or1-E~cct11i,,e 

Directors The Governor agreed tl1al tl1e language \VOtt ld be looked at. 

SJr Ian Gibso11 noted tl1at tl1e cl1uir111t111 of any coi11[)Ut1)' 111igl1t ,,,ell be nskcd 011 a resources 
• 

issue ,vl,at ,vas go111g to be do11e uboul 1t i11 tl1e fol lowi11g year Pail of tile ucco111Panyiilg tcxl 

writtei, by ll1e execut1,1e of n co111pu11y ,vould covet st1cl1 issues Tl11; Buiik sliould be IJrepured 

ao<l liave ready a stateme11t about 110,v tl1e objecti,'e \\'Ottld be 1net ovt:r tJ,e next year ,r 1011 

said lb d I k ' at he ~'as referring to page 4 of S~ct1on 4. Tl1e Gover11or satd tl1e Bai1k ,,oul 00 ~ tiito 
that point 

( -:;{ • 
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Mr Stretton said the sections \Vere very long ru1d wntten 1n a discursive rather than co11densed 

style. It \Vas not wise to make a rapid change fro,n that. But he \1/0ttld be mlerested in having 

vie,vs on \Vl1etl1er this \1/as t11e long-tern, fo11nat Court wanted or whether there should be a 

shorter version. Comprulies wot1ld get tl1e vjews of 01eir customers about what they wanted to 

read. The Governor said tl1at ilie Bank would perhaps reflect on that. 

In reply to a question from Dame Sheila, Mr Footman srud tl,at the section on peer reVIe,v 

,vould be inserted after the discussion at ll1at morning's Coun meeting. Mr King, referring to 

Mr Strel1on1s point, noted that tl,ere was much detail in Section 5. Dame Sheila sa1d that this 

,vas partly necessary for accountability reasons, because it ,vas a key explanatOJ')' doc11ment 

,vhicl1 ,vas \vhy it ,vas difficu]t to cut, although some drafting changes migh1 be possible. The 

Governor said he l1ad sensed that Mr Stretton ,vas referring particu]ar]y to Sect1on 4. 

S1r Jan Gibson noted tl1e refere11ce to tJ1e Service Level Agree1nent \vith the Office for -atio11al 

Statistics. He asked ,v11etber there ,vas public access to tl1at agreen1ent. Jn response to a 

question from U1e Governor, Mr Vickers said l1e could not see any reason ,,,11y 11 should not be 

public. The Governor sajd that tl1is needed to be cleared w1tl1 t11e ON and tl1e Banb. ,,·ould 

pursue that. Mr King said that there were t\VO sorts of paper involved v..·101 reference to the 

Service Level Agreement, there was no reason wl1y it sl1ould not be publisi1ed, perl1aps on tl1e 

internet. There were also co1nn1e11ts i11 March on the priorities for statistics, ai1d l1e expected 

questions on that from t11e Treast1ry Con1mittee, ,vl1jcl1 J1ad rrused tJ1e i11alter 111 ll1e past The 

Governor agreed \Vilh the suggestion by Mrs Heaton t)1al tl1e paragrapl1 on regional infom1at1011 

on page 7 of Section 5 should be sl1orter. M1· Neill praised tl1e t1·affic l1gl1ts docun1ent and snid 

most con1panies wou Id give t]1ei r eye teetl1 to have gree11 i11 so n1,111y bo~cs 

C'ourt was up 

• 
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The Governor welcomed Mr Don J<olm, fron1 tl1e Federal Reserve Systen1, \\,110 l1nd been 

invit ed to attend Court for the first part of U1e meet111g co, e 1i11g Monetary Stability lsst1es, as 

pan of the peer re,rie\.V of MPC's procedures. 

On bel1alf of Court, ]1e also co11gratulated Dan1e Sl1e1lo Masters on Ll1e recent u11nounce111ent of 

her ele\al1011 to tl1e 1Jeerage. 

1'1 • le Minutes of tl1e Court of 15 Marci, , l1 t1vi11g bec11 c1rcLtlated, ,, ere JI)PtO\ ed. 

l 



MONET ARY ST ABJLJTY ISSUES 

Economic and monetary discussion, incorporating the monthly MPC Report to Court 
(Messrs Clark, Vickers and Plenderleitb together ,vith Professor Buiter and Dr Julius 
and Mr Kohn in attendance) 
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Introducing the mo11U1Jy MPC Report to Court, Mr Vickers noled tl1at U1e MPC bad voted to 

leave rates unchanged 1n April by 6 to 3, \V1tl1 Mr King, Professor Bu1ter and Mr Vickers 

preferring a 0.25o/o increase Turning to international data l1e noted tllat the FOMC bad raised 

rates by 25 basis points to 6% on 21 Marcl1 , since ,vl11ch date growtll l1ad been robust with 

retail sales up s11arply year on year ru1d price pressures ris111g. li1 ll1e euro area~ HlCP rose to 

2.1 o/o in March and the ECB bad crossed its upper reference l1n1it for milal1on for the first time. 

EU inflation rates varied from 0. 7% in the UK to 5% in Ireland. Turning to 1999 f ourtb quarter 

GDP, Mr Vickers noted that growth re1nained at 0.8% with the balance changed slightly, as 

fi11al don1estic demaJ1d ,vas l1igher but offset by lower invenlones. Relat1,,e to pre\11ous 

est1mates~ fina l dotnesl.Jc demand was stronger and net trode remruned a negatJ\ e contribut1on. 

Tl1e preljmmary estimate of GDP for 2000Q 1 showed overall gro,vth looking \\ea1.er tl1an tl1e 

previous quarter, ,~ith 1ndustriaJ production falling aga1n in February and tl1e san1e for 

manufacturing, tl1ougJ1 servjces were stronger. Tl1e retail sales tre11d Iool-.ed firm wllile house 

pnces \Vere mixed. Surveys were also mixed. 

Turrung to the budget he said that cyclically adjusted bo1Tow1ng \Vould be lo,,,ei U1ru, PBR 1n 

2000/01 bu t looser by 2002/3. Spending increases fro111 2002 on\vards ,,,ere 111ucl1 bigger tl,an 

PBR. Overall the tinderlying stance was t1gl1ter in 2000/1 but looser in 2002. 3. Tl1e labour 

market sho\ved l1eadline eamjngs rising to 6% in Febrt1a1)' ,vl1ilst 12 n1ontl1s eru11ings gro,, tl1 

,vas 5.6%, not seasonal ly adjusted, ofwl1ich 5. 1 o/o ,vas fo1 rcgt1lar J)OY ru1d 0.5°·o ,vas tl1e bonus 

contribution. Tl1is was tl1e first n1ontl1 11ot affected by bo11t1s d1 sconli11t11ty Tl1c l LO 

unemployme11t measure ,vas do,vn 25,000, Decen1bcr lo Fcbrt1 n1--y, lo 5.8° o ru1d en1plo}1ne11l 

was up by 59,000 o,,cr tile sn111e JJer1od. RPTX i11f1at1011 fell to 2% in I\ tarcl1 RPI rose to 2.6o/o 

ai1d RPIY rose to 2. 1 % Goods prices fell by 0.23/t, i11 ll1~ year to Marcl1 \\1l1ile scn1c~ intlal1on 

,vas uncha11ged 

Discussing tJ1c markets, Mr Plex1dcrleitl1 11oted tl1al there \Vere considerable 1110, ements UI) aiitl 

~.,--.. do\\'11 but tl1e e11ct result since the lasl Court ,,,as not ,,ery different fron1 ,vl,ere tl1e markets l1,1d 
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started. He drew Court's attention to cl1art 1, sl1owing sterJi11g, and chart 6, showing the equity 

markets, where there had been volatile movements. I-Ie noted that the FTSE was 12% less than 

u1e peak al the beginning of the year. Tl1at Dow Jones was l 0% less and the NASDAQ \Vas 

25% less than 1n March. These were st1bstant1al adjustrne11ts but not crashes, and not hugely 

out of line ,v1th tJ1e adjustn1ents people 110d expected to see in ll1ese markets, given the growth 

prospects. 

Mr Buxton said consun1er credit was stjl] strong, gro,ving at 11 o/o, thoug]1 tlus was down from 

15o/o. The 111ortgage market had slo,ved a bit but was still qt1ite strong. Tl1e p1cture for 

domestic demand ,vas of still strong growll, and a Jot of spe11ding. Tl1e quesuon ,vas ,vbetl1er 

tl1e corporate e11viro11IDent \Vould lead to a slo,vdown, though that ,vas not happening at the 

mon1enl 

Mr Nei ll said tl1at tl1e car market grew 8.6o/o in Marc], a11d the first 10 days of Apnl sho\\ ed a 

2% fall, with a fa ll for retail sales of 7 .5o/o. I-le noted that Rover's 1narket sl1are l1ad doubled 

and BMW's had l1alved. The overall figures might suggest tl1at the industry \\'as in quite good 

shape but tl1e reality \Vas that l11e forward intentions of all l11e n1aJor players ,,ere ,vorrying. 

T }1e sentiment 1n board rooms in Tokyo, tuttgart a11d Detroit l1ad progressi, ely changed s1nce 

BMW bought Rover so that the trend was to look outside tl1e UK for future in, est:Inent. 

Before BMW bought Rover, aJmost all !,ad teams i11 tl1c UK trying to source n1ore componenls 

here, but witl1in a few years it had cl1anged to the poi11t wl1cre they l1ad teru11s tT)' Ing to source 

away fron1 the UK. Tl1ese decisions ,vould not be obvious until 18 111011tl1s out, because tl1e) 

related to new models. He kne,v of 111ree or four con1pone11t 111ru1ufacturcrs ,, l1icl1 l1ad froze11 

dec1s1ons to build fac to1~ies in tl1e UK or stopped plru1s ultogetl1er. Three or fot1r years ago, t11e 

enlJlhasis l1ad bee11 on buying i11 t11e UK n11d l1elping co111po11c11t n1nkers to 1111p10\e tl1e1r 

productivity, e,,e11 if jt n1eruit payi11g a ,,ren1iun1 p11ce. No,v tl1al l1t1d cl1u11gell, a11d 

inanu facturers \\'ere loolcing nt tl,e 111 ter11et and bL1yi11g 111 tl1e lo,\'esl cost 111a1 h.et 111 tl1e \\ orld, 

regardless. It \\'as n sea c]1nnge i11 olt1t1.1uc, co1111Jot111dcd by,, l1nt Bi\[\'\1 l1nd done lo Ro,,er. 

The lrcnds ,vere ,v011y ing. Oile cottld Stlggesl inl1)10,,i11g tl1c lll'Otlt1cu, 1ty to co111pensnte for tl,~ 

curre111 strengtl1 of sterling. 1 lie trutll ,vas tl1,1l tJ1e tools 111a11t1f'"1cttu·ers \Vere us111g ,vere tl1e 

ones Japan a11d tl,e US llad perfected years ago and tl1cy ,, ere st1 ll 1111p1 o, 111g faster. Tl1e 

cunency was clearly a \ 'ery seriotis issue E\'en tl1e J'1panese ,vere n1or~ \OCJI no,v. \v1tl1 Ll1e 



exception of Honda, thougl1 tl1ey too were struggling. Mr Neill said J1e would be happy to go 

into more detail for the Bank. 

Ms McKecJmje said that tl1e l1eadline results of tl1e consumer co11fidence monitor suggested 

that Mr Buxton's concerns were sligl1tly misplaced Every single ind1cator had fallen back to 

the levels of Jai1uary 1999. Respondents \Vere expecting higher 1Dterest rates and mflallon 

rates. The survey was p1cking up early signs of cautio11, aJ1d cbangmg attitudes. 
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Mr Bailie said tl1at the single biggest JJroblen1 in Northern IrelaJ1d was the exchange rate. At a 

micro level there were closures of shops and garages 1n particular, and heavy goods ,,ehicles 

,vere operati11g fro r11 ll1e Soutl1, wiU1 substantial savings. The political uncertainty \Vas having 

less of an impact and businesses ,vere getting used to it . In the Republic, in1Jat.ion \\as 5° o and 

rising and interest rates were totally inappropriate. There was a lot of labour mobility fron1 

Nortl1 to Sout11 He also noted a s1'1arp increase in UK television advertising of 12°/o in the first 

quarter, largely driven by dot .co111 compaJ1jes. In general, he l1ad not seen evidence of people 

pulling out of the mru·kets, because ll1ey were not gi,11ng up lightly ha\'ing fougl1t to get 1n to 

thenJ. 

Sir Neville S1n1ms said that last n1onth he had indicated quite a sharp drop in order intake for 

tl1e constn1ct ion industry but in fact it had picked up i11 tl1e 11e>.t quarter. Tl1e1e \\US a S\\ 1tcl1 i11 

spending to\vards tl1e political e11d of tl1e spectrum, coven11g l1ealt)1 and education and l1c noted 

a really enormous pressure on the Government to do s0111etl1ing 011 tl1c lransportntio11 side. 

Those factors \Vould keep lhe ma1·ket growing overall London and tl1e outl1 cast ,,ere the 

only places wl1ere Jabour ,vas a 111aJor 1sst1e However signs of labou1 111a1 kct pressure ,,•ere 

appearing elsewhere 111 tl,e country wl1e11eve1· a large 11rojcct ,vos stru·ted. Tl1e 111du stl)' stU)'ed 

busy, W1tl1 a cl1ai1ge of balance 111 tl1e type of activity a11d 1ncreas111g prl.!ssurc 11ut1onal l}' on 

wage levels. 

Sir David Cooksey noted tl,al Lile 1,t,un1,aceiil1cul i11dL1~try \\' l\S tc11d111g co,v,1rds locat1011 of 
• 111vest1nent overseas, as well us llie 1110101 1nuustry. IL \\las sourci11g 11101e co111ponents ai1d 

products overseas and begini,ii,g to 1110ve produclio11 off sl1ore. 1 ' u111i11g to ~s~t pnce 

Volatility, he said tl1ere had u11doubtcdly been a lot of rubbisl1 floated under tl1e banner of tllt,; 
~~--- . 

(' internet over tl1e last year a11d tl1e n1t1rke l l1ad b e e11 i11di scri111111nte . It \\<t.lS uncon,fortJble, but 
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,vbat \Vas happening \Vas a n1ove to n1ore careful choices. Tlus was healthy. He hoped the 

market would not, ho\vever, dry up entirely because of a lack of confidence. In the Jast three 

montJ1s, the venture capital conununity had virtually stopped backing internet commerce deals 

in the retail area because it ,vas saturated, but business to business e-commerce l1ad 11ot 

stopped. A study a week before l1ad s11own tl1at 70% of alJ e-commerce businesses at the retail 

end \Vere likely to be bankrupt by tl1e end of 2000. 

1n answer to a questjon from Mr Allsopp on structuraJ 1mba]ances in the UK economy and the 

excl1ange rate, Mr Vickers sa id 11e d1d 11ot believe there was st1cl1 a thing as a Bank staff ,ie,, 

on all tl,ese questions. The Bank put a lot of work into trying to understand the relat.Jonsrup 

bet,veen sterling and the euro, but tl1e puzzle remained. Dr Julius srud there was no unif 01n1 

MPC vie,v. The sterling value was driven more by the euro and the dollar than by the 

fur,damentals of U1e Britisl, econo111y, but tl1e longer sterling remained at that le, el, the more 

real economy adjustment took place Tl1e inflation target required U1e Monetary Policy 

Con1111iltee to take account of these imbalances. All 1ne1nbers wot1ld ,v1sl1 for adJustments 

through the exchange but tJ1ey sliJl l1ad to recognise tl1at adJustment ,vas partly through tl1e 

curre11t account and partly througl1 the fact t]1at inflation ,vas less than U1e target, and l1ad been 

so for 11 months. T11a1 in tum ,vas partly because the ComIDJttee had not foreseen the trend for 

the pound. Mr AIJsopp asked ,vl1ether tl1ere should be \,Vorry about ndjustme11t con1ing tl1rough 

lhe current account. At the curre11t level of 111terest rates people, ete still ,v1lling to l1old 

sterling and might not regard tl1e lJ]( and US cL11·re11t accou11t deficits ,1s bc111g u11sustru11able 

Mr King sa1d tJ1at the pound had bee11 strong against the euro but not agai11st otl1er currcnc1cs 

and had been remarkably stable against tl1e dollar. It \Vas a pl1enon1enon of tl1c euro not tl1e 

pound Ile d1d not sl1are Dr Julius' ,,iew that ll1e si lt1 at1on ,vas sustoinuble Tl1erc ,,as a large 

current account deficit, don1estic de111and ,vns g t O\Vt11g above sustni11t1b le rut cs, u11<l lru ge 

swalhes of ma11ufacturing \Ver e reJnovi11g capital from the UI< In tl1e long ruil, I1e ~xpccted 

s I e 1 • • ::. '· l • fi • ring to adJust In t11e UK eco 110 111y, ,vt1nt ,vas g0 111g on \\<US 11ot st1stt1111able, l'lUt t 1e 111 auon 

rate liad bce11 kept close to lJrget. If tl1~ MP l1~1d 1110,vn ,vl1i1l tl1c cxcl1t111ge 11.iLe \,,as going to 

do, its actions would l1avc led to o sig111 fica11t oversl1oot. Tl11 s \VJS 110 co111 foil to llios aficcted 

because it was outside their co11trol bLlt it \Vas also ot1ls1de U1e control of tlie tvlP Tlle reasoi,s 

\Vere to be fou11d on the Cont111ent. Tl1e f\1P l1 t1d kept the o, eral l eco110111y iougl1ly i11 balat1cc 
but at t11 l t • nbl > e expense of i111bala,1ces \\' ttl1in it Mr Ki11g d1d 11ol believe t 1nt ,vns a SllS ain e 

~osition. 
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Mr AJlsopp comme11ted that the question of where the economy was beading in the long term 

,vas highly rele,,ant to short term policy Professor Buiter said that U1e US and UK situat1ons 

,vere not sttstainable. US demand had bee11 allowed to grow out of control thougl1 1t ,vas not as 

bad as u1 the UK. But the excl1ange rate and curTer1t account were not sustainable. He did not 

kno,v the causes of tl1e exchange rate strengths but tl1e MPC did know tl1e consequences of the 

pound for tl1e in11ation target . lt would ,velcome higher interest rates and a lower exchange rate 

but that was difficult to deliver. The Go,1ernor commented tl1at the discussion m Court 

illustrated t11e real diler1una with wl11c]1 the "tvfPC ,vas confro11ted, 

Work of the Agents 
(Same attendees as for the pa·evious item, together ,vith Messrs Jenkinson, IJes, "'·ebster 
and l\1s Camper·) 

Introducing his paper , Mr Jenkinson sa1d that the Agents continued to play a n1ajor role in 

briefing the MPC on business conclitions and their profile continued to rise The Agents' 

Quarterly Summary of Business Conditions ,vas now publis11ed as part of tl1e lnflation Report. 

J,e noted tJ1at n1embers of t11e MPC had made more tl1an sixty visits to the regions, hosted by 

Agents. The Agents ,vere also playing a leading role in tl1e ne,v competition for scl1ools lore 

generally, they proyjded valuable ins1ghts not 0U1envise available to tlie fvIPC. cspec1all)' \\ l1ere 

economic developn1en1's were al odds ,vith earlier expectations. Tl1e relationsl11p bet\Veen tl1e 

Agents' assessn1ent and subsequent tre.nds i11 111e data were gc11erally relati,,ely close but 

s1gnificant steps had been made to in, prove the contact base 1n rece11t years, tl1ough tl1ere ,vas 

st111 fttrther to go. Good contacts l1ad been establisl1ed ,v1tl1 ne,v Engl1sl1 regional de,,elopt,ictit 

agencies \vhich were for111a] ly laL111cl1ed last Ap1il. 1"}1e Agents al$O 111a.intn111~d i1 ,,,atcl1ii,g 

biief on U1e develoJ)ment of regio11al i11,,est1nent ft1nds 

Mr Clen1eriti said Ll1at tl1c Agc11ls {0 1 ll1e Nortl1 East ,1nd tl1c ortl1 \\.7cSl \\Cte <lirectors of 
• 

tnvl!Slnlent funds a11d 111 the NorU1 West tl1e Bru1k \Vas ,11~0 tl non1int1l gLt l\l'tltl toi (for ten 

Pouiids). He believed there sl1ot1ld be o bala11ced positio11, w1tl1 not too g retll a il itlvol,,erlletlt 

With the fl • 1 ti ,. Bar1k's u1tcre~t Ill 1nai1c1al backing of i11, estn1e11l fu nds, but 11ot too l1tt e, gt\ er1 le.:: 

small and d. d J • tl,is regai~d set o t1t rne 1um enterprises I le dre,v attentio11 to tl1e pro11ose po icy 111 ' 

on Page 7 of Mr Je1lkinson's note SubJcct to U1c l\\ o existi11g sit11ntio11s, \ l1icl1 \\ ould conti11u'--



to the end of the respective ter1ns, the Agents should not be directors or guarantors of 

investment funds but could be involved as observers, facilitators and helpers. That was the 

appropriate balance for a central bank. 
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Mrs Heaton agreed tl1at it ,vas a sensible app1·oacl:1 . Da111e Sheila Masters suggested that there 

could al\vays be exceptions. She bad been ,vorried about the North West taking on nsks, and it 

t1ad not proved to be a problem. It ,vas an example of wl1ere, without Bank support, progress 

would }1ave been hindered. M1· Clementi said it was always possible for an Agent to come to 

Court to make a case for a paiiicular area, but the intention was to establ1sl1 a broad policy The 

Governor said that t)1e caveat was in1portant and he agreed with Dame Sheila. As a general 

guideline, U1ere \vou)d be active partjcipation but not board or fmanc1al partictpaaon; but it 

sl1ould be made clear that if peop]e wish to make a particular case 1t should be brought to Court. 

Sir David Cooksey comn1ented tl1at it was difiicult to attract people onto such boards, and he 

endorsed the proposals and noted tl1e imponance of promoting Bank involvement to help funds 

get d1rec1ors to come 0 11 board. Tl1e Go,,emor agreed Sir Ian Gibson agreed ,v1th 

l\tlr Clementi . lt ,vas i1nportant to be st1re l1ow tllis \Vas conunurucated He noted the possible 

difficulties if Wales or the M1d]ands, for example, noted tl1e Bail.k's more direct mvolvemenl in 

the NortJ1 East. It was better not to stray into the polit1cal arena. Court needed lo be sure that 

the Governmer1t understood the position ll1e Bank \Vas taking so tl1at a ecretary of tate d1d 

not, for example, endorse some plea to Ll1e Bank Ll1al ole 111to tl1e policy. Tl1e Go, emor sa1d 

that he would write to Steven Byers a11d tl1e Cl1ru1cellor and n1al e t11e Bank's IJol1cy clenr. 

Dame Sheila Masters said that she 11eard muc11 praise of U1e Agents, and tl1eir role in 

communicating Monetary Policy J,ad been very in,prcssi, e. Ir Morns satd l1c did not \,~isl1 lo 

dissent frotn a11ytl1ing said about tl1e repo1i. But he did 11ot l1nve a feel ibr 110,v econo111ic tuld 

busitless perceptio11s were bel1aving 011 a regional basis. At so111e po111l l1e '"otild \ 'alue bciilg 

glven an indication of the di ffere11t regio11nl aspects of bcl1a,1iotir. Tl1e Regional De, elo1)n,ei,t 

Auth • • • • d b • on ties ,vcrc bc111g g 1ve11 n1orl! rc.;sot1 1 ces and 1 cs1Jo11s1b1 l1ty a11d tt '' oul ~ 1111port nl to 

know more about 110,v the eco110111y JJCJ fo1n1ed 011 tl I egio111.1l basis. Tl1e Go,'e111or iioted tlinl 

tlie Agents provided i11d1vidual reg1011al reJJOrts ,vl11cl1 ourt did 1101 se~ l·le ,vould discuss 

\\•itl1 the Ba k . . • • fi • ourt to see U1ese 11 execut1,1e ,v]1ell1er it ,,·as UJlpropr1ate fro1n t1111e to t1nie 01 

regional reports. Mr Moms said ,t \Vould be of benefit to see tl1em at least o11 an infom1al 
_--..'.basis. Th G 1 l , e any reaso11s c ovcr11or said l1e \Vould discuss ,v1tl1 tl1c cxcct1t1v~ \vl1el ,er t 1c1 c ,ver 
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,vhy they should not see tlJe reports. Certainly in tem1s of stat1stical evidence he dJd not tlu1lk 

there was any sensitivity. Mr Bailie said he spoke ,vith Mr Falls quite frequently and be knew 

that his input to the MPC reflected regional problems correctly. The Governor said that he 

warmly appreciated Court's close co11tact ,viU11l1e Agents. 

NON-POLICY MEETINGS OF Tl-IE MPC 
(1\1essrs Vickers, Clark and Plenderleith and Professor Buiter, Drs Wadb,vani and Ju]iu 
and Mr Kohn in atteoda11ce) 

Mr J(jng presented the paper to Court. There were no comments. 

J?JNANCIAL ST ABlLlTY ISSUES 
Revie,v of (lie Fi11ancial Stability area including dome tic and inter·natiooal de,Telopment 
(Messrs Clark, Vickers and Ple11derleith in attendance) 

Mr Clark said tl1at tl1e Financial Stabil1ty area would periodjcally produce a paper for Court on 

its activities. He noted the volatility of tl1e markets, but also po1nted out that the ASDAQ 

index \Vas still 100% l1jgl1er ll1an a year ago and tl,e Teclm1ark index more tl1an 50°/o higher. 

The levels \Vere however less extreme now t]Jan a few weelcs ago. He 11oted tl1at half tl1e 

valuation of NASDAQ was accow1ted for by firms that l1ad never made a profit. 

Turning lo tl1e paper before Cot1rt, l1e dre,v altenlio11 to Don Cruicl"sl1a11k's report and its 

coverage of payme11l systems and banking services for s111011 finn s. Ile 11oted tl1nl tl1e Batlk l1ad 

a role, set out under ll1e Memorandu111 of Understanding, 111 rclat1011 to J)Uyt11ent systen1s, mid 

tl,at ll1ere were a nuinber of points in the report wl1ere tl1e Ba11k ,vas doubtfu l about tl1e facts or 

lbe analysis. Overall, it \Vas i 1111Jort a11l tl1al whatever co1111)etition body \ \ '~l s sel ttp , it \\'as donL 
• 
111 a \Vay tl1at fitted \Vi tl1 ll1e Bank's ovcrs1gl1t role as set ot1t i11 tl1e 1\10U, and ll1 t tl1ere \\US a 

satisfactory 1necl1ai1is111 for resolving co11ll icts beh,1ce11 co111pel1tio11 und risk objecti\'es. 

Iio\\ever, it see111cd t1nl1~ely tl1at leg1s)at1on on pay 111e 11l S}Slc 111s ,, ot1lll l)e i tl llle 11exl session 

of Parliament, a11d there were doubts e \ ' C11 beyond tl1l1l, tl1ot1gl1 tl1e (_")1a 11cellor ltad SJ.Id 10 tile 

budget specc}1 that t1 e would Jcgislule 1~ur11111g to s 111t1ll Iir111s, rvrr Clark 11oted thnt tlle area llad 

been referred lo the con1petjt1011 cor11n11ssio11 ru1d tl1c Bank l1ad bee11 asked lo gi \'e e~ tdence in 
tl,e 11cxt 1 . • moi,t 1 or so based on its ,vork 0 11 s1nall and 111c d1um enterprises. 
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In an apparent aside, Cruickshru1k l1ad reco1nme11ded that any lender of last resort action be 

disclosed by the Bank after a set period, of "say a year" . The Bank was nervous about a fixed 

tin1e scale and would rather follow the Intematjonal Mo11etary Fund code \vhich talked about 

tl,e importance of transparency but only w]1en the nsks of precip1tating a cns1s through 

disclosure had passed. He noted tl1at a recent IMF exercise 11ad revealed that U1e Bank of 

England's approach was amongst the most transparent 1n the world. 

Mr Clark also drew attention - among a large number of meetings with which the FinanCJal 

Stability area l1ad bee11 involved since tl1e last Court meeting - to the tltlrd meeting of the 

FiI1anciaJ Stability Forum, whicl1 l1e had attended along wiU1 Mr Davies. He noted that the 

forum, apart from a general review of vt1lnerabil1ues in t11e internat.ional financial system~ 

,vhicb l1ad focused heavily on eqt1ity market behaviour, l1ad spent much of its time on three 

reports covering l1igl1ly leveraged institutions, offshore centres and capital flows. On the first, 

prepared by a group under Mr Davies, the conclusion had been not to pursue tJ1e 1dea of direct 

regulation for the tjn,c being, but to l1old 1t as an option in reserve On t11e second, a 11st of 

''uncooperative" offshore centres ,vot1ld be published ,vi thin a couple of n1ontl1s, And on tl1e 

third, U1ere ,vas a sense UJat emerging economjes ru1d perl1aps all economies \\·ould benefit fron1 

more attention to tl1eir external balance sheets as a vv1101e, ru1d particular)) currency and 

maturity m1smatches in their ex ternal assets and 11abilit1cs. 

ln response lo a question fron1 Ms McKeclu1ie about ,vl1etl1e1 tl,e Brulk. ,vou)d publish its 

responses to the Cruicksl1ank Report or deal djrectly ,vitl1 the Treasury nbot1t U1c issues. 

Mr Clark said tl1at, 1n relation to sn,all firms, t11e Bank ,vould f)Ut a fo1n1al subn11ss1on to ll1e 

Competition Corn1nission, wl1icl1 ,vould nom1ally publish it. 011 pn)'ll1ent systen1s, 1t ,,tas not 

clear wl1ere matters were l1ead1ng 011d tl1e Bank \VOL1 Id be l1nv 111g discuss1011s '' 1tl1 tl1e TrensUf)' • 

'Pile dialogue ,vot1ld be n1ore in tl1e 11ature of an 011-goi11g d1scuss1011 rt1tl1er tl1ru1 u sii1glc PJilCr • 

t he Govcn101 11oted ll1at ll1e lc11der or Inst resort 1)oi11t 111nde by tl1e ruioksli 11k Report seenied 

lo be ve • ~ ~ • • tl t ry 111ucl1 an aside. ll ]1ud 1111n1c<l1 ttte I ele\'t111cc lo ourt, ,,,11osc position' os 13 

support would be revealed 1n due cot1rse but \Vi tJ1out ,l li111etable. AJ1y 1110' c lo J timet" ble 

Would be resisted. Mr Da\·1es said l1e stror1gly supported tl1nl po111t. 1'1,e (..,rutcksl,m1k 

recornmeociation \Vas only loosely gt ou11ded 1n tJ1e a11aJ)fs is in tl1e Report 0nd it ,vas tlOL al ull 

clear What it l1ad to do ,, 1tl1 tJ1e 1sst1es C'n11cksl1a11k. l1ad bee11 i tl\ itcd to coi,sider. The 



66 

disclosure issue l1ad been djscussed with l1jm exJ1aust1vely. The UK was at the leading edge of 

transparency in this area and l1e ,vould be very reltictant to t.Junk about unst1tch1ng current 

policy. The market l1ad been told what policy was, it l1ad bee11 set out m the MOU and he did 

not see a case for changing it . Tl1e Governor said l1e was tempted to say that 1t was not clear 

that Mr Cruickshank understood w11at current an·angen1ents were. 

FlNANCIAL MARKET OPERATlONS ISSUES 
Current Issues 
(Messrs Plenderleith, Clark and Vickers in attendance) 

Mr Plenderle1tl1 reported that the fifil1 gold auction had passed off well, and 1t had concluded 

ll1e first financial year's programn,e. There would be nearly l\vo more years ofb1-montbly 

auct1ons, wi tl1 the next in May. The price acrueved had bee11 very much in line ,vith the 

average daily price of gold througl1out tl1e period of the saJes. ,vl11ch suggested tl1at the auc11on 

process ,vas ,vorklng ,vell. But the National Audit Office l1ad announced an inquil") into the 

saJes. It would be looking at whether the Treasury and the Bank, as tl1e TreasUl) 's agent, J1ad 

managed them 1n a sensible way. He did not be]ieve the Bank l1ad anyth111g to fear. Ho,ve\·er 

the mindset of tl1e NAO was tl1at it wanted to find sometl1ing to cntic1se. Tl1e Bank \\Ould 

have to make sure that the NAO's assessn1ent ,vas well founded. 

Mr Plenderlei t11 noted that, as agreed witJ1 ourt, it l1ad bee11 ruu1ounced tl1nt tl1e tl1ree year 11ote 

programme would be transferred fron1 the Treast1ry to t)1e Bru1k, start111g 11e t year. 

Mr Plenderleith advised Court t11at at tl1e beginning of Apri) tl1e 111ru1nge111e11t of Go, en1n1c11t 

cas}1 flows day by day J1ad bee,, trru1sferred to tJ1e Debt M n 11nge1ne11t Office Tl1e tronsitioll l1ud 

been extren1eJy s111ootl1. 
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Future Strategies for the Registrar's Dept 
(Messrs Clark, Plenderleith and Vickers in attendance together ,vith Ms Lo,vtber) 

Mr Plenderle1tl1 reminded Court that tJ1e Bank conti11ued to act as Registrar under a five year 

agreement witl1 the Treast1ry, of which two years 11ad elapsed But given t11e dim1nishlng sca]e 

of the business it had been felt necessary to look forward to see how it ,vould develop after that 

timescale. 

Ms Lo\vther said tl1at tl1e paper before Court was abot1t wl1at to do with gilts registration, and 11 

would be sent to the Treasury. The paper reflected the restructunng project at the Registrar's 

Department, ,vh1cl1 ,visl1ed to inlluence its o,vn future. It a]so reflected the fact that the Bank's 

situation had cl1ru1ged since U1e last discussion of the subJect wi th HMT. T11e Bank was no 

longer the debt issuer or the gi lts settlement provider. If the Bank did not engage W1th the 

Treasury no,v, opportunities to reduce nsks in the gilts market and to provide savings for tl1e 

public sector ,vould be missed, and the financial position of Reg1strar's \vould also detenorate. 

ft a]l came down to being able lo plan ,¥ith confidence. The paper outlined three possibilities, 

,vl1ich were not mutually exclusive. Tl1ey were set out in paragrapl1 1.5 of tl1e paper ai1d related 

lo business expans1on, business re-eng1neenng, and busjness partnersh1p. Sl1e noted that 

business re-engmeering alone might not provide a stable long-term position Tl1e Bank \vas 

talking no,v to the Treasury so that some of the more 1mag1native ideas could be explored at a 

time when there was no immediate pressure for action. 1 f tl1e Treasury did not, 1sl1 to take up 

lhe more imaginative options it would not be too late to pursue U1e option of n1erger ,vitl1 

another company. 

Tbe Goven1or said tl1at Registrar's had responded 111ognifice11tly to tJ1e pressures u11der '' t11cl1 it 

had been put and was bel1avi11g sensibly a11d realistically by look111g nt tl1e ,vay al1ead. 

Mr Buxton asked wl1y tJ1e nu111ber of J1old1ngs ,vas d0\\- 11 1 O°to a )'eor ru1d \\.Ot,dered ,vl1ell1er tJ,e 

more imag1nalt\'e options \¥ere only i11ter:im steps i11 tl1e dccl1r1c. so tl1al ll1c Bank sl1ould look at 

selltilg tl1e busi11ess wl11le 1t 11ad val11c. Ms Lo,vtl1er said tl1ot tl1e retail ii1tere5l in gilts \VOS less 
U1a • • I 

n tn the past, and most of the l1oldi11gs that Reg1strnr's looked afler \Vere 1 elated lo Ulc cctai 

end of the k • ·1 • a lent scale so mar ct. Rede1nptions \\ere not being r~-111, estcd 1n g 1 ts 011 011 equi\ • 

lioldings dec litied. Mr Pl e11derle1tJ1 said t11at tJ1e exil route \\ ould be a,,ailoblc if tile Treasury 
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could not be satisfied on costs. lf that ,vere the case, tl1e Bank could negotiate an earlier way 

out of the business. Whether that third option \Vas cl1osen depended on wl1ether a pnvate sector 

registrar t11ought 11 was a business wortl1 paying for and \vhetl1er it believed it could do the 

\Vork n1ore cl1eaply It was dol1btful wl1ether it ,vould be done to the same quality. The Bank 

\Vislied to explore U1e first two options before turning to the third. Sir Nevi lle Simms said they 

\Vere three eminently sensjb]e options but until a proposaJ was preJ)ared it was very difficult to 

say \Vhether they were more than good suggest1011s. Tl1e Governor suggested to Court that the 

Bank engage with t}1e Treasury on t11e issue. Court was content. 

EXECUTIVE REPORT 
(Messrs Clark, Vickers and Plenderleitb in attendance) 

TJ1e Goven,or reported the deatl1 of Jolu1 Fforde on 10 April. By way of background~ be added 

that Mr Fforde l1ad been tl1e Bank's Cl1ief Casl1ier between 1966-70, Executive Director of the 

Bank ,vitl, responsibili ty for J,on1e Fi11ance between 1970 82, Adviser to tl1e Go, ernor bet\\'een 

1982-84 and l1ad been the Bank's Officjal Histonan fi·om 1984-92 1 l1e Go,·emor said that 

Mr Fforde had been one h1s own great mentors and )1e was very sad to l1ear the ne\\ s. 

The Governor advised membe1·s that Governors ' Day at tl1e Bank's Sports Club ,,·ould take 

place on Sunday 23 July. He pointed out that fo11nn] 1nv1tut1or1s lo thee, ent ,vere in !embers' 

folders and he encouraged as n1a11y as were able to attend. 

Mr Clementi dre\v Court's attentio11 to "Freedon1 ,vitl1i11 a Fra111e,vork", a guide rece11tl} issued 

to staff ,vh1cl1 J)ro,1ided an overv1e,v of U1e lean1i11g a11d de, elop111ent O})portunities \1,,ailnble. 

Turrung to Be11efitSelec1, Mr Cle111c11ti noted tl1nl tl1e 11e,v progru111111t! started 011 I i\Jlri l :ittd 

,vas \Vorking s111ootl1ly. A s111oll 11un1ber, t111der 100 ~taff, took t1ll tl1eir bei,efit points in cJsl,. 

For the re5t , all possible co1nb1 11alio11s l1od bcc11 cl1ose11, suggesting tl1t,t tl1c old fixed ntenu \Vas 

sub-opt1111al. 'J'welve staff l1 ad 11ol sig11ed, ai1d tilt,; Btu1k \\ as l1a,,i11g detailed discussior,s ,,•itli 

lllem_ Tl,e Bru1k ge11uinc)y bel1e,,ed tl1at eacl1 of tl1e t,velve \\'US 110 \\'Or~e off but it ,,ceded to 

sho\, tl1at to th . . d t 1:- , • ,,1 ad\ 1scrs 011e or ci11, and ,vns encourag111g tJ1e111 to go lo andepen • en 111u11c1"' 

t\vo, th0ugh better off. were taki11g a sla11d on 1Jrinc1ple, and n1igl,t go to u tribunal~ 



Mr King described the new schools' cornpetition, ''Target 2 Point 5'' ,vlucl1 was sponsored by 

The Times alongside the Bank, to l1elp ,vith publicity. A series of articles had begun in The 

Times 011 IO April . The broad ot1tline of the competit1on was the same as when Court bad 

discussed it before. A team from each scl,ool ,vould take 0 11 the role of tl1e MPC, presenting 

the case but not directed at finding ai1 answer U1at was right or wrong. Judgement would be 

based on the qual1ty of the presentation and the way the ru·guments were marshalled. To help 
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the competition, the website was being expru1ded and con1pelitors would have access to a sub

set of MPC data. Resource packs were being distributed, ini tially for those responding to the 

brocl1ure and then for tl1ose taking part i11 tl1e competition. Tl1e start would be in the Autumn. it 

,vould be completed in th.e Spring and the Governor had promised to give U1e pnze to the 

winner. Just over 700 schools had fi lled in the fom1s on the brochure. The number of entnes 

,vould be known ir1 September and ,vi tl1 the possible exception of Scotland, the dJstnbutJon of 

those expressing i11terest was unj for rn arou11d tl1e country. Mr Neill said the plan \Vas excellent. 

He noted tl1at 11e had run a game for mmagers ,vhicl1 had also been tried ,v1th 16 year olds in 

secondary schools. On every occasion U1ey beat hjs company's managers 

The Governor noted that the Cow1 of App ea] l1ad decided i11 tl1e case of Bradford ln, estn1ents 

to throw out t)1e case against the Bank. The judges had agreed tl1ree nil and l1od made 

disparaging ren,arks about the litigant being close to vexatious. The Brul.k had rece1,ed tl1e 

Judgement that mon11ng. 

MANAGEMENT OF THE BANK 

Finance 

Quarterly Financial Report 
(Messrs Clark, Ple11derleitl1, Vicke1·s and Da1·bys l1irc i11 ntfendn11ce) 

In tlle abse11ce of Mr M1dgley, Mr le111e 11t1 dre,v Me111bers' alte11l1011 to scl1e<lule A(2)- 111is 

showed that total 1nco1ne for tl1e year\\ as £336 111n agn111sl £320 n111 i11 tl1e budget. 111 port, Lllis 

\\'as becau • • tl t b11nk.;ne fees se 1n vestn1c11t 111co111c ,v,1s ttbovc bt1dgct bt1t tl1c 111u111 renson \\US 1•1 .. ... 

and con1 • d • • s for ct1rre11cy 
miss1011s were ,vell up 011 budget, pnrticulJJ l)' os n result of goo 11131g111 

deposits E d. . f "213 ' US lo\\ Cr becuuse • xpei1 Jlure of £207 m11~ co111prued ,v1tl1 a budg\;;t o £ nu, , '' 
sorne sa,•in 1 . SD ,1 ;-» • ... staff nun1bers ,,•er\; 

gs iad been achieved 111ore quickly, for example 1n PS ~ '' l\.iii.:: 
265 against 30] . b d lb ouse of defen·als. in tl1e budget, and expenditure,, os also belo,v u ge cc 
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These included some spending in tl1e I-lead Office Refurbishment Progran1me, and Jower lhan 

expected spending on oe,v Banking Department systems, tl1ougl1 that was not necessarily a 

good thing. Mr Clementi also noted the adjustments to profits and movements in provisions 

,vhicll were for di scussion at the Audit Committee that afternoon. I-le 11oted an operating profit 

before tax of£ 1.24.9 mn, ,vhicb ,vas al1ead of tl1e £ 105 mn budget and represented a return of 

more than 9% on sJ1areholders' funds of £1 .3 bn. T11ere ,vere no questions. 

The Annual Report - in draft 
(Messrs Clark, Pleoderleitb, Vickers and Footman in attendance) 

Mr Clementi dre,v attention to section 6 of the draft, setting out the ten obJecttves for the year 

to February 2001 All but number 9 l1ad been looked at in the strategic review m December, 

but l1ad not been for1nally approved. Number 9 had beer, looked at in U1e budget in February 

and 11ad been fon11a11y approved. 

Mr Footman dre\v attention to a nu1nber of changes in the drafl 1nclud1ng some proposed at tl1e 

previous Court meeting. b1 response to a suggest1on from Sir David ook.sey, the Governor 

said the Bank vvou ld take up tl1e fact that tl1e Non Executive Directors' tin1e spent ,vitl1 the 

Agents lJad not been mentioned jn t11e Report. Members of Court made a nun1ber of otl1er 

detailed comments on the Report and tl1e Goven1or said tl1at any ot11er d1·afii11g comn1ents or 

matters of detail sl1ou ld be provided to Mr Footman outside Court. Sir lan Gibson said thot tl1e 

section on Financial Stability J1ad benefited very n1ucl1 by being grot1ped togetl1er 1n one place 

in the Report. 

The Governor invited Court to approve tl1e Bank's objectives. otl1er tl1ai1 obJeclt\ e 9, ,~lut.ll \\'a 

approved duri11g tl1e budget disct1ssion in Februru)' Objecti,,es 1-8 UJld 10 ,vcrc opproved. 

lloublo N 
(1\1 

°- ot·n1an Fund Report n11d ccot111t 
e\ rs v· k •c crs, Clark a11d Plc11ucrlci tl1 in atte11du11ce) 

Tl1ere be1n I f ti r., > recent g no questio11s 0 11 the accou11ls, M1 Vicke1 s dcsc1 ibed tl1e ,vo1 ~ 0 1 
i;e 

feIJo,\is D N' 1 • p r ~ of Econo111ics 
' r ia I Ferguson, of Jesus allege, Oxford, XJ\ 1c1 Fre1xas~ ro l:ssor 

at u · n1 versi lat p 1.,: p of essor of 
" onipet1, Fabra, Barcelo11a; and Professor Ronald l\1c~n°011• 

1 

cco nomtcs at s 1 •• L pnrtly becuuse tanford University. I11 recc11t 1no11Ll1s tl1ere l1ad been a iia us, ~ 
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Peter Sinclair l1ad been elected to a fellowsl1jp a11d then took over tl1e d1rectorsJ1jp of CCBS. 

He noted that Larry Ball of Joh.11 Hopk111s University would soon be jo1n1ng the Bank for about 

a year to study inflation inertia and the cost of recessions. Three who would be joining later for 

a total period of ,vork of about t,velve months - between tl1em - were Dr David Cobham, reader 

in economics at tl1e University of St.A11drews, Professor Cl1arles Chi mi Okeahalam, the 

Donald Gordon Professor of banking and fmance at the graduate school of business 

administration, Universjty of Witwatersrand, South Africa, and Professor Rafae] Repullo, 

Professor of Econon1ics and Director, CEMFl, Madrid 

Indemnities for Members of Court 

Mr Clen1enti said that some 1ne1nbers would recall tl1nt 1n 1998, Court l1nd npp1-o, ed n policy 

io<lernnifying members against perso11al civil liability arising out of tl1e perfom1ance of tl1etr 

Bank duties. This l1ad been in line w1U1 practice adopted by U1e Gove111111ent to protect Board 

members of non-departn1ental public bodies. 

The Govemn1ent J1ad recently revised 1ts policy on 111den111ilies nnd 11nd \\ t<lencd U,e scope ttild 
• 

it was now proposed to revise tl1e posi tion for Court 111c111bers. Been use tl1e BJnk of Ei,gltttid 

Act 1998 
r e qui r e d interested pa11ics to wit l1dra,v fi·o111 Cot1rl, it ,vns pro11oscd tl1at Cotirl, itl tl,e 

absence of tl,e Goven1ors, could J)ass a r esolut1011 coveri11g l11c Go, eniorS, and tl,e ub-

Con1mitle r • D t s e O ou, l establ1shed to d e t e 1111i11e U1e ren1u11crt1t1011 o[ 011-Exec,tll\' e tree or ' 
cou1a Pass ti C' t , , t ' •• d t11ut tl1c 

l e resolution coveri11g tl1e No11-Exect1t1,1
e D1r~ctors. tvlr c

111
e

11 1 

sui 

Minutes of h . I r ll • t e n1eet111g of the St1b-Co1111n1tlce \\ ot1ld be brougl1t bef or~ Oltl l tie 10 o,v,,ig 
lllonth. 
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Court endorsed the extension of tl1e te11ns of reference of the Governors' committee fron1 

detennining levels of remuneration of l11e Bank's Non Executive Directors, ,vith the approvaJ of 

the c11ance11or, to include considering and passing a resolution i11deomifyi11g the Bank's Non 

Executive Directors against personal civil liability arisi11g out of tl1e perfo11nance of their Bank 

• funct1ons. 

The Governor said that the indemnjties would be rusclosed in the Annual Report. 

The Governors vvithdrew from Court and in accordance with Schedule I, Paragraph 13 (3) of 

the Act, Dame Sl1ei la Masters took over the Cl1ai1 n1anship of Court and invited Court to pass 

the follo,ving reso lution:-

To resolve tl1at tl1e Governors be inde1nnified by the Bank against all costs, charges, losses, 

expenses and liabi lities incurred by )1 im or l1er in carrying out or purporting to carry out any of 

his or her functions, provided tl1at 11e or she 11as acted honestly and in good faith and has not 

acted recklessly. 

The resolution was PASSED. 

fn response to questions fron1 Mr Nei ll, Mr Baillie and Sir David Cooksey, Danie S11eila 

Masters said that tbe Bank ,vas nol proposing to pay ai1y pre1ni,1I11s for 111surance cover in tl1e 

market. But sl1e would pass on to Mr Cle1nenti their co111ments about ,vl1ell1er a benefit 111 k.111d 

might be involved. Tl1e Bank would look at trus issue. 

Court \Vas up, 

, 



A coURT OF DIRECTORS AT THE BANK 

FRIDAY 5 MAY 2000 

Present: 

The Rt.Hon Eddie George, Governor 
Mr Clementi, Deputy Governor - Fi11anc1al Stabili ty 
Mr King, Deputy Governor - Monetary Policy 
Dame Sheila Masters, Chainnan, Sub-Co1nn1ittee of Directors 
Mr Bailie 
Sir David Cooksey 
Sir lan Gibson 
Sir Cb1ps Kes,vick 
Ms McKeclmj e 
Mr Moms 
Mr Neill 
Ms Kathleen O'Donovan 
Sir Nev1Jle Simms 

Absent 

Mr Allsopp 
Mr Buxton 
Mr Davies 
Mr Ha\vker 
Mrs Heaton 
Mr Stretton 

TJ1e Minutes f tl c ► 0 1c ourt of l 9 Apr1 I, l1aving bee11 ci rcttl ttlcd, ,, ere appt o, cd 

1·11e Bank' R c . eport ~•r1d Accou11t i11 drnf't togetl1c1· ,,·itl1 a Report fro111 tl1 .\udit 
0mn11ttee 
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(Messrs Cla k "-1el . 'r ' Plende1·leitl1, \ 'icl ea·s Midgle Foot111 1,11 11 11d Dn1·l> l1i1·c, togt1tl1cr , ·itl1 
'' -1srs mitl1 • • ' ' aiid ll1gg1u, f1·on1 J>1·ice,,·11terl1011sc 0011c1·, i11 ntte11cl,111c ) 

1he a , 0
' emor 111vited Mr le111enl1 to 111trodt1ce tl1e disct1ssio11 of tl1c Report ru,<l Accour1L aild 

the Re 
port from tl1e At1dit 011111,itlee. Mr l e111e11ti st1id tl1e Accounts \Vere broudl)' i11 tlie 

same fo 

f 
rm as laSl yeur. J·le 11oted tl1at a 11 expln11nlio11 l1nd bee11 drufied for lilt D1rectors' Report 

o the fa • 

s ai1d lo a cc ·t · . • .. • ·ta11l lbr l1i111 
1 a 111 ex te11t of 111terest rates 11 ( ... IL111e11t1 sntd tl1ut 11101 \; 

1111P01 



,vas the comparison \vith budgets. T11e broad picture was tl1at income was sligl1tly ahead and 

expenditure ,vas slightly behind. £123 mn \Vas slightly n1ore that the budgeted profit. The 

income and expenditure figures differed very slightly from tl,e figures presented in the 
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Quarterly Financial Report to Court the previous month. There bad been an adJuslment of £1 .5 

mn t}
1
at previously \Vas charged to the Issue Department and it had now been decided that it 

should be borne by the Bank. With tl1at exception U1e statutory Accounts came directly from 

the management accounts that Court had already looked at. He noted tl1at the Audit Commit1ee 

had been taken through a number of changes in U1e provisions related to redundancy, 

retrenchment and post retirernent benefits outside the pension scheme. He also noted a release 

to Lhe profit and loss accow,t for NMB of £5 mn, representing the difference between the 

preV1ot1s prov1sio11 of £72 nm and the £67 mn struck after the sale. Tl1is was fully disclosed 1n 

tbe Accow1ts on page 80-81 . Mr len1enti said the Bank regarded it as a clear example of the 

principle it adl1ered to in st1pport operatio11s of full disclosure once the systemic risk was 

bel1ind. Mr C1uicksl1ank in liis Report had raised the issue of disclosure within 12 months, and 

Mr Clcn1e11ti said he l1ad d1·a,vn atle11tjon to the point in the Accounts, to make sure that Court 

\Vas liappy \vith the accounting procedures and treatment the Bank used 10 th1s co1mect1011 On 

page 67, note 1 A described a key aspect in which the Bank's Accounts chffered fron1 pnvate 

sector conventions in this respect. 

Turning to the Accounts themselves, Mr lementj drew attention to U1e substantial nsc in U1e 

footings on page 65, which was essentially because Target balances l1ad rise11. It was l1oped 

that next ye th • ar ere would be a proper netting arrangement. He also dre,v at1ent1on to the cnsh 

now statem t en °11 page 66 which tl1e Banlc was obliged to n1ake, but wl1ose usefulness\\ as 

questionable H d , . . • . e rew Courts attention to a nu1nbe1 of spec1.fic pomts \Vl1ere op1n1011s \\e1e 

attributed to M embers of Court. These were in the last paragraph of note 1 (A), to,vards tl1e e11d 
of note 1 (E) . . 

'Court Members' valuatio11 of invest111enl securities a11d a J)arl1c1pat1ng 1ntercSt in 

note 11 th 
' e pruagraph about ll1e u11a11c1al staten1enl of subsid1anes 111 note 12, t11c reference5 to 

Director • 
s tn note 23( ) and the reference to BC I i1111ote 25 on co11Lingent l1nbtlities Wtlll 

regard t 0 tl1e latt • f the er, 11 was just possible tl1al a Jt1dge111ent \VOttld ap1Jenr before tl1e JJttblication ° 
Repon and A 

ccounts and so the Bru1l< would }1avc to react to tl1at. 



Sir eville Simms reported that the Audit Committee 11ad reviewed the Accounts with the 

Bank's execuuve and Price\.vaterhouseCoopers on 19 April . He noted tl1at Mr Clementi ]1ad 

d a number of the matters concerned. An issue tl1e Aud1l Co1nmittee had looked at in 
covere 
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particular ,vas to ensure that there was still room for a degree of masking of support operations. 

Having taken the advice of intemaJ departments o·f the Bank, the om1nittee believed there still 

,vas. Tile Conunittee was also content will1 the note on BC'CI and contingent liabilities, and 

also \yjth t~1e way NMB \Vas deal t with in the Accounts. I-le noted that the Audit Comm1tlee 

and the Auditors \Vere content ,vi.th the reJease of half of the retrenchment provisions that relate 

to the refurbislunenl of Head Office. The Audit ommittee ,vas also pleased with the ,vay 

ALCO had been set up and ,vas running. 

At the Governor's ir1vitation, Mr Higgins said that U1e Auditors l1ad obtained al] l11e 1nfonnation 

and expla11ations required for t11e audit and ]1ad received the full co-operat1on of 1nanagement. 

The Auditors had gone through tl1e provisions in detajl He co11fi1 r11ed Sir Neville S1mn1s' 

remarks on tl1is issue. Tl1e Auclitors l1ad also revie,ved the disclosures on Governance of the 

Bank, and ,vere content with the approac11. Looking forward, a quesllon l1ad been raised \vill1 

Mr Clementi about ,vhether future Annual Reports should make a statement about compliance 

,vilb codes of practice such as the Listing Rules or Turnbull . Turning to risk n1anagen1ent, tl1e 

Auditor's v· h Ie\v \Vast at there had been considerable progress over the last f ev years and the 

overall frame\vork had been improved. There were a number of areas for furtJ1er in1provemer1l 

in the manage t f • k • men o ns and the Auditors had put forward a nun1ber of proposals to consider. 

The Govern or noted that the Report ru1d Accounts would lie before Court W1ti l 17 May. Cott rt 
Would then be. k d -r . as e 1ormally to approve the Accounts and give per 1nission for tl1en1 lo be 
Pnnted, for the L . . . . . etter of Representation lo be signed and for tl1e final payme11t. tn lieu of 
d1,•1dend to b 

, c made to HMT the following October It ,vas intended to pt1bl1sl1 tl1c report and 
accounts on 24 M ay. 

Court p 
ension S h c eme - annual adjustme11t 
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. the Report from the Trustees of the Court Pension Scheme, the Governor, having 
r unungto 

d 
1.~s potential interest in the Scheme togetl1er ,vith those of the two Deputy Governors, 

declare w • 

. . d s·r cru·ps Keswick in his capacity as Chai11nan of ll1e Trustees of the Court Pension 
invite 1 ' 

Scheme, to introduce the Report w}iich contained t11e fallowing recommendations: 

(a) u1e annual pensions in payment to fonner Governors and Executive Directors and 

a])o\vances to the widows off 011ner Members of Court be increased, with effect from 

1 July 2000, by tl1e amount of the increase in the Retail Prices Index for the twelve 

months ended 31 May 2000; 

(b) simj lar increases be granted from 1 July 2000 to: 

i) tl1e ex-gratja allowances payable to Lord Ricl1ardson, Sir George Blunden and 

Lord Kingsdown; 

ii) the ex-gratia payments awarded to widows of forn1er Members of Court \\'ho 

retired prior to 1978 and whose allowances were based on their husbands' 

pensions net of com1nutation· , 

iii) the def erred pensions payable at age 60 or later granted to Mr Flemmmg and 

Mr Pennant-Rea· , 

(c) th I e wmua a11owance paid to Lord Ricl1ardso11 from the Court Pe11sion cl1en1e under 

s·pecial arrangements whjch were approved by Court on IO February 1983 be increased 
• 

in accordance with lb.ose arrangeme11ts. 

Court APPROV 
ED the recommendations. 

Appointments to C ourt 

11he Gov 
emor said ll1at tl • Mr M . ie l1anccllor l1ad agreed to reappo111l to CoL1rl Ms McKeclm1e, 

oms M B . ' r a1Iic and M N • • Sadly M r e1ll. He \\las deljgl1ted that tl1is l1ad l1nppened. l·le srud t11,it 
r 1-Ia,vkc b r~ ecause f tJ • .. 1 • appropn ° le s1tuat1011 at Hyder, l1nd \V11tten to 11in1 su) 111g Ll1at lie 1e t 11 

ate to step d 
own at the end of l1is tem1. He also noted tl1at Mr AllsopJJ's appo111tnieiit to 
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tlte Monetary Policy Committee, which had been announced the previous evening, would 

require him to step down from Court at the end of the month. He hoped that an announcement 

,,,,ould be made the foUo,ving ,veek, possibly on Thursday, on tl1e succession lo Mr Hawker and 

Mr A]Jsopp on Court. He wouJd be loolcing for ru1 opportunity to say fa1·ewell to Mr Hawker 

and to Mr Allsopp in his current capacity and would be in touch to find a date. 

Court ,vas up 

-



A COURT OF DIRECTORS AT TIIE BANK 

,,'EDNESDAY 17 MAY 2000 

Present: 

The Rt.Hon Eddje George, Governor 
Mr C1ementi, Deputy Governor - F1nru1ciat Stability 
Danie he1la Masters, Cl1air1nan, ub- ommittee of Directors 

Mr A11sopp 
Mr Ba1l1e 
Mr Buxton 
Sir DaVJd Cooksey 

1r Ian Gibson 
Mrs Heaton 
Ms McKecl1nie 
Mr Morris 
Mr Neill 
Ms Kathleen O'Donovan 
Mr Stretlon 

Absent 

Mr J(jng, Deputy Governor - Monetary Policy 
Mr Davies 
Mr Hawker 
Sir CJ1jps Kes\vick 
Sir Neville Simms 
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Trbe Governor re1n111ded members tl1at Mt· Al lsoJ)J) ,vol1ld be leavi11g Cot1rt on l1i u11poi11n11e11t 

lo thc MPC and Mr 1-Iawl er l1ad cl1ose11 11ol to seek I c .. 1ppot11tn1et1t, gi,,e11 e\lcnt at Hy"ler The 

Treasury ~, • t • ,as tn endtng to an11ounce tl1cir re1Jlucc111c11l tl1at 111on1ing. Tl1C)' ,, re ir Bn 11 

Moffat, tile l1ainnan of Britisl1 Steel, r10, k.110, 11 1~ l ORU LJroup Pie, ru1d ls Bridget 

Blo\v, Ct1ief 1: · • • b l !f f .. xecutive of lTNET. rr11e 0\' more. I)r scd 1,1 '-1p1>rec1allOll Oil e 18 ° Olll1 

olicy 011111 tl .b •• ' 1 ce, nnd also l1is apJJtecir1tio11 to Mr I Ill\\ ke1, i11 p, rltcl1l~11 for hrs co11tn tlttl>n to 
ll1c Age11c • Y 111 \Vale~. ,vl1erc l1e l1acl been a to,ver of· slrc11gLl1. Tl1e Go, e11tor ttd Lile Burlk '' 

35 

seck111g lo -arrat . 
lge a d11111er lo say t't11c,,cll fo1111ully 

~l l1e M· 
llllllcs of ll1c ourt of 5 f\-!Jy l1a,,i11g bcc11 ctrculated ,verc up1>ro,,ed. 
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1\-tONET ARY ST ABILITY ISSUES 

fl t
. 

0 
Report together with tlie economic and 1nonetary discussion, incor·porating tl1e 

In a 10 . • • • 
tbly MPC Report to Court, follo,ved b)' an update on 1nternat1onal ecooom1c 

:e:lopments (Messrs Clark, Vickers and Plenderleitb together \'Vitb Professors Buiter 
and Goodliart and Dr Julius in attendance. Messrs J enkinson and Stephen also 

n11ended). 

1n presenting the monthly MPC Report to ourt, Mr Vickers said that the Bank's official 

interest rate remained at 6o/o in May afler a unanimot1s vote by the 1v1PC. The May Inflat1on 

Report l1ad stressed tl1al the outlook 011 the central case ,vas for steady overall gro,vtl1 ,vith Io,v 

and stable 1nnatioo. lmbalances l1ad, if anything, w1<.le11ed further in recent months, with signs 

of greater domestic cost pressures, but tl1e exchange ra.le l1ad been strong, and over the three 

n1ontl1s since ll1e last lnflatio11 Report had stre11gtl1ened further, though 1t had come off a lirtle 

' 1n recc11t days. Mr Vickers drew a1 te11tion lo t11e fan charts in the Inflation Report and 

table 6(b). He noted tl1at tJ1ere ,vere risks and perhaps turbulence ahead. The MPC ,,·ould 

cont111ue to set interest rates \vitl1 U1e aim of l1itti11g tl1e inflation target. 

Internationally, ll1e FOMC had raised rates by 50 basis points to 6 So/o on 16 lay. Turning lo 

the domestic eco11omy, 1t would be i1nportant to \J atc}1 closely to see if ll1ere \\ere a significant 

underlying slo,v do,vn. butia] estimates suggested U1at GDP grew by 0.4% in tl1c fi1st quarter 

and ,vas 2,9% higher than a year ago wl1ilst services grew al 0.8o/o ru1d ,vere 3 2°/o 111gl1er tl1ru1 a 

year ago. This k • • • was wea er than the Ba1l1< pr0Ject1on. Mant1factun11g fell O 5°'o quru·ter 011 

quarter Energy output was wealc. The output based estin1ate of GDP appeared reluti,•el) lO\\. 
against stron . 

ger expenditure seen in retail sales a11d trade figures. Tl1ere ,, as a po~stbt l1ty tl1at 
lhe first quart . er n,ight be revised up. 

Turning l o tl1e near t . • er111 JJrOSJJects, Mi V1cl"ers sa1d tl1Jl sw-veys st1ggested tl1at \ l11le 
tnanufact • 

uring g10,vt) th si . 1 in e seco11<l qt1arter \\ould be l)Osit1ve it l1ad lb llet1 bt1ck t1u1te 
gn1ficantly C . 

still . • onsuinption had grow11 strongly a11d l1ottse 1Jrice 1nfl11tion ,vos i11 tl1e n1id teens 
' \V)11 le i t1 March . 

confid lend1ng lo l1ousel1olds \Vas up 9 .9% 011 a ycm before 1 Jo\vc, e r , co11sun1e1 

ence fell furth . 
decet . . er in April . Son1e leadi11g i11d1c.ato1 s for U1e l1ousi11g 111ru·ket suggec;tcd a 

- erat1on M4 
• aild M4L \\>ere exceptionally strong in March ,v1tl1 loai1 appto'vals above lu5I 



ak S rveys pointed to slower gro\vth and business investment m the second quarter 
year's pe . u 

. rt \\,ere likely to have grown strongly in t11e first quarter. Looldng ahead, export 
,vh1le expo s 

_,., was likely to slow but remajn posi tive. 
gro\vul 

In u
1
e labour market, headline annual earnings growU1 was 5.83/o in March, down 0.2 
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percentage points. Excluding bonuses, earnings grew by 4.7% in March, down from 5.1 o/o in 

February, but the relative positions of the pri,,ate, pt1blic, n1anufacturing and services sectors 

remained as before. The claimant count w1employment rate fell to 3.9o/o in April, and ILO 

unemployment was down 20,000 and ernployn1ent ,vas up 55,000. Producer pnces edged do\\.il 

in Apnl ,vhile annual commodity and input price innat1on may have peaked in February 

Mr Vickers noted ll1al RPlX rose by 1.9% 111 April against a year ago, down 0. 1 percentage 

points because of falling utility prices. RPI rose to 3o/o on a year ago as MlRAS ,vas abol1sl1ed 

,vhile HJCP and RPIY rose 0. 6o/o ai1d l .6o/o respectively. The gap between services and goods 

inflation fell , again partly because of util11y prices. 

Comrnentmg on ll1e markets, Mr Plenderleitl1 said U,at a notable developn1ent 11ad been a quite 

matenal easing of sterling, visible in chart 1. In lhe past two weeks tl1e exchange rate ind ........ l1ad 

fallen substantially from a peak of JU St under I 14 to between 108 and 109. T lus 110,v ever 

brought it back onJy to the level early in tlJe year, ,vJ1ich itself still represented a n1atenol 

appreciation over the previous year. A possibly more significa.11t featt1re \ as the move 

do\.vnwards in t •1 • • s ei mg against the dollar. Tl1e pou11d n1ay in s01ne se1Jse 11avc decot1pled fro111 
the dollar a d J d n 13 moved back 10 cents or 111ore. Sterl1ng had also gi e11 up son1e recent gain 

againSt the euro, but not much, becat1se t}1e euro ,vas extTen1cly ,veak It \vas poss1ble tl1nt 
sterling's' fall in I . . tie two ,veeks since the MP n1eet1ng , as a11 en·atic 1no\ e111e11l rest1 lt1ng fro111 
flows through th . 

e n1arkets U1at m1gl1t nol persist. Tl1ere l1ad certa111.ly bce11 son1e 1 • rclJt\.:d 
nows A 

• more ftiJldan,ental hypothesis \\'as tl1ut tl1ere ,vas a s111fi in n1arket perception of the 
rcaJ eco · nom1c pros t f Us pees O tl1e US, tl1e ettro a1en a11d ll1e Ul<, \,·itl1 a gro'\' ing ~1\,a1c11e s thi1t tl1e 

\Yas expandi11 e 
Th g xtre111ely strongly wl1ic)1 cou ld lead to 111ore v1gorot1s actio11 by tl1e Ftd 

e Previous <lay tl F . 
that 

1 
le OM l1ad ra1sed rates by l1alf a r,erce11tage po1nt and given a clear steer 

t lere \Vas lik l 
e\lide e Y lo be more tigl1teni11g. Ft11il1e n1101 c, i11 t l1e et1ro area tl1ere \VOS son1e 

net of tnflat1on r 
for int P essures as core econo111ics 1·ecovered, so tl1ere \Vas an up,vard prospect 

- ---- erest rates. ln tl1e 
UK, the markets t11ought ti1Jt a rise \Vas l1kely at s0111c 1.;tnge bttt tl1c 
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. looked for did not seem as mucl1 as in ot11er eco11omies. So sterling had fall en 
size of the nse 

. th d liar moving more into line ,vith the perfor1nance of the euro. Wbeilier that would 
agamst e o , 

d d On whether the sbjft in market perceptions was justified. But it did ease the 
last depen e 

pressures caused by the pound. 

Mr Buxton srud be djd not beljeve the position l1ad cl1anged much since the previous month. 

Tile economy was pretty strong except in certain sectors. Confide11ce l1ad toned down. 

Services ,vere doing well and research sl1owed U1al, \Vhile companies had increasing confidence 

in their o\vn businesses, when asked about the economy, confidence was going the other\, ay. 

and decreasing. The data seen though banking accounts indicated that busmesses were doing 

very ,veil. Manufacturing ,vas showing a mixed picture, agriculture was not doing well, but 

consumers were still spending. Sir Ian Gibson said that as a result of price movements 1n the 

UK, pnces were now ,1vitJ1in 5% of Spain a11d down 12o/o in the last couple of quarters Spain, 

,vith its mix of market conrutions and rates, was the 11ext best market after the UK for non

Spanish manufacturers. Demand in the euro zone, apart from Get 111any, had looked as 1f it \Vas 

talang a down tt1m, but it had turned up agrun. ln.itially it was remarkable l1igl1 and grO\\'ing. It 

\Vas assumed 01at eventually the growth in the rest of the euro zone would pusl1 tl1e Get rnan 

market up, but not untiJ the final quarter of tl1e year. Ger111an manufacturers had t11e n1ost 

capacity in Europe and tl,eir vehicles were going into tl1ese other markets In the UK. 
1nd0stry's big fear, following the ru111ot1ncemenl by Ford ai1d tl1e changes at Ro er, resulted 

fron1 tl1e fact th l f a none o the top five selle.rs produced volwne cars in the UK. Tl1e decisions 
made were co • 1 1nm1 ments for the next ten to fifteen years. The industry feared a quite drJ.111atic 
series of chang 

es over the next two yeai·s. Margins ,Nere co111ing do,vn in tl1e UK, tl1ough tl1c 
\Vere still higher th . 

an on tl1e ont1nent. Tl1e con1pone11t sector \Vas in tl1e process of Lgn1ficmt 

shnnkage. Conline t J k . 
n a mar ets were holding up well. Tl1e con1pone11t sector\\ a not 

benefiting becaus . d. 
e it id not l1ave the co11tracts for 011ti11e11t assen1bled el1icle . 

MrM • 
oms said ll1e deba 

Hen te about eco110111i p erfo1111ru1ce \VOS foct1 s 111g on 011c factor, stc_rli11g. 
otcd tliat the MP . 

SUJ)po " llad set OL1t as a deliberate strategy to seel< to build a co11st1tt1ency of 
,1 ,or lo . 

w 111flatio11 H 
\Vas suffi • e wondered wl1etl1er Ll1c key elen1ent of delivering Io,v inflation 

ic1ently promoted U . 
good and 111 116 effort to aclue, e ,, 1der understanding. The 11umbers ,ve1 e 

tl1e argume 11t ab . 
out stab1l1ty was ,veil made and eve1ybody \Vas e11Joyi11g ll1e bc11efits 
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H 
ver part

1
cular sectors were volatile. He did 11ol see a balanced debate in t e r111s of 

of tl1at . o,ve ' 
. . At me point it might be worth looking to see how the debate could be 

public op1n1on. so . . . 

d h·eve 
8 

greater realisation tl1at tl1e factors that deliver low 1nflat1on were 
broadene to ac 1 

. rt t and to get that into the public don1ain. 1mpo an , 

The Governor commented that it ~,as always tl1e case that suffering sectors made the most 

noise. Jf the debate were judged by the n1edia it ,vas bot1nd to lead to a perception of imbalance 

ill tJie debate. His experience of direct discussio11 face to face was that there was a much 

broader understanding of the issues. Even s01ne of the eclitonal comment in the media was 

more balanced than might be expected. Mr Morris srud that listening to the CBI and some trade 

associations it \Vas not possible to hear the balance. lnfonned opinion would take a more 

balanced view but someti1nes irrationa)jty wou ld take over. He asked whether the Bank had a 

,v1der role in seeking to pronJole the case for low inflation. Mr Bailie said be did bel1eve 

people understood. He had been involved in a lot of debates about such issues with people 1n 

manufacturing. The CBI orlhem Ireland fully understood that it was not \Vith1n tl1e gift of the 

Bank to interfere 1n tl1e foreign exchange markets a11d it did not belie e the Government should 

do so. They knew that it would increase 1nflat1on and interest rates. 

ln Northern Ireland there had been no evjdence of n1ass1ve unemployment or cutbacks by 

companies, which \Vere holding on to the business tl1ey l1ad, even if tl1ey \Vere 11ot generat1ng 
11e,v business H th . • o,vever, ere was a very strong belief 01at U1e euro would eventually 

strengthen If they ll b l. • rea Y e 1eved l11e current level of sterling \Vould operate indefinitely tl1en 
there might besom d' f~ .. . e 1 erent dec1s1ons. Mr Ba1 lie also noted tl1e importance of pol1t1cal i • ues 
in lhe Northern lrela d n co11text, now there were 108 assetnbly n1e111bers a11d 36 district 
counc1ls. Turning lo TV d . . 
1 

a vert1 s111g, on a UK basis, l1e 11oted 01at 1t conti11ued at ll higl1 le\el 
argely driven by dot co . , 

m co1npa111es using convcntionaJ TV, point of sale o.nd pri11ting 
promot1011s. 111 re J to . 
inflati p y a que5lio11 fi·o1n Mr Allso1>p, Mr Bailie soid thot l1e belie cd tl1at \\'age 

on in the Republic f I 
that Ir O relruid was at a 111t1cl1 l1igl1er level tl1a11 expected 'tv11 Bu,to11 11oted 

eland was no,v a cou11try f • • . 0 11111n1grat1on not en11grut1on. 

Tl1e Gov 
cmor 111vited Dr J 1 • 

~~n1onth)y u tus, Professor Butter ru1d P1ofessor Goodl1ai1 to con1n1e11t on tl1e 
report or indeed 00 lbe tl1ree years of tl1e MP . Professor Goodhart said it l1ad bee,, 
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. d r. ·oating time and relatively successful and 11e hoped it would continue to 
an interest1ng an iasc1 

. fu1 Professor Buiter said 11e tl1ought that he and Professor Goodhart were 
be relatively success • 

. . t th riglit ti1ne. The Governor said that he very mucl1 apprec1ated the 
1eavu1g JUSl a e 

. • botli had made to tl1e relative success over the last three years, not just to the 
contnbut1ons 

tenns Of decisions but to t11e process at1d to tl1e 1neeti.J1gs. Professor Goodhart 
outcon1es 1n • 

apologised because of a commjtn1ent at the LSE and witbdre\¥ from the meeting. 

In present.Jog his paper on international economic developments, which addressed the main 

current 1s ues of the world econo1ny, featured i11 the May edition of the Quarterly Bulletin, 

Mr Stephens said that the news since February J1ad confirmed the stronger outlook in the US 

There l1ad also been a strong rebound in many of ll1e emerging market econonues in 1999, most 

pronounced in Asia, but also evident in Latin America and elsewl1ere. In the euro area it ,vas 

very mucl1 a year of t,vo 11aJves, wit]1 a relatively weak frrst half and tl1en more marked 

strengtl1ening in tl1e second ]1alf whicl1 had conli11ued jnto 2000. In Japan, while there were 

dist1nct signs of the early stages of a recovery, the data for tl1e fourtl1 quarter of 1999 1ndicated 

a fall in output, t11ougl1 a rebound was expected by the Bank in tl1e frrst quarter of tl11s year. 

That said more about U1e highJy volat1Je nature of Japanese data than about tl1e strength of the 

recovery. TuD1Jng to the outlook, most forecasts were loolcing to 4.5°10 GDP gro\vth for the 

\Vorld thjs d ) • • • year, ec 1n1ng a l1ttle by 2002. It would be pretty broadly based, v 1tl1 the United 

States accounting fi b t 250, f . . or a ou , o o growth (as against 50°/o 1n 1998). Like 1nost forecasters. 
the Bank judged tl1 t th • • k • • a e n1a1n r1s to ,vo1·ld act1v1ty could co1ne fron1 a sl1arp correct1on of 

' cqu1ty markets pe h tart· . ' r aps s mg m U1e U , but affccti11g other countnes too The MPC a\\ tl11 
as a do\vns1de ri k t • s o its central projection for tl1e world economy. 

Mr Stephens noted U1e • • fi . . . . . 
sign1 icant p1ck up 1n core 1nflat1on 1n U1e US si11ce Jru1uary a11d the 

more rn d . o est increase 1n th . 
A e euro area altl1ot1gl1 111 botl1 economies i11flation liad dipped 1n 
l'\pr1I. 1 l 

le cruc1a) aspect D 1 U • . 
(;x or t 1e 111ted l(111gdon1 ,vas 110\v tl1cse n1ove111c11ts tran ')l,1ted into 

Pon • prices. I le noted ,v·t1 
Pick u ' 1 1 regard to tl1e U11ited Stales, tl1at 011e qt1est1011 ,vos ,vl1etl1er tl1e 

pin productivity ·o . 
\vere not . gi wtl, 5111ce 1995 l1ad bce11 as s1gi11ficant as prev1ot1sly tl1ot1gl1t . If it 

, 1uflat1on could • 
sharply le· . pick up faster und so could i11lerest rates, \Vl1ile equities could full very 

, ad1ng to a signifi f: . 
cmt all 1n consu1111Jt1on a 11d GDP gro,v tl1 
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. . of the month - Investment . 
Agents issue_ ·t al MPC members as sbo,vn above, togett1er ,vath 

ecuti,•e Directors, ex ern ' 
(El J k'nson and Bailey in attenda11ce). 
l\1essrs en 1 

. B k' Agent for the Soutl, Enst and East Anglia, noted that the Inflation Report 
Mr Bailey, the an s 

h d h wn that ,vhereas 1n estn,ent l1ad been sluggish in the previous year, sun,ey 
in February a s O ' 

l d that investment intentions were pick.J 11g up Tl1e purpose of the Agents' question 
data suggcs e 
on ,nvestnient \\ as to dig beneath that and see, hat was actuaJly happen1ng. The Agents 

questioned 154 companies. Mr Bailey dre, Court's attention to the summanes which sho\ved 

that over tJ1e last six months compan1es \\,ere more likely to l1ave raised their investment plans 

than to have cut tl1em. The more pos1t1ve sectors \Ve1 e construction and non retail services. 

Manufacturers appeared neutral However, tl1e largest grot1p had left their plans unchanged -

n1any ,ve,c slo,v to cl1ange their annt1al invcstn1ent programmes Over the follo\ving t,vo years 

48°10 of comJJan1es planned to increase lT spendi11g wlu )e only 30% planned to reduce it. Only 

I o .. o reported sharp cuts in IT spending, after millenn1wn 1nvestments Construction and no:1 

,eta,I services ,vere tl1e most posi tive on IT in estment, wl11Je e-commerce and internet , ere 

the inost frequent motivators for JT investments. Mr Ba1ley 11oted that 45° o 01 compan1<., 

cla,n1ed lo ha,,e n1ade no signj ficant bon·o, 1ng 111 tl1e Jast s1:x months. Of tl1ose tl1at l1ad 

borro,ved for dom t UK fi . es tc purposes, 1nanc1ng ne\: investment \\, as b ) far the largest n1oti,,e. 
Borro,v1ng to fina t k .. nee soc s or unexpectedly low profitab1l1ty , as less s1gn1ficant at prl lnt. 

MrBa1leysa1d that J I . rep ies ana ysed by turnover ga e 110 add1tional infonnation. O, crall, 
tn,·estn1cnt 1nte11tio · ns were n1ore pos1t1ve tl1an tl1e 11at1onal acco11nts figw·es for 1999 l1ad 
suggested, and J1e \vas I d ti J 

P ease 1at t 1e 11e,v nat1011al accou11ts figures ,vere con fin11i11g tl1i b)' 
sho,v1ng sig f ns O an upturn in investment. 

1 he Go . vernor sa1d tl1at th 
a sc· e Survey' as a very good e a111ple of tl11 ~ k111d of e e1 i e It \ \ 'U 11ot 

icnce, but it did add • 
t ress a puzzle, ai,d gi,,e ll1c.: MP ~1 better feel, ,,,t1 icl1 i11flt1c 11 d ,·1 tt.tll1de 
o \\'l1at may b I 

e 1appeni11g at ll1 . • . 
Wl1c111cr ti c rnnigi i, . Da111c lietla co111111cntcd tl1at it 11Ld 110 ligl1t 011 

1e <.1uantu · . 
. ·1 111 was r1s1ng o1 f,1l)in l , ..,. 

'"1tl1 J)la1111 d , g, because tile qt1cst1on only reft:11 cd to "1 con1p, ri 011 
e ir1\•cstJ11e11t 1·1 G 

,voutd 1,av . • le ovcn,or said tl1at if ll1c l'\!s11011se l1ad b e\: tl 11101 L 11cg~1tivc it 
e affected the MP ' 

anS\ , s u11d<.;rsta11di11g of J • · • • -.er o1,,e 10\\' 1 t 111terp1 eted st1rvey c,,1dence 1~11c 
c:, 11 ,vas c . • 

d1v1d . o11s1stent \\' i tl1 tl1e e,, l , • :, d . . . 
- - ctn rnan f: 0 \ 111g ata. tr Da,11d ooksey said tl1ere ,,,as a r\;;a1 

,.-. u acturing bet,vcl!11 l1igl1 \'al . dd d . 
uc "1 e con1pa111cs, \Vl1cre tl1ere \\'US a11 i11centive lo 
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dd d con1parues, \Vl1icl1 \\·ere gi 111g up tl1e struggle and in est1ng 
d I ~· ,,a]ue a e 1·g1 t 

in,e t, an o, ~ rmat1on in tl1e survey tl1at could t}rrow J 1 on 
kcd \vl1ether there \Vas any in o 

abroad. He as t made by fi r rns Jt was evident that some 
Mr Bai ley said tl1at from the commen s 

that . . d ts and markets were stepp1ng up 111vestn1ent, but a more 
ufacturers ,v1th good pro uc . . 

man f: as related to U1e1r ,v1sh to get interest i·atcs and sterling 
cneral \ 'JC\\' ainong manu acturers w . . 

g . among certain cor11pa111es This was part of tl1e dichotomy in the 
do,vn reflect1ng patn . 

' Mr Bai lie asked \ hetJ1er t11ere ,vould be value in tracking the outum 1n nlanufactunng sector. 

l h t ompanJes had said. The Governor aid that \Vas a possibility. six months' time aga1ns ,v a c 

een In the data ]t, as a subject that the MP \VOuld be likely to return Hopefully 1t ,vould be 

to. 

Mr Buxto11 said t11at small business , as a net depositor so 1t was not surprising that 45% of 

compan1es had made no sigruftcant borrowing in tl1e previous six montl1s. The same applied to 

a signi ficant number of n1 id-sector con1pru11es as ,veil . The Governor commented that the 

absence of distress borrowing ,vas another 1nteresl1ng point tl1at came out of the sun,ey. In 

response to a question from Ms O'Donovan, Mr Bailey sa1d that a fe\\ of tl1e con1pan1es 

questioned ,vere subsidiaries of 1nten1at1onal companies. Most of tl1ose \Vl11ch replied ,,,ere 

indigenous United Kingdom SMEs. ln reply to a question from Mr Bu:x.ton about 110,,, n1any 

survey forms \Vere sent out, Mr Bailey said about 165, and 111ost , ere dealt ,vitl1 face to f Jct.. or 

on the phone It ,vas not a qt1eslion of sending out by fax a11d l1op111g tl1at tl1cy " ould con1e 

back 
1 

he Governor commented that that ~ ould produce much less 1nfonnation Mr Bu. ton 

said he was very encouraged to hea1 ho,v the survey was done, though he \\Ould hJ..c to see a 
bigger sample M J Ja • • • 

r e11 nson said tl11s \! as a typ1cal size sample of ten to fifiee11 per gent. 
larger sampl . h · d b . 

c a een used 1n the past on occ,1s1ons for e ample tl1e rec\!nt p3)' tlf\'C)' l1nd 
been spread ov l 

er wo months and the san1plc l1ud gro,,'11 to 111ore tl1a11 t,, o l1t111drcd. 11· Bai I y 
said tl1at there ,v 

as not a great deal of t1111c to ask qt1cstio11s because tl1e 1IP ,,,a11ll.d 1111111cdi~1t 
answers. Sir Ia11 a ·b 1 

son asked ,vl1etl1c1 tl1e M f> could pose <-1u~s t1011s ubot1t ,,,11etl1er 
cor11pa11ics \Vere cl1· . 
, a,igttlg fron1 Ul( i11vest111c11l to O\'crse41s sot11 c111g. 'fl1e Go,,e111or aid tl1i1t 

Was a good id 
~ A ea ar

1
d tl,e Bank ,vot1ld lake 11ote of tl1i1t. 111 re5JJ011se to ~1 qticslio11 fro111 

,vtts l lcato11 . b 
Was 1 a out tlie split by scclot on 1·1· i11 est111c11l , Mr Builey cautioned ll1i1t tl1e su111pl c.: 

oo small to dr , 
,. U\\ loo ma11y conclu51011s. Mr Jer1k.i11son 11oted tl1al tl1e ne. l 111011tl1l)1 '"\gents• 

sun,ey ,vou)d be on e-co11unerce. 
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FINAN 

. ernationaJ developments 
Domestic and ant . d Plenderleitb in attendance) Clark Vickers an (Messrs , 
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d merger betwee11 tl1e London Stock Exchange and Deutsche Borse 
Mr Clark noted the propose . . fleeted 

H 'd a lot of ti1e detail l1ad bee11 trailed in the press. The move re 
under !he name iX. e sru b f 

I essures to,vards consolidatjon in tl1e markets. A second factor was that a num er o 
genera pr . ·t · b re 

. d al d other market participants were not keen to be put in a pos1 ion w e rnaJor broker e ers an 

they had to make an open choice between London and Frankfurt; to the extent that those 

markets \Vere combined that choice ,vas avoided. A number of issues remamed unresolved. 

These included 110 \v the tracling mec}1arusms would be supported by other parts of the 

infras tructure, and the question of what happened to derivatives. The latter was a particular 

concern to the LJFFE market. There was also the issue of how the split between the markets 

\Vould operate in practice. There ~,ere potentially four or five marl<et sectors involved There 

,vas also an issue of ho\,, to regulate tl1e primary market, in tl1e sense of Ji sting and disclosure. 

Ho,v U1is would be sorted out was not clear yet. There had been discussions about these issues. 

There \Vere particular questions, for example, about the currency denon1ination of trades, 

including listings 1n euro. Al l these qt1estions were principally for the providers of n1arket 

services to address. There would be a more detailed prospectus for the merger in t\vo to three 

months time and this would provide the basis for a decision by members on , hether to approve 

ii. From lhe Bank's point of view, some of the n1ain considerations related to assessment of 

nsk, particularly in clearing and settlement. In particular, it ,vould look at the degree of 
co11centratio11 if a facil . ty t . 1 

o serv1ce a very large part of t11e European capital n1arket en1erged 
The Bank would al b 1 ki 

so e oo ng to see ll1at fi11ns in Lo11don cou]d access tl1e 1nfraslructu1~e 011 
tenns no less favourable U l )· . . 

• 
1
an e se,v 1ere, so there was 110 d1s1ncent1ve lo doi11g bt1 inc s 1n tl1c City. 

On a 
separate po111t Mr l k 

Di ' ar snid tliat towards tl1c end of' 1999 tl1e etlle111e11t Finality rective, · 
vas in1plemented b h UI 

ll1at tr• Y t e ( . Jts 111te r1t1011 ,vas to n1ake clearer tl1e ln\v on syste111s ansfcrred value T b fi 
desigtt-. • 

0 
eiie 11

, a sy5len1 had to be designated ru1d respons1b1l1ty for ,.,Jat1on 1 ll ' 
n le UK belo11 ed • h 

Bank 11ad • g wit tlie Ba11k or E11gland. I-le noted, for tl1e record, tl1nt tl1e 
des1 gnated tl1e CH.AP 

Directive S sterling and euro systen1s, e ·ercis1ng its powers 1.1nder tl1e • 
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future of the Stock Excl1ange. The h t be thought was tl1e 
k d Mr Clark w a ant by a fudge. Mr Buxton as e k 'd that it depended what was me 

fud Mr Clar sa1 . h e 
aJ looked like a ge. . B t . t was not a fudge J n t e sens propos d unresolved issues. u 1 

e compromises an · He noted Certainly there wer J"dation of trading machinery. • ressure towards conso J 

that it responded to gentune p f t s was more mtense jn clearu1g and 
ds a single or a co11ple o sys em 

!hat [he pressure towar . were relatively low. He expected 
• d' where the bamers to entry ttl meat than 1n tra ing, · F ett]ement 

se e ,ight be greatest in clear1ng. or s , • t 11 levels But 01e pressure n 
consohdal!on a a • bile there might be some 

count of nat1ona] company Jaw, so ,v 
decisions had lo lake ac • . I t t" II be settlement at a national level for some 
consolidation al an mlemational level there m1g 1 s I that there was 

t e Mr Plender]eitl1 said that he agreed, as a director of the Exchange, 
time O com • . n- 'T'I 

some fudge. In an electronic market, U1e jsst1e was not ,vJ1ere it was s1tuated but the terms on 

1 h d ffice and mind of t11e company were ,vhich players cot1]d access it, and ,vbere t ,e ea O 1 

located. Jt ,vas to be a UK company ,v1 th UK go,1emance an • d 11eadquai1ers in London. 

Fl ANCIAL MARKET OPERATION IS UES 

Current Issues 

(Messrs PlenderJeith, Clark and Vickers in attenda11ce) 

Mr Plenderleilh said that £12 bn of the receipts from the mobile auction hcence had been paid 

and the rest would be paid in the autumn, when Vodafone and Orange had met the cond1lions 

of their licences. TI1e receipt or a lump thal large was lJicl y to manage in the 1narket but the 

role belonged lo the Debt Management Office as it now had cash management responsibility. 

The Bank had offered technical help and the event passed off relatively s1noothly. 

Mr Pleocierleith said that the Bank had an agency function for the Treasury 111 the n1anagen1en1 
of the foreign l . . 

exc iange reseIVes For the past linanc10 l year the Treasury had set an cxphc1l Profit target of dd . 

a tng seven basis points to n bench111ark ret11n1 over Uhe year. This \"ru, qune Sleep given II I . 
le ow nsk para1netcrs for 111unugon1ent of the reserves. Tho target had been met 1n the first half • 

a
nd 

beaten quite su bstan I inlly in the second half as a resu It oft akin g advantage or a spiking i11 mark t 

e rates because of the n111lenniu111 date change Now the Bank \\as hying lo ensure th t 1 

a t le Treasury did not raise the target, because U1c 1nillenniu111 change \vas not an every 
Year occurrence. 
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f its most successful • a italise on one o b 
Bank was proposing to c p w £10 note would e 

th aid that the d year ago. A nc 
Mr Plenderle1 s £20 note had been upgrade a . s As a hisloncal 

the £10 note. The dditional secunty feature . 
products, 11 ,vould have the same three a . I umber of£ 10 notes in 
issued in October. 1 sen for tl1e 11ote. Given t 1e n 

anvin l1ad been c 10 

figure, Charles D hi le to replace all of them. 
. ulat1on it ,vouJd take aw CITC 1 

EXECUTIVE ~POR~nd Plenderleith in attendance) 
~ lessrs Clark, Vickers 

1 Pencer Dale would be t I-lead of Di is ion leve . d some staff changes a 
Mr Clementi announce . C \1nctural Assessment and 

ment and trategy to Join onJ 
moving from Monetary Assess lo head Gilt-Edged and 

ea] Hatch ,v l10 ,vould be mov1ng ProJeclions He would replace ' . . lo Monetary 
Money Markets Division. Peter Ai1drews would complete t]1e circle by inov1ng 

Pencer Dale. The n1oves would t e p ace m Analysis to replace ak 1 • early eptember. 

~I AGEME T OF THE Br"-...1 K 

The Bank' Report and Accounts for approval, including the final Di ide~d . 
(Executi,

1
e Directors together \Vith Me r Midgley Footman and B rko,v, tz an 

attendance) 

Mr Footman noted that the changes to the Annual Report since ourt had last seen 11 ,vere no 

more than cross references to page numbers and syn ta:. Mr len1enti noted I\ o pages in Court 

folders showmg amendments since 5 May. One was a result of an enor, hich had on1itted pan 

of a cross-currency interest rate swap, which can1e Io Ii gh t in final checking. The other related 
10 

lhc BC'CI disclosure on page 84. The Bank was on notice of a House of Lords Jt1dgen1ent the 
day after Co rt ]t · 

u • was important to sign U1e Accounts on the ourt day so that the) , ere true and fair ac; of ll1 l d H 

a ay. e drew ourt's attention to note 25, third ptu-ag1aph, '"hcte there\ ere 
marginal chunges Ill the wording. . . - ____, 
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The Governor asked Court's approval for :-

(i) Lhe Report and Accounts to be signed ru1d printed with publication on 24 May; 

(1i) tl1e Letter of Representation lo be s1gned; 

(iii) tl1e finaJ payn1e11t to HMT of £25.694mn, payable on 5 October. 

Court ga\1e its APPROVAL. 

l\ilatters Reserved to Court 
(Messrs Clark, Plenderleitb , Vickers and Foot,mao in attendance) 

Mr Clementi reported that the document entitled 'Matters Reserved to Court', which provided a 

record of issues and topics wlrich Court had agreed sl1ould be brought to its attention, ,vas 

subJect to annual review by Court. Two smal] cl1a11ges were proposed. Tl1e first concerned m1 

amendment to reflect the fact that cJ1anges to tJ1e Trust Deeds for 01e Court Pension Scl1en1e 

and the Staff Pensio11 Fund required the approval of ourt. T11e second proposed add111g n 

reference lo tl1e indemruty provided to Members of Court that the })rocess of agreeing sucl1 

indemnities \Vas a matter reserved to Court. 

Court APPI~OVED the proposals. 

~ Report from the Chairman of !he Ren1unernlion C'om1niHee 
1r Footman in atte11dance) 

ln accord • ance with Schedule l paragrapl1 13(5) of tl1c Brulk of Englru1d Act 1998, M1 Allsopµ 
\\ 1tl1drcw fl rom Cot1rt Srr David ookscy noted lhal tl1ere \-Vas a st1111dard contract for tl1e 
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MPC The only variable \Vas tt1e number of days worked. 
external members of the • . Id work three days a week in the Bank. The 

• his appo1nt111e11t, ,vou 
Mr Allsopp. on taking up d He was giving up his d1rectorsh1p of 

did 1n Oxford for tl,e otl1er t,vo ays. . 
issue was what he fl t f interest but he had some teaching 

• Forecasting as a result of a con ic o , . 
Oxford Econom1c d ti Bank tfhe used one of }us two 

It ,vould suit Mr Allsopp an ,e 
conunitn1e11ls to continue. f h. earch 

. I for the Bank He ,vould also be employing one o JS res 
Oxford days to pursue reseai c 1 k . the 

• I roposed tl1at Mr Allsopp ,vould \Vork three days a wee in 
stafT for this purpose t was p D . d . d he 

1 f £78 798 plus a 15o/o supplement in lieu of pension ir av1 sa1 Ban1c for a sa ary o , 

,,·ould like Court's approval for tl1e pro po al on that basis. 

There ,vas a second question of l10,v l1e v. 01 ked 1n Oxford, \vl,ich had been agreed in ilie 

Ren1uncrat1on Comn1itlee and ,vas agreeable to Mr Allsopp. There \Vould be a separate 

• • • 'd s for one day a ,vcek at tl1e same contract, probably ,v1th Oxford Un1vers1ty, to prov1 e service 

rate per day as for the MPC. The contract wot1ld 1ncl11de tJ,e payment of 111s research assistant. 

RemCo \Vould like to propose to Cot1rt tl1at tl1e Bank entered into two contracts for this 

purpose 

The Governor asked \\'hether there ,vot1ld be a JJens1on st1pplement for tl1e fourth da)'. 

1rDa,
1

1d said tl1at tJ1eproposed arrangcn1ent, ot1ld st11t Mr Allsopp \\ell 0'\ford \\Ould 

charge overheads on the contract and tl1at wot1ld include a co11tr1bt1t1on to ll1e U111vers1ty 

superanr1uat1on sc}1en1e which would be agreeable lo Mr Allsopp because 1t 111ainta111ed 111c; 

Un1vers1ty superannuation scheme contnbulJons intact The Uni ers1ty \\'Ould \\ ant sornething 

for fac1l1tics as well, and would negolJate , 1th the Bank The proposal had only b1.en !lagged 

lo the Ur1ivers1ty Sir David said l1e \vas ask111g for 011p10,1al of tl1e stn1ctt11 e. 

In answer to a q uest1011 from the Go, e1 nor, 11 David said It " us ucccptub le to Ir A 11 'Opp. 
1 

he Un iversi t Y was keen to inc I ude hi 111 in its rescarc h assc.:ssn1cnt e 1.1 rt ~es II D.1, id s I id he 
expected , ct· · 

a 
1
~closure 111 tl1e Ba11k accot111ts of l1i s Sl\lu1 t\11d b~11eiits J') llll lPl' 111c111ber tlnd 

Jlrobably t fi t . 
l 

00 1
1otc say111g till: Ba11k \Vtts SJJOtlso1 i11g ri.:sea1cl1 by l1i111 ttl xford. 111<.; GO\l-n101 

said tl1at J>rofi , N k . . .. 
esso1 1c ell \\.tJS 111 a ::;11111lu1 110~1l1011, but \VOrl· ing for tl1c Ba11k fot1r days tl 

'' eek ·1~1 · .. 
• ic 1-.. SE l1ad co11cen1s about \\'l1at tl1at did to tl1eir 1csea1cl1 el-fort ru1d lie\ us 1101 s t1re 

Whetl1cr ll1er . \! 11 
c ~as para el treatn1e11t. I·lc ncceptcd tl1at tl1is \\'as tl1e \\ ~lY (or'\\) u1 d. but ll1c 
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question was whether there was consistency between people in similar positions Mr Footman 

said that Professor Nickell had settled on four days. The LSE lost some of its research 

accreditation. In answer lo a question from Dan1e Sheila about whether Professor Nickell's 

arrangement could be restructured, Mr Foobnan said that was a possibility, but another 

possibility was to look al whether something could be done directly for the LSE through 

research support . That was an LSE issue not a Professor Nickell issue. The Governor 

suggested that the Allsopp decision should be disc] osed Io Professor Nickell, to see If there 

,vere impl1cations for his contract It was not right lo l1ave a discrepancy between tern1s. 

Dame Sl1eila sajd sl1e was content \Vill1 disclosing tl1e AJ1sopp arrangements to 

Professor Nickell . 

The second ilen1 related to th G , • . . e ovemor s o,vo annual increment for ,vhich the principle 

determ1n1ng the level of increase had already been agreed by ourt in 1998. 1n the 

circumstances Court a d tl gree ,at there was no need for the Governor to withdraw Court \vas 

cor1tent ,vi01 lhe proposals from lhe Re • • munerat1on on1J11 • tt t • 
by 2.5o/o from 1 July 2000. , ee o mcrease the Governor's salary 
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