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developments. He also noted tl1e importance of l1elpi11g some managers lift their eyes from day 

to day work in order to take a broader perspective of IT issues. TJ1is was where the proposed 

skills and kno\vledge initiative can1e in. ___ said there was a process of osmosis of 
• 

skills and technology issues. A variety of initiatives could be undertaken, includmg exposing 

senior 111ru1agement to teclmology organisat1011s or orgru1isations tl1at make good use of 

technology. Such initiatives were ,,ery muc]1 n1ore 11nportanl than fo1rnal trairung programmes. 

He noted that tecl1nology \Vas bracketed ,vith foreign lru1guages in tl1e Bank's training manual. 

It was a core skill , however, which r1eeded to be reacquired every year. Tl1e roles of the seruor 

person at Man Co level and of the senior teclmical resources staff were partly to be acutely 

a,vare of ,vhat was happening 1n tJ1e industry, not necessarily techn1cal, but what people,,., ere 

doing wit}1 tl1e leclmology. Jt was best to do this by introducing new people to the Bank 

because it was very diffic ul t ,v1tl1 people wl10 l1ad only worked in a single organisation. 

Mr Buxton said he \Vould like 1o see a chart of ho,v IT was now handled 1n the Bank. He noted 

that OCP \\las critical of the current way it \Vas handled. He asked ,vl1ether the proposal for 

three coalitions ,vas a fudge and tl1ere should instead be a reduction lo a single unit. He also 

asked ,vhat po,vers the IT cl1ampion would have. srud tl1ere should be a proces& of 

dra,ving together ce11tral]y in a reactive way that tool( account of plans generated 1n eacl1 

business area, ar1d the11 asking quest1ons, based on tl1ose plans, about \vl1at 1t \Vas necessa.J")' to 

do on a Bankvvidc basis. S01ne of those qt1estions ,vou]d be about the 111inimum the Bank l1ad 

to do lo facilitate tl1ose business area plru1s. The fon11ation of coal1l'lons \vou]d put pressure on 

locaJ managers and u1troduce a bias to,vru·ds aski11g questions about \\'l1eU1er solutions could be 

shared with otl1er parts of the Bank. sa1d U1at U1e business dnvers and in1pernt1, es 

of the different parts of tl1e organisation meant tl1e coal1t1ons \Vere very d1 fferent . rvir Buxton 

said it was usual in a busi11ess to l1ave different front offices. Bt1t lie noted U1e 1111porta11ce of 

l1aving a strong driver from tl1e ce11tre for certai11 tl1i11gs. said tl1at U1e tlirce 

coaljtions proposed \Vere to be add1tio11aJ to so111e central Brull(\\ride co11s1deration of plans. In 

ans,ver to a quest1011 about tl1e po,ver of tl1e IT c ]1ru11p1011, sa1d tl1at ine\'itnbl)' the 

businesses would be tak1 11g a lead 011 l1ow 1nt1cl1 lo s1)cnd ar1d ,vl1ere to get \'alue. ,, llilc tl,e 

c l1a1111) 1011 \VOu ld pr1111ari ly l1a,1e a11 t1dvoct1le role 111 a11s,ver lo c.1 ,1t1csl1011 l1 01u Mr Bailie about 

wl1etl1er tl1al advocacy 1ole was suffic1c11t gi,,c11 tl1ul otl1c1 0 1ga11isot10 11s ap1Jointed a liief 

Information Officer. \Vl10 \\'Ot1ld 11ot be cl1ea1, to l11re, said tl1nt t]1e role of IOs l,n<l 

c11anged. It had bee11 to 111a11agc rcsot1rces, but tl1Jl took away rcs1)011sibilit1cs fi on1 busii,ess 
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managers, who did not tl1en think n1ore broadly about \vhat they s11ould do. That was not what 

was proposed. The difference behveen U1e manage1ne11t role and having a very strong advocate 

was that the latter would be looking for opportunities for sharing wherever possible in t}Je be5l 

interests of the organjsation He ,vould have both a strateg1c and directjon-setting role as an 

ad,,ocate and also a strong n1anagen1ent role as ct1stodian for those shared assets. 

agreed ,vith Mr Bailie that st1ch skiUs were expensive to lme, but it was an issue that was felt 

,vorth addressi11g. 

Ms Blo,v said that sl1e had been 1n IT for mru,y years and she believed that most successful 

organisatio11s started t1linking abou t IT strategy as a plank. of busj11ess strategy. This was a hard 

step to take. What then ]1appened ,vas tl1at business streams came up with their priorities \\1hich 

\vould be pulled together at tl1e top lhrougJ1 a business case process very sumlar to t11e one 

outli11ed b . Top ma11agen1enl could keep control . Otherwise an organ1sat:1on would 

spend rnore n1oney t}1an it l1ad. said 11e absolt1tely agreed. The character of the 

reconm1endalio11 was to ask the Bank to tl1jnk l1ard abot1t current strategy and business plaru1ing 

processes and to think l1ow IT cou Id be put at U1e heart of U1ose processes. That \\1ou Id 1mpro\'e 

tl1e qual ity of thinking early on in lhe process about the business benefits that may lie behind 

proposals. 

Sir Nevi lle Sin1n1s said it was right that the Bank had lo put IT at tJ1c l1eart of business strategy. 

He felt t11at tl1e recommendations were rather 11envy on revie\\'S and tl1e1·e sl1ould be a mucl1 

gFeater trairu11g element. J-Ie also asl(ed wl1eU1er it \Vas best to stop tl1ose parts of U1e Bank tllat 

,vere raring to go or to speed up tl1e laggards. Finally l1e asked ,, l1ether anybody 11ad been 

spotted 1n the Bank ,,,,ho cotild poten1iaJly be tl1e champion, or ,votilcl t l1e appo1ntment 

inevi tably be external? said that i11 terms of speed of de\ elop111ent of vaiious parts 

of the Bank, tl1at could be dealt wj tJ1 by offering d1ffere11t degtees of l1elp to ru·cas, as tl1ey 

required. He said l1e \Vould prefer not to give ru1 a11s,,,er 0 11 tl1e 1de11t1 ly of potential ct1nnlplOtls. 

ln answer to a quest1on from Mr Stretton, ____ snid it ,vas in1po1·t~ 11t to idetitif)' skills 

and capabi l1ties i11 an orgru11 sntio11 os part of U1c IJrocess of 1dc11t1 fy1r1g co11m1on I)ieces of u,c 

organisat1011. ug1 ccd ,vitl1 Mr Stret to11 ll1ut 1t ,vt1s u111)o rt ,111t to tdei1t1 fy 111 tlie 

decis1011-n1aki11g process \Vl10 spe11t tl1e 111011e;y. 

-
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Mr King asked and wl1etl1er tl1ey would agree 011 tluee points. FirSf. 

the IT challenges for many years l1ad been to set up, maintain and operate quite large batcll 

processing systems where failure ,vould be a disaster. Now there l1ad been a move away from 

that to thinking about IT challenges across all tl1ree parts of the Bank, and JT in analyticaJ areas 

,vas very different. TJ,e san1e people ,vere be111g asked to U1j n.k about very different problems 

The management of the Bank had used IT to replicate ,vl1at it already did There used to b~ a 

lot of meetiJ1gs, then the cost of documents on tl1e system fell so tl1ere were very many more 

docun1ents. Now the same process l1ad been repeated w1tl1 e-mails. The Bank hadn't spent 

very mucl1 tjme thinking about how 1T would affect t11e \Vay it worked. 

Seco11d, ho\V was the quality of people m IT rated. Despite salaries lower than available 

outside the Bank, there ,vere some outstanding people in 1T in Central Semces. Third .. he 

noted 110,v l1ard it had been to deliver more trruning, ,vl1icl1 was hard to get into the schedules of 

overstretc]1ed staff The Bank l1ad not got a proper induct1on programme. He asked \\ hat 

,vou)d make it possib]e to deliver more training 

said tl1ere was no doubt tl1at 1he cun·ent slalls and approach to dealing \\•jtJ, IT,, ere 

very strongly i1iflt1e11ced by tl1e legacy Mr l(jng described in hJs first point. It ,vas true that in 

relation to the analytical areas tl,ere were very b-ig opportunitie to influence and change the 

,,,ay people \Vorked day to day. Those opportunities were 11ot sL1ffic1ently high up the agenda as 

far as the Bank ,vas concerned. He agreed witl1 ll1al perception. On U1e qt1alit) of staff, l1c said 

it ,vas very djfficult to generalise. S0111e vvere very good with a terrific truck record in 

delivering prograrnn1es This was largely a functio11 of ,vhat they l1ad been asked to do 111 the 

past, m the ,vay of major set piece systerns Tl1e Bank had people of tl1e right quality, and \\'lla\ 

tended to be n1issi11g was receptiveness and \Villing11ess 11otjust 1n IT bt1t clse,vl1ere 111 1,ne 

managen1e11t to pickt1p ar1d rt111 w1tl1 some of ti1e experti se that 111igl1t be t11ere. Son1c qticsuons 

were not being asl(ed and son1e solulions \Vere not be111g offered. 

On Mr King's tl11rd J)Oint, tl1e best way lo deliver trni11111g, • said tl1nt it l1ad struck 

l1im very stro11gly ,vl1en work111g ,, 1tl1 Mo11ett11y A11ltlys1s tl1nt tl1e B0111 ot1gl1t to be able to do 

tllis well, becal1Se tl1e knowledge \VUS tl1e1 e. Bt1l tl1e k110\\1ledge ,vas ,v1tl1 ii1di,ridunls and not 

codified, tl1erefore it ,vas quite difficult to train peOJJle about tl1e ,,,uy tl1e Bai1k ,vorked. 

~ Helping oll1ers get better i11 tl1c1r ,vork ,vas 11ot u key lJs k ll1ut \\ .:is \'alued slro11gly itl u,c Bni,k :,J . 
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Work in Monetary Analysis ,vas 1noving in the direction of creating that capability. It was not 

really about training courses because those typically were generic, and it was not about lhe way 

tools and equipment were used; ratl1er it was sometl11ng that had to be done within an 

organisatio11. 

The Governor thanked and - ----- for tl1eir presentation and Court moved to 

tl1e First Floor Coo1mittee Room. 

Baroness Noakes congratulated tl1e Governor and Sir Howard Davies on their knighthoods. 

The Governor also offered l1is o,vn congratt1lations to Sir Howard 

Tl1e Governor 1nv1ted Mr Clementi to explain the next stages of the IT deliberations. 

Mr Clen1ent1 said that was g1V1ng a seri es of prese11tations in U1e Banlc and 1t was hoped to 

collect v1e\vs from as wide a group as possible before dete1 ntin1ng the future course of action. 

He noted tl1at there had been a Joint Govco/Manco n1eeting to d1scuss the issues, including 

prelu11i11ary vjews on 110\v the Bank's plaruling process co\1ld be cl1anged. IT proposals \\Tou]d 

be a 1naJor part of t11e senior staff conference in October, and at tJ1e Nove1nber Court there 

would be a presentation as part of U1e Bank Strategy Report, and he expected to give Court a 

forn1al response lo the recommendat1ons. The recoinmendations proposed that the Bank 

needed to be very much n,ore open and transparent about the \Vay it planned IT That sl1ould be 

brougl1t to Court as part of tlle regular aimual planning process. Tl1ere \Vere a nun1ber of otller 

recomn,endations and l1e was pretty sympat1'1etic to al) of U1e111, but 11c belie,red tl1e consultation 

process shou]d be completed before coining back to decide ,vl1at lo do Ho,v to 1n1plement 

changes was l1arder than 110w to agree the principles He \Vas \1ery S)n1pathetic to t11e approach 

based on tl1ree businesses ,vi tl, in t]1e Ba11lc. The n1a11agement cl1allcngc ,vould be to bri11g tl,e 

coalitions closer without try i11g to fi t tl1em i11to n si11gle jacket and ,v1tl1out u11denninii,g li,,e 

managers. 

In anS\\'Cr to a questio11 fi·o1n Mrs Ilealon, Mr lc111c 11ti said tl1nt it \\'ns tl1e Ba11k's ii,tcntior1 to 

keep OCP 1nforn1 ed of futL1rc develo1J111c11ts. 1-lc believed tl1ey l1"1d do11e n good Job an<l llad 

beig11tc11cd tl1c debate 011 11' 111 tl1e Bw1k. Tl1ere ,vcrc son1e orgnnisut1011al 1sst1es. For exanlple, 

asking ex1st1ng people to do sin1i la1 10Jes 111\·1lcd tl1e sa111e outco111e as tl1e Bank had TIO\\'. 

____ )There \\'ere son1e important 01 gn111sational and pc1sor111el isst1es to grapple \V ttl,. t\u·s 1.-leJtOrl 
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said that one of tl1e messages she had received fi·om the n1oniing's discussion was the advantage 

of having an outsider to challenge the Bank. Sl,e l1oped there would in some way be an 

ongoing external force. If tl1is ,vas not OCP, then an advisory group could take that role. Qujte 

useful tl1oughts J1ad come ot1t of tl1e Audit Con,nuttee and there might be an advantage 1n 

having a similari IT group. Mr Cleme11t1 said 11e )1ad spe11t some tin1e wit11 Mr Nei ]l and 

Mr Buxton discussmg the issues and he was very grateful to tJ1en1 and his mtention \Vas to keep 

them involved at least untiJ November. The Goven1or 11oted U1at when 1t came to 

implementation of proposals U1e Bank ,vouJd \Vant to keep them engaged. 

Mr NeilJ noted U1e importance of addressing the issue of the impl1cations for IT, going forward,. 

of 01e way peo,ple ,vorked 1n the Bank, and in, part1cular knowledge management, because that 

was what he bel ieved the consultants ,vere refernng to under tberr fiftJ1 proposal. Baroness 

Noakes noted that November was a long time aJ1ead , ru1d she asked wl1ether anything ,vouJd 

change before then. Mr Cleme11ti said t11at )1e could give a brief progress report to subsequent 

Courts, but November ,vot1Jd be the date for tl1e fom,al response. He nevertheless clid 

anticipate son1e changes in tl1e Batik, perhaps i11 the next two to tlu:ee \\'eeks The first ,vould 

be clear instructions lo mru1agers, as the Bank went about tl1e planning process, to take account 

of IT plans and set oi1t ways of measuring perfon11ance agai11st object1ves Mr Vickers noted 

tl1at tl1e OCP revie\V in Monetary Analysis had been going full stea111 al1ead and a lot ,, as going 

on. Mr Buxton noted that Mr Clementi had said tl1e Battk. ,vould be careful not to take 

responsibility a\vay frorn business heads. He agreed 011 IT develop1nent issues, but ,,,11at tl1c 

Bank needed \Vas a strategic structure in U1e ce11tre ,vitl1in ,vllicl1 tl1ose busi11ess l1eads I1ad to 

,vork. It would include common arclutecture and conunon back office. Bus1ness l1eads ,vould 

have to develop withjn that. So111e authority l1ad to be taken fron1 business l1eads. Out of tlle 

review 11e l1oped the Bank ,vould produce a ce11t1·alised policy ,vitl11n ,, l11cl1 tl1e business 11euds 

would 11ave to work. The Goven1or said tl1e Ba11l< ,vould toke 11ote of ~1r Bu.xton's point. 

Turnjng to tl1e rest of tl1e age11da, t11e Minutes of the Court of 17 Ma)', l1a\·ing been circulated 

\Vere approved. Tl1e Govcmo1 also C:\tended a ,,,ur111 ,vclcon1e to Ms Blo,, on t1er first 

at1e11da11ce at Cour1 . 

, 
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MONETARY STABILITY ISSUES 

The economic and monetary discussion, incorporating tl1e monthly MPC Report ~o Co~rt 
(Messrs Clar:k, Vickers and Plenderleith together ,vitl1 Dr Julius and Professor Nickell an 
attendance). 

Mr Vickers sajd ti1at the Mmutes of tl1e June MPC 111eeling, released t11at morning, showed that 

the vote was six to three for ma1ntain1ng rates at 6%. He noted t,vo majn questions, wluch ,vere 

whether domestic demand gro\vth had slo\ved and the consequences for the inflation outlook of 

the fall in tl1e pound. Turning to the international economy, he said tl1ere were signs that the 

US was comi11g slightly off the boil. He noted U,at ti1e Fed would n1eet later in the month The 

ECB l1ad raised rates by 50 basis points to 4.25% on 8 Jt1ne. Japar1 appeared to be recovenng, 

but it ,vas important to be very caut1ous. He noted that OPEC ,vas meeting that day. UK GDP 

gro\vtl, ,vas revised tip a little to 0.5% quarter on quarter a11d to 3.1 % on a year ago, but a 

nu111ber of puzzles remained in ll1e pattern of demand in the economy and some had 1ntens1fied 

Fi11al don,esti c de111and had eased back to 3.1 % on a year ago from around 4o/o. Inventory 

b·uild1ng \Vas stronger than expected and the Age11ts bad been asked to delve further into that. 

lnvesln1e11t ,vas ,veaker t11ar1 expec ted. Botl1 exports ar1d imports ,vere strong but they netted 

out overaJ1. 111 the second quarter, industrial production rose 0.83/o mo11tl1 on montl1 in Apnl. 

Manufactunng fell by 0.2% wlule retai] sales gre,v 0.4o/o 1n May, thoug11 n1ore had been 

expected afler a \Veak Apnl Mr Vickers noted tl1at tl1e hous1ng market \Vas slo\,ring but there 

was anecdotal evidence of a bounce back in lending in May. 1.J1 tl1e labour market, headline 

earnings growtl1 l1ad eased considerably to 5.1 % in Apnl, 1nore than accounted for by tl1e 

private sector, where botJ1 rnru1ufacturing and services fell back He adv1sed caution in looking 

at the numbers. Employment rose by 11 2,000 in the three mont11s to April and tmeinployment 

\Vas down 60,000 to 5.7%. Claimant unemployment ,vas do\vn 8,600 1n May but tl1e rate \\las 

still at 3.9%. Tumjng to prices, l1e said there ,vere 110 great dra1nas in tl1e figures. RPL'<. 

inflation rose 0.1 percentage points to 2.0o/o in May. He noted that im1Jo1t prices rose by 3 6% 

1n May mainly because of oil, but also in1ported n1aterials, t aki11g tl1e a11nual rate to 12,90
0 

fi·om 

7.9o/o i11 April. Producer prices re1noined subdt1ed. Mr Vickers dre,v ourt's attention to tlle 

new Agc11ts' score card a11d ti1e reg 10 11al eco110111ic re1Jo1 ts 111 folders. 

Mr Plenderle1tl1 said tl1at at Court in May l1e had re1Jorted that sterl i11g l1ad begw1 to weaken a 

little. T}1e good ne,vs was tl1at tl1i s had persisted ru1d the fall \VOS s110~ 11 1n cliart 1 Part, but 
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not all, of the fall ,vas against the euro. Sterli11g l1ad also fallen back somewl1at againSl fbe 

dollar. Since it had been hard to give rational explanation for sterling's previous upwards spike. 

it ,,,ould not be wholly surprising tl1at sterling ,vas now reverting to previous levels, but 1 t \Vas 

not easy to explain wl1y t11ese mo,1e111ents l1ad l1a1>pened novl . Whatever the reasons, they were 

,velcorr1e. Accon1panying tl1e movements was a sofieni11g of forward interest rate expectations. 

Tl1e mru·ket vie,v ,vas that the MPC m1gl1t be less inclined to rajse rates in future and that the 

data 1n1plied some slowdO\\'TI of domestic demand. T11is implied that ilie market thought rates 

could be at or close to their peak ,v1tl1 perl1aps a further nse later in the year, and there ,vas no 

inuncdiate expectation of a rise as hjgJ1 as 11ad been thougl1t before. Whether that vie,v would 

prove to be complace11t depended on the data, ,vl1at the US Fed did and market react.Jon to the 

minutes publ1sl1ed that monung. The six : three vote \Vould be something of a cold sho,ver to 

the market J 11 response to a quest io11 fTorn tl1e Governor, Dr Julius and Professor Nickel] said 

they had nothing fl1rther to add. 

Sir Cl1iJ)S Keswick asked ,v11eU1er ll1e Bank was bei11g l<ept up to date by the committee 

exan1 in1ng tl1e minin1u111 funding requirement . Mr Plenderle1th sa1d the Bank , as not invo},,ed. 

Jt "''as a report by actuaries to the re]evant government department, and ,~as \ery market 

sens1t1ve. The Bank no longer handled debt 1nru1agement and could not clain1 an operational 

need to see 1t but 11ad reinforced the message tl1at it should be treated as market sensitive and 

tl1at it sl1ould be published soon becat1se of ll1e uncertainly l1anging over tl1c market. as ,vell as 

stressing, of course, tl1e desirability of addressing tl1e disto1iio11s flow111g from tJ1e f\1FR 

Mr Clark said tl1at there had been discussions of tl1e fi11ancial stab1l1ly implicat1011s 1n t11e 

Fi11ancial Stabili ty Cornnlittee of U1e Bartl<, 111e Treasury ru1d the FSA. 

Mr Bailie, commenting on inventories, said tl1ere was a l1ru1gover aficr ti1c ye,u· 2000 and iil Q l 

they had been above tJ1e level desired. Mr V1ckers agreed tJ1al U1ere could \\ell be ru1 elenlent 

of tl1at, but 1t was not clear, and lhe sun1s 111igl1t be cl1anged by tl1e ONS It\\ ns hoped to learn 

more from tl1e Agents and tl1e ONS very sl1011ly i1· Jan Gibson noted thnl i11 Japn11 e\ eryone 

\Vos dubious about tl1e eco110111ic gi·o,vtl1 11t1111bers, ns tl1c B n11k ,vns. 1r N~, tlle 1m111s , 
con1rne11t111g 011 tl1e co11s t1·uction i11dt1stry, snid o t1t1)tll \VtlS \'ery st1·011g a11d lltld bee,1 so for a 

1011g tin1e, ai1d would co11ti11L1e so for tl1c rest of t11e yc,1r. Bttt orders ,verc s llO\V ltig signs of 

dropping. 111e maJor forecast111g bodies stl\V qt1itc ll llu11 year i11 2002. 1 liis ,, as tl,c traditiorial 

-------. ~attem, and l1e expected a tailing o rr. 111 tl1e 11ext Je,, 111onll1s tl1e i11dustry \\ ou ld kno\v ,vlletller 



100 

that was happening for certain. He tl1ougl1t tJ1e Age11ts were slightly more bullish, and perliaps 

clid not fuJly recognise the difference between output and orders. Turning to ,vages he said Ulal 

the next three-year agreement was imn,inent in tl1e industry, and the headl1ne fi gure \Vas 20%. 

Tllis was a rebalancing behvee11 ,vl1at was paid on J1ourly rates and wl1at was taken home lt 

would produce a lot of headli11es, but 1n reality tl1e 111crease was 3-4% a year ove1· the next 2-3 

years. Mr Nei 11 said t]1at on tl1e basis of the fust l O days results from tl1e motor industry it was 

expected that there ,vould be a 2-3o/o 111crease for tl1e 1nonU1 and a srmilar mcrease for the f uJJ 

year, sligJ1tly better U1an expected at the beginning of the year. He noted the lack of profit in 

the industry, wJ11ch ,vas translating into demands on suppliers to reduce costs wlucb would put 

pressure on pay settlements. 

Sir David Cooksey said U1at the feedback from his compaiues' investments in computer 

hardware, sofuvare and services was that the good days up to the millennium date change could 

not be n1aintained. ln at least l1alf the companies there was a really substantial do\\'Dtum, 

,vl11ch \Vas 111ore tl1an expected, a11d t}1is \Vould lead lo less salary inflation in the area. 

Ms Blo,v agreed, and \V011dered wl1etl1er a lot of tJ1e spending on Y2K ,vas \\ ell ahead of 

budgets so that compru11es were pulling back to where ll1ey needed to be. 

Sir Ho,vard Davies said tl1al in the talki11g shops he attended U1ere ,vas a generally pos1t1,,e lOPe 

about conl1nental Europe, ,vl1ere tl1e risks were 1nore up tl1an do,v11. Tl,ere ,,·as a feeling tl1at 

Japan ,vould J1ave very modest growth and there was a grow111g divergence of \1e,-,,s about U1e 

US. Tl1e pessimistic vie,v J1e heard was that, with w1employinent at a lo\v level 1n the US and 

e,1en W1tJ1 an opt1mistic view of t l1e PJ,j I lips curve, gro\-vth was significantly n1ore than trend, 

leading to pressures in the Jabour market. So to offset tl1at, gro,vtl1 needed to be s1gni ficantly 

less than trend. Tl1erefore tl1e economy may need lo slo, lo 1-2°Jo, and 1f tl1at L1appencd~ soine 

of the gro,vtl1 in South East Asia, ,vl11cl1 \Vas fi·agile, could tail off I ap1dly. 1~1e asked l\,lr h.ii,g 

for his views. Mr Ki11g said it was difficu lt to be Stire. It ,vas too ea1 ly to say if tl,e u 

slo,vdo,vn ,vas signiiicru1t. Tl1e diffict1 lty ,vas tl1at l1avi11g 11ot rrused rntes earl)' on tllerc: ,vus 

t1ncertainty al)oul t11e scale of i11crease 11eeded Tl1c ct1r1ct1t l1ccot111l deficit \Vt\s large. 1,eadino 
0 

fo r 5o/o of GDP, wl1ich was u111Jrcccde11led i 11 US l1i sto1 y. Tl1e U \\ ,1s tl1e biggest debtot 
111 

tile 

world a11d at son1e po 111t it \Vr.1s 1Jossible tl1at U1e co11fidc11ce of o, erseas 111vestors in llolding 

assets on tl1is scale ,vot1ld be 1n11Ju1rect Tl1nt cotild leJd to sl1arp 1nove111ents on tl,e foreign 

exchanges and con1pl1cate tl1e problc111s enon11ot1sly It could be tl1ut trc11d gro,vtl, itl tlie l S 



~ 

101 

would pick t1p but it was uncertain. TJ1e differe11ces in estin1ates of tre11d growth could ]ead to 

differences of several percentage points in interest rates. Sir Howard Davies said that his 

impression from big UK and Ger 111an institutions \Vas that the number one risk scenario was a 

sharper s)o\vdown in the US. Mr King said tJ1ere could be two outcomes - the US s)O\VlDg 

faster than expected or tl1e Fed taking action. Tl1at ,vas why the US ,vas so keen to put pressw·e 

on Europe and Japan to fi]J the gap as U1eir don1estic demand slowed. 

Mr Morris ,velcomed add1tional reports from the Agents. Mr Vickers, m response to a question 

from Mr Morris, said 11e ,would not make too mttch of the upward re,1isions to economy-,vide 

growll1 . Trade \1/as very volatile and \VhjJe imports and exports had been s11ghtly stronger than 

expected tl1e net figure was rougl1ly as expected. He noted U1e in1pl1cat1ons for imports and 

exports of lags and of decisions abou t plant locations He believed son1e long-run trends ,vere 

underway. On investment the best the Bank cot1Id Judge was that overall in Ql it VJ as on the 

weak side but 111is ,vas not lrt1e of busi11ess investment in aggregate. With1n manufacturing, 

there ,vas a ,,ery n11xed picture. Dr Julius sa id she 11nd attended a conference 1n Paris the 

previous week, attended by cl11ef execL1ti,,e officers from the US and so111e from Europe. A 

number of An1encans sa,¥ demand gro,vt.h co1n1ng n1ore this year fTom Europe than from the 

US. 

FINANCIAL ST ABILITY ISSUES 

Domestic a11d interoatio11al developments 
(Messrs Clark, Vickers and Plenderleitb in ntte11dance) 

Mr Clark said that Court would re1nember tl1at at tl1e tu11e of tl1e 1nen1011111dwn of 

understanding it ,vas proposed that ll1e Bank and tl1e Fi11ancial Ser,,1ces Autl1ority s11ould et up 

arrangen1ents for t11e exchange of staff. He 11oled that ll1e Bani( l1ad a staff men1ber going to tile 

FSA on secondn1ent and a11other ,vould fo]Io,v 1n Septe111ber. Jt ,vas l1oped tllal tl:iere ,,,ould be 

secondn1ents froin the FSA's side once tl1e 11e,v regi111e l1nd co1nc i11to OJ)Clulion. 

Turning to tJ1e Financial Slab, l1ty Rev1e,v, l1e 11oted tl1tlt tl ,vould be ptibltsl1ed the fol lo,ving 

1')1u.rsday but tt1at son1e of tl1e ort1cles \Vould be trailed i11 ad,1ai1cc at tl1e beg11u1itig of tile 

follo\\11ng week" Describi11g tl1e FSR's o, era II assess1111.:11t of Ji 11u11cit1l stability coi,dtttOtls. Ile 

----~ s id that 1n tl1e sl1ort te,111 tl1c situation l1ad in1pro, t.!d, partly becJusc o1 tlle do,vn,vard 
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adjust:Jnent of asset markets and beca·use there were son1e improveme11ts i11 the situation ii1 a 

n11mber of emerging markets. But the t,vo biggest underlying concerns were the possJbiJity of a 

sl1arp slowdo,\'Tl in the US and/or a substantial fall in US equity markets, and the implications 

that ,vouJd have given the higl1 te,,el of geari 11g in the US private sector, as well as for emerging 

markets; and questions abou1 ,vl1ere Japan ,vas going. He also drew Court's attention to 

articles on the dispersion of perfo11nance among compru1ies in tJ1e UK corporate sector and tl1e 

international exposure to risk of UK banks. OU1er articles djscussed the pros and cons of fair 

value accounting 1n the financial sector, ,vork on core principles for payment systems, and tl1e 

1mpJications of collective action clauses for country debt workouts. There were no questions. 

FINANCIAL MARKET OPERATIONS ISSUES 

Current Issues 
(Messrs Plenderleitl1, Clark and Vickers in atte11dance) 

Mr Ple11derleitl1 reported on tl1e gold auction on 23 May wl1ich was 23/4 times covered The 

price was in line witl1 the market, and the quantity sold ,vas absorbed fairly smoothly. 

Ho,•.rever l1e l1ad concerns about ho,v robust the market ,vas under tl1e surface The Bank l1ad 

benefit ed in the auctions to date fron1 producers adjusting t11eir 11edging strategies, and 1t \\'as 

not clear fl1at th1s ,vould contin·ue indefinitely. Tl1e scale of the auctions n1ay begin to appear a 

little lumpy. The Bank had developed son1e ideas of l1ow to respond if problems en1erged 

Ho,vever 1l would prefer, if 1t cottld, to co11tJ11ue w1tl1 U1e b1-mont11ly aucuons 

Mr Plenderleitl1 noted that ll1e House of Con1mo11s Treasury Conm11ttee had been investigati11g 

the Goven1ment's casl1 and debt 111anagen1ent. It l1ad focused on U1e establ1sl1n1ent of tl1e Debt 

Management Office and its acquisition of 01e Bank's debt ai1d cash n1ru1agement functio115. It 

had also looked at the mttltiplicatio11 of agenc1es 1n tl1ese areas: tl1e DMO, tl1e ational Debt 

Offlce, the Bar1k of England, ,vi tl1 its banking facilities for Government, and also the Payn,nstcr 

General, wl1icl1 carTied out i11temaJ banking for Govc1·nn1ent depart111cnts. Tl1e ren1urks on llle 

transfer were rcaso11ably uncriti cal and lJ1ere ,vns 110 crilic1s111 i1t nil of tl1e Bailk but t1ie 

Comm1ltec had raised one quesl1 on, ,vl11cl1 ,vns ,vl1etl1er tl1cre sl1ot1ld be"\ s111gle strategic 

banking agency to assun1e tl1e ft111ctio11s of t1JJ tl1c age11c1es 111clt1di11g tl1e ,vork of tl,e Bank. lt 

\Vas a reasonable question to ask. Tl1e Bank ,vas 011e of tl1e (lrov1der~ of sc1-v1cts, as tlle 

Govenune11t's ba11ker, ru1d tl1ere ,vas u qucslio11 abot1t ,vl1y tl1e otl1cr'> ex1 'lt~d I-Io," e, ~r, if tile 

issue was exar11i11ed by tl1e Tre~isury 1t 1111gl1t 11ot ~lart fro111 t11at posit 1011 . 
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EXECUTIVE REPORT 
(Messrs Clar:k, Vickers, Plenderleitb and Berko,vitz in attendance) 

Mr Clementi t1pdated Court 011 BenefitSelect. He noted tJ1at 12 n1embers of staff had not 

sig11ed. From l April there had been d1scuss1ons wiU1 tl1em and wit11 the Unjo11. By the Bank's 

calculat1ons they \Vere aJJ better off. Tl1ey had been offered the services of IF As and some 

furtl1er induce1nents. Six had not signed, as of the previous \veek. The Bank had said from the 

start tl1at there \Vould be no grandfathen11g. Mr Clementi said l1e was very consc1ous of 

Mr Morris' remark last time ,vhen l1e said l1e stood behind U1e management but that 

n1anagement should be magnarurnous. But the difficulty for the Bank was that if some of the 

existing staff were allowed to keep tJ1eir old tenns it would be anomalous and \Vould go against 

all tl1at tl1e Bank had srud. Tl1ere sl1ot1ld be one contract for all staff~ The Bank had reluctantly 

reached the conclt1sion that it sl1 01 1ld terininate the contTacts of the six who had refused to sign. 

Tl1ey appeared to have decided not to sign as a matter of pri11ciple, encouraged by tl1e Union. 

Tl1e case was no"v t1eadjng to a Tribunal. Tl1e six staff members and tl1c Uruon \\ ould claim 

unfa ir disn1jssal. l "'be Bar1k's defence ,vould be U1at it l1ad a strong business case!, t11at it had 

consulted and that it l1ad pa1d fair con1pensal1011. Even if the Bank lost it was not clear ho,, 

damages would be paid because t11e ne\V contract was at least as generous as tl1e old. Ho,vever, 

lhe oulcon1e of Tri bunal cases was always subject to some uncertai11ty. Tl1e Union ,,tas 

ma1nta111jng that the Bank ,vas behaving vindictively. Tl1e case ,vould be heard later i11 U1e 

year. 

In response to a question fTom Sir Neville Si1nn1s, Mr Clen1enti said tl1e Bank 11ad given notice 

last week under the old contracts of tJ,rcc n1ontl1s' not ice Mr Neill said tl1e silent 111njority 

\VOu )d watch very carefully to see \vl1at tJ1e Bank n1ru1age111e11t did. Tl1e Ba11.k 1,ad gone \'ery 

tl1ougl1tfu lly and careful ly ll1rougl1 tl1e process, and 1nust persist. Tl1e Go, en1or c:;aid tllat \\'as 

the Bank's vie,v too, tl1ough \Viti, great relt1cta11ce 

Mr C le 111er1l1 said tl1ere hod bee11 n lo 11g-rt11111i11g debalc ,v1tl1 tl1e Ln\v tl Tc1111is Associatioi
1 

about buildi11g a national lc1111 is ce11 t1c tl l Rocl1t11111Jto11. 1 11e Bn11k could co-exist \vitl, tl,e LT A 

ce11tre and receive a good reve11t1e. Negoti;.tt io11s \Ve1\! at a delicate stage. Tlte Bm,k llad bcl!n 

_ very tough on tl1e rent for the ,1creage tl1at it \\ Ott Id gi,,e t l{J lo the LT/\ It ,vns exiJccled tl,at 
.?--:::7'5 
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agreen,ent would be reached in a week or so. The LTA was very keen to ru1nour1ce 11 in 

Wimbledon fortnight . 

Updating Court on BCCI, Mr Berko,vatz sa1d that the House of Lords judgement 1n May had 

been very satisfactory fron, t11e Bor1k's point of view. Tl1e 1-Jouse of Lords dismissed the 

l1qwdator1s claim based on European law and decided that its view ,vas so clear that tl1ere could 

be no recourse to the European Court of Justice. TJ1js was very i1nportant because in a claim 

under European lavl no stale of 1rund l1ad to be proved The Court also subslantiaJly approved 

ll1e tests for misfeasance ir, public office set by Mr Justi ce Clark at tl1e fi rst heanng in the High 

Court. Tl1e other 1de ~ould l1ave to sbo,v tJ1e Bank acted 1n bad fa ith and that it knew its 

actions were unla,vful and would probably cause loss to depositors SubJectJve recklessness 

could amount to knowledge. The Bank's advisors were pretty satisfied that if the matter ,vent 

to trial tl1e Bank ,vould have a very strong defence and s11ould succeed At present the Bank 

\Vas trying to avoid going to a trial Tl1ere \Vould be a hearing on 23 October. The House of 

Lords l1ad allo,ved the pla1nt1ffs to amend the1r stateme11l of claim for the 11inth time. TllC)' 

\\·ould tl1en see 1f tl1e ol legot1ons met the test for misfeasance If tllC)' did tJ1ere \\1ould be a 

second leg, i11 which t11e plai11tiffs ,vould seek to overturn U1e Court of Appeal's dec1s1ons to 

strike out the al]egat1ons The Bank ,vou]d set out to shO\\.- that there ,vas no prospect of the 

claim succeeding, in the }1ope that it wot1ld be disn1issed, as it l1ad been in t11e I1igl1 C'ot1rt and 

the Appeal Court. Court took note of Mr Berko,v1tz's report . 

MANAGEMENT OF TllE BANK - 2 

Counterfeit Notes 
(Executive Directors togetl1er ,vitl1 M JJ0,,•tl1er· and l\11· Jarvi i11 atte11dance) 
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Printing Works' Annual Report 
(Messrs Clark, Pleoderleith, Vickers and Jarvis in atfeodaoce) 

Mr Jarvis presented l1is Annual Report to Court. ln response to a question from Mrs Heaton 

about a dec li11e 1n tl1e number of ha.ilk notes produced, Mr Jarvis said tl1e peal was 1.4bn 

rece11tly, tl1ougl1 tJ1e absolute peak had been furtl1er back in the 1970s ,vl1en 1t was 2 2bn notes. 

The decline in numbers \Vas partly because other means of payn1ent had been de, eloped, but 

largely because of a trend to J1igher value notes, encouraged by their convemence for A TMs. In 

respo11se to a question from tl1e Governor about Debden Security Pnnting, Mr Janis noted that 

tl1e con1pany was jnJ1ibited fro1n co1npetjng against De La Rue. It ,vas offering 1ts services as a 

st1b-contractor. He noted the success of sales of macl1me readable tliread, ,vhicl1 ,vas 

incorporated in Mexican bank notes, the co11tract for ,vl1jcl1 l1ad been rene,ved. DSP \\ as 

making sensors for note sorters for Fi11land and ,va.s talking to Belgium nnd Spain. T11ere ,,,as 

s01ne spare capacity in ink prodt1ctio11 a11d sonic possible sales ,vere being pursued He noted 

that Court would djscuss a strategy paper on U1e Pr111l111g Works U1e follo,v1ng mo11tt1. 

Distribution of Court Papers 
(Executive Directors together· ,vitl1 l\1essr Beonell a11d Bigg i11 at(enda 11ce) 

Tl1e Governor tJ1anked Mr Ne1JI, ,111d 111s co lleagL1es ot Un1part, for tl1e11 co11t1i butio11 to,vurds 

tl1e JJaper subn11tled to Cou11. 
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Mr Clementi said the paper looked at ho\V to get dossiers to Court Members electronjcally. He 

asked Mr Neill to thank PhiJ Vickers for his particular help in looking at the issue. The paper 

put f onvard t,vo approacl1es to decryption and tl1e Bank ,vould like to try botJ1 . They would 

like the autl1orisation of Court to pursue a pi lot JJroject for three to four montl1s and ,vou]d like 

tlrree or four volunteers, using differe11t syste1ns at tl1eir end to see how they worked ln answer 

to a question from the Governor, he sa1d tl1e pilot would be run in paral lel wiU1 a paper based 

system. In response to a question fron1 Ms Blow, Mr Clementi said that D1rectors' own staff 

m1gl1t have a vie,v of tl1e degrees of security tl1e Bank l1ad suggested. Ms BJow said hacking 

into mail boxes ,vas very common and tl1ey were as vulnerable as briefcases left in taxis. 

Sir Ne,,ille Simms said lie did not beljeve U1ree to four months ,vas a long enough trial for 

sect1rity purposes because it was unlikely tl1at t11ere would, rn that time frame, have been an 

acc1de11t. Sir Ian Gibson noted that ll1e Inland Revenue 1Jad insisted on co1nm1tted ISDN lines 

into homes ,vtlich cou ld only be accessed at l101ne. He suggested consultation WJth the Inland 

Revenue to establish if there were broader standards, in case there were criticisms. The 

Governor soid this was a good poi11t and it couJd be pursued in the tnals. 

Baroness Noakes said the trials were about cost sl1ifting not cost savings and she \'\ias \ ery 

concerned about the unplicat1ons for the recipients. A secretary \.\ould be t1ed up printing out 

the papers. They \Vere not papers that she read on the screen SJ1e \.\as ,·ery sceptical about 

\Vhether there ,vere advantages for meetings of this kind, and she ,vas not convinced that this 

\Vas tl1e ,vay forward at th.i s stage. Sir Clups Keswick said he supported Baro11ess Noak.es lf 

Neville Simn1s said lhat tl1at issue could be 1nclL1ded in tl1e tnal. 

The Governor said it seemed to rum tl1at it ,vas ,vortl1 exploring. Sir Jan Gibson noted t11at 11c 

and Johr1 Nei ll could not do busi11ess at all ,vitl1ot1t t11ei1 n1obile laptops. Nlr Neill said tllot 

screen-based communication ,vas going to be basic i 11 business, bt1t people,, c1e "1t different 

stages of deveJopn1ent . He said he ,vou)d also e11courage Bank staff to present tnfom1ation so 

that it ,vot1ld be easy to digest on screen. Mr le1ne11ti said tl1nt ,, as a, cry good 11oint. It 

sl1ould be rnade clear to producers tl1nt tl1e1r docu111e11ts ,, ottld be seen in el\.:ctroi,i fon,1. 

Baro11ess Noakes asked wJ1ctl1er Ll1e i11fo1111t1t io11 \Vtts for ttse 0 11 sc1 ee11 or for pr111t,ng out. 

Mr Cle1nent1 said 11 was pr1n1ar1ly for tJ1e seco11d J)tlf}Jose bt1t n1ai1y Iv1en1bers of Cottit trn,•elled 
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a lot, and having remote access to their papers ,vould be useful . The Governor said the Bank 

,,,ould report back to Court. 

Domestic Matters 
(Executive Directors in attendance) 

The Governor advised Court tl1at follo,V111g tl,e departure of Messrs Al lsopp and Hawker, it was 

appropriate to consider re,,isions to tl1e n1en1bersl1ip of t11e Standing Comrnit1ees. He suggested 

that Mr Neill move from the Aud it Con1m1ttee to tJ1e Ren1unerauon Comrnjttee at1d that 

Sir Brian Moffat and Ms Blow jojn tl,e Audit Committee. The contmuauon of otJ1er members 

on tl1e t,vo Commit1ees ,vould be taken as read. 

Court APPROVED t11e revised men1bersl1jps. 

' 
• 
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The Governor said he would extend a war111 ,velco1T1e to 1r Briru1 Moffat ,,,11en lie arri,•ed for 

J1is first Court meeting bttt he 11ad jL1st received a 111essage Ll1at Sir Br1a11 l1ud been deln)'ed b)' a 

serious trai11 joc1dent. [Sir Briru1 arri,,ed for tl1e Pr111lu1g Works discus~1011]. He also noted that 

there would be a farewell lune), for Mr fla,vker nner ourt. 

111e Minutes of tl1e Court of 21 J \t11c, l1~1v 111g bce11 c 11 ct1 Jate<l\ \vere t1p1Jro,1c<l. 
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MONETARY STABILITY ISSUES 

The economic and monetary discussion, incorporating the monthly MPC Report to Court 
(Messrs Clark, Vickers and Plenderleitl1 together \Vilh Drs Julius and Wadhwani in 
attendance). 

In presenting the monthly MPC Report to Court, Mr Vickers noted that rates had been 

unc11anged in July and the minutes pub1is11ed that morrung s110,ved a unarumous vote of 9:nil. 

The international data showed tJ1at tl1e US was slo,vi11g and the question was whether a soft 

landing was in prospect. US consumer pnces grew by 3.7% in June on a year ago but core 

inilatJon was lower. Euro area growth was on track. GDP for Ql was revised up to 0.9°/o. The 

hannonised CPI \Vas up 2.4% on a year ago in June, 0.5 percentage pomts higher on the month 

on account of oil, but core inflatio11 had ri sen by 0.2 percentage points as well The main 

quest ion in .Japan " 'as w11etl1er it ,vas likely to end its zero interest rate policy. Rates \Vere not 

cl1anged last time. The Tankan had risen to 18 in June from -23 in March. 

1n the UK, first quarter gro,vth ren1ained at O.So/o but tl1e balance was changed some\,1hat3 \Vith 

investn1ent much weaker and other factors offsetting tllis. For Q2, the preliminary estin1ate of 

GDP \vould be available on 21 July. The best guess was tl1at 1t \vould look similar to, or a 

touc}1 stro11ger than, Q 1. Tl1e NationaJ Institute estimate \Vas 0.8° o Tl11s \vas partl)' because 

i11dustriaJ production rose 0.1 % in May on a month earlier and manufacturing rose b} 0.4o/0 • 

House prices weakened in June altl1ough the picture was mixed, \Vlule retail sales \\ere slightl),f 

finner. Cars were sti]J weak but consu1ner confidence ,vas broadly fiat tl1ough above tl1e long 

run average. Household credi t gro,vth was still strong in May but was broadly stable at arowid 

10% on a year ago. The British Chrunbers of Con1n1erce survey s110,ved a ,vea.ke11111g pictur 1n 

tl1e second quarter from manufacturi11g, conlrast111g ,viU1 a strengtl1ening pictt1re for sen ices. 

Investment and employment indicators ,vere reasonably posit1,·e. Mr Vickers sa1d tl1at tlie 

Bank was analysing the consequences of the Go,,em1nent's Con1prel1e11s1\ e pe11ding Rc,•ie\\'. 

1 'un1in g to tl1e Jabour n1arket, l1e said poy growtl1 \VOS be111gt1 co111pured \\1ll1 pre\ 1ous 

expectatio11s ,vl1ile tl1e qt1antities data was qt11te G1·111. U11e111ployt11e11t oonti11L1eci to fall. TI1e 

claimant count was tl1e lowest for 11enrly 25 yea.rs. 'T't1n1ing to p1·1ces, l1e 11oted tl1t1t inpttt pnces 

rose 14. l % 111 tl1e year to JL1ne, j11111ping 1.4% 011 u 111011tl1 ago bccat1sc of furtl1er rise~ i11 Llle 

price of oil. Output price~ rose 0.5°to 111 Ju11c on tl1e ()tev1ous 111011tl1 drive11 by oil and otlier 
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products like metals, pulp and paper. He noted tl1at annual RPIX inflation rose to 2.2o/o in June 

while RPI inflation at 3.3% was higher because of interest rates and the aboljtion of MJRAS. 

On the harmonised index, inflation ,vas 0.8o/o, ,vhich ,vas ,veil below t.he euroland rate of 2.4%. 

Goods prices rose by 0.7% in tl1e year lo June wliile services rose to 3.So/o, a very wide gap, but 

not as wide as it had recently been. 

In response to a questjon from the Governor, Dr Wadhwam and Dr Julius said they had nothing 

to add. 

Mr Plenderleitl1 sajd it ,vas a montl1 of little movement . The market had watched as the ECB~ 

the FOMC, the Bank of Japan and the Bank of England bad decided not to put rates up. He 

noted that sterling had come back from 1ts spike bt1t had not fallen further and remained at 

about 105 on tl1e index. The euro, having pulled out of its nose dJve in 1n1d-summer, l1ad in 

fact softened furtl1er. Tu.ming to i11teresl rates, he said t11at the market took the, iew that there 

,vas so,ue possib1lity of a slight further rise i11 UK rates in due course, but not a very large 

possibility, and not a very large rise. There were indicat1ons of the market preparing to go 1nto 

its normal summer 1orpor. 

Ms McKeclmie described the Consumers Assoc1ation quarterly trends sun e) . The headline 

rate was the most confident since tl1e survey l1ad started in trial fom1 two years ago. Even 

Scotla11d was showing an jmprovement in confidence. lnflalton expectations ,vere also the 

higl1est since the start of tJ1e survey wruch sl1owed falling expectations on l1ouse price inflation 

The previous time expectations in the South East l1ad been of 6.1 o/o inflation but tl1is time the 

rate had fallen to 3.8%. There was also the lo\vest level of preca11t1011ary sa,,1ngs apart fron1 

last January. She also 11oted the reference to second-l1and car prices 111 U1e Agents' Rcpo1t 1,e 

said there was no great connection bet,veen ne,v and second-hand cur prices but tl1e can11,aign 

on new car prices 11ad l1ad a very significant effect in ll1e secor1d-l1nnd n1arkct. People \Vere 

staying away in general from bttying cars, and 11ot jt1st ne,v 011es. Abottl 40o/o of 11e,v cars 1,ud 

been pre~registered and \Vould co111c 011to tl1e 1nu1ket t1t u s1g11ific~11t discot1i1l. f\lolor Tiadet 

magazine l1ad said that J)ersonal in11Jo11s would 1~t111 tlt 3001000. ,vl1icl1 sl1e fot111d difficult to 

believe. ln response to a question fro1n Dr Jt1l1us ubo11t ,,rt1etJ1er tl1ere \vOttlcl be a bo\tnce back 

1n car sales once tl1e DT111ad 111ode lllJ its n1i11d 011 ll1c co111petitio11 issue, Mr Neill said business 

purcl1ases \Vere up dramnt1cally tl1ougl1 l1e 11ott:d ll1t1t tl1ere ,vas a poss1 bi lity of n1is-
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classification. The industry was convinced that. as soon as the DTI made its response, 

consumers would start to buy agai11, tl1ough not immediately. Customers were waiting to see if 

prices would come down but expectations were exaggerated, and 30-403/o reductions were not 

going to happen. He noted that there had been l1uge lJype about 1ntemet sales of cars but the 

actual numbers ,vere very s1nall . TJ1e i11dustry felt it was being hit by a sledgehammer at every 

level. Ms McKeclmie said the Consun1ers Association economjst felt that the real price effect 

would only come at the end of the block exemption. Manufactu1·ers would set up their own 

outlets or string out price d1fferent1als until the market forced them lo change. Sl1e could not 

say ,vhich one of these wouJd be the outcome. 

Mr Buxton said that unsecured borrowing was still rising at 14.5% and secured borrowing m 

June at 8 7% was st1ll ]1jgh. Corporate borro,ving was rising fast although this llllght have more 

to do wit]1 tl1e fact tl1at money \Vas not being raised in tJ1e bond market than with strong 

activity. Across the corporate sector tl1ere \Vere huge variations in acbvity. Confidence was 

down but at tl1e SME level it was going up a bit. 

Sir David Cooksey said tl1at earlier in the year l1e had warned about the ridiculous quality of 

some of tl1e companies floated on tl1e Stock Exchange. A little later tl1ere had been closures in 

the e-commerce business. What was no,v l1appening was a real sign of market appel1le con1ing 

back for hjgh quali ty new issues in t]1e teclmology sector. Initial public offerings ,vere 

succeeding that wouJd not have Uiree montl1s ago. 

Mr Bailie said tl1at con1p]aints i 11 industry had cl1anged into grumbles. Tl1e recent full in tl'1e 

pound J1ad l1elped. The biggest area suffering ,vi ll1 tl1e excl1ange rate ,,,as tounsn1. Tele\·ision 

advertising was very buoyant reflecting cor1fidence in the econon1y. Labour pressures,, ere 

benign. The print a11d packaging industry was under some presst1re from the Inlru1d Re, eiiue 

over the interpretation of the 111earung of Jong life assets 1n relatio11 to pnnt1ng IJresses. If tliat 

argume11t were susta1ned, ,vl1jch ,vas quite difficult, it ,vot1ld ap1lly 1n fact t1cross 111anufucttiring 

and cou]d l1ave a l1uge impact 011 corporate casl1 flo\v. Tl1e issue,, us bc111g lbugl1t extt'-.;nlel}' 

l1ard by the industry. Tunung to U1e trade balo11ce, l1e asked ,vll)' l1e l1ad 11ot l1eurli tl1is 

discussed seriously for a long tin1e. Mr Vickers said ll1at tl1ere l1nd bee11 ovc1 recc11t years a 

considerable deterioration of net trade \Vl11cl1 detracted fro111 GDP gro,vtl1. But it ,vas ptizzling 

how stro11g UK exports l1aJ bec11, at least ir1 so111e c\port sectors. 



Non-policy meetings of the MPC 
(Messrs Clark, Vickers and Plenderleith together ,vith Ors Julius and Wadh,vani in 
attendance). 
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Mr King said there bad been t\vo meetings, both in1portant: one was on 1.l1e forecast process, 

where the MPC had agreed to focus its discussions better on big issues. It had also wanted to 

give more emphasis to the judgement of risks. Recently discussions had concentrated too much 

on the cent1·al projection. The MPC had agreed to a process started later with fewer meet1ngs 

\Vhich forced it to focus on the big questions. SecondJy there \Vas a meetmg to discuss the 

MPC's med1a strategy. The Bank's public Opinion Polls had revealed a lack of understanding 

about how interest rates affected inflation. The MPC agreed that tlus needed addressing 

througl1 speeches and other forums. There would be a n1ore detailed account of the polls for 

Court in the autun,n. 

FINANCIAL STABILJTY ISSUES 

Domestic and international develo1lments 
(Messrs Clark, Vickers and Plenderleith in attendance) 

Mr Clark said there were two majn developments. Asset price volat1l1ty and part1cularly equity 

price vo latiljty l1ad declined significa11tly, and in a nu111ber of emerging n1arkets the picture 

continued to improve though in most U1ere ,vere son1e w1derlying issues U1at ren1ained to be 

resolved. For exarnp]e Argenti11a and Brazil still l1ad debt structures that made tl1en1 vulnerable 

to sharp movements in 1111erest rates and exchange rates. Ile noted U1at Mexico l1ad a ne\\' 

President and government party and there ,vas s0111e tmcertainty about ,vl1ut economic polic) 

would be However, the immediate reactio11 l10d been a strengtben111g of the peso. He noted 

the IMF mission to Russia and srud U1e1e ,vas a possibility of n 11e\v progra1nn1e being 

negotiated in tl1e autumn. Turning to Poland, l1e said tl1e Go,,emment l1ad collapsed recently 

leadi11g to sig111ficant capital ou tflo,vs and tl1e Bank \Vas ,vatcl1i11g c1ose1) tl1c 1'>ositio11 of the 

banking sector in Pola11d. Tl1e US 011d Japa11csc (J1ospects re111 ai11ed cr1 t1cal to tJ1e outloolc. 

[Sir Neville Sinlllls arrived] . 
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Mr Clark said that the Bank of England was working witl1 the Bank of Canada to put together a 

framework for handling systemic financial crises. Tl1is was to ensure tl1at the issue did not fade 

from the agenda, and to explore various ways of n1ounling an orderly approacl1. Mr Clark also 

noted the publication of the Financial Stability Review and said there was a helpful and 

supportive reaction in the press and also from other Central Banks. 

FINANCIAL MARKET OPERATIONS ISSUES 

Current Issues 
(Messrs Pleoderleith, Clark and Vickers in attendance) 

Mr Plender]e1tl1 conJir 111ed the transfer of the CGO gills settlement system to CREST 

Mr Plenderleitl1 also reported on the latest gold auction. As be l1ad noted at the preVJous report 

to Court in May, he had at the time been somewhat concerned that tl1e marl{et was thin. That 

pat1em l1ad continued. The auction in July was only covered 1.4 times and the price ,vas $3 

less that tl,e fixing pnce on the n,oming, though 1n fact it was in the m1ddle of the trading range 

of the market over tl1e previous month or so. This did ind1cate quite a thin market. The Bank 

\vould continue to cons1der whetl1er bi-mo11thly auctions were the nght pattern and \\'ould keep 

that under review. 

EXECUTIVE REPORT 
(Messrs Clari{, Plenderleith and Vickers in nf tenda11ce) 

The Governor advised Members tl1at a large birt11day card, in tl1e fotrn of u £. 100 11otc dated 

4 August 1900, ,vould be sent from tl1e Bank to 1-JM Queen Elizabeth the Quee11 Mother to 

\vish her a haJ)PY 1 OOtJ1 birtl1day. Tl1e card ,vou]d be outside Court if 1nen1bers \\1sl1ed to sigii it. 

Tl1e Governor also remjnded Men1be1s tl1at 'Gove1·11or's Day' ,vns tl1e follo,\·ing unduy tll Llle 

Ba11k's Spo11s Club 1n Roel1an1JJlo11 ru1d lie l1oped as 111ru1y ns \\ere li·ee tl1at dtl}' could attend 

witJ1 tl1eir parlJ1ers. 



MANAGEMENT OF THE BANK 

The Future of the Printing Works 
(Messrs Clark, Plenderleith and Vickers in attendance) 

Tl1e Governor said that last December Court l1ad reviewed Utree options, and it was decided 

that the revie,v team sl1ould carry out further work on the proposaJs before any neg0t1ations 

conuneoced. ---------------------, l1ad been 
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com1nissioned to produce a report ru1d an executive summary which together with a cover1ng 

note from Mr Clementi had been sent to members of Court the previous week. He 1nvited 

Mr ClementJ and Mr Bailie, who ,vas a member of the rev1ew team, to comment on the details 

for cons1deratjon. 

Mr Clementi sajd he \,Vas extremely grateful to Mr Bailie who had spent a great deal of t.J.me on 

the review. He noted 0Jat there l1ad bee11 some criticism o report among 

colleagues in ll1e Bank ru,d s0111e of tl1at was 1nented. He was not sure that the risk assessments 

,vere enlire]y co11sistent. But the report as a whole ,vas worthwhile 1n that it ident1fied the main 

issues and argun1ents. The main argL1ment was that pnnting ,vas a separ-ate process from design 

and 1ssue of notes and \Vas not a core central ba11k fuJ1ction. Th.is issue had become more acute 

because of shrinking demand, and it was c]ear to the ,vorkforce that ,v1tl1out more orders the 

business vlould cont1nue to reduce. For years there had been constant do,vnsizing and tl11s 

,vou]d continue. Tl1e Revie,v Com111i t1ee felt tl,at if tl,e Bank \Vent do\vn tl1at route of 

competing with the private sector it ,vould be better to do 1t through a pn,,ate company There 

was considerably more work to be do11e before goi11g do,vn the recon1n1e11ded route but the 

Bank wished to put to Court ll1e work Ll1at had been done to date. 

Mr Bai lie said that ,~hen Cou11 last n1et tl1e1 e \ as n suggestion of ru1 a1~ro.nge111ent \\ 1tt1 

De La Rue, \vhich the Rev1e,v Con1n1it1ce l1ad looked al. But De La Rue did not ,visl1 to gi,,e 

the Bank prodt1ction of 700 mi)Jion notes 1f privatisation ,vere off tl1e table. 

Tl1ere were tl1rce issues: sl1ould t11c P1i11ti11g Worl(s stay as 1t ,vns, ,vl11cl1 n11gl1t be a legitinl'1te 

outco111e; sl1ould ll1ere be corJJOr,1lis,ll1011; sl1ould tl1c1 e be pr1vatisatio11. 111c first oi>tio11 

produced the same JJrobJen1s os 110,v. ~J'l1c seco11d 01>tio11 \Vould 011ly be ,vortl1\vl11lc 1f tl,ere 

could be a reduction 111 unit costs, but tl1e question ,vas ,vJ1etJ1er ll1e Bai1k of Englaiid ,vas 
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equipped or structured to go into a con1rnercial printing exercise. He believed therefore that 

there were two practical choices, since C( 1) was not an option and had not worked with 

Debden. Of the nvo practical options, staying as we were would be a Joss of opportunity. Jobs 

,vould continue to disappear. He did 11ot believe the Pru1ting Works could continue to reduce 

urut prices and he suggested these ,vould rise as output went down. Tt could also suppress 

opportunities for employees. The rema111ing option ,vas privatisation. 

Tl1e Governor commented that he found the repon extre1nely unpersuasive: there were a large 

number of inconsistencies and it was biased and asseruve 1n its presentation. He pointed to 

examples of tnconsistenc1es. He also believed that U1ere ,vas a biased presentation of the 

executive paragraph on page I , referring to an examination of other central banks around the 

,vorld. There was 110 mention that France, Belg1um and Italy did what the Bank of England d1d 

or tl1at tl1e US a11d Japan printed t11eir banknotes witl1in the public sector. There \\tere three key 

issues wl1icl1 ,vere 11ot focussed on adequa1e]y jn the Report. The first was cost, the second \Vas 

secunty and integrity of the note issue and the third was the future of staff. He said the Bank 

sl1ou ld 11ave had a more intensive discussion in the executive before bnng1ng U1e Repon lo 

Court. But there )1ad been no time to do it properly. There should no,v be a proper d1scuss1on 

in the executive. As far as he \Vas concerned he \Vas not at all persuaded that privatisation \\ as 

the right \vay forward. Thjs went fi1ndarnental ly to the reputation of tJ1e Bank in tern1s of the 

security and the reputation of the note issue. He was not prepared to take any nsks ,\i il1 that 

unJess lie was persuaded t}1at tl1e cost impact and the advantage to staff out\ve1ghed any risks on 

the security and integrity front. Court sl1ou ld kno,v lhat U1is ,vas not agreed \\'1tl11n the 

executive. 

Mr Plenderle1th said t]1at ]1e too had serious problen1s ,vith the Report, nol Just ,vitl1 its 

1ncoJ1erence but also with the orie11tat1on of the debate. lt focussed 011ly 011 production and not 

on the wider note issue function as a \Vl1ole, wl11cl1 i11deed tl1e re,1e,v had not bce11 nsked to do. 

Because it foct1ssed pnncipally 0.11 prodt1ction it focussed 011 cost 111i11i1111satio11. But, in ter,115 

of tl1c central bank's respons1b1 litics for tl1e 11ote isst1c us a ,vl1ole, tl1ere ,, e 1~ t,vo obJcctives_, 

cost n1111im1sation a11d t11e 01aintena11ce of slt111dtlrds 01· secu1ily a11d d1str1but1011. Tl1e Bartl< ,vas 

aiming all tl1e tin1e at tl1e rigl1t balru1ce bet,vec11 tl1ese L,vo. P1ivatist1t1011 ,vot1ld very likely lend 

to less direct control over the seco11d of tl1ese. I 11 tl1t1t eve11t, if tl1e Bru1k \Vc11t to pr1, atisat1on, 

the last tlli11g l1e would \Vtsh to do ,vot1ld be to lotk i11to 011e pnvate supplier because tlie Bat,k'!:> 
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bargaining position would be extremely weak. So under privatisation the Bank would have to 

consider the flexibility of cl1oosing tJ1e best supplier, in other words outsourcing. Therefore the 

first question to be addressed should be wl1etber tl1e Bank was prepared to contemplate 

outsourcing. There ,vere considerable difficulties because the standards had to be very high 

indeed and the outsourced supplier ,vol1ld look to charge accordingly. So U1ere was a real 

question wl1ether it wou1d be possible to reach a reasonable agreement on outsourcing On this, 

l1e J1ad an open mind, but the issues ,vere 11ot addressed in the current study. Mr Plenderleitb 

said 1t seemed to l1im U1at the Bank needed to assess two aJtemati,1es: it cou ld stay as it was, 

recognising that it was not necessanly the cheapest form of production, wb.iJe ta.k.mg the 

production of seven hundred million notes a year from Gateshead if that could be negot1ated, or 

it could address the question of outsourcing. If 1t were agreed that that could be done, 

privatisation might be lbe consequence, but it was not the first step and not something to be 

addressed on its o,vi,. 

Mr Bai lie said it was unfair to suggest a bias iJ1 tl1e consultation. Privatisation ,vas not 

mentioned unti] t\vo mon01s into U1e ,vork on the Report. The Governor noted that privabsat1on 

,vas not in tile original ter11'ts of reference. Mr Bailie agreed. But Mr Bail1e said pri,,.atisation 

\llas tl1e conclusion tJ1e consultant had come to. Mr Bailie's view \\'as U1at tl1e options ,,,ere to 

stay as 110w o r to go towards privatisation, whetl1er or not througl1 the route of corporatisabon. 

TJ1e issue was whetl1er the same services or quality could be guaranteed, ,vl1etl1er or not U1e 

Bank owned tl1e process. Mr Bailie's view was tl1at that \\1as possible. As for tl1e protect1on of 

jobs, the least secure future was the stat11s qt1 0 . The Revie\V Comn11ttee \Vould take into 

account the view expressed. 

Mr Buxton said t11at in the circumstances J1e did 11ot believe the Report l1ad been discussed 

enough 1n U1e executive, and 11e did not believe it nght for Court at tl11s stage to enter a 

discussion tJ1at \Vas going to be acrimo111ous. He believed that the re, 1e\, sl1ould be taken back 

to the executive ,vl1ich sl1ou]d con1e back to Court again. Tl1e Governor ug1·eed. u11d 'iaid it 

would be some 1no11ths before jt ca,ne baclc lo Cot1rt. Sir l1ips Kes\, 1ck ag1eed \\·1th 

Mr Buxton. Sir David Cooksey sa id Cot11 t \Vas 11ot seeu1g tl11s i11 stiiflicie11t context. I le ,vot1ld 

Jike to see projectio11s te11 to lifice11 yenrs ol1end or tl1e likely 11ote 1sst1e 111 tl1e context of tl1e 

impact of electronic n1oney. 1-Ie wt1s also t111co11vi11ceu by tl1e argt1111e11t tl1al tl1e issue and 

retun1 of notes sl1ould stay ,v1th1n tl1e Brlnk if tl1c urgu111ent for p11vatisatio11 ,verc accepted 
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Ms McKechnie said she agreed with Mr Buxton. 111 answer to her question about who made 

the decision and whether the Treasury knew of the discussions, the Governor said the dec1s1on 

was for Court and l1e did not kno,v tl1e Treasury vie,v. He knew that t11ey had no plans to 

privatise the Royal Mint. 

Baroness Noakes said she agreed with the Governor on the unimpressive 11ature of tl1e financial 

analysis by the consultant but she did bel1eve tl1e Report gave a solid sense of direction. Tl1e 

status quo was difficult to justify. The Bank o,ved it lo the Pnnting Works to cl1art some ,vay 

forward . That could be to con1merc1al1se it into a business or to say that the Bank djd not wish 

to devote t1me and energy and money to bankt1ote printing, m ,vhich case pnvatisation would 

be the n,ore valid route. So the report focussed on ,vbat the Bank should do about it. It v. as 

possible to attain adequate security and to have access to quite complex operations outside your 

own ownership or control. Sl1e hoped ll1e Bank would get to the position where the status quo 

,vas 11ot an opt1on and it would seek the best action. 

The Governor said tl1e report did not Justify the conclusions on the basis of the analysis done. 

In particular U1e issue of jobs had to be reviewed very much more carefully before tl1e Bank 

could come to a conclusion. On security, there also l1ad to be a mucl1 more careful 

exan1ination, because this was a very particular product and lhe Bank's reputat1on \\'as 

1nt1mately bound up with its qualjty. There shou]d be a very careful eAai11inat1on of 110,, and 

why others had privatised and why others had 1n cont1·ast taken t11e view tl1at tl1ey ,vere not 

,villing to take that security risk. A lot n1ore worl< l1ad to be done on tl1e costs, on security and 

on tl1e ft1ture of staff, talcing accot1nt of Mr P1ender1eith's points a11d also of ll1e points n1ade 

around tl1e table. 

Mr Morris agreed with Mr Buxton and said that clearly ll1e discussion first l1ad to be \\·itl1in the 

executive. Wl1erever 01e discussion took place, Cot111 ,vould have to re-, 1sit it. lie 11oted that 

Directors l1ad l1ad a discussjon over d111ncr t,vo njgl1ls before nbout 111orale ru1d 11c asked if 

111orale at tl1e Printing Works wou Id be co11si<lcrcd. He ulso nsked ,,,11ell1er slnff' al tl1e r>rintjng 

Works l1ad been consulted or wl1etl1er tl1ey l'-11e,v nbout tl1e disct1ssio11s U11ce1tainly ,,,ould not 

help morale. The debate sl1ould be brougl1t to o rapid conclt1sio11 or tl1e stJIT sl1ould be 

involved. 
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The Governor said that the option of privatisation had not been in the te11ns of reference but 

had been added to the discussion with senior n1anagen1ent. He did not believe the pressure that 

generated should dominate tl1e decision. Mr Clementi said be did not believe the Printing 

Works staff as a wl1ole bad been included in the debate. The posi t1on was that senior Printing 

Works management had changed its views over three years. When he had anived in the Bank 

tl1ey were concerned that l1e intended to privati se the Printing Works. Now senior Printing 

Works management was of the vie\\1 that tl1ere should be privatisation, since tl1eir concern was 

no,v tl1at, if the status quo was n1ainta1ned, the Printing Works would contmue to shrink. 

Mr Ne1Jl said that \Vbatever option ,vas cl1ose11 the Bank should make very clear that it expected 

quality to increase and costs to come do\vn. He noted that there were clear views among the 

executive. Any options brought fonvard must demonstrate how the essent1 als must be met. 

There were ways of achieving what was wanted in ahnost aJJ scenarios, but that must be 

demonstrated. 

The Bank in the Con1muoity 
(Messrs Clark, Pleoderleith, Vickers and 
attendance) 

In presenting lier report to Court, 

• 
ID 

said the paper aimed to give members of Court 

an idea of the Bank's co1nmunity involvement progran1me, dra\v conclusions and look to the 

development of U1e programme over t11e next year. The Bank's com111un1ty in\olvement policy 

\1/as due to be reviewed by Court in 2001 . 

said sl1e had invited BlTC to review the Bank's policy. They ,vere i1npressed by 

tl1e amot1nt the Bank did and their 1nain observnt1on was tl1at a policy docu111ent should be 

produced focusing on core acti v11ies tl1at cot1ld be used botl1 i11ten1ally a11d e,te111ally. 

__. also mentioned tl1at s11e wot1ld use BJTC's ''Pru1ciples of Co11)orate Conununit)' 

Investment'' as a measure to help ensure tl1e Bank's program111e \~as effect1,,e l1e dre\\' 

attention to comn1unjty invo1,,e111e11l being ttsed as a stoff develo1)111ent too l. For tl1e first time 

voluntary work was being pro111ote<l to de,1elo1l slu ff, l1eJ1-,i11g ll1e111 1111pro\ e ski lls SL1cl1 us 

cornn1u11ication and 1nanagc111ent. 
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noted that, during the year 1999/2000, tl1e Bank had contributed £568,000 (0.45°/0 

of pre-tax profit) in support of its con1munity programn1e. This ,vas a reduction of £385.000 on 

the previous year's figures, mainly due to t11e drop in staff secondments to voluntary 

organisations, which as a matter of personnel policy were being pl1ased out. The year was a 

particularly good one for staff fundraising. Tl1e Children's Promise was tJ1e cl1arity of the year 

and staff took part in the Final Hour Appeal raising over £14,000. Staff also took part in a wide 

range of other fundraisi11g activities and the Bank matched all funds raised 

said that for the Bank's Millennium Project she had asked The Runnymede Trust 

to carry out research into good practice in mentoring between school children and business 

people. The finclings would prov1de tl1e basis for a best pracbce guide that would be 

disseminated UK wide. 

Sl1e also l1ighligl1ted l1ow Bar1k staff played an important role 1n raising educallonal standards 

tl1rougl1 taking part in a nt1rnber of activities at Osmaru Prunary Schoo], Whitechapel. During 

tl1e year the record of many successful partnerships l1ad led to the voluntary sector seeing the 

Bank as a t1seful ally in helping to dissemi11ate best practi ce. noted tl1at~ although 

lhe Bank contributed a rel at ive]y small amou11t by way of donations, 1t supplemented this b}' 

cor1tribut1ng gifts m kind. 

The Governor thanked for lier report. Ms McKechnie, ,vl10 noted that sl1e had 

been Executive Director of Shelter, said it was an incredibly impressive progranune and she 

gave her congratulations to all involved. he noted the advantages, when dealing ,vitl1 sn1all 

groups without the resources to tackJe complicated app]icatio11s, of sett111g aside a ftu1d of 

perhaps £20,000 to be given out in dollops of up to £250 on tl1e basis of ev1dence of a properly 

run bank account 

Mr Morris agreed with Ms McKecl111ie's co111111cndatio11 of U1e report. ]·le sa1{i tl1at for tl1e Bu11k 

to have a creditible cominunity progrru1u11e ll1e first qt1estio11 \ ns ,vl1etl1er t11e Bru1k looked like 

the community it served. He tloted tl1at l1e l1ad raised 1J1eviot1sly ll1e quesl1011 of tl1e Bat1k's 

employment policies and tJ1at a re1Jo1·t on tl1e subject 11nd 11ot co111e fonvnrd. Tl1e Gove111or said 

tl1e Ba11k would n1ake sure tl1e reJlort on e111Jlloy111c11l })Olic1es di<l co111e fonvard 
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Ms Blow said that ___ report showed a very impressive record. She asked whether it 

was possible to measure the impact of the programn1e on staff morale. said that ~---~ 

there was an effect on morale \Vbich depended on tl1e co11text. She said she tried to sell the 

programme as something the staff ,vere doi11g for the community. Sometimes tl1e acti,1ities 

,vere distanced from the organisatio11. If morale was lo,v staff may not see themselves as 

carrying out these activities for the good of the Bank bt1t would rather see the purpose as simply 

for the good of the community. She believed tl1at the programme did raise moraJe m the Bank. 

Tl1ere \Vere scl1emes where the staff did their own projects and the Bank contributed. The 

prograrn1ne ,vorked 011 a number of different levels 

ln response to a question from Ms Blo,v about whetl1er it was possible to portray the Bank as 

an enabler, 

taken 011 board. 

satd that some publicity was planned soon and t]1at point ~'ould be 

Mr Neill declared an interest as a board member of Busmess in the Comm11n1ty He 

co11grat11 lated on the ,vork she ,vas doing. The fact that the Bank \\, as so pro-

active sent a very good signaJ to corporate UK. He said be would be interested to see if U1e 

Bank col1ld enter for commu1uty a,vards and to ,vin would send a \\'Onderful signal Sir -e,11lle 

S11nms noted the cbange in the cost of seconciJnents. I-le noted the particular value for stafl' of 

short to mediu1n term secondments. rle sa id it was an excellent repo1 t In response to a 

question frorn Mr Stretton about why secondme11ts l1ad stopped, said tl1at it \Vas 

more for Personnel tl1an Secretary's reasons. Traditionally secondn1e11ts ,vere exit Jobs 

The Bank's Property Strategy 
(Messrs Clark, Plenderleitl1, Vickers, Midgle)• and Pennington in attendance) 

The Governor said that there ,vere two papers to corls1der related to tl1e Bunk's property. 1"11e 

first provided an update on the prope1iy portfolio a11d outlined plm1s for parlict1lar bt1ildi11gs und 

the seco11d co11cerned tl1e ref urbisl1n1e11l of tl1e groL111d, n1ezzan111e and first floors of T-f ead 

Office. Mr Pe1111i11gt.on 11oted tJ1at Colt rl 1)1 oceed1ngs in l 998 refc1~red to tl1e sale of one or 1,1v o 

properties in tl1e C1ty, and Court i11 J a11ut1ry decided to se ll Ne\v l1ange. lie desc11bcd l1is 

paper on the Bank's property portfolio to Cottrl . 
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Sir Howard Davies said that having had some familiarity in the past with the issue, the paper 

seemed sensible to him, and in particular it \Vas sensible to cut losses at Southgate 1-Jouse. He 

asked \vhether the proposals for Debden included a read - across to tl1e paper on the future of 

the Printing Works. Mr Penningto11 said U1e proposals were not mutually excJus1ve. 

Sir Ne,,ille Simms said he was not a great believer in re-painting the kitchen before selling the 

house. He asked whether in the case of Roehamplon U1e Bank would take a development 

partner to take a developme11t risk. Mr Pennington said that a deve1opment partner was 

something the Bank \vould \VJsh to look at. Sir Nevi lle Simms recommended that there shouJd 

be no downside in tl1e development for the Bank Tl1e alternative would be to wrut until the 

market was ready at which point a developer would almost certainly approacl1 the Bank. In 

response to a question from Baroness Noakes, Mr Pennington agreed that contingent office 

space wou ld be le.ft unused and would be equipped with services but not W1th IT, because that 

dated too quickly. Tl1e space would l1ave roo,n for two hundred. Baroness Noakes suggested 

tl1at 1111ght be wasteful. Sir Nevi] le Sin1ms said that fi11ns offered contingency space as a 

service. It was basically a cost equation and ourt sl1ould see the con1parat.1,1e. 

Mr Plenderle1tl1 said that the contingency space would be a small part of ,vhat tl1e Bank had. It 

l1ad a substantia] allocation of space for thjs purpose at Canary Wl1arf~ S1r Ne,,j]le ~1mms said 

tl1at the proposal in the paper djd not appear to be a very large a11ocatjon of space 

Mr Penru11gton tl1en described 111s paper on the new project for tl1e refurbisl1n1ent of tl1e grouncl 

mezzanine and first floors. 1n response to a question from Mrs Heaton l1e sa1d tl1at t11e area of 

the CGM O refurbislunent tlrree or four years ago was of approximately t11e standard the Bank 

\Vas looking at for the new JJroposal. 1t was necessary to put in lli g11er quality services Tl1e 

end product ,vou]d be a very co1nfortab)e workjng environn,ent. Tl1e d1ff et e11ce con1par~d ,viU1 

the HORP proJect ,vas mainly in tl1e aj r co11dit1onil1g. 

Mr Stretton asked ,vhat ,vere the possible costs that had not been alto,, ed for. Mr Pe1u1i11gton 

said t)1at the Bank was extren1ely solidly built . Tl1e do, 11s1de ,vas tl1nt tl11 s cou)d raise tl1e 

an1ount of \Vork necessary to do s11n1Jle ll1111gs. Also, \Vl1e11 tl1e Bank ,vus built, asbestos ,vas 

used and tl1is l1ad never ceased to con1e out ol tl1e ,v,111s Tl1e propos"1ls assu111ed tl1nt it ,vould 

be worse this tin1e. Sir Neville Si111n1s said tl1e JlilJ>er ,vas rot11er pess11111stic abot1t out of l1ours 

worki11g. A lot of tJ1e industry l1ud lo worl ot1t of J1ot1rs. I-le nlso t1rgcd a degree of forell1ougl1L 

about tl1e problems posed by tl1e solidity of tl1e Ba11k's st111ctt1re tlt tl1e fro11l e11d of tJ1e proJcct 
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planning stage. He believed more could be done out of hours. He found it very difficult to say 

t11at the Bank should not go ahead \Vitl1 the full refurbishment of the floors . It still had time to 

negotiate more \Vorking out of holrrs and he would support some additional costs for that 

purpose, so the Bank did not have to have anotl1er eigl1teen months or two years of disruption. 

He also asked for a further explanation of the fees. The Governor noted that the proposaJ was 

to restrict noise at least to current levels and l1e said that the emphasis bad to be on "at least" . 

Mr Penrungton said that if all work was out of 11ours l1e was not sure whether tl1e Bank would 

receive value for money because of the effect on productivity and it ran tl1e risk of not meet1ng 

the timetable. Sir Neville Simn1s said that t f productivity ,vas unsatisfactory then tl1e contractor 

should be removed from tl1e Job and another one found. 

Court was content with the refurbishment proposals. 

Quarterly Financial Report 
(Messrs Clark, Plenderleith, Vickers a11d Midgley in attendance) 

Mr Midgley dre\v Court's at1ention to the fact that income was ahead of budget by £2. 7 mn and 

expend1tttres ,vere £8.4 01n belo·,v budget. Tl1e largest contributi11g factors to the fom1er \\ ere 

hlgher tl1an assumed interest rates and a continuing higl1er level of customer deposits, \vhile 

ha]f of the Jarter shortfalJ was accounted for by investment spending below budget and an 

increase in work in progress at tl1e Pnnting Works. Sir Cl11ps Kes\VlCk said that ilie gilts desk 

had done extremely well. Mrs Heaton noted that tl1e proJect status reports in a nw11ber of cases 

l1ad a shared responsib·ility at senior level. Mr Midgley said tlus was fair con1111ent. 

Appointment of External Auditors 
(Messrs Clark, Plenderleitb, Vickers and Midgley in a(tendance) 

Introducing his paper to Court, Mr Clen1e11t1 said that on balance P11ce,, ,1terl1ouseCoopers ,,,as 

preferred. Court was content wit l1 tl1e rea1Jpoi11t111et1t of Pr1ce,voterl1ot1se OOJ)ers lls Attditor, 

witl1 the intention to review tl1e position i11 2004. Tl1~ E'\ecL1t1ve D11ecto1s \\'1ll1d1·e,\'. 
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The Governor invited Court to take note of t11e revised MPC guidelines. He sa1d the c11anges 

\Vere mainJy minor matters of drafting and \Vere acceptable in their currer1t form to MPC 

Members. Court took note of the gujdelines. 

Successor to Mr Vickers 
(No visitors) 

The Goven1or said tl1at the Bank was exploring ilie poss1b1lty of appointing Charles Bean of the 

London School of Econon1ics as successor to M1· Vickers. The Chancellor was content and 

,vot1ld accept Mr Bean. The Principal of the LSE was prepared to allow Professor Bean three 

years leave of absence. But it was understood by Professor Bean and l1imself that rus intent1on 

,vould be to stay on. Three years 11ad so1ne bearing on LSE's external financing. The Gove111or 

said fron1 11is own point of view tl1e reality was that if after tJ1ree years Professor Bean \Vas not 

enJoying tl1e job he ,vould resign anyway. Precise tenns had not been discussed in detail but l1e 

bad outlined the pay structure and the benefits approach lo Professor Bean. The details could 

be d1scussed with h1n1 later in U1e ,veek. His co11tracl would go to tl1e Remuneration 

Con101ittee for consideration. ]f Court were prepared to approve tlus appointment as Chief 

Economist ru1d Executive D1rector then tJ1e Bank migl1t be in a position lo announce it at the 

end of the week before Professor Bean went to Australia for a month 1-Ie dre,v Court's 

attention lo the papers before t11em on the role of tl1e l1ief Economist and Executive Director, 

lhe key responsibilities and tl1e obJect1ves for Mr Vickers for the currc11t yeru-. He 11oped 

Professor Bean would arrive in the Bank m tJ1e second half of Septen1ber. On the,, l1ole l1e ,,as 

content with the role as defined. In response to a q11estion fron1 Sir Cl11ps Kes\\ 1ck about 

whether the Treasury Committee ,vould be told in advance, the Gove111or said the Con1n1ittee 

would not be forewarned of the a1111ouncen1ent. 

Court was content ,vjth the appoi11tment of Professor Beru1 ns l11ef Fco1101111st and E,ec\1ti\te 

Director a11d me1nber of U1e Mo11elary Policy on11111ttee. 

Coun ends. 
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Inflation Report togetl1er ,vi111 tl1e eco1101t1ic a11d 111011etat·)' di cu io11., i11co1·po1·l1ting tl1c 
montl1I}' MPC Repo1·t to Cou1·i 
(J\1r Allsopp in attendance) 

M1· K111g said tl1al tJ,e MPC 111i11t1les revealed tl1e, ate 111 ugt1st l1ad been ' 'er)' close and tl1is 

J)rovidcd a ft111 expla,1at1ot1 of tl1c l110i1L1011 l'lcporl fo11 cl1arl ,, l11cl1 ~110,, cd t\1c i111lation forccust 

to be sl1gl1tly above 2.5% t\VO yet1rs aJ1cud. 1 l11!rc l1 t1d bce11 a 11un1b r of l1uestio11s abottt tl1e 

forecast being above t11e target t,vo yet1rs t1 l1ct1d nt tl1c l11flatio11 Re1Jort press co11f '-.:1 ~11ce. 
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The forecast and the vote sho,ved the MPC was at t11e margins between uncl1anged and 

increasing interest rates. Mr King said tl1at overall tl1e economic ne,vs ,vas very good, ,vith 

continued growth alongside 1o,v inllation. But tl1e 11nbalances underneath U1e aggregate picture 

remained an issue. On the demand side, do111estic demand ren1ained strong relative to net 

export demand~ on the output side, sen1ices were more buoyant U1an large parts of 

manufacturing; and in terms of pnces, services prices inflation was lugl1 while many goods 

prices \Vere falling The view of the MPC \Vas tl1at these imbalances \Vou]d have to subside if 

the inflation outlook \¥as to remain benign. 

Mr K.i11g said there ,vere no real concerns abou t econonlic growt11 looking ahead. Chart 6. 1 in 

t11e Report sho,ved gro\vtl1 ,vas forecast to be at or around 1 ls long-tenn average rate over the 

11ex t t'\vo years. The inflation forecast, on tl1e assurnptio11 of unchanged interest rates, ,vas for 

ll1e RPlX measure lo fall as tl1e effect of rugher oil prices un,vound and then rose in the second 

year. But tl,e profile overall ,vas re1narkab)y gentle conJpared witl1 tbe past. It was slightly 

l1igher tha111n May, reflecting a lower exchange rate, slightly weaker growth m consumer 

spendi11g, and a more berugn vie\V of tl,e labour 1narket. 

Tl1e 1n1pact of tl1e GovemJ11ent 's Comprehe11sive Spending Review '\Vas considered to be small 

overall relative to tJ1e pos1t1on outlined 1n the Marc11 Budget. Spending ,vould be marginally 

higher than envjsaged in the May forecast, reflecting the canyii1g fonvard of U1e pre\'lOUs 

year's underspend. There were some u11certainties looking al1ead. Tl1e effects of tl1e s,, itch 

towards n1ore direct expendit-ure and a,vay from debt repayn1e11t \Vas not clear and s0111etl11ng 

the MPC wou ld need to ,nonitor. J11 tl,e opposite direction, f-IMT }1ad advised tl1e I\1PC tJ1at 

there was a risk that actual spendjng 111igl1t 11ot reacl1 tl1e plaru1ed le,1els. Token togetl1er, tl1e 

MPC felt tl1ere v.rould not be much net impact on inflatio11. 

More genera lly, t11ere were risks on both sides of tl1e inflation forecast . Gro,, tl1 i11 the ,,·orld 

eco11omy re111a1ned strong ru1d tl11s year it ,vas expected lo l1a,1e tl1e fastest gro,vll11atc for 

12 years. Tl1ere rcn1ained a do\v11side risk f10111 lower \\~orld act1v1Ly. Bt1l tl1cre ,,,us an t1ps1de 

risk that do1nest1c de1nand 111igl1t 1101 slo,v ns 111ucl1 as tl,e MP nsstm1es. A J)e110d of 

co11solidation was expected, wi t I, botl1 tl1e gro,vtl1 of i11co111e n11d ,vcaltl1 expected to slo,v. 

Co,1sur11cr s1Jc11d1ng was exiJected to gro,v belo,v ,ts lrc11d 1ute JS bJlancc sl1ccts stabi l1se. Tl1e 

oi l Price had i11creased since tl1e August l11flat1011 Repo1 l, clS l1ad ll1e excl1ange rote. In relat1011 
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to pay, Mr King said tl1at the MPC had been cautious tlrroughout this year in reading too much 

into tl1e earnings figures because of tl1e potential distortions resulting from Millennium effects. 

The latest labour market data sho\ved a furtl1er fall in unemployment - the LFS measure was 

DO\V at its lowest ever rate at 5 .. 5% - and a rise in employment, alongside a fall 1n '}1eadline' 

earnings gro,vth to 4. 1 %. There ,vas a large negati ve in1pact on average ean1ings in June from 

bonuses, around 20% lower tJ1an tl1e previous year. June was not a significant month for 

bonuses so this effect might prove temporary No11etheless, the data continued to show the 

labour market tightening but few sigi1s of earmngs gro"vth nsing. Ths gave the MPC some 

comfort but also raised questjons. 

Tt1e d1fferences of view within the MPC were again outlined in Table 6.B of the Inflation 

Report. Those bjghligl1ted in Atigust related to different assumptions and expectations about 

productivity gro,vtl1 and pressure 0 11 margins. There were other differences within the forecast 

but these only resulted in marginal differences at this time. 

Mr l(jng also dre\V Court 's attentio11 to t11e box on tl1e MPC's forecasting record. This\\ as an 

aru1ual exercise, altl1oug]1 the MPC assesses 11s forecast errors as part of the quarterly process 

To date, the MPC bad under-estimated output growth and over-estimated inflation. Ho,ve, er. 

tl1ere ,vere only fottr obsen,ations and so 1t made no sense to dra,v any conclusions from thls 

result. Over time, n1ore observations \Vould make the exercise more useful. Mr King said 1t 

was difficu lt to undertake an overall audit of ll1e MPC's forecast as cverytl1ing turned out 

differer1t tl1an forecast to some degree or another. tlowever, differences in tJ1e excl1ange rate 

from the profiles assumed by tl1e MPC n1ore U1 w1 accounted for the forecast cn·ors overall. He 

said there ,vas no evidence of systematic bias in tl1e MPC's forecasts . 

Tunling to market developments, Mr Ki11g said there ,vas little furtl1er to 11otc He sn.id tl1c 

partial recovery of the euro had been reversed over tl1e J)ast fe\v ,veeks ru1d oil pt ices l1ad 11sen 

again. 

Sir Neville Simiris comn1ented 0 11 t)1e ea1·ni11gs dt1ln . He sn1d i11creases 111 tl1e co11stn1ct1on 

sector were ruru1i11g i,1to dot1ble figures tl1ot1gl1 ,vage settlen1c11ts \Vere 11ol tl1e 010111 source of 

tl,e increase. Labour sl1ortages, 1nost , cce11t ly i11 tl1e 1 ~11 l,vuy e11g111eeri11g sccto1, \Vere btdd1ng 

up rates of pay. Mr Neill sa id ta1·ge ,vage set tlc111er1ts i11 tl1e services seclor co11trasted ,vitJ1 
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settlements below inflation in parts of tl1e mai1ufacturi11g sector. 1n 111any cases, unit wage costs 

were falling as employers switched to 11e,v contracts with flexible hours. He said pay in the 1T 

sector ,vas rising fast, reflecting a global shortage of staff related in particular to the strength of 

the US economy. Mr A11sopp asked ho,v this related to a lack of wage inflation in the US . Mr 

Neill suggested productivity i111provemen1s were ofte11 drru11atic wJ1i ch 111eant unit costs were 

falling. He felt the technologies bei11g en1pJoyed by US finns would sl1ortly impact on the UK 

He added that the retaJ.J car market ,vas strengtberung as deal pnces rather than list prjces, \vere 

falling. but fleet demand \,,as less buoyant. 

Mr Brulie said labour i11put and lJn1 t costs were falling across industry. Finns ,vere content to 

achieve pnces i11 line \V1U1 tl1e year before. Mai1y customers were seeking price reductions. In 

this env1ronn1ent, uru t \vage costs needed to fa]] and the need to fund wage increases \Vlth 

product1v1ty improvements ,vas ,velJ understood by unions. He a1so said there was some 

concern that t11ere ,vere expectations tha1 increases in government spending would enable 

l1igher public sector pay increases. There was a danger that funds would go into higher re\·enue 

costs rat11er tl1an investment. In relation to the Nort}1ern lre]and economy, he said slall 

s11ortages refl ected U1e boon1ing econon1y in tJ1e Irish Republic. This v. as puttmg a strain on 

some firrns' costs. TJ1e o,,eraJ l economic picture was fairly berugn, w1tl1 tl1e exceptio11 of the 

1mpact of the h1 g11 value of sterli11g. 

Mr Stretton commented that t11e Scottisl1 economy l1ad mirrored Englru1d over tl1e recent past 

but the figures for the first quarter of the year l1ad sl1ow11 a fall in GDP in Scotland Altl1ough 

l1e felt tJ1is was probably jt1st the usual volati]jty quarter-to-quarter, and was not reflected 1n tl1e 

tone of the Agent 's Report, it had led to a debate about recession i11 cotland. 

Ms Blo,v suggested that bonus JJayinents i·n tl1e IT sector would be lo~ er tl11s year tl1an lost. 

Many had refl ected Y2K-related work. A 11umber of co111pa1ues i11 tl1e secto1 l1ad issued profit 

,vamings which would constra1n bonus payn1e11ts tl1is year. S11e also 11olcd tl1at firn1s ,vere 

having to pay higher sa]anes to attract en1ployees \Vith 11e ,v tecl111ology skills,, 1 tl1ot1t al\ ays 

knowing l1ow they would be used or absorbed 111to bt1sinesses. Con11'>'-11ies \\ere sti ll ,,,orking 

out l1ow to t1li l1 sc new tectu1olog1es but by 11cxl ycu, sl1c fell tl1esc 1ssl1cs \\ ot1ld l1ave con1c to 

frw tion. 
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Sir Ian Gibson also referred to tl1e exte11t to which businesses in U1e engineering sector were 

restructuring contracts on an annual l1ours basis. Tllis was reducing gross labour costs even 

ahead of productivit)' gains. Hourly \Vage rates might nse under such arrangements but tl1ere 

\Vas often a dramatic change in shift patterns \Vhicl1 enabled large savings, 10 addition to the 

benefits of lugl1er productivity . 

Sir fan said the automoti,,e sector still faced the problem of overcapacity. Ge11nan domestic 

demand had not recovered to the degree expected and sales remained lower tl1an a year earlier. 

TJus was affecting the ,vhole sector. The upturn in demand in France and Spain seemed to have 

moderated and it was unclear wl1at was ahead. There ,vas a degree of nervousness about 

trad1ng in Septen1ber. He also said that on the basis of current production plans, imports were 

likely to account for more tl1an eighty per cent of the UK automotive market in the next fe\v 

years. The proportion had bee11 sixty per cent fo r some time but had recently risen to between 

seventy and seve11ty five per cent . This would inevitably effect the trade data in due course 

Nf1· J(jng erntJl1asised lhat t11e MPC was very interested in the issue of contracts. It was 

puzzling tl1at tl1e nun1ber of l1ours worked per employee had decli11ed. This ,vas ,,ery odd 1n the 

context of ru1 expanding econo,ny. Sir Ian said tl1ere had been ru1 increase in U1e use of sl1ort­

term co11tracts to deal wiU, seasonal peaks in output and, consequently, less overtime \\orklng. 

In addition. the mo,,e from standard to flex:ible hours resulted 1n lo~er average sluft pre111ium 

rates. Previously, night shift pren11urns ,vere around one-t1'11rd of nonnal day shift ,vage rates. 

A move to a tli.ree day shjfl pattern enabled as n1any productio11 l1ours but lower prenuums and 

fewer overtin1e l1ours. More people were en1ployed because of tl1e exlra shift but 011 fe,ver 

hours. He said t)1js had bee11 accepted by unjo11s but involved son1e painful adjustn1ents insofar 

as this would reduce the wages of many employees. Mr King srud tl1is ,vas consistent ,vith 

more jobs and lower average l1ours, and benign ,vage cost inflation 

Mr Buxto11 con1mented that n1ucl1 of t l1e growtl1 111 e111pl0)'111e11t \\1ns i11 ll1e sen 1ce sector 

whereas e1nployn1ent in 1nant1 factl11 ing and agtict1 lture I,ad falle11, ru1otl1er aspect of tl1e ske,,1ed 

economy. The picture i11 tl1e bo11ki 11g sector sttggcstcd a co11fide11l co11st1111er Retail business 

was very strong. Mo1·tguge Ie11di11g ,vns grow111g ,.t ,1rot111d 9°/o n yei1r and co11~u111er credit by 

14o/o on tJ1e basis of data for Ju11e. Mortgage lend 111g \VJS ex1)ected lo 111odcr"1le but fro111 \ 'Cf)' 

high levels. 1-Ie also noted tJ1at s111all a11d 111ecliun1 sized fim1s \\'ere 5lt11 t111g lo increase 



130 

borro,ving. Mr King noted tJ1at consun1er borrowing was at a seven-year l1igh though leading 

indicators of housing market activity - such as site visits - were suggesting a slowdown ahead. 

He reiterated that one of the risks in the J,,jlatio,, Repo,·t forecast was for less of a slowdown 1n 

consumer spending than envisaged i11 tl1e central projection. Tl1e Agents' Reports suggested 

U1at the higl1 level of corporate borrowing was related lo 1nvestn1e11t ratl1er than distress 

borro,ving. 

Mrs Heaton asked \Vhether tJ1e reduction in the average hours ,vorked could be accounted for by 

an increase in black economy activity? Mr Neill said the changes in l1ours worked had started 

in just a small number of con1pan1es but l1ad r1ow spread to 1nany oti1er sectors of business, 

driven by tJ1e need for p1·oduct1vity improvements. He said 11 l1ad been relatively easier to 

introduce SL1ch changes in sectors like telecommun1cations because they were staffed by a 

younger workforce witJi different expectations. Sir Jan Gibson added that productivity gains 

\¥ere also being achieved by better manageme11t of extemaJ businesses. He said some 

businesses were reducing expendi ture on services by 25o/o. 

Sir Briar1 Moffat said tl1e immedjate tTading ouUook would partly depend on ,vhat assessment 

people n1ade about tl1eir o,vn order books wl,en they returned from su1nn1e1 breaks. He sa1d 

there \Vere reasons to be negative, give11 tl1e situation over the summer 1n mai1y European 

markets. 

Mr King tlJa11ked Members of Court for tl1eir co11tributions. He suid U1ey 11ad shed ligl1t on 

some imponant issues and l1e ,vouJd relay tile poi11ts to t11e MPC. 

FINANCIAL STABILITY ISSUES 

Domestic and international de,1elopmeots 
(Mr Tucker in attendance) 

Mr Tucker reported on t,vo don1estic issttes a11d t,vo i11lcmnhonol 1ssues rete,·a11t to tl1e ,vork of 

tl1e finai1c1al stab1l1 ty area of the Ba11k. 011 Ll1e do111estic side, tl1e Go, e111n1c11t's respo11se to tl1e 

Cruicksl1a11k Review of bru1ki11g services bud bee11 pt1blisl1ed. Tl11s l1nd co11tni11ed l\\,O 111alters 

of Part1cula1· 111terest to tl1e Ba11l< First, 10 relatiot1 lo U1c isst1e of ' l~11dct of last resort' (LOLR). 

he reminded Court tl1at t11e Cn1icksJ1a11k Re,'1e\v l1nd reco111111e11ded tl1at ll1c ttse of LOI R 

facil ities sl1ould be ,nade public ,vitl1i 11 011e yeru . Tl1e Go\1e11m1ent l1nd accepted ll1e Bru1k's 
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view that the timing of disclosure should depend on wl1etl1er djsclosure could threaten stability. 

Late in the day. HMT had raised the question of y.rl10 should decide when to publjsh details of 

LOLR i11volvements, suggesting that it should be the standing comn1ittee of the FSA, HMT 

and tl1e Bank of England. Tl1ey l1ad, thougl1, agreed to delete tl1is on t11c basis of the Bank's 

argument U1at, ,vhjle HMT would of course be consulted, tJ1e decision was for Court. 

Tl1e second area of 1nterest 1n the Cruickshank Review concerned the regulation of payment 

systems. Mr Tucker said the Government's respo11se had, on balance, been encouraging. Il had 

met tl1e Bank's concerns t11at regulation s1,ould focus on retaj J rather than wholesale systems 

and that account 11eeded to be taken of tl1e international dimension regarding t.he location of 

payment systems TJ1e Bank had emphasised in its discussion witJ1 HMT that the offshore 

threat was real if legislatio11 became onerous. Mr Tucker said the choice of regulator ,vas 

between U1e OFT and a ne,v regulaf or (PA YCOM). Tl1e Government had so far not indicated a 

preference Additionally, tl,e Cruicks11ank Review l1ad called for the FSA to publish capita] 

ratio regulatory targets. HMT and tl1e FSA \Vould study tl1is issue further, and the Chancellor 

l1ad 111dicated ll1at the Bank's v1e,vs would be welcome. 

The other don1estic issue to dra\V to Court' s attention was tl1e work being undertaken on 

financial exclusion, in particular access to business finance. Mr Tucker reminded Court that the 

Government J1ad asked the Bank to study thls issue as part of its wider consideration of social 

exc]us1on. Field \VOrk was no,v under way in different parts of the country. To date, the Bank 

team l1ad been struck, thougl1 not surprised, by tl1e limited extent to \\l l11 cl1 small businesses 

considered raising finance to be a key isst1e in sucl1 areas, compared with otl1er social problen1s. 

Turrung to international issues, Mr Tt1cker said tl1e debate on the appropnate 1nternational 

financial arcJ1iteclt1re to preve11t at1d resolve financial crises cont int1ed. A lot n1ore progress 

had been rnade on pre\1e11tio11 tl1an resolution. Tl,e US !)Ositio11 re111ni11ed a prefere11ce for a 

case by case approacl1. The Ba11k a11d 0U1ers we1e stressing tl1e i1eed for clm1t} o, er U1c 

dJv1sion between official and pnvate sector tnvolveinent. Tl1e Builk l1ad u11dertaken son1e \\'Ork 

with the Bank of Canada on Ll1e issue, and o fJOJJe1 J1ad beei1 c1rct1lated ~1rot1nd tl1e i11ten1ntio11al 

co1nmunjty. It strJJpoi·ted t)1c ,,eed for a clearer frn111e\vork ot1tl i11ing 01>1Jrot1cl1es n11d 

responsibilities i11 tile absence of a,1 i11ter11nt1011al le11der of last resort. Tl1e JlJJJer stressed t11al 

countries \Vere bound to call debt standsl1lls and 111oraloria. so tl1e1e \VUS a need for an operating 



fran1e,vork ,vl1icl1 recognised that this would happen from time to ti1ne. Tl1ere needed to be 

some clarity about the limits to IMF support. 

Mr Tucker said the debate \Vas 110w open and a paper by Alan Greenspa11 and 
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Lawrence Su11uncrs would ensure tl1at it was on tl1e discussion agenda. A rece11t GI O meetjng 

of Central Bank deputies in U1e Bank bad suggested son,e support for the Bank of 

England/Bank of Canada approach, ,,1th t11e exception of the United States. The next G7 

Finance Ministers deputies meet1ng, ahead of tl1e IMF Prague meetings, ,vou]d be important. 

The second intemationaJ issue of note concerned ,vork to,vards the 11ew Basel minimtim capital 

requirements for banks. The frame,vork bad n1ore or less been establisl1ed but the important 

work was to follo,v, when the nw,1erjcal aspects of the proposals could be established. The key 

issue ,vas ,vl,ether the ne,v requiren1ents ,vouJd affect U1e amount of capital in the banking 

system. 

ln response, Mr Buxton said that he hoped the Bru1k would play a constructive part in the 

djscuss1ons on payment systems. He said he was wonied U1at HMT had little expenence in this 

area. He added lhat a great deal was being said in the 11ame of fmancial exclusion. Raising 

finance had a]\vays been welJ down t11e ]1st of priorities of small businesses He felt the sooner 

the Bank gained son1e prominence in the discussion, tl1e better. Its \\Ork to date on sn1all 

business had been extremely benefi cial in raising issues. 

Baroness Noakes asked if PA YCOM was likely to be at U1e Bank. Mr Tucker said U11s \VouJd 

not be the case. The Bame ]1ad not wanted a competition policy role. It would either be at tl1e 

OFT or a ne,v regulatory body. HMT had recognised that the Ba11k l1as a close interest 1n tl1e 

oversight of pay1nent systen1s. 

MANAGEMENT OF TJIE BANI( 

Operation of NedCo 
(No visitors i11 attendance) 

Baroness Noukcs asked Court to aJ)prove tl1c OJ)ernlio11 of Ned o, i.1S Ol1tl111ed 111 l1er paper, i11 

order for it to d1scJ1arge 1ts funct,011s under tJ1e Ba11k of E11gltu1d Act 1998 ourt appro,ed the 

operation of NedCo. 



Court APPROVED NedCo's method of operation as proposed. 

Audit Committee Report 
(No visitors in attendance) 
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Mr Buxton drew Court's atte11tion to tl1e draft minutes of t]1e Audit Commjttee held in July. He 

higl1lighted t,Yo points. First, tl1e Committee had so far considered the management of the 

Bank's balai1ce sheet, and credit risk and re,vard. He said a risk 1natrix had been in place for 

some time but that it \.Vas too deta1 led to be an effective too] for sen.ior management The key 

issues were clouded by its complexity The n1alTix was now simpler and more comprehensible. 

He said tl1e Committee's di scussions ,vith different pans of U1e Bank had revealed concerns 

about operat1onaJ nsks. To date, this ,vas not so1netl1Jng the CoDlJlllUee l1ad focussed on. He 

l1ad asked the management of the Bank to report separately on operational risks. 

Second, Mr Buxton commented 011 tl1e Audit report by PricewaterhouseCoopers. Credit nsk 

,vas not percei ed as ,videspread but n1oreso at particular times. Tl1e issue of operational nsk 

was also raised by tJ1e Auditors, along with son1e proposals for improving this aspect of the 

Bank's management. Mr Buxton also n,entioned tl1at }1e bad requested more 1nformat1on about 

financial reporti11g by the Print111g Works as the Committee had not been satisfied ,v,th the 

situat1on that had been described to them. 

Sir Bnan Moffat raised tl1e question of whetl1er t11e Aud1t Conunittee should only consider 

f mancial nsks. ]f Court itself ,vas to consider non-finai1c1aJ risks, l1e 11oted tl1at the Turnbull 

gujdelines required it to do 01is 111ore than 011ce a year. Mr Buxton said Court could use the 

Audit Committee as a cl,annel tl1rough wl,jch non-finru1cial risks ,vere cons1dered. 

Baroness Noakes said this was unclear, speci.licaJly ,vl1etl1er Court ,, ould discuss tl1is isst1c as a 

body or have the Audit Co111mittee report to it. Sir Nevi lle Si111n1s con1111e11ted tl1at Court 

r1eeded a process which engaged it substantjally w1tl1 tl1e 1·isks faced by tl1e Bank. Tl1is could 

not be achieved by a short report from the Audit Con11111ttee. 1r Briru1 Moffat agreed tl1ut n11 

executive procedure was reqt11rcd. Baro11ess Noakes sn1d sl1e \\rOtl Id I cqt1est n paper to Cott.rt on 

110 \v the Tur11bt1 ll gt1ide1111es wot1ld be discl1or.ged. I\'f1 Bt1xlo11 od,led tl1at f11ture Cou1t agc11das 

migl1t include 1te111S 0 11 spec1 fic risk issues. 
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Mr King said the Governors \Vere grateful for the contribution of the Audit Committee in 

bringing issues into open discussion. He said he saw th.is as part of greater transparency more 

generally in the way the Bank conducted its operations - for example, in relation to foreign 

exchange reserves. There certainJy needed to be a proper executive view of ri sks tl1at ,vent 

beyond tl1e ,vork of 011e djvision of tl1e Bank. 

Baroness Noakes stressed that Cour1 would require a paper fro1TI the Bank on 110w Court should 

handle its responsibilities and tl1e procedures it should adopt. Mr Buxton added that the ro)e of 

the Audit Committee should be 1o undertake digging exercises. Baroness Noakes said she 

would raise the issues \vith Mr Clementi. 

Sealing Committee Authorisations for inspection 
(No visitors in attendance) 

1n accordai1ce with tJ1e terms of reference of the Sealing Committee, the record of authont:Jes 

granted by tl1e Conunittee was Ja1d before Court fo r 1nspection. 

Court ,vas up. 

} 
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Present: 

TJ1e Rt.Hon Sir Ed,vard George, Governor 
Mr Clen1enti, Deputy Governor - Finru1cial Stability 
Mr l(jng. Deputy Governor - Monetary Policy 
Tlie Baroness Noakes, Chajm1ru1, Sub-CotnJnittee of Directors 
Ms Blo,v 
Sir David Cooksey 
Sir Ho,vard Davies 
S1r Tan Gibson 
Mrs Heaton 
Sir Chips Keswick 
Sir Brian Moffat 
Mr Neill 
Ms Kall1leen O'Donovan 
Sir Neville Sll11J11s 
Mr Stretton 

Absent: 

Mr Bailie 
Mr Buxton 
Ms McKeclm1e 
Mr Morris 

TJ1e Minutes of the Court of 16 AL1gust, J1avj 11g been circulated, ,vere uppro\icd. 

MANAGEMENT OF THE BANK 

Compliance ,vitb tl1e Turnbull Report 
(Elecuti,fe Di.rectors and Messt·s Butler a11d J11g1·an1 i11 atte11d:111ce) 

135 

In relation lo tl1e ma111te11ance of s0L111d syste111s ru1d co11trols ,, itl1i 11 Ll1c Bn11k., t\tr Clc111e11ti 

updated Court 011 the work ca11·ied out since F0brl1,,ry \\1l1e11 Mr Butler l1ad 1l!po1tcd to Court on 

llle itiiplicatio11s for tl1e Bunk of t11e g L1ido11cc 011 i11tc 111ul co11trol 15st1ecl by 1'un1bltll to directors 

of listed con1punies. 111 a Po,vcrPoi11t 1>rescnt,1t1011 i11 tl1c C'onfcr~t,ce er1lrc, tv1r Butler took 

Coun tl1rougl1 lJ1c dc,1elop111e11ts i11 tl1c risk 111ulrix u11d Mr I11grw11 too1' C'ourl tl11 ot1gl1 ll 

~ 

"ser,tatio11 011 111on1toru1g risk i11 tl1e Ba11k of~ E11glt111d's balance sl1ect. J 11 respo11sc lo u 



question from Sir Chips Keswick about whether the Bank still had a rating capacity for 

sovereign debt or \Vl1ether it still relied on credit rating agencies, Mr Jngram said that CRAC 

looked at the agency ratings of individual countries but coupled these with the Bank's own 

analysis. The Bank did not rel)' mechanistically on agencies but they were a very important 

part of the judgement made. 

136 

In response to a questio11 fro1n Ms BJo,v, Mr Butler said that the Bank could certainly comment 

in qualitatJ ve tenns 1n the Annual Report on U1e changes made. It could note that there had 

been many changes to ri sk management procedures in U1e last five years and not just 1n t11e last 

12~ 18 n1ontl1s. Tl1e Report could also note that, in relation to the Assets ai1d Liabjlities 

Committee, rneeti11gs ,vere quarterly, and this added real value 1n helping departments 

understand the nature of l11e financial risks the Bank was running. l le also noted the annual 

risk assessrnent exercise which \Vas more dynamjc at1d in,,olved management (specifically 

MANCO) more than it did before through t11e rating of risks. The Governor said the Bank 

\Vould look i11to tJ1e question as it crune to the Annual Report process. 

Ms O'Donovan noted tl1at some companies had set up Risk Committees in addition to Audit 

Con1mittees. Mr Clementi said that from U1e financial n1anagement poi11t of vie\\• tl1e Bank 

cot1ld pick llp risks from two main commjttees, ManCo and ALCO. In t11e latter there was 

quite a vigorous quarterly debate, wi th himself and Mr Plender]e1th, Deputy Directors and 

HODs present. Bet,veen tl1ese two committees tl1c Bank could handle U1e issue and he sa,v 110 

reason to set up a trurd. Mrs Heaton said she ,vas e11couraged by tJ1at. Sl1e noted tl1e 

importance in management of the need for day to day and quarter to quarter discussions of 

nsks. She noted that the last paragraph said that not all risks ,vere captured. Mr Clementi 

asked ,vhether she ,vas ref erring to ler1der of last resort and foreign excl1ange i11ten ention, 

MIS lleaton said she was referrmg to strategic issues, for exn111p le, sucl1 as a risk tl1nt tl1e :tvlPC 

process led to loo n1ucl1 or too lit tie i11flatio11 - in other words to ll1c key ncti,11ties of tl1e Bartk. 

Mr PJe11derlei th said tl1at ri sks under those headi11gs \VOttld be ca1>tured in tl1e assessn1ent of 

financial 1isks. Tl1e Govcr1101 believed Mrs Henton ,vns refe11111g 11ot lo fi r1ancinl risks tl1at 

arose out of tl1e JJursuit of tl1c Ba11k's core JJt1 17Joscs bt1t to re1>t1lntio11al rtsks. t\1r Heaton said 

she ,vas referri11g to ri sks t]1at l11t out of ll1e blue, for exru11p le a Ji 11J11cial crisis. f hc risk 

analysis covered day to day risks but not tlie biggest 011es Mr Butler sn1d tl1at tl1c risk onolysis 
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had identified. Mrs Heaton asked whetl1er it was possible to analyse the size of the financial 

in1pact of such risks and their probability and also to draw up a ranking. Baroness Noakes said 

that Court ought to be able to say ,vl1al were tl1e top end risks of importance to the Bank. 

Mr Clementi said it ,vou]d be possible to produce a list of aJl the h1 gl1 impact nsks. 

Baroness Noakes said that that was all tl1at Cotirt sl1ould look at and Mrs Heaton agreed. 

Mr P1ender1eith comn1ented that tl1ere ,-.,ere five areas of higher risk in Mr Ingram's 

presentation and they could easily be pulled out and ider1ti:fied separately. Sir Neville Simms 

sajd that as an Audit Commjt1ee n1ember l1e ,vould be very pleased if Court could look at those 

rugl1er level risks. 

Baroness Noakes noted that ,vhen the Bank staned on the risk matrix there was a reluctance 

an1ong ind1v1duaJs to sign off. She asked whether 1t was clear that all the risks identified had 

nsk o,v11ers -vvl10 had accepted full responsibil ity for them. Mr Clementi said that the Bank's 

intention ,vas to have a sign off up to Executive Director level for the areas for which they were 

respo11sible. Mr Neill said it was a very good presentation and he was e11couraged to see the 

level of tl1e Bank's JT literacy. 1n response lo a question from M1 Neill about human resources 

in ll1e nsk matnx Mr Clementi said that the biggest risk in that area, in his view, '"as the ability 

to recruit and retain good people. Mr Butler took Court through tl1e details of the nsk. matrix in 

that area. Sir Jan Gibson echoed Mr Ne1Jl's comn1ents and said he believed that a version of the 

nsk matnx should be made available on the ]11tranet in a simplified fo11nat . One of the issues 

\vas devolving the process and i11creasi11g a,vareness. He hoped l]1at ,vould l1appen and that 

Court would be told. 

The meefjng 1noved to the First Floor Conmlittee Room. Tl1e Governor ,velcon1ed e ·temal 

n1embers of the MPC, w11ose full men1bersl1jp was no,v attending the Court 1neet111g. 

MONETARY STABILITY JSSUES 

Ttic economic and monetary discus ior1, i11co1·po1·ating the mo11Cl1I)' l\·tPC Repor·t to Court 
and including international eco11on1ic de,,elopments 
(All Executive Directors a11d exce1·11al MPC n1en1bers togctl1e1· ,vitl1 !\le •· Je11kin on and 
A Bailey in attendance) 

Jn inlroduci11g tl1e MiJ1utes of the 111ecti11g of tl1c MP l1eld i11 ll1e first \Veelt Of epten1bei, 

...--:;:~\vhicl1 had bee11 publ1sl1ed earlier tl1al 1no111i11g, Mr Vickers said tl1at tl1e MP l1od l1eld rates at 
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6% and the vote had been the same as in August. He noted tl1at, in tl1e international economy, 

oil was around $30 a barrel at the last Court and it ,vas now between $33 and $34. The 

exchange rate index had fallen to around 106, dnven by a large fall against the dollar. 1n the 

domestic economy, GDP gro,vth was 0.9% in tl1e second quarter and the number l1ad not been 

revised, ,vhich was not a great surprise. Consun1ptio11 growtl1 ,vas finn while Goverrunent 

consumptio11 ,vas quite strong, though investment was rather weak More would be learned 

from the National Accounts on 27 September. Mr Vickers noted that mdustnal productio11 fell 

s11ghtly month on month in July but energy output had not, as expected, fallen strongly. 

Surveys of activity sho,ved a picture broadly the same as before while retail sales volume rose 

O 6% on a montl, earlier in August bt1t sales gro,vU1 had slo,ved according to the distributive 

trades survey, partially offset by a big improvement in motor trades, though that area was still 

,,ery negative. }-le noted a nse tn tlle GO< consumer confidence index in August but falls 1n the 

Hal if ax and Nation"vvide annual rates of house price in.nation. Money and credit were still quite 

strong and there ,vas a particular puzzle of stro11g corporate borrowing, though business 

investme11t l1ad sofiened son1ewl1 at. ln the labour market, quantities were strong but earnings 

,vere \Veaker U1an expected ,vi th headline earnings gro,vtl1 easing further to 3 9°/o in July. The 

slo\vdoW11 1n pay gro,vt11 l1ad mainly been driven by bonus contributions. He noted a nse m 

employment by 93,000 in the three months to July. Labour force survey unemployment\\ as 

do\vn 104,000 to 5.3% in July. CJaimant unemployment was down 18,000 in August and tlle 

rate was down to 3.6%, the Jowest since Septen1ber l 975. 

Tunung to prices, he said U1at RPIX i11flation fel l by 0.3 percentage points to 1 9~o in August, 

U1e 1o,vest since the series began in l 975. This reflected a lo\.ver contribution from petrol and 

seasonal food prices. He noted that in general tl1ere could be quite a lot of volatility because of 

oil and otl1er factors. RPI and RPJY fell broadly in line wit11 RPIX. Tun1ing to the petrol 

shock, he said it \Vas clearly going to be di fficult to assess tl1e upcon1i11g dntn ns a result. 1'herc 

could be all sorts of things happening on tJ1e corporate s1de mclud111g ru1 impact on stocks, 

,vJ,j]e the effects 011 consumer expenditure were unclear. It '"'as ve1-y l1ard to Judge in many 

cases t11c direct1011 let alone the n1agr1itt1de of tl1c effects of tl1e fuel sl1ock Tl1e Bunk ,vould tl) 
t . 0 Judge tl1at tl1rougl1 Agents' su1veys ru1d tl1rougl1 oll1er Sltrveys as ,veil. 

l 'uming to international econon11c developn1ents, Mr Bailey said t11nt tl1e overall picture rn U1e 
World e . d d conomy \vas tl1at gro,vll1 t111s year ,vas likely to be tJ1e slro11gest for 1nore tl1an a eca e 
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and tl1e pattern among regions more balanced U1an for quite a long time. Over the spring, at 

least. tJ1ere ,vas more robust expansion in tl1e euro area, though the Jatesl data suggested that 

there may have been a peak in growtl1 rates, tl1ougl1 that was what tl1e Bank had expected. The 

san1e pattern applied to ilie emerging n1arket recoveries. Tl1ere were now encouraging signs of 

a more sustained but more gent.le recovery in .Tapan. Having sajd iliat, there remained 

substantial imbalances in the \VorJd. Tl1e 1nost obvious was the current account positions, 

particularly in the US, \¥here the external deficit \Vas still nsing, and alongside that were 

exchange rate issues, particularly the weakness of the euro and the increase of the dollar across 

the board. Most analysts reckoned that the prospect of a soft landing bad if anything increased 

and t11al had led markets to a more optimistic outlook. There J1ad been a succession of graduaJ 

monetary policy tigt1tenings across ll1e board. Japan had until recently been the notable 

exception to tl1is, but UJe Bank of Japan had now ended the zero interest rate policy with a very 

small increase of 0.25%, ,vl1icl1 was perl1aps more to do with market distortions than supply and 

demand in the economy. So far there had 11ot been an adverse reaction. The ECB faced a 

difficult environ111ent . Gro,vth had bce11 strong in the euro area and there \Vere suggest.lons that 

demand \-Vas outstripping supply capacity quite rapidly, and the big issue underlying th1s ,vas 

structural. Tl1e ECB ,vas aJso faced with the exchange rate issue and with the oil pnce. The 

ECB had had a policy of gradual rises reflecting inflation prospects going forn ard and tlus 

made a good deal of sense. Mr Bailey noted problems of overl1eating 1n some sn1aller 

economies, particularly in the context of 1re1and. 

Turning to oil, 11e noted the pnce was very nearly al $35 a barrel. Over the sl1ort tem1 th1s 

\Vould have a direct effect on retail prices. The possib]e second round effects ,vould be very 

important but so far, encouragjngly, tl1ere ]1ad been very little sign of an effect on ,vage 

demands across the board. Tl1e context was very different from the l 970s. There, as no 

background of rising inflationary expectations a11d t11e energy intensi ty of tl1e n1ajor econon11es 

had declined very significantly over the last 20 years Much of tl1al decline \\'as i11 tl1e 

1ndustrial sector. Tl1e share of transport i11 oil consu111pt1on l1ad risen ,,ery sl1nrply fro111 around 

45o/o to arou11d 70%, a rise whicl1 ,vas perl1aps 11ot L111relnled to tl1e 11nlten1 of protests. 

Forccast i11g the oi l price was ]1azardous. OPE l1ud J)ro111ised a fwil1e1 111crease 111 production, 

bringiiig tl1c total 111crease to tl11·ee 111illio11 barrels o day. World den1nnd lind 1110st likely not 

gone up by more tl1ru1 that, bLtt stocks \Vei c very Ia,v going 111to Ll1e ,v1nter, ,vtiicli ,vos a factor 

\Vorry· h l d' l ing l e market . Tl1ere ,vas oJso a dow11,vard sloping f utu1 es cu1~c, ea 111g to a re uclance 
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to hold stocks. In addition tl1ere might be a "just in time" effect . OPEC had a11 immediate 

quite limited additional supply capacity, of which Saudi Arabia had the lion's share. Against 

that there was the prospective increase in supply iliat would be expected to come through over 

Oie next year or so as higher prices encouraged more investment in explorat ion and extraction. 

OPEC had said tl1at it ,vanted to target a price of $22 - $28 dollars a barrel. But OPEC }1ad had 

no success over tl1e years in managing tl1e oil price active]y and this was the first time that a 

maJor price ri se had come more drrectly from tl1e actions of OPEC and not from wars and 

revolutions. It \Vas also seeking to manage U1e price in a range that it had never been kept 1n 

before. Tl1e oil market saw prices of just under $20 a barrel as justifiable over the longer-run, 

related to the cost of bringing i11 new capacity. So pnces could remain high for the next six 

n1onths or so but there ,vere good reasons to believe that this would not be a prolonged feature 

of tl1e oil market. 

Mr Plenderleitl1, turning to charts 011e ai1d t,vo on foreign exchange, said that the dominant 

story ,vas tl1e rene\ved strength of the dollar in l11e last month or so, explicable by the greater 

confider1ce in the n1arkets t11at there would be a soft landjng in the US. T11e counterpart had 

been partly a \veakening of U1e euro, wluch could not be explained just 10 terms of the dollar, 

because tl had fa llen agaj11st the yen and most other currencies. There ,vere a range of 

explanat1ons but the nearest one could get to a single coherent framework \\'as that 1t reflected a 

market perception that the euro-area's trend gro,vth potential was lower tl1an tl1at of tl1e US 

economy. Sterling had been ,veakeni11g against ll1e dollar. It had con1e do\vn in the spnng 

fron1 the $1 .60 that it l1e]d for two years or more to $1.50, ,vhere it stayed in U1e sununer, but 

more recently it had dipped to $1.40. Tl1at mjg}1t be the counterpart of tl1e stronger dollar. 

There might be some comfort fro·m U1e fa l I, but the effective rate l1ad remained relatively h1gh. 

The fact that sterling had con1e down against U1e dollar ruid \Vas 1novi11g n1ore closely ,vitl1 tl1e 

euro needed to be ,vatched c]osely, and }1e ,vas not sure 1t ,vas fully understood. Tumi11g lo 

interest rates, in chart 3, be said there ,vas a conti11t1ing fall in the stre11gtl1 of expectatiotis of 

furth • • T • er nses 1n tl1e UK. Tl1e markets saw rates as close to the peak of ll1e cycle. um111g to 

cllart 5, bo11J yields, he said tl1at tl1erc wos s0111e i11dicut1011 of a s1nal l 11se i11 bo11d yields iii 

010st of tile markets iii rccenl ,veeks, notably i11 tl1e US. Tl1is 111igl1l be u conseqttei,ce of Uie 

fact lllat both presidential ca11didates were bci11g seen as less co11u11itted to surpluses tl1a11 Ule 

present administratio11. It n1igl1t also rcnecl brreater upprel1c11sion nbottt l1igl1er ii1flation i11 llle 
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\Vorld economy, because of oi] prices and perhaps faster grow1h. On the other hand, it might be 

3 summer blip. This also needed ,vatching. 

The Governor asked the external members of the MPC 1f they wished to add anything. 

Dr Wadhwani said he would like to ask men1bers of Court about the extent to which they 

believed 1ugher oil prices would feed through into lugher prices generally. 

Sir Ch1ps Kes,vick said j t would be a great mistake to patronise OPEC because jt had made 

clear that it wanted $35 a barrel last February and this had not been taken seriously. Now they 

had acl1ieved that level. He would not be confident about prices returning to $28 a barre] 

Mr Neill noted tl1at in tile automobile and otl1er industries there had been a move to lean 

production systems. For example, i f the manufacture of one component, fuel tanks, for which 

tl1ere \Vere four deliveries a day, were slopped, then a car manufacturer could not make a car. 

Stopping tl1e industry fo r a day wiped out a year's profit. In that sense the industry would pay 

,vl1atever it needed to keep productio11 goi11g Con1panies could consider whetl1er the risks 

taker, ,vith sucl1 systems ,vere too great or tl1ey could decide U1at t11ey could not, for compet.J.tive 

reasons, afford to drop then, . So t11ey were corrung to U1e conclusion t11at they needed to make 

sure tbat the Go,,emment ensured that events such as the fuel crisis djd not happen again. 

Ms O'Donovan sa1d she was surpri sed at tl1e ratl1er rosy view of the Uruted States Her 

company l1ad issued a high profi le profit warning ten days previously and there l1nd been 

similar warnings for other equally higl1 profi le co111panies. Tl1ey covered capital goods and the 

appliance markets, ,vJ11cb \Vere being affected i11 t11e US. There was a margin squeeze bot11 in 

the US and in the UK. Sir Briai1 Moffat, speaking as a l1eavy energy user, said U1at U1ere ,vould 

be a delayed impact from the 0j] price situation because hjgh prices ,vould come tl1rougl1 ,, lien 

contracts ran out and were renewed. For shorter tenn contracts for gas, particularly 

interruptible suppljes, prices had risen 40% since January, and the i11creases 011 tl1e co11ti11c11l 

were not ' 'ery djfferent. People had tried to pass tl1ese on and had hnd a degree of st1ccess bul 

"0thing like tl1e full 40%. There was goi11g to be a cascade effect as fnr as tl1e co11sw11ers of 

basic • Ii d b • materials ,vere co11cen1ed. Tl1e pressure wo11 ld be to absorb pnce 11scs or 111 st1 stittiles, 

perl,aps even going back to coal, U1ougl1 11ot i 11 a traditio11al ,vay. 

Sir Nev·11 s· d d 1 e 1111n1s said the p i c ture was very s 1111i lar i 11 co11struction Oul1Jut tln 11e\v or ers 

~~Were still g • I t t ears row111g year on year in1ply111g tl1at tJ, e co11~tJ·uct1on peak \Vas al eus \VO Y 
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a,vay. The result \Vas that there was great stress on en1ployment issues. The pressure would 

not be on wage settlements, which were national, but on otl1er aspects of remuneration. 

Employment seasonally adjusted \Vas as higl1 as in 1992 while input prices \Vere ri sing for the 

t,ventieth month in a ro,v. There was no\vhere tl1e construction industry could put price 

increases except to t11e client, at1d tl1e industry was as efficient as it reasonably could be. Fuel 

was an important input. In response to a question from tl1e Goven1or, Sir Nevi lle sajd tl1at 

demand in the housing market \Vas relati vely flat, but wllile commercial bui]ding had dropped a 

little it was still very strong. If prom1sed Government programmes were delivered it would add 

to tl1e \vork tl1e industry had. The industry ,vas not good at increasing efficiency in these 

circumstances. Ms Blo\v said that companies j r1 her sector were being cautious in decision 

making and sl1e expected that to become "' 'orse going fonvard. On fuel prices, she was in an 

industry tl1at should be able to a,1oid travelling and so this ,vas a small element of costs. 

Sir Ian Gibson said ll1at, overall , Japan seemed to be more conn dent than he had seen in the last 

t,vo years, tJ1ougl1 J1e did not understand how the yen could remai11 at current levels. In 

Western Europe demand for commercial vehicles sho,ved a continued decline and the industry 

,vas looking to a flat year next year. Global component suppliers were beginning to se11d out 

profit warnings, 1ncJucling businesses wi ll1 large saJes in the US. Margins \Vere clearly under 

s1gn1ficant pressure. At the same time, ,vi th1n Europe there was increasing reluctance by 

consumers to pay. Nobody in the industry kne,v how these pressures would be resol, ed. He 

said that Mr Bailey's analysis of the oil industry was the one accepted by his industry. 

Sir Brian Moffat said that during t11e first six months of 2000 steel den1and 1n tl1e European 

Union \Vas up 2% wl1ile production was up 10%. Trus indicated that there ,vas a stock pile 

some\vhere. Imports to tl1e European Union l1ad bee11 increasing for some time. In reply to 

Ms O'Donovan, Mr Bailey sajd lhat in the US tl,ere \Vas a ,,ery sl1arp bifurcation bet,veen 

hi-tech industries and the rest, and u,e story sl1e told would be consistent ,v1tl1 tl1at TI,ere ,vas 

tremendous support for growth comjng from a relatively sn1all part of tl1e US mwiufocturing 

base. 

Agents' Report on 'Issue of tl1e Montl1' 
(Execut· o· . 
t 

•vc trectors, exter11al MPC 111embc1·s, 1\1 
a tendance) 

C:1n1pe1· a11d l\11· J e11ki11 0 11 i 11 

Ms Can,p • , • t I f er introduced the fi11dings of n sL1rvey of tl1c Age11ts bus1ness conlnc s ltse o 

ommercc. The survey l1ad been u11dertake11 i11 May and prese11Led lo tl1c Pre•MPC on 1 June. 
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After explaining the findings and conclusions of tl1e survey Ms Camper added a postscript to 

cover events since May. She said the Agents' co11tinued to question their contacts. There was 

no significant ne\V development, but further progress }1ad beer1 made alo11g the Imes sl1e had 

reported. There was increasing realism about the issues and awareness of the costs and also in 

particular of the early mover advantage. Businesses faced 1nany challenges including the 

integration of external and internal syste1ns, and tl1ey needed to keep their sites up to date. Jt 

\\'as still difficult for the Agents to assess ll1c impact on costs, prices and margins. There was 

continuing gro,vth m the hl tech area and investment 1n JT and \1/ebsystems. There would 

continue to be a demand for specialists. The infrastructure was al,vays an important factor and 

t11e a,,ailabili ty of band ,vidth was a particular issue She noted the polentja] importance of m­

cornmerce, witl1 access througl1 W AP phones, t11e third generation mobiles. 

Sir David Cooksey commented that lhere could be a problem with the survey in that the no1111al 

group of Bank contacts n1ight not reDect the enonnous number of new entrants in this area. 

Tl1ere \Vas also tl1e issue of ,Yhal was happening to consumer behaviour, because the Internet 

,vas being used as a pricing tool from which to bargain and then carry out transactions 1n t11e 

nom1al \vay. Retailers ,vere .finding it impossible to raise prices because of this effect. 

Mr Neill said 1t \\'8S a very helpful report. He agreed with Sir DaVId Cooksey about the 

represe11tat1ve nature of tl1e survey. He was concerned that the survey sl1owed t11at Britain may 

not be moving at the speed at which it sbou]d be and some way ,vas needed of measuring ,vhere 

,ve ,vere in relation to the Unjt.ed States. He also co11101ented t11at the Agents' report d1d not 

show other more wide-rai1ging uses of t11e i11temet, for example in the areas of 1nforn1at1on and 

kno,vledge management. Ms Camper said ll1e Agents were always trying to refresh their 

contact base so if there were new types of firms U1ey could be tak.e11 on board. Several of the 

finns spoken to ,vere in fact ne,v ones The Agents tried to keep up to date but tl1e point \\'as 

absolutely fai r. Sir Howard Davies said U1at on the fin ancial services side it ,vould probably 

Jook a bi t better than the survey picture for the aggregate but in relation lo inte111at1o11nl 

compariso11s t}1e UK would not look particularly progressive. Our fi11ai1c1al i11stitut1011s \ ere 

by no m . . • r. • • ea11s as advanced as those 1n co11t111e11tal Et1rope. Tl1e OJJtJ01·llt111ty 1or n1u1g111 ero51011 

among UK banks was greater tl1a11 i 11 tl1e rest of Etirope. ]-le ,vould expect a very rtlpid 

expar1sio r · n ° 111ten1e t banking and soles of fi11n11ciol services. 
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Miss O'Donovan noted that the report was the result of contacts with users and she suggested 

there could be benefits as well in sitting down with those at the forefront of developing the 

technology. Referring to the survey as a whole, tl1e Goven1or asked Court Members to suggest 

contacts in the area to help the Bank make sure it was keeping up with the changes. 

Ms B]o,v, picking up on Sir Ho,vard Davies' poi11t, sa1d tl1at her business was involved 1n these 

areas. She agreed there ,vas a hesitation and ,vas 110 1 surprised at a slow pick-up: she did not 

see greater i11,1estment until next year. Sir Chips Kes,vick noted that the contrarian end of Wall 

Street ,vas beginning to cast some doubt on measures of US trend productivity gro,vth.. 

Baroness Noakes noted t}1at the UK ,vas 18-24 rnontJ1s berund t11e US and it was not necessarily 

the best option to ask UK people about the trends. She asked whether infor1nation could be 

obtained from the United States about the anaJysis there of the structural impact of 

e-commerce. 

FINANCIAL ST ABILITY lSSUES 

Revie,v of the Financial Stabilit)1 Area including domestic and international de\'elopments 
(Executive Directors and Mr Tucker in attendance) 

Mr C1ark noted that he had circu]ated a sl1ort paper picking out a 11umber of issues on \\!h1ch the 

FS Area ,vas current]y ,vorking. The first \Vas a possible pub] ic statement of tl1e Bank's role in 

payment syste1ns oversigl1l. There was a question about what it should say but also about \\l1en 

tt should be pubJjsJ1ed. The Bank had to be sensitive to tl1e fact that U1e Cruick.sl1ank. Report 

had had a number of tJ1jngs to say on payn,ents issues and tl1e Bank did 11ot ,,,isl1 to appear 

pre-emptive or, on the otl1er hand, too obviously rcacti,,e. 

Tumii,g to financial architecrure, he noted tl1at tl1e debate co, ercd a lot of ten itor.)'. TI1e Bank 

had focussed on crisis 1nanagen1ent, particularly ,vl1ere tl1ere ,vas a tlrreal to tl1e functio11 ing of 
the financial syste111 , He noted tl1at a 111ore slructt1red upproacl1 ,,•ot1ld be prefeiJble i11 Lile 

rcsolut 1· • d d t1 ton of debt JJroblcn1s. 1-J e nlso 11oled tl1 ,1t tl1c a,101lub1l1ty of f111n11cc \\ as 11111tc 011 ,ere 

rniglit need to be some sort of sta11dst111 for p11vo te debts ,vl11lc Jlroble111s ,vtre ,,,orked out. He 

drew Cour.t's alte11t1011 to tl1e fact tl1L1l tl1c Bn11k l1ad \'vt ittcn tl joint pJper \Vtlll tl,e Batlk of 
Canad· . Ii • • a and said the debate ,vould co11ti11uc i11 Pr,1gt1c, ultl1ougl1 l1e did 110L e peel ~1 de tnttive 
resolut io ti • d • d ~-... n 1ere. Mr Clark also descrtbcc.J tJ,e Bank's,, ork or1 s111all fi1ms 111 cpn, e 
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communities, on the financing of sma1111igh-tecl1 businesses and on capital standards for the 

Basel Comn1ittee. 
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Tuming to the London Stock Excl1ange, lie said tl1e Bank had fallowed the debate but had not 

interveiied, tl1ough recently son1e people had encouraged the Bank to do so. It was genuinely 

difficult to see the way fonvard . The Bank would keep closely in touc11 with lhe debate. 

Mr Tucker noted tbat there bad been l\vo seco11dn1ents to the Financial Services Authonty, one 

to the small banks team and one to t}1e large banks team, and secondments were also being 

explored with one or two other organisations. Turning to training, be said courses had been set 

up once or t,vice a year on the economjcs of ban.lcing, practical banking and finance theory. On 

infom1at1on teclmology, the Financial Stability area had a pressing need to develop a common 

database ,vl1ich it did not possess, reflecting the changes jn nature of the business over the past 

fe,v years. The issue was no,v being explored with MA, and MSD, in the context of the ne,v 

IFD coalition. 

The Go,,emor said that he lboug11t the ,vork of the Finru1cial Stability area in general, espec1ally 

in the international field, had made a tremendous impact on the international d1scuss1on. That 

,vas generally recogrused and everybody told hin1 tl1at and he was very pleased. 

SLr Howard Davies said that the Bank ru1d the FSA were very mucl, ot one on tl1e Capital 

Accord a11d he believed t11ere ,1/ould be a tri clcy debate over the next fe\: n1011ths. 

FINANCIAL .. rw. ,.....,~T OPERATlONS 
(Executive Directors in at1endance) 

Mr Plcndcrleith comn,eoled on U1e gold auction progran11ne, \Vl1icl1 ,,•as hulf,vay tl1rougl1 ,,titl1 

eigl1t auct1or1s no,v completed. T l1e Bank l1ad been U(Jp1el1e11si, e about tl1e late t auction 

because tl1e gold n1arket l1ad been very subdt1ed. 111 fnct U1e1e l1ad been a perfectly rcnsonuble 

result at ti • f • t over 2.,0 Tl1is l1nd ic auct1011 on tl1e JJre,,ious day, ,vt1ic l1 acl1ie,1cd u 1Jr1ce O Jtts 
been s • d • • 1 • N!.!verll1cless, 0 111ctliing of a relief because t)1e July ,1L1c t io11 l1nd nlso bcctl tSll}Jpoi 11 111g 

there were t . . . k d t ould 111i1ke tl1e process less 
s I uctural c l1a11ges occu11·111g 111 tl1e gold 111ar ·et "u1 1 '" 
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easy to n1anage. An eye \Vas being kept on tlus and tl1ere 1night be a need to make changes, but 

not yet. 

Turning to the Minimum Funding Requiren1ent , Mr Plenderleith noted its importance: because 

the policy migl1t have induced a s11orter tern1 outlook among in,,estment managers, it mig]1t 

have distorted gilts yields downwards and it migl1t be having an impact on future Jiving 

standards of quite large numbers of people by locking them into low annuity rates, as well as 

generating a false sense of security among members of pension funds about lhe safety of therr 

funds. Sadly, the debate had become mired 1n actuanal calculations. The report of the 

actuaries did not help. It offered various ideas for consultation and it suggested t11e 

Government sl1ou ld look more widely at safeguru·ds. The Government had put the report and 

its commentary out for coosultatjon and asked Paul Myners to address it in h1s reVJew by 

Noven1ber. The market was disappointed. G11t yields rose when it was known the reVlew was 

going to appear a11d fell when it appeared ruid resolved nothing. There would be consultation, 

\Vl1ich \Vas l1eaJthy, but there was discomf art at tl1e considerable time taken lo bring it to a 

practical conclusion. 

EXECUTIVE REPORT 
(Executive Directors and Mr Footman in attendance) 

Mr C'Jen1ent1 said the Bank was close to agreen1e11t w1th the Lawn Tennis Association about t11e 

establislunent of a national tennis centre at Roehampton on a long lease, wl1ich \\ould bring 

£SOO,OOO a year of revenue. It was hoped negotiations, which would resume the follo\\ ing 

\Veek, would bridge the gap between the two sides. Mr Clementi dre\v particular attenlio11 lo 

the request from tl1e LTA that, if Roehan1plon were sold 1n future, they ,vould have a rigl,t to 

firSl refusal. In principle the Bank ,vas ,vi I ling to do this but tl1e drafi contract ,vould l,a\ e to 

recognise tl1at tJ1is 011Jy appljed if they paid the n1arket value. 

Mr Clementi said ll1at l1e wisl1ed to ttpdote Court on l11e departt1re of t)1e si • Sloff ,vl,o 11nd not 

signed for BencfitSelect. First., tl1ougl1, l1e 11otcd tl1at a rccc11t Unifi notice l1ad in,1Jltcd tl,at 

tnatiagcment l1ad not told Court wl1at wns go 111g on - or distorted the tnitll. He 1101)ed tllol tl'lis 
had 1101 b tJ • . ecn the case. I-l e had been back ove1 tl1c Courl n1inutes for tl1e 111a11Y occastoils 115 

tssue had b • "> f tJ key een in front of Directors and believed tl1nt Court l1ad been fully a\\.Jrc O Je 
' 



points of principle tl1e Bank were following. Certainly the key issues which stood between 

management and the Union bad been discussed openly in Court - and Court had backed the 

stance taken, in particular the decision to introduce tJ1e new scl1eme for all members of staff 

,vith appropriate compensation, ratJ1er than grandfather existing arrangements. 

Notices for t)1e six who bad not signed tJ1e new contracts te1minated on 15 September The 

Unjon had mounted a small scale protest on t11at Friday; and had delivered a petition. The 

Bank \Vas likely to face claims in an En1ploymcnt Tribunal. Mr Clementi believed the Bank 

had a strong case. 
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Separately, Mr Clen,enti noted that 34 staff had lodged appeals to be heard by the Tribunal 

claiming u11fair dis1nissal. A]111ad signed for the new package and sti ll ,vorked for the B~ 

Again Mr C]ernenli believed the Bank had a stro11g case. 

The Unio11 l1nd organjsed a petition. Tt called for tl1e reinstatement of tl1e si>. staff, and an 

1nqu1ry into tl1e handling of tl1e new benefit package. It l1ad been signed by over 700 people, 

one third of tl1e Head Office staff. This was a significant n11mber and, ,vhether the gnevance 

was Justified or not, a sense of grievance was clearly felt. Some \Vere unhappy about U1e 

changes, otJ1ers about the way the changes were implemented, others about the general trend of 

change withi11 t11e Bank. 

GovCo l1ad discussed the petition, and felt tl1at an i11quiry would serve 110 purpose. Ho,vever 

lhey did propose 1wo particu]ar actions: 

Revie,v of leave arrangements. Many of the complaints related to the ne,v 110l iday 

arrangements. The Bank conm11tted some ti1ne ago to a rev1e,v after si, tnontl,5, fron, 

1 October, and ,vou]d discuss tl1e results ,,vitJ1 tl1e U 11io11. 

As discussed at ilie rece11t di1111er at New Cl1n11gc, tl1e Ba11k 111tended to cnri) out n Slnfl' 

su · . • J p·u·t of tl1e Ba11k \-Vl1icl1 rvey, using panels to dete1111111e ,vl1al tl,e issues ,vere 111 eac 1 
l 

Were of concern to staff. MJ· Foot111ru1 l1ud i11tcrvie,ved four fin11s t,vo of llleJll 

suggeSLed by n1cmbers of Cot11i, a11d Gov o l1od cl1osen to ,vork ,vitll lSR ,vllo earned 



out the survey back in 1995. Mr Clementi hoped to complete this work as soon as 

possible and t11en to come back to Court. 

148 

Mr Neill commented that he had read the material put out by t11e Unjon claiming that the Court 

had not been properly info11ned. He stated that this was not U1e case. I-le felt perfectly 

adequately informed and as a result supported the Bank's plans and tl1e dec1sions the Bank had 

n,ade. He \vould be very happy indeed for Mr Clen1enti to tell the Unjon that. Mrs Heaton 

agreed. 

The Goven1or drew Members' at1ention to a djnner to be held at the Cutlers' Hall in Sheffield 

on Tuesday 16 January - the day before ilie Court meeting in Leeds. The clinner would be 

Jointly hosted by Yorkshire Forward, an organisation promoting business investment in 

Yorksl11re, and tl1e Bank and the Governor extended an invitation to all those who were 

available to attend. He said Court would be briefed more fully on the Yorksrure events m 

October. 

The Governor also noted that on 29 September he, ,vith tl1e Lord Mayor and Sir llo,\ ard Davies 

as Chairma11 of the Financial Ser.rices Authority, would hold a reception 1n the Bank to 

introduce to a \VJde audience from the City an idea tl1ey had developed, prompted by an earlier 

idea fron1 tl1e City itself, to try to raise tl1e pro.file of tl1e City's community and cl1arity 

involvernenl. Tl1ere were three Jegs: first to encourage ll1ose already e11gaged in sucli 

activi ties; second to encourage tl1ose who were not engaged to become so; ru1d tlurd to raise 

lhe public profile in the broadest sense. He had asked Mr Buxton to cl1air. It \Vould culn1inate 

in a day's events in ti1e context of the City Festival next July. The slogan \\.as "Heart of the 

City" The receptio11 ,vould be seeking tl1e SUJJport of tl1e City. Tl1ere 11ad been quite \Vidc 

coilsultation and he had found considerable e11thusiasm. Men1bers of Court 11nd been in, tted, 

aoci were welcome to attend. 



149 

The Governor asked for the mjnutes to record hjs deep gratitude to John Vickers for all that he 

had contributed as an Executive Director of tJ1e Bank and also as a member of the 11onetary 

Policy Committee. He l1oped to ]1ave otl1er occasions at which he could sa, this more publicl)'­

He ,vas very sorry that Mr Vickers felt he had to respond to the call of other duties, but he 

understood that and wished him every success. 

Court was up. 
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The Governor welcomed Charles Bean to }1is first 111eeting os ru1 Exect1t1,·e D1rector of tl1c Batlk 

and n1ember of tl1e MPC. 

The M' . . _ 111utes of tl1e Court of 20 Septen1be1, l1av111g bec11 circulated, ,vere nppt o, ed 

l\tONEl'ARY STABJLJTY ISSUES 

l'hc econo · > I '.) ·t t 
(E 

. mac arid n1oneta1·y disc11s io11 i11cl11di11g tl1c 111011thl)' ·11 :,C(JOI 
0 

Xecut1v 0 · ' • • ) e •rectors, Professor· Nicl,ell 1,11(1 D1· \\111cll1,,·a 111 111 ntte1tcl1111cc 

ourl 

Mr Bean Ill I ti ·. 
. not1:d that rates were unchangt:d 111 Octobl:1 and Lhl!, otc was unn111n1ous a ioug 1 11, 

conce I · f • k ~~ a ed di,·ergences of vie\,1s 0 11 Ll1e 0111111ittee i11 Ll1eir assess111ents of tile bal~lllCC 
O 

ris s 



going fonvard. He suggested that son1e of tl1e press con1111enl \.Vas likely to misinterpret 

unanimity. He also noted that the FOMC kept rates at 6.5o/o in October but the ECB raised 
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rates by 2S basis points to 4. 75o/o. Turning to the international economy, J,e said one question 

,vas ,vhether tl1e US was in line for a soft landing. AnotJ1er question was whether tliere were 

signs of the euro area slowing sooner than expected because there was evidence that the 

recovery might be petering out. Price pressures re1named, ru1d tl1e HICP for t11e EU 11 

members rose to 2.8% in August, which ,vas above the ECB ]1mjts on wl1at const1tuted price 

stability. He noted that Japan continued to impro,,e. Tl1e oil price was st1ll lugl1 and was Jikely 

10 fall back to $25 or less in the med1um tenn, altl1ough tl1e adJustment n1ight be erratic. Tlie 

general v1e,v inside and outside the Bank was tl1at this might knock 0.5 percentage points off 

,vorld ac tivity. Higl1er 011 pnces were bad for inflation but would be offset by a strengtl1ening 

of the pound. Mr Bean also noted that l11e ERJ was around 106 at tl1e time of the last Court but 

,vas no,v 108.7, driven by an appreciation agai11sl tl1e etiro and 1J1e dollar. 

Turning to don1estic dema11d and activity, l1e said the second quarter GDP remained at 0.9o/o 

gro,vth and a prelin1inary estin1ate for t11e tl1ird quarter would be available at the end of the 

,veek. Overall , it ,vas likely to come in weaker tl1an Q2 Retail sales grew 0.6% 1n August but 

indicators for cars, confidence and bousi11g pointed to l11e fact that consumer demand '' as lik_el) 

10 be ,veakerur1g. M4 lendjng ,vas strong but most of that was assoc1ated \Vitl1 l11gh 1e\els of 

corporate borrowing related to M & A activity ai1d third generation telephone licenses, not high 

spendjng. !J1dustrial prodt1ction rose 0.6% on a mo11th before in August ,vl1ile n1anufacturing 

,vas up 0.8o/o on a rnonth before vjrtual ly all of wl11cl1 ,vns due to electrical and optical 

equipnicnt, n1ostly mobj]e telepho11es. Tl1e British Cl1ai11bers of on1111erce survey silo,, ed lbal 

manufacturing continued to recover son1ewl1at in tl1e tJ1jrd quarter but tl1ere ,\·as a getleially 

\Veakening picture for services, 111e latter being confirmed by tl1e CIPS services sw"Vey '''111cli 

sho\ved activity slightly ,veaker in Septe111ber. Tl1e t,vo speed economy ,vas te,,dtilg to 

disappea l • d 1ru1d 011d acti,•ity r O a degree. The general picture ,vas tl1al overall do1nest1c Cll 

seen1ed l b . . b. bly qtiite s111011 nltl1ot1gl1 0 e slowing gently. TJ1e effects of tl1e fLt eJ cr1s1s \\,ere pro a 
they would ·J . tl t,, o Tl1e 8011k's 

c oud O,e 1nterpretatio11 of i11dicators for tl1c 11cx t n1on 1 or • 
assessrnc1 t f . ,, t t ot1ld l1c largely 1 0 tl1e d1srupt1011 to fuel supplies i 11 Septc111ber ,vns l'Jla 1 ,v 
tran . 

sitory, but would make it difficu lt to i11teri)rel statistics for O 111ontll or t,,o. 
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Turning to the labour market Mr Bean noted tl1at this ,vas 011e of the areas where there '-''ere 

puzzles and differences of view. Headline earnings growth rose 0.1 percentage point ,n August 

10 3_9%, ,vitll manufacturing still gro,ving faster thru1 services. Eami11gs grew by 4.101o in the 

12 010nths to August wrule the claimant cowit fell by 16,400 in September 811d tJie rate stayed 

at 3.6%. Labour force survey 1neasured unen1ployn1e11t fell by 100,000 1n the June to Augtist 

period compared ,vith the previous three montl1s. Tl1e unemployment rate was now down lo 

S.3% from 5.6% 1n March to May. Employn1e11t rose by 80,000 over the srune period. Survey 

indicators also suggested labour market tlghterung. One puzzle ,vas \vhy, despite a relatively 

tiglit Jabour market, earnings growth had remained so n1uted. 

Turning to prices, Mr Bean said that annual RPJX rose to 2.2o/o in September from 1.9% in 

August; most of that increase refl ecting higl1er contribt1tions fro1n petrol. Input pnces rose by 

14.3% 111 tl1e year to Septen1ber. At 01e 1noment inflation had continued to undersl1oot the 

2.5% target, but there were ,vom es about w1derlying wage pressures, and a question about the 

extent to ,vhicl1 continued con1pelitive pressures in U1e goods markets would help keep output 

pnce inflation do,vt1. Tl1ere had been son1e upturn in 1nflation expectat1ons of U1e public and 

trade unions, and one of the concerns ,vas t11at that would start feeding into high \Vage 

settlements. 

Mr Plenderle1tl1 said the pjcture on the excl1anges \Vas extremely confused ,v1tl1 different 

influences pulling i11 different directions. The dollar ren1ained relatively fim1 and tl,e niain 

driver ,vas a sense tl1at though the US was slowing a bi t it was still gro,ving quite fast by 

nonnal world standards and attracting infl ows of capital. Offsetting tl1at was a feelii1g tliat tl,e 

end of this trend might possibly be in sig)1t. He noted poor corporate eami11gs figures'' l,icl, 

had had a ,veakening impact on the equity markets, whicl1111igl1t tend to dan1pen Uie dollar. 

Offsetting tl1ese effects had been a safe haven status for l11e dol lar at a time of ui1certuii,ty ii, llle 

Middle East, ll1ough the scale of t11e effect had not been as great as 11om1al ly expected. ll llu<l 

'.ed to a shift fron1 equities inlo bonds. The picture \Vas clearer for the euro. oncerted 

tntervent. l d • ll ~\\ ,d ion lad ten1porarily braked t)1e decli11e bt1t tl1is l1od rest1n1e ,vi 1 renc e 
detenninat. . d d t l It> tl1e eu1·0 bt1l i l 

ion. Tl1e ECB's recent i11te1·est rate ri se \1/0S see11 as 111te11 e O 1e 
did not wJ • . • Tl1e US e1111Jl1asised 

' lJch niade views more gloor11y. Ex1Jla11ot1 011s \vere multiplying. 
the fundarne t I irrationally o, c:rsold 

~~ n as wl1ereas euro area s1Jokcs111e11 said tl1e cun·e,,cy \vas 
:iaie Middle E . d for t11oncy ,11 Et1rope to 

ast crisis l1ad not l1elped, because tl1ere ,vas a ten ency 
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move to safer havens in t11e UK and S,vitzerland. Sterling had gained against the euro but also 

somewhat against the dollar, J1aving shown weakening signs earlier. At $1.455 it was above 

the trough last monil1 of $1 .40. The index at 109 was still substantially up on the range of 105 

to 106 iast mo11th. Mr Plenderleith drew atte11tio11 to cl1art 3, s110,ving interest rate expectations 

in tbe UK had softened further, and to chart 6, of eqttity prices, showrng a retreat in the main 

markets, particularly those sucl1 as NASDAQ wJ1icl1 put a greater e1npl1asis on high tecJ1 stocks. 

Dr Wadhwaru asked Court to conunent on the likely output for ,vage settlements Mr Morris 

srud the general feedback from ,vorkplaces he l1ad ,,isited ,vas that there was no evidence that 

the headline 1n1lat1011 figt1res were goi11g to sign1ficai1tly influence ,vage bargainers. 

Settlements would to some extent be offset by increased productivity and there ,vas clear 

evidence ever1 1n n1anufacturing that the productivity issue was being addressed more 

effectively ll1an for some time. Unit costs would rise, as a percentage, less than headlme rates. 

Mr Morris noted there was a stiJJ a sl1ortage of certajn skills, and this tendency would be 

increased \v 1th Wlemployment under a million. 

Ms McKechnie said that the CA consumer confidence survey ,vas showing contrad1ctof) 

signals. Consumers ,vere expecting a marginal improveme11t in labour market act1, 1t) and 

conditions i11 the labour n1arkel to be more favourable. But employment prospects ,,ere 

shifting the other way. Tl1ere ,vas no cl1a:i1ge in t11e level of savi11gs people plrumed to l1old 111 

the coming months and there was a sli gl1t rise in JJrccatttionary sa,ri11gs fro111 60 - 62°'0 • Tl,ere 

,vas no cl1ange it1 consu1ner pJai1s to make n1ajor pt1rcl1ases, but consw11ers ,vere expectii,g to 
• 
increase their futt1rc spending on non-essentials. On l1ouse prices, tl1ere ,vas a sligllt s11111 

upwat<ls in expectations. Consumer confidence in tl1e future value of i11,'est111eiits l'lad falleil 

but was stil] more than in 1999. 

Mr Ba·1· • t' v "re t111d cr \vnv 1 ie said he agreed witl1 Mr Mo1Tis on ,vage settle1J1ents. Pre-o1ee 111gs ' c • 

for tlie February \vage rou11d bt1t l1e did 11ot a11tici1Jnte a11y l1uge increase. l·Ie did not see rul)' 

head of ste· b . . d 1 . "S of gu11,ges on tl1e ain u, ld111g for above iJ1flutio11 111crer1scs. l·lc 11ote c 0 st11 1,;; 

Nortl1crn I I d l • l ,vJgec; i11 Dt1blin, for 
re and border a1·ea becat1se ot· pet1 ol JJ11 ces. I le also note 11g 1 

example bu· Id . . tt • :1reJt i11fl t1tio11 tu)' 1 ers bc111g offered £1,400 a ,vcck, bttl tl11~ ,vus ttol JJU 111g g 
Pressure on . a 11 e Partly it 111ay be J 

wages 1n Nortl1e1~11 lrela11d ,, l11cl1 1111gl1t be regarded as st11 g • 
reluctance t ' • t in ortl1c n1 Ireln11d. 

0 travel. Mr Bailie 11oted tl1c co11ti11ui11g 1Jol1l1cal 011cerlatn Y 
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He also noted that the British Tourist Autl1ority was concerned about the effect of the Middle 

East crisis. He added that TV ads in tl1e fourtJ1 quarter were reckoned to fall go;0 which could 
• 

be a deflationary sign. 

Sir Neville Simn1s said construction conti11ued to be strong and be indicated tJ1at lhls would 

continue into next year. On employment a11d ,vages tl1ere had been 18 months of increased 

employment in construction, though the Jast report of CIPS said this was beginrung to flatten 

His vie,v of basic ,vages ,vas that they would continue to rise and this would not be directly 

attributed to productivity gains. But 1J1e construct1on 1ndustry was getting to a self limjting 

point. 

?vlr Buxton sa1d tl1at services were doing quite well a11d were showing the same sort of panem 

as over the last nvo years with above inflation rises offset by reducing numbers. He believed 

there ,vould be announcements about pay tl1al would loolc expensive but would not be so ,vben 

the numbers ,vere exan:ti 11ed. Turning to lendi11g, l1e said figures on personal lending dJd not 

bear out suggestions of ru, aversion to borrowing because tl1e figures \Vere rising \ 'ery fast . In 

contrast secured lending on mortgage was slow. 

Mr Neill said he could 11ot tell whether the current inflation rate \Vas leading to J1igl1er '' age 

settlements in the automotive i11dustry but }1e could say that ll1e losses con11ng tl1r0ugli \,,ere 

very higl1 and t11e indL1stry ]1ad no abi lity to pay for i11creascs. Sir lan Gibson said he broadly 

agreed witl1MrNe111. ln the auto111obi le i11dustry as a ,vl1ole labour cosls ,vould decline. Tlle 

1ndustry llad e11tcred a period w11ere lots of plants ,vere closing and tl1nt aff ccted pcople5' 

aspirations Tl1ere would be tl1e odd l1igher settle1ne11t to buy peace, but tl1e 111dustry 113d to 

have lo,ver unit costs. He noted that vel11clc n1anufacturers ,vere beginning to dtsclose b~ld 

figures F 'd tl ere e'\JJCriencing • ord ru1d General Motors, at tl1e Europea11 level, l1ad sai 1ey '' 
signific 1 1 ket ,,,11cre tl1e indt1stl)' 

aii osses. He also noted a sharp decl111e in tl1e Ge1111ru1 car 111ru 
\Vas re-w • • 1 ld be f u11du111e11tul 

riting assu111ptior1s about t l1e 111nrkct's 11utt1ra 1 s ize. T ,ere cott 

changes d . lit force a re-e,,uluntion 
uii crway 111 tl1c scale of ll1e n~arl<el fo1 11c,v ct1rs, 011d ll1ot 1111g 

of 0U1e E . . ~ ,1 ts ct1~tl1111ers tllUY be 
d r: UtOJlca11 ma1kets, Witl1 l011ger vel11cle life u11d l11gl1er illc.:; cos ' 

cciding to 1 · . 
ive with a longer re1Jlocer11e11l cycle 
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Ms O'Donovan said that employers it1 electronics and engineering felt the same about wage 

pressures. Workforces \Vere less confident and would go for security above lligher settlements. 

Slle noted that to maintain margins there was a moven1ent to low cost productioi1 countries. 

Sir David Cooksey said he ,vi shed to reinforce what was bei11g sajd about the Jnotor industry. 

There were great pricing pressures downwards because of the euro and jn t11e 1111d-corporate 

sectors wage pressures ,vould be very low In IT there was a tailing off of demand so tllere was 

8 pretty depressed picture right across tl1e sector. 

FINANCIAL ST ABILITY ISSUES 

Domestic developme11ts and international issues 
(Executive Directors i11 attendance) 

In updating CotLr1 0 11 international financial stability mat1ers, Mr Clark first mentioned the IMF 

and World Bank annual meetings in Septe111ber. Altl1ougl1 over-shadowed by the concerted G7 

forctgn excl1ange n1arket interve11tion and the developments in tl1e oil market, l1e felt tl1al tl1e 

meetmgs had 111ade son,e progress on a crisis management framework for resolv1ng debt 

problen1s There l1ad been l1elpfu l general comments in the G7 communique and 1ndicat1ons 

that the pnvate sector was favourable to,vards such a frame,vork. Tl1e Bank. ,vould be 

developing, ,vi tl1 the Bank of Canada, the proposals conta1ned 1n their earlier Joint paper 

Mr Clark next reported on a seminar cl1aired by tl1e Governor which bad focussed on tlle 

funct1oning of the financial sector in reJation to entrepreneurs and small fim1s in areas of social 

exclusion. The c]ear 1nessage to en1erge was the need for greater co-ordii1ation bot11 locally nnd 

nationally, for example to embrace the role of credit uruons. The Bank ,vould sllortly be 

publish· · I • 111g a report ,vh1ch ,vas expected to be the first of an aru1ua senes. 

Turninu t ti 'd t1 t • 11portant 111ect111g 
0 0 l e Basel accord on capital sta11dards, Mr lark sat 18 an 11 

\VouJct be l Id I 1 . rccme11t bet,, ce11 tl1e 1e the following ,veel<. Tl1e crL1cial qL1est1on ,vns ,v 1el 1e1 ng 
An1erican d 

s an Europea11s could be acl1ievcd. 

Mr Clark fir · 1 t1 e telcco111111u111cations 
ta ly 11oted recent media con1111e11l about cxpostircs to 1 

.--1;:o,,,,.sector w} . aspects for tl1e sector 
' i1cl1 had seen a number of l1eav1ly-geored trru1sacl1ons. Tl1e pr 
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,vere less glo\ving and some instjtutions l1ad substantial underwriting positions outstanding. 

The Bank was morutoring the situation and seelcing infom1ation on exposures and losses. He 

agreed ,\lith Ms O'Donovan that some lenders n1ay have been unwisely tempted by the higll 

front end fees which had been on off er. 

Mr Morris asked Mr CJ ark to comment on t11e feas1biJity of European hannonisation of petrol 

prices. Mr Clark responded that, since duty was sucl1 a large element of the price, the atu tude 

to tax hannonisalion ,vould be a critical factor 

FINANCIAL MARKET OPERATJONS 
(Executive Directors in attendance) 

Mr Plendcrle1th rcn,inded Members about the 'banlrnotes l1eld to order' scl1eme under ,vhicb 

bar1ks \Vere able to retai11 \Vorking stocks of banknotes for resorting and reissue or return to the 

Bank ,vilhout l1aving to pay for the1n The scheme minimised the risks m transporting notes to 

and from 01e Bank. Tl1e Bank }1ad noted that stocks of notes held under the scJ1eme were 

gro,ving n1ore ll1an ,vas thoug)1t necessary, partly because of tl1e banks' changed approacl1 to 

note distribution via tl1eir o\vn casl1 ce11tres; tl1e i11tentio11 for tl1ose banks long on notes to 

supp]y those \vh1ch \Vere short was no ]anger working on a day-to-day basis in the ,vay tl1at '' as 

1ntended. The banks l1ad recognised the need for a revie\v and had responded po5itively lo 

proposals for changes whjcb ilie Bank had circulated. The next stage was to discuss que5l,ons 

of detail and timing, and Mr Plenderlej tll undertook to report tl1e outco111e to Court in due 

course. 

Mr Buxton recalled that he l1ad previously questioned the ro]e of tl1e Leeds Casi, Centre in the 

note distribution arrange1nents. The Centre ]1ad an inconvenient ity-centre location ,vl1icl1 

made security more difficult. He suggested that the cun·ent revie\V of tl1e i1otes l1eld to order 

arrangements ,vas tl1e time also to address tl1e 1sst1e of tl1c 11ecd for tlie Brul1'. to l,ave a CaSll 
Centre • h t\1 • Plenderleitl1 said tl1ut 

tn t e 11ortl1 of England alongside tl1e ba11ks1 O\Vt1 cnsl1 ce11trcs. 1 

the point btti ldi rig of \\l1icl1 tl1c 
was take11 . Tl1e inte 11t1011 was to dispose of tl1e Leeds Age,,cy ' 

Cash Centr . . " ., ,1u111 i 11 sitt1 fo r t11e t1111e 
e was a part , but ,v1t}1 prov1s1on for tl1e Cnsl1 e11tr e lo rci . 

being. One . nts \VUS clear r. relocation 
e tl,e way f onvard 011 fL1lure 11ole d1str1but1011 arrangeine . 

to a tnore s . . ecd to rev t e\v \.\ l1etl1er t t 
~~ uitablc site was a possibility, or i11deed ll1c Bru,k 1111gbt 11 

1 eeded • 
~ •ts own C'as)1 Ce11tre i11 tl1e 11ortl1 at all . 
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EXECUTIVE REPORT 
(Executive Directors in attendance) 

The Governor advised Court of the current proposals for events surrounding tJJe meeting of 

Court in Leeds on 17 January 2001 . It ,vas intended to f ollo\v a similar pat1er11 to that adopted 

10 Edinburgh. On tl1e evening of Tuesday 16, there wou Jd be a dinner for Yorkshire-based 

businessn1en at the Cutlers1 Hal] 1n Sheffield, jojntly l1osted by Yorkshire Fonvard and the 

Bank, to whicl1 Members of Cout1 would be i11V1ted. Overnight accommodatJon ,vould be 

available in Leeds and, on 1.he fallowing mor11ing, Court ,vould be held at the Leeds Civic Hall . 

That ,vould be f o]]owed by lunch in tl1e Banqueting Room of the Cjvic Hal], to be hosted by the 

Bank; invitees ,voi1Jd include civic leaders, local MPs and businessmen and representat1ves 

fron1 regional financial services. Followi11g t}1e lu11cb, U1e Bank l1ope to arrange a number of 

separate evc11ts wliicl1 Men1bers of Court ru1d MPC n1embers n1igl1t attend; details would be 

made available in due course. Tl1e Governor asked t]1at, if any Members wished to suggest 

names of guests ,vl10 1night be invited to either the dinner or tl1e ]uncl1, tl1ey sl1ould contact 

Peter Rodgers as tl1ere ,vere spaces stjll available. 

Tl1e Goven1or the11 drew attention to t11e note and press release in Members' folders regarding 

the decision of the Bank for lntemationa] Sett]ements Board to repurchase tl1e non-\'Ollng 

shares in the B1S ct1rrently l1e]d in the pnvate sector. T)1e rationale ,vas tl1e tensio11 bet,veen tl1e 

private shareholders, wl10 J1ad purely a fi11ancial in terest in their l1oldings, ru1d tile cei,tral hank 

shareholders wl10 had a public policy function to perf on11 through tl1e BJS. At tl,e Govenlor's 

belleSl, BIS manageme11t had confirmed their inte11t1on to recommend to tl,e Board n,aiiilenance 

of the current divide11d po]icy. Tl1is ,vot11 d mean tl1at no cJ1ange '' oti1d be iiecessa.ry 10 tlie 

basis of valuation (as a 1nuJtiple of earnings) of tl1e BIS sl1arel10Jding 111 tlle Bank's accounts 

M.r Cle111c 1• £Io te to be law1cl1ed or, n 1 reJ)Orted on three ite111s. Fi rst, as I egords tl1e 11e,v 110 

7 Novemb . . b t ~ en tlie111 40011111 11otcs 
er, tl1cre WOL1]d be t,vo versio11s ,vi t11 a sn1nll var1nl1011 e '' e • 

bearing tl , ,. G ~ Cotiipn11y'' l1ad been 
le Words\ Tl1e Gov. & tl1e ompru1y'' l'ntl1er U1a11 Tlic ov. c 

Pri11ted be~ . . . Tlle 8Jtlk l1od decided to 
oi e tl1e 1111stakc at tl1e Pnnli11g Worlcs )1ad bee11 picked up 

Proceed w· I ,or n11d t111l 1keiy to caLtse 
it, botli 11otes on tJ1e basis tl1at tl1e variutio11 i11 detail , vos 

11111 

confusion· th t ote l1od bce11 
' at, most significantly, tJ1e cost of pr111t111g tl1e 111correc n 

~-aPProxirn, botl1 versio11s of tl1c note 
ately £l4nm~ and U1at Mr Berkowitz's ndv1ce l1ad been tl,Jl 



158 

,vere legal. The Bank would be open about U1e two versions at the time of the launch and Press 

office wouJd be briefing to ensure that tl1ere was no confusion. 

Mr C]ementi ackno,vledged that this was a disappointi11g experience, revealing weaknesses in 

proofing botJ1 at tl1e production end ai1d by tl1e customer (lssue Office), as ,ve]l as in t1,e speed 

at ,vhich the mistake and the proposed ,vay forward 11ad bee11 brought to tl1e attention of tile 

Governors. Steps ,vere being taken to ensure that there would be no recurrence. The Bank 

believed that, given ilie very smaJ] difference bet\veen the versions, the situ at.Jon was 

01anageab1e; but Court should be aware. 

Mr Ba1Jie said tl1at )1e k.J1ew from expenence how easy 1t was for printing errors to slip throu~ 

Sir Ian Gibson asked if anytl1ing similar had happened before, because iliat would be the first 

questio11 the n1cdia would ask. Mr Clementi said he knew of one incident so111e years ago when 

incorrect dates ,vere g1ve11 for a l1i slorical figure featured on a note. He added that The Sun had 

got hold of tl1e n1ai11 facts and had been expected to publish then1 ilie previous day, but bad 

apparently dropped tl1e story ,vl1en lea.ming that they could not report destruction of the 

incorrect 11otes. 

Turning to a 11appier story, Mr Clementi was pleased to report agreement on tl1e sale of e,v 

Change, \Vl11cl1 Court l1ad endorsed in pn11ciple at tl1e beg1nning oftl1e year. Of ru1 init1al nine 

bids, five ,vere above the book value of £150mn ru1d had been shortlisted . In tl1e final anal}SlS, 

tile lop hvo bids had been very close but Land Securities' offer of £.178.611111 l1ad been 

marginally preferred because it ,vas higl1er and offered n1ore certainty of proinpt completion. 

Acceptance of the JJreferred bid bad been recomn1e11ded by both tJ1e sellii,g agents 3nd by 

Frcshfields. Excl1ange of contracts ,vas expected in eru·ly Noven1ber and coiiipletion by tl1e end 

of th3l month. ln response to Ms O'Donovan, Mr Clen1enti confm11ed tl,at tlie purcl,ase ,vos 

for casI1 and l1e added that 11e would co1ne back to C'ot1rt ,vitl, a proposal on 1,0,v tl1e n1011ey to 

be recej,, d e \vou ld be dealt ,vi tl1. 

Last, Mr Cl . I d Ba11k of E11gland en1ent1 dre,v Men1bers' atte11 tio11 to tl1e 11e,vly-lattnc ,e 
rccruitn1e . ,,idi11g i11fo1111-ut1011~ in Jour 

nt website, a11d e11cournged tl1e 111 to visit 1t. As ,veil ns pro 
separate se t • . t radt1t1tes and poSL 

c ions, about opportun1t1cs for exper1e11ccd ccononiis s, g 
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graduates, IT staff and A-level entrants, the site enabled on-line applications. Eighty genuine 

expressions of interest l1ad been recorded in tl1e first te11 days. 

Mr Plcnderleitl1 briefed Court on 110w M-PC n1e1nbers envisaged the process of taking decisions 

about foreign exchange market intervention, if tl1e need for such decisio11s arose. By way of 

background, he reca)Jed that there was a general authori ty for the Bank to carry out intervention 

from its O\Vn resources at the behest of tl,e MPC should the latter decide tl1at thls would be 

1,etpful for monetary policy purposes. This ,vas separate from any intervention from the 

Excl,ange Equal1sation Account, in wl11ch case U1e Bank's role would be to conduct the 

1nterventior1 operatio11 as agent on 1-l M Treasury's instructions. Exercise of the general 

autl1ority for independent mtervent100 by t11e Bank was subject to Court's approval of the 

financial aspects in vie,v of the risks \Vlucl1 would be carried on the Bank's balance sheet from 

OJ)Cn foreig11 exc)1a11ge exposures. Tl1e Bank of England Act 1998 establisl1ed a fairly complex 

structured procedure w111cl1 lhe Ba11k l1ad to fo l]ow in relation to decisions on inteivention; 

fol lo,v1ng discL1ssions in tl1e MPC~ an Aide Memoire l1ad been produced, copied in Members' 

folders, ,vh1cl1 set out tl1e proposed dec1sion-makJng process. Four steps were envisaged:-

1. A policy decision, ,vhether at a regular monthly or specially convened MPC meeting, that 
intervention sl1ould be undertaken for monetary policy purposes. The fom1al decision 
,vould be recorded, by vote, to auU1orise tl1e Bank to undertake tl1e i11terventio11 ,vithin any 
para1neters specified, and not exceeding the )1m1t authorised by Court. At the meeting, the 
MPC ,vould also decide by vole 0 11 publication of ll1e policy decision on interventio~: t1,e 
Committee might agree on immediate a11nouncement of the decision Of - if publication 
,vere judged likely to impede or frustrate the purpose of tl1e i11tervention to defer 
publication eitl1er temporarily to a specified date or sine die; in U1e latter case n ftirtl1er 
n1eeting to decide on publjcation ,vou]d be needed. 

2• Announcen,ent by the Bank of the fact of intervention, 1,robably \Vith son1e eXJJ!at1ation of 
the reaso11s for 1t, ,vould be most likely at tl1e tin1e when the intervent1011 operat10115 ,vere 
initiated; tl11s might be soon after the conclusion oftl1e MPC n1eeting or latet if tllere \\ere 
tactical or otl1er reasons to deJay tl1e iniliat1011 of operations. 

3. Pub) · · d ·c11cies 1n\'01,,ed -ication of detai ls of any i11terve11tion ti111i11gs, a111ou 11ts rui Ctln . 
,vould be niade i11 tl1e regular n1011tl1ly a1111ot111ce111e11t of tl1e UJ( 's lbretgti excllnngeb" .. 
rcscrv l ·g1,t fall t111y t1111e ct,,ee11 
, es on ll1e third day of tl1e foll o,vi11g cale11dar 111011tl1; t us 011 

a few days ai1d a few ,veeks afier tl,e i11te1-ve11tio11 opert,tion. 

4. Pub] ' . Id folto,v nccord1ng to 

h 
tea ti on of tl1e MPC' s decisio11 and of tl1e releva11l n1111titcs ,vou 

v., ate • h • ld c1tl1er n1ean 
P

ub1 · ve_r t1n1etable luid been decided at stage l . 111 practice, t is colt] e tl1c MP l1ad 
icat1on •' th h . l •· orseporatey,onc d. w1 t e full m111utes of tl1e 111011tl1 y 111ec trig 

ecided tl,at l11c 1mpede/f111st.J·atc co11d1tio11 110 lo11ger pre, ailed 
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In conclusion, Mr Plenderleith said that the matter was not as complicated as niight appear· in 

essence, the MPC - having taken the policy decision to authorise forei gn exchange intervention 

_ bad to decide wl1at shouJd be published ru1d wl1en; and notlung 111 t11e Aide Memoire limited 

the MPC's discretion to take final decisions 011 how to proceed in the lig]1t of circumstances at 

tile tin,e. Respondjng to a questio11 from Ms O'Donovan, Mr PJenderle1th said that, 0 11ce the 

Bank had interve11ed, tl1e fact wou Id be known to market part1cipai1ts but not the amount 

involved; tJ1e Bank would never comn1ent on speculative questions about intervent1on in u1e 

future. 

Baroness Noakes said it would be helpful for Court Members to be advised when intervent1on~ 

,vl1ether from tl1e EEA or the Bank's owt1 resources, was publicised. This had not l1appened 

,vl1en tl1e EEA interve11tion tl1e previous montl1 l1ad bee11 publicised, wbicl1 had caused some 

a,vk\vardness. Tl1e Governor said that the point had been raised already and was ,vell taken 

Members \Vould in future be advised by e-n1ai l or fax if and when intervent1on ,vas publ1c1secl 

as they ,vere for interest rate decisio11s. 

Mr Buxto11 queried w11etber, given tl1e rai1ge of its membership, the MPC ,vas a competent 

body to lake inten1e11tion decisio11s, tl1ough he recognised that the Governor and son1e n,en,bers 

,vere fully qualified to do so. TI1e Goven1or responded that tl1e monetary policy process 

necessarily involved tl1e whole MPC and that it would not be right to delegate any aspect to 

anolher con1J11ittee. ln his view, all MPC 1nembers bad a good appreciation of t11c likely inlpact 

of foreign exchange interventjon decisions. He added that t11e Treasury had tl1eir o,vn st0ck of 

foreign exchange which could be used for intervention purposes - usttally 111 tl1e conte\.l of 

concerted 1ntemational action and would co11sult the Bank on the conseque11ccs for n,onetaf)t 

JJolicy of sucl1 intervention . 

~le Governor observed that, for no logical 1enson, Court's nu thoiity for foreign e\.change 
intervc11t · r. f t £0 5b11 \V111le it 1011 irom tl1e Bank's 0\1/Jl resot1rces 1Jer111ilted 011ly tl1e sale O UJ) 0 • 

Was not a . . . l , ~ 0 f sterli11g to 
curre11t i ssue, l1e believed il1at tJ1e atttl1011ty sl1ould also cover JJtiic 

135t;~ 
ll1e same 1· . . t Bnro11css Noakes, 

Jmtt, and he asked if Me111bcrs ,vould agree lo tl11s In respoi,se 0 

Mr- Plenderl ·ti . . C rt agi·eed tl1Jt tJ1e Bartk 
CJ 1 expla111ed tl1at tl1e risks \Ver e tl1e sa111e e1tl1er ,vay. ou 
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be autlJorised to buy or sell up to £0.Sbn in foreign exc.I1ange market intervention in operations 

requested by the MPC. 

Mr Neill asked to be reminded of Cow1 ' s respo11sibilities 111 relation to intervention from the 

Bank's 0 ,vn resources. The Governor explained that , because U1e exposure would be taken on 

the Bank's balance sheet, Court bad to agree the acceptable level of ri sk. Should the MPC 

consider t11at the current ceili11g of £0.Sbn was loo low, the matter would come back to Court to 

consider a higl1er figure. If Court was 11ot comfortable ,vi t.h what was then proposed by the 

MPC, tl1ere ,vould be the option of approachi11g the Treasury for agreement to carry out the 

1ntervent1on from tl1e EEA. 

MANAGEMENT OF THE BANK 
Quarterly Financial Report 
(Executive Directors and Messrs Midgley and Footman in attendance) 

Mr Midgley prese11ted the Fmancial Report for the June/August quarter. Ms O'Dono,,an and 

Sir Jan Gibson cor11mented 110,v rare it \Vas, in tl1eir expenence, to see such a report sho,l11ng 

income higl1er tl1an forecast and expenditure belo,v budget. 

Mid-year Revie,v of Pe1·f ormance 
(Executive Directors and Messrs Foo1man a11d Midgle)' in attc11dunce) 

Mr CJeme11ti noted tl,at the Mid-Year Review covered tl1e first six 111011tl1s of tl1e year and \\ as 

back,vard looki11g ,vJ1j]e next montJ1 CoLrrt would discuss o stJ·ategic ru1d J)lan11111g paper 

looking fonvard to next year. He said tl1 at tl1e BanJ l1ad held a \ery good stuff conference tile 

day before and tl1ere was a full discussio11 abot1t staffi11g and n1orale issues ruid a good look ut 

the objectives. A nt1n1ber of points n1ade by }~leads of D1visio11 requtred fol io,, ing tip. 

Mr Footnian, co1nn1enti11g on tl1e Mid-Year Revie,v, said tl1ere ' ' ot1ld be a ittller ,,ersion iil 

Marcil ,vl,en tJ,e results ,vould be available fo1 tl1e , l1olc year. Tl1e book co,·~red cttcl, busitlcss 
• 

a1n1 for e 1 6 . d d l 1L111agers \\'itl1i11 tl,e 
ac 1 udget ce11tre nnd n1osl of ll1e 111atcriol c n111e fro 111 1n tv i tln 

11 ~ 
u11its. r11 1 <l ld be 111et i11 tl1e 

ey 1a broadly co111.111e11tcd tl1at obJcctives l1acl bcc11 111ct or \\ Ott 

cunent bud Id be l r~~1Jo11sc to tl1e 
get year, S0111c pincl1 poi11ts I e111u111ed 111 MA l l1e1 e \\'OU ~ 

0 011 Kolu1 ~ . . . e sl1orlt1gcs Ll1an swff 
rc\i ie,,· · He noted tl1at tl1erc ,v,ts 111ore a11 issue of e\J)erieiic 

sl1ortages a d o r 3.111111es 011 Ll1e otl1cr 
------- • n the forn1er \Vere l1oldi11g bi1ck a 11t1111b~r of researcll pr g 
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band, tl,e Schools' Competition had been launched successfully. In Ban.king and Market 

Senrices. C21 }1ad been launched. In Personnel, the sumn1er recruitment campaign had been 

launched and in a quantitative sense had been successfu I. A great deal of progress had been 

reported within Financial Stability, ,vith particular focus on tl,e success of tJ1e Financial 

Stability Review· 

Baroness Noakes commented that the reviewing Director for U1e external MPC members was 

do,vn as Court, ,vbich did not seem right to her, and she asked ,vhetber it ,vould be looked at 

again, Mr Footman said there \Vas an outstanding question of wl10 should fonna]ly reVlew the 

budget of tJ1e external MPC urut, wruch had not yet been resolved. It was to be one or other of 

the Deputy Governors. The Governor suggested t11at that could perhaps be left to the Bank to 

resolve 

In reply lo a question fron1 Baroness Noakes about possible delays in the decisions to be made 

on databases, Mr Cleme11t1 said more may be said on tJ1at in tJ1e November Court meetmg. He 

noted tl,e OCP \Vork on coalitions, and said that in tl1e coal.Jtion looking at analytical ,vork 

Mr Jenkinson and Mr Tucker had been asked to collaborate to see if any of tl1e procedures 1n 

MA could be used in FS, since 01e Brulk would ratl1cr not l1ave two databases \Vlth d1.fTerent 

architecture. F1nanc1al S1ability management was saying that tl1e requjrement to talk'' as 

causing delay. Mr Clark said this ,vas regarded as a major management issue and it' as 

crucially important that tl1e best use was made of 1T. 

In reply to a question from Baroness Noakes, U1e Goven1or agreed U1at Court shotild be updated 

on tile Bank's O\Vn preparatio11s for tl1e euro and l1e said Mr Town end s1,ould J0111 Court. 

petllaps after the next Practical Issues i11 Noven1ber. 

Mr Buxto11 said lie believed jt very i1nportant t l1at there sl1ot1ld be 111ore co ord111ntio11 bet, l.e11 

d' 
tITcre11t Parts of tl1e Bank ,vith i·espect lo lT, and one of tl1e proble111s ,,,tis tl1nt d1 itc1 ~,11 

division · h as 10 b1111g tl1i11gs 
s wis ed to go off 0 11 tl1eir ow 11. l 11 ge11ern I tl1e besl 011tco111e' 

logetl1er Tl . s t n ff Co11f cro11ce, Jnd l1e 
• 1e Governor said U1i s i ssL1 e was disctissed ol tl1e Sentoi ( 

\Vas quit> d ,vny of clo1r1g it. Tl1e 
e Ctlcouraged. ldenti fy 111g the tlu-ee coalitio11s ,vas a very goo .. . 

cornpron . t u collecti,,c solut1011 or 
iise wl11cl1 had to be sot1gl1t \\' OS between l1old1ng back to a,vai . 

--lmw ever of oU1ers 111 tl1c 
g sonle parts of tl1e Bank to go al1ead \Vitl1 ft1ll O\\'arer1ess, 110

' • 
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coalition. The Bank would report back on 110\V that process was going. His general impression 

,vas tllal it \Vas well advanced in Central Services and in Banking and Markets, and it was in the 

analytical coalition that the biggest difficu )ties occurred. 

1n response to a question from Mr Buxto11 about wl1y apparent staff sJ1ortages conti11ued in MA 

and retention problen1s re1nained, M1- Foot111an said tl1at exit intemews were conducted with all 

,vho left, particularly in MA ai1d FS. The n1essage ,vas almost always that it was not a question 

of money but a combination of reasons, usually to do n1ain1y with expectation of how fast 

people ,vould progress ,~t1ithin tl1e Bmk, and their views of how mucl1 impact they ,vould make 

inside compared witl1 working outside tl1e Bank. One commonly cited pomt was that an 

economist might be more l1kely to n1ake ru1 1n1pact on tl1e MPC by wnting for the Financial 

Times or for a broker than ,vorking inside tl,e Bank. Son1etimes there was ruscomfort ,vith 

n1anagen1ent l1ierarchies ,¥itl1in MA and the Bank. Sometimes people had come lo the Bank 

,vith a v1e,v to gelling five years of the Bank on tl1eir CVs and then leaving. The Bank \Vas to 

some extent in tJ1at n1arket. Mr Beru1 said that it also l1ad to be recogrused that ilie sort of 

people being discussed had J1igh job turnover whatever institution they ,vere ,, orlang for, 

,vhether it be tJ,e Treasury, acade1n1c posts or tl1e City. There ,vere particulai- aspects related to 

the ,vay MA operated and its jnput to tJ1c MPC, but L11e Bank would never get retention rates up 

to those \Yl11cb might be achieved for non-eco11om1s1s. Tl11s ,vas something tl1e Bank ,,·ould 

have to live with. Mr Footman said t11at tl1e Ba11.k would like to have a f e\\' n1ore )'ears oi' sue 1, 

people, because it ,vas losing their experie11ce. 1~1,e Governor 11oted tl1at, in ten11s of nun,bers. 

the Bank was for tl1e first time fully staffed witl1 economists, but not, 1tl1 tl1e e:per1e11ce le, els 

it wisl1ed. 

Court was up. 

/ u-- /J/'; ...... c:: ..... ec-­• 
2-c:::: :,-◄ et: :> 
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A coURT OF DIRECTORS AT TIIE BA K 

\\'EDNESDAY 15 OVEi\lBER 2000 

Prcse11t: 

The Rt I-Ion Sir Ed\\ ard George, Governor 
~1r Clen1ent1. Deputy Go\ emor - F1nanc1al tab1 lily 
~1r Kjng. Deputy Goven,or - Monetaf) Pol1c)' 
1'he Baro11css oakcs, }1a11111an, ub- on1n11ltet: of Director 

~1r Bailie 
~1s Blo,v 
rv1r Buxto11 

Sir Oa,•id ooksey 
Sir llo,i.ard Oa\ 1es 
Sir Ian u1bso11 

~1rs I leato11 
Sir Chips Kes,v1ck 
Ms McKecl1n1e 
Su 8r1a11 rvlol'IJt 
fv1r 1011 IS 

~tr c1ll 
11 ~c, 1lle 111101s 

~Ir trcllon 

Ab:sc11t: 

As thc Governor had not arnved ,vl1en Court started, a11d i11 accordance ,vitl1 cl1edule 1 

paragrapll 3 (3) of tJ1e Bank of England act 1998, Baroness oakes took tl1c cl1a1 ,. 

The Minute f I s O t 1c Court of 18 October, having been circu]ated \\'ere app1 o, ed 

Economic . d • (Mr Bea an monetary discus ion, incorporaling the n1onlhl) i\ lP Reporl lo 
01111 

0 togetlier ,,ith J\1r Allsopp and Dr Juliu a11d \Vadl1,, a11i in atteaidaiice) 
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Mr Bca,111ot•"d ti , o • b \\111 ,,rc 1' t l1ad 
... lat ll1c Bank's ofJic1al i r1t crc5l I utc r c111a111c<l ut 6 ¾ ) 111 O\ l:tll er, c: 

bcc11 • s111cc Feb us , \ 'OS sto,,ri11g :111(1 
ruary • l·le said tl1at tl1e1c \\-Cl c clcJr s ig 11s tl1nt tl1c cco110111

) ' ~ 
tt still looked on l k r. . I ·1 tl1c uo,\11s1dL i \t a 

rac 1or a c:,o ft la11di11g, tl1ot1gl1 tl1e risks ,vere 1eav1 Y 011 

1 g poi11t it , , Id take 1,t~ce Gro,,•tl1 
_......, \\as al,vays difficult to judge 110,\' sl1a1-1>ly tl1~ cl1a,,ge \\!Oll • 



165 

in the euro area }1ad remained fim1 but there ,vcre signs of softening from orders data and from 

sunreys. He noted that the H.ICP ,vas at 2.8% i11 October. Tl1e recovery was continuing in 

Japan, but ,vas anaemic, wllile emerging n1arkets \Vere recovering, tl1ough son1e, particularly ,n 

Latin America, were dependent on the outcon1e in the United States and on oil prices. 

Turning to the don1estic eco11on1y, Mr Bean noted steady above-trend growt11 wit]1 Jo,v 

inflation. Output ,vas provisionally estin1ated to l1 ave gro,vn at 0.7o/o in the third quarter and 

the National Institute estimate for the three n1onlhs to October ,vas 0.6%. There was a mj]d 

deceleration. The sectoral pattern had co11tinued to be d1,1erse, with 1ndt1strial product1on 

fall ing by 1 o/o 1n September and rnanufacturing by O 4o/o But some parts of manufacturing had 

been doing ,vell . He dre,v Court's attentio11 to a chart sl1owing computers, clectron1cs and 

comn1un1cations gro\vtl1 corn pared ,v1tJ1 tJ1e rest of n1anuf acturing. Turning to lhe near te11n 

IJrospects, lie asked whetl,er consumptio11 growth would slow f1.1rther. Could the race bet\1veen 

fasl-g10\ving public expe11diture be accomn1odated by sJo,ving growth in private sector 

den1a11<l? 

Tl1e pre-Budget report ,vas expected to have Jjttle net effect on gro\vth and inflation. Tl1e 

outlook ,vas n1ore uncertain than for some time, ho\ve,,er. In tl1e labour marke~ offic1al data 

continued to paint a benjgn picture of developn1enls, w1tl1 U,e market apparently tight but 

earnings gro,vtJ1 stable The Jabour n1arket \Vas 11ot continuing to get tigl1ter at tl1e rate it bad 

been doing, and 111ight i11deed be starting to ease a little. Age11ts would be asked to find out 

n,ore about pay pressures in their next issue of tl,c month. Product1vity gro\vtl,,' l,icl, l1ad 

been weak by rustoricaJ standards, had recently bee11 reasonably good, and 1,ad risei, to sligl,tl) 

above 115 long-tem1 trend. Unit ,vage costs \,Vere growing at tl1eir slo,vest for fi e years If tlle 

UK Slaycd in a world wl1ere earnings gro\vtl1 was subdued and product1vity gro, ti, \Vas 
111gl,, 

• 
inflationary pressures on the domestic side of the econon1y sl1ot1ld ren10111 relatively subdued 

Mr Bean noted tl1at in1port prices fell 0.9o/o i11 Octobe1 a 11d RPIX rose 20 o i11 October co111parcd 

lo 2 201t • S 3o Tl e 111-1i11 rcL1son for tl1e 
• 

0 in eptc111ber, TJ1e ]1endline RPJ was 3. I% co1111Ja1 ed to 3. ~o. 1 
'" 

d1pwasp t I . 1 ·1 b, at1'ieoJ·t11e(!ITectsof 
e ro prices, bt1t JJrices i11 ge11e rol were likely to be \ ' O Jll e \:C 

floocti,1g . . , , ore t1nccrta111ty ubout 
0 11 food flr1ccs and related i&s t1 es M1 Bcn11 c;n1d tl1ere \\J as 110'' 111 

Peets tli· • 1 UJl 111 t 1e recent past 
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In Mr Plenderleith 's absence, Mr Bean drew Court's attention to chart 1, sJ1owing the sterling 

exchange rate ,,,Jiich he described as on a roller coaster. It had risen from 109 at the time of the 

last Court meeting to 111 before slipping back. Most of U1at was associated \Vith moves in the 

euro. Turning to chart 2, he said that the ECB 11ad intervened on a number of occasions but it 

did not seen1 to have J1ad a noticeable effect 0 11 tl1e euro, a11d the general view of the market 

,vas that this inten 1ention had not bee11 particularly successful . Mr Bean noted cJ1art 3, for short 

interest rates, and said a key feature \Vas t11at tl1ey l1ad sJ1 jf1ed down by ¼o/0 a year out, implying 

that tl1e market expected the next move in official rates \Vas more likely to be down. 

Turning to sl1are pnces, he noted sl ippages in tl1e n1a111 1nd1ces in the US and the UK and said 

the US J1ad expe1ienced a major reapprajsal of tl1e prospects for high-tech stocks. NASDAQ 

\Vas do,vn 263/o since the beginni11g of Seplember. 

Baroness Noakes asked wl,ether Dr WadJ,,vani or Dr Julius l1ad any111ing to add. Dr Wadh\vani 

11oled U1at Mr Bl.!an had said t11at tl1e rate of gro,vth of }1jgl1-tech spending had slo,ved very 

considerably 111 tl1e United States and lie ,vo11dered to what extent Members of Court had seen 

U11s in the UK as ,veil . Sir Dayjd Cooksey said that across a series of companies \Vith ,,,1ucl1 be 

,vas involved there ,vere distinct sigi1s of slowing gro,vtl1, and this was going to continue. 

Sir Chips Kes\vick sa id 2001 ,vas likely to see a continuing do,vn,vard revalt1ation of assets 

leading to a rise in geari11g, and a part1ct1Jarly dangerous area was telecoms, wl1ere tl1e bond 

market \Vas freezing up. If access to eq11ity was not available sooner or later tl1ere ,vould be a 

credit crunch in tl1e banking sense. Next year tl1e n1arket \Vas going to probe real 11et asset 

values. Ms Blo,v co11firn1ed a slowdown i 11 the JT seclor. Sir 1ru1 Gibso11 11oted tl,at tlie U 11nd 

been llie main driver for ti1e motor indt1stry for five years, but , vas slo\v111g, so tllal tile U 

do,vntuni ,vas driving the downturn in tl1e whole 1notor industry. He also said l,e '' as suri)nsed 

by Uie tone of the Agents' Report tl1is n1ont]1 because only ilie East 1idlru1ds toiled ,,,itll llis 

observations, and the rest " 'ere far too opti1nislic Ile l1acl been' is1ting UK conlpoiiei,ts 

business d . r.. \\ proiects ,,·I1ere,,er es a11 bad J1eard of rundo,v11s, closures ru1d \valk111g a,vn)' 110111 nc J 

he,vent o . 1• dJ)ttccp1csst1rct1t 
• 11 111otor industry sales, l1e sa id tl1nt l1e expected to sec co11 111uc 

least u11t il ll S . . . r. cci ta1n (rru1cl1ises. le pn11g, and 111ost dealers were stnrt111g to ,v1ll1dra,v 110111 

Sir Nevill s· .. ~ snyi 11g ns ,veil, 
.--- c 1111111S said he had a sligl1t difficulty ,v1ll1 '"l1al tl1e Agents ,,,1,;ic 

~ ccause tl1e . . ,. Bt1t c1 ,1nes represcr1tcd last 
Y were reporting reasonably stro11g co111n1erc1al acu, lty. 
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year's orders and this year's orders ,vere next year's cranes. Con1n1erciaJ bui Jdiilg work was 

,veaker tlian t11e Agents perceived and weaker tl1an tl1e official figures so far. On IT, his 

conlpany and sector reflected the fact t11at the industry as a whole was late into the area and had 

catching up to do. Full order books encouraged con1panies to spend. There was more 

opportunity for business to bt1siness e-con1111crce. 

Sir Ho,vard Davies noted work tl1at the Financial Services AL1tbority had been doing on 

telecoms debt It was clear that some banks l1ad beco,ne s01newhat over exposed to the telecom 

sector earlier tl1is year in ter ins of bridging loans to finance th1rd generation mobiles. lri most 

cases tl1ey ,vere able to sell do,vn t11e debt, and only one or t\,vo had rather more than the}' 

,vould ideally ,vant lo ha,,e. He did not believe the F A had found unexploded bombs, in terms 

of individual institutions. He noted tl1at tJ1e h.igh y1eld market ,vas dead, and tlJeref ore telecoms 

co111pan1es ,vere looking to brulk:s for fi11ru1cing. One or two banks had said no, because they 

,vere riot prepared to extend themselves furtl1er in tl1e area, ai1d some of the others \Vere 

thinking l1ard about it . There ,vas a l1jatus i11 tl1e rnarket and people were not sure ,,,11ether they 

could secure fi11ance. He did not see it as tl1e beginning of a serious do\vnturn~ rather it\\ as a 

pause for reappraising the risks. He expected n1arkels to re-open, and the underlying tone \\7as 

alright In the UK, there \Vere signs of a pause in the I11itial Public Offering marlet, ,, llich the 

FSA S3\V tl1rough its role as the listi11g authority. There was a large queue of issues for 

prospectus aJ)proval, but the issues seen1cd likely to be sat on until tl1e) ,vere ready to go and 

the uncertai11ties \\'ere ironed out. He suspected tJ1at ,vl1e11 the question 1n U1e U \\ as resot,,ed, 

about ,vl1etl1er tl1e markets wouJd r eOJ)en ,vitl1 sligl1tly different pric111g, tl1at '' ot1ld influence 

the UK position. 

Mr NcilI 11oted tl1al u1 tl1e car industry 111 October, ll1cre , as an incrense 111 dcr11a11d fron, P11' Jte 

buyers \V]iicl1 was some,vl1at al variance witl1 Sir Ja11's reJ)Ort. But l1e i11 fact belie, ed tllc 

overall sittiation was mucl1 worse. Re1)ot1s fro111 suppliers c ru1, assed by 111s SlJff \\'ere scary. 

The scale f . lk f closur"'s or 1110\'CS 0 expected losses ,vns quite ex t1 aord111a1y nr1d tl1erc '' os ll1 0 t: 

out of tl1e UK • II . • "'ir Briu11 ·toffbt 
· lie 11oted tl1c dec1sio11 by l-Jo11 c.ia to stop 111nl<111g a s111~1 c.u. 

endorsed I r. 1 1 t1is co111p.111v ,,,us a 
\v lat l1ad been said. Eve11 in tl1c const1ltct1011111dt1stry, Lo i · \\ 

11c 1 
.. 

first stage 1 1 1 d b , ,0 s~~n for 111ur1y 
SltPll ter, ll1ere \\ as n dip i11 tl1c ordc1 bool ... sl1ar1)cr t 1u11 ltl \.'.:C 

Years. Tlli . . . . 8 • bolll tl,c ,veigl1ti 11g of' 
e s ,vus quite \\Orry111g. 1111 c 1Jly too t1t1~s t10 11 fro111 11 r1 □11 11 

. . 

.~-r-- ectror1ics . . . . ,st of n1::i11u fuctur111g 111 tl1c 
' coin1lut1ng and con1111t111ici.1tio11s co1111)ar11cs aga1nsl Llie 1 

\; 
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chart Mr Beru1 t1ad put before Cotart, Mr Bea11 said tl1ey co1nprised a relatively small proportion 

of output but u1e gro\vth rate \Vas very large so ll1cy l1ad a big effect. Mr Stretton noted that, at 

the Glasgo,v Age11t's luncl1, he l1ad bce11 told by a 111a11ufacturer that many fi , 1115 classified as in 

,nanufncturing ,vere not 111anufac turing a11yn1ore. I-le wo11dered whether tl1ere could be a 

syste111atic overstater11ent of ,vhnt was l101Jpe11i11g i111na11ufacturi11g. Turning to IT investment, 
• • he said tlie financial sector was exper1e11c111g a squeeze on profitab1l ity and t11e only ,vay to 

attack tl1at ,vas to improve processes, us1ng 1T. Mr Bailie said that lus induslry had not 

expenenced the pressures of the auto111ob1le industry and was in a relatively satisfactory 

condition. There ,vere no huge closures Jn Nortl1em Ireland the situation was good., and theie 

,..,ere benefits from the expansion in the Republic. He would be more optimistic than hls 

colleague . 

Mr King, turning to Sir Brian's point, said that what really mattered to the J\1PC \\'as ho\\' much 

activity was taking place, not what label to put on it. ln response to a questlon from 

Mr Allsopp about steel stocks in Europe, Sir Brian Moffat said he ,vould send him a cop)' of 

the Eurofer Report for the third quarter Most finns \Vere taking n1easures to hold production 

back, to try to gel stocks in better balru1ce. 

Non-Policy Meetings of the l\1P 
(Mr Bean togetl1er ,vitl1 Mr All opp u 11d D1· J11liu n 11 d '''ndb,,·ttni in at1 l'c1d11nce) 

There were no questions. 

Tlae Koh11 Report 
(Air Bean togetlier ,vitl1 .lVlr All opp :11Jd 1) 1·~ J ul itt , :, 11il ' '':1dl1,v1-1ni ia t1ttrtid1111c~) 

[Tlie Governor i11 tl1e cl1air.] Tl1e Go\1e 11101 nolctl tl1t1t ll1e t\. l'lort \ \J.S pre mited lnSl 111011th nnd 

hud been discussed i11 ll1e MP , t111d tl1c~c d1 sc l1ssio11s ,,,ere renect(;; 1 in tile 11ote b)' Ir King 

l\1r Kjnl, s· ·.1 ll . . d • s ftl ~111 ruld Lor Coun 
o ' atu lC report \\ JS U )ll llJOf dl'\'C}Optll t: lll lll tile J)l'OCC Ut t;S O l ' 

• 

111111011ito ri11g ll1e /\1 P . l l 11,1d bcc11 ex lre 111e l)' l1clp111l 111111uki11g tl1e tPC tl1111k ubout 
11un1b\!r of · , h ~ 1 d 10 ll J. olLed into 

lSSltes, SC\'\,;ral of ,,,}1icJ1 it l1ud tl1ol1gl1t lll>Otl l b~(o1·e i,t t\Cc-u\: 

tt1i11ki11g ab . d • , atl11r1 Lite re1,01 t, a11d 
out agc.1111. llt1ro11ess Nottkes Jiau fot1 11d 26 r~co,11111 11 ations' 

this \Vas \'eJ)' lle l1Jft1l 1or ou11's d1sct1ssio11 . .f\1 r Ki11g aid 11 l1ud grouil l tl1e 26 111 Lo se'.cr1 
- -.J.. 

CUdir1gs, 



169 

Baroness Noakes said that these ,vere not recom111e11datio11s, and indeed Mr Kohn 11ad said Ile 

,vas not n1aking any. Tl1is ,vas a list of points, and 011 some of tl1em she was unsure whether; 

Mr KohJ1 ,vas making a comment or asking for a further response. 

Turning to tl1e first heading - the ce11lral n1essage of tl1e Kolm report tl1at the process of 

addressing the issues raised must be pursued, Mr King said tl1e MPC would continue to discuss 

and improve the process. He noted that Mr Kolm's view was that the most important of these 

issues was the forecast . 

Turning to the second heading, research, w11ere the proposal was tl1at the research agenda must 

ulJo,v ideas to bubbJe up from tl1e staff, Mr ]{jng srud tl1at a ne,v procedure l1ad been put m 

place almost a year ago for agreeing research prionties. Of tl1e fifteen research proposals for 

the current year, eleven l1ad con1e from staff submissions. Another idea that had come from the 

report was ll1at n1ore resources needed to be devoted to n1odel development. The resources for 

n1odel develo1)ment ,vot1 ld be reviewed in the 11ext budget round. 

Baroness Noakes, referring to t11e eleven staff submissions, said that staff felt they ,vere being 

driven lo,vards s11ort or very long ter1n research ratl1er than medium tem1 researc11 Mr King 

said that Mr Bean ,vould be discussing tl1ese issues w1ll1 Monetary Analysis staff 1n January. 

Slaff ,vould be made aware that son1e of tl1e reseru·cJ1 was not for U1e nei\t meetJ11g but for 

meetings down tl1e road. Mrs Heato11 noted that tl1e research revie,v was an annual ineeting ru1d 

she asked how jt Jinked with the quarterly rouJ1d. Mr ]( ing said t11e quarterly n,eet1ng tackled 

urgent research ll1at needed lo be done, but ,vas not n1eant to take a,vay resources fro111 iten,s 

agreed at tl1e annual meetu1g. The wl1ole process ,vas 011e i11 ,vl1icl1 the J\1PC itself dcctded 
• 

Pnont1es. 

Dr Julius s· ·d M K . . . d . --d .. ... r.0 r tl1e ~1 PC'" 1011g ai r ohn J1ad p1cked up a lacu11a 111 resources an pt OCt; l11 '-=~ 1
• 

lenn resea I Tl • r. . edtnte pr101 ,ties l)ut 
re 1· 1e quarterly 111eeti 11gs 11eeded to be llsed 110L Just 101 1m111 .. 

sl1ou)d irlc) d 1 dl d • 1 ti,~ qt1art~rly t1n1e 
u c son,e 1nedi t1111 ter111 researcl1 ,-v 11 icl1 cot1ld 11ot be 1an e 11 

frame but , . . . 1 d tailed to be resolved 
. \\-as quite 11111)ortn11t . Tl1es~ ,vere 1ssl1 cs tl1nl ,,,ere o l1tt e too e 
111 tl1e ai111u I . . t b1 l1ot1ld be ,1greed for tl1e 

.--.-.--.. a 11111e frrune. Baro11ess Noakes ,1s1, c.:d ,,,11ell1e1 o t1 111e n e 5 

trculation f to do better J S Ll1e [)Jper 0 research proJects, becat1sc say111g t11at 1t was necessary ' 

I 
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suggested. ,vas hardly a sufficient respo11se. Mr King agreed only tl1at it would be sensible if 

S 
could be circulated further in advance. Dr Julius said tl1at a target should at least be paper 

instituted. 

Tuming to heading three, wl1ich covered the need for bnefings of the MPC to be better 

focussed and more analytical, Mr Ki11g said there was a new tiJnetable, tl1e length of 

presentations had beer1 restrained, U1ere was better focus and 111ore analysis. Staff focussed on 

the key points and did not fee] they had to present alJ ti1e 1naterial. Sir Neville Simms, 

commenting on his visit to a pre-MPC meeting, srud tl1al in hjs organisation he would 1,a,,e 

\,,anted to have heard more staff vie,vs though, perl1aps witl1 very senior staff, v1ews could be 

got across on a one to one basis. Mr King said tJ,at tl,c pre-MPC ,vas for staff to present what 

had been l1appeni11g. The MPC r1eeded v1e,:vs and i11terpretations of statistics, not views on 

policy or big structural issues. Tl1e forecast round ,:vas tl1e place for tl1at. There ,vere more 

opportltnities for staff to say wl1at t11ey t)1ougl1t abotit the key econon1ic issues in the forecast 

round. But tl1ose issues ,vere 11ot sensible for them to raise at pre-MPC. 

tv1rs Heaton said tl1at 1f sl1e ,vere on the staff she ,vould seek active dialogue and robust debate. 

Mr King saJd that ,vas a good point but 1t sl1ould not be a debate about ,v11at happens lo interest 

rates in tl1e 111onth concerned, but sl1ould be about eco11omics. One difficulty \\ri tl1 tl1e staff,\as 

that they ,va11ted to l1ave a debate and the MPC wanted to l1ear their v1e,vs, but U1e staff ,,·ere 
' 

there lo serve n111e members, who had differences of view. Tl1e staff did 11ot '' ant to be seer, to 

be align1ng ,viU1 one particuJar member. They J1ad not one but ni11e bosses. Tl1at made it n,ore 

difficult for t11cn1 to take up clear positions. 

Baroi,ess Noakes said tl1al Mr Kohn J1ad picked up a desire an1ong staff to do niore, 

ne,,ertheless. Sl1e did not believe staff were sayi11g they ,vere }1nppy '' 1tl, ,vl,ere tl,ey 11nd got 

to. Mr King said U1at in tl1e new forecast process d1scussio11 ,,,as lin1ited to a s11101111\ttllbei of 

b,g issues aiid the process l1ad been designed to get 111orc i11put fro111 stalT, h)' Slorting ,vitl, a 

f orccast b I ld b 1ch.. to 1 eport to Y t le staff It was too early to jt1dge tl1e rest1ILs 011d l1e ,votl cotiic l 

Court after 
a couple off orecast rot111ds. 

Dr Julius sug, . . . ... r ic,,'s ot1Ls1dc tl1e policy 
geSled tl1u1king about otl1c1 01JJJOrtt1111t1cs for C\.Cl1a11gc O \ 

Ptocess. It . . . b ul for cxa111ple. tl1e 
n,igllt he useful lo try occasio11al special topics 111eeULlgs a O 

' 



171 

labour niarket, to hear ,vhat the labour team really thougl1t about the market. She would be 

ver} recepti,,e to that. Sir Ho,vard Davies said tl1e purpose of the Kohn report was to help 

Non-Executive Directors feel t11e process was as professio11aJ as it could be, and that it ,vas also 

in learrung mode. He felt thls \Vas an extreo1ely good exercise, particularly as Baroness Noakes 

had said that this ,vas not a set of recomn1endations. Mr Kjng's note was a fully satisfactory 

response to the report, ,vhicl1 was holding up an 1ntelligent mirror to the MPC. 1n twelve 

monUls ti111e Court sl1ould come back to some of the points, particularly 01e one in relation to 

staff and tl1e MPC. ln hjs experience most economists }1ad nine vie,vs so having nine bosses 

oughl to be an ideal arrangement. 

Baroness Noakes said that, while U1ese ,vere 11ot recornrnendations, anybody ,vho read the 

Kolu1 report could pick up points on wlucb to ask questions. She agreed that anythi.J1g not dealt 

\v1tl1 no,v sl1ould be brougl1t back to Cotirt in t,velve monll1s time. The Governor agreed. 

Turning to t1eadi11g four, tl1e Agents, Mr Ki11g said tl1eir value was that they provided colour, 

flavour and tone ratl1er than an al ternative to the officia] stat1stics. Their input ,vould never be 

representative of economic activ1ty as a whole For example, they did not focus on the publlc 

sector, and n1anufacturing ,vas heavily over represented in their contacts. TI1e Bank ,,as al,vays 

lookit1g lo impro,,e this The question of tl1e mont11 was a bonus for the con1n11t1ee Tl1e 

Agen1s had a ,,cry in1portant role 1n J1e]pi11g U,e MP assess opinion around tl1e country. 

Baro,1ess Noakes said that Mr Kohn tJ1ought the Agent's were doing a really good Job. NedCo 

had djscussed a number of issues including wl1etl1er their results were represe11tntive, and some 

Directors would like to see their researcl1 quantified i11 tin1e series. Mr Kol1n's 5uggeslioi, or 

research to establisl1 }1ow representative tl1ey ,vere echoed son1e of the on-E:\ccult\ e Director!'> 

concerns. Mr Buxton said he believed tl1e Age11ts added value in tl1e san1e' ay ns Court iil its 

discussions with U1e MPC. In hjs experience A ge11ts did not I,a,,e tl1e tin1e, ru1d 111 s0111e cases 
th

e k.no,vledge, to get to tl1e bottoin of s0111e of Ll1e 1sst1es. Tbal ,vas ,vl1erc otrrl 11nd 

questioned I 1 . . nrv to be vel) elem· 
w ,at t 1e Agents were doi11g. Tl1e Goven1or said 1 l '' ns necessu., J 

about t11e p l1 pt >ssi o 111st1c ~,11d l1e 
d Ul"J)Ose of tl1e topic of tl1c 111011tl1. It co ttld 11ever be n1ore 1a11 101 ~ 
Id not rega d • . 1 · 1 ottld l1ave to l)c ul 

r it as 1r1tcnsi,1e reset1rcl1. If il ,,,ere to be do11c as reset1rc 1 ll' 
----1"-,l~eact om • 1 

tee, because tl1e Age11ts were 11ot cquipJJed for tl1al. lt ,vas more like an O{>tni o t 
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Non~Executive Directors \vould want to return. 
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Mr }(jng 11oted the importance of using tl1e lnJlation Report to convey a collective message and 

the mJnutes to convey individual decisions. Mr Ko11n had agreed witl1 that . The forecast 

represented t}1e best collective judgeme11t, tl1e centre of grav1 ty of tl1e Committee, and the 

forecast J,ad to be consistent ,vitl1 tl1e dec1sion by lhe Conm1ittee about interest rates Mr Kohn 

\Vrote about a forecast of the majonty, but it ,vas not clear t11at there was such a thing as a 

single n1ajority forecast. The MPC was trying to produce forecasts that gave an accurate 

picture of 1J1e balance of opinion ,vi thin the Comn1ittee. He noted the table with key 

differences whicl1 was publjs11ed in t11e InJlation Report. The MPC would keep trunlcing about 

where tl1e ba1a11ce ,vas. lt ,vouJd learn 1nore ,vhe11 U1e ECB published its forecasts. 

Sumn1arising a nun,ber of ll1e cl1anges, Mr King said tl1e forecast was now described as centre 

of gravity of tl1e Comn1ittee ; an exa1nination of previous errors was done as part of eacl1 

forecast round; the Bank no,v gave very mucl1 n1ore of a role to staff, the round ,vas started 

aller the previous MPC meeting ru1d not five or six \veeks later; it \Vas started \Vilh a benchmark. 

forecast by staff; the MPC deliberated, with recommendations from staff, on three or four- maJor 
• 

issues; meetings tl1en focussed on tl1ese issues, staff dealt with rmnor issues; the ,vork ,,,as all 

brougl,t togetl1er in two forecast rneetings. Tl1js procedure kept tl1e MPC focussed on the 

central proJection and the key isst1es for tl1e forecast . 

There was one other issue: tl1e suggestio11 from Mr Kolm that the MPC migl1l tliink about n 

forecast based on its 0 \1/11 views of ,vhere interest rates" ere going. The MPC l,o,\e,,er 'oted 

on interest rates each month. It was not sensible to vote on tl1e next 24 n,oi,tlls. E, en if an 
arb' itrary path w t k MPC' He also noted tl1Jt tl1e ere a en the world n1igl1t interpret it as the s ,·1e,\· 

MP(' publisl,cd a market forecast. It was not easy to k.110"'' }10, to deal \\ itl1 tllis probletil, 

,vhicl1 \\'as d 1 • R ·t 'US for a ,, idcr 
wi e Y covered in the tecru1ical Iiteratu1·e. But tl1e 111 nat1011 eJ)OI ,~ 

PUbl1c. The MPC b . ti ose ten11s, bL1t tl1e 
el1eved a constai1t rate fo1·ecast l1ad real udvuntoges m 1 

issue • l \Vouldbed· b d , ildcoi11et11,,,1t1a b tscussed furtJ1er. 1 t \vns eve11 1Jossible tl1at s0111e o Y '' ot 

etter solut10 M d t be t cstrictcd to l\-VO 
n. r Kol111 J1ad also said tl1at tl1c f 01 cct1st l1orizo11 sl1otil 110 

Years. But Mr 1(j ) . . ., 11gcsti11g ()ttbl1sl1ing a 
fi 11g said l11s understa11di11g \¥Os tl1nt Mr Kolu1 ,, as 11ot ~Lg 
orccast b 

eyo11d t\vo years. 
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Mr King said many of tl1e suggestions by Mr Kolin had been implemented already as a result of 

discussions \Vith hin1. Baroness Noakes noted t11at Mr Kol111 had suggested a survey of users of 

the Inflation Report to djscover wl1at they tJ1ougJ1t about 1t. The Governor said tllat tl,e Ba.Jlk 

had tried to explain repeatedly the nature of tl1e forecast. He noted the importa11ce of 

comn1unicating the content but perl1aps a survey could wait a little w}ijle. 

Sir Neville Sin1ms srud that, in bjs vie\v, t'\vo or three of the points listed by Baroness Noakes in 

relation to Mr Kohn's report bad been answered 1nore defensi,,ely than they needed to be He 

did not see \Vhy t11e Bank l1ad to be defensive, because t11ere was no evidence that ,vhat it ,vas 

doing ,vas in any ,vay \1/TOng. The Governor said he did not believe the MPC felt defensive. 

But there were dilemmas for every institution concerned w1tl1 n1onelary policy. 

Sir David Cooksey srud he was pleased to hear tl,at the Bank was comparing outcomes with 

forecasts but sligl1tly worried that 1f that type of work was published it could set off lots of 

hares. Tl1e Governor srud the Bank had started to publish tl1e analysis of outcomes in relation 

lo forecasts but 11ad not l1ad a Jong track record. There was positive merit in explaining \vays m 

\Vhich the forecast ,vas not quite rigl1t. Mr }(jng believed that it ,vas a mistake to publish 

numer1ca] ,,alues for every item in tl1e forecast because it would become bogged do\vn in detail . 

11 ,vould also reverse tl1e in1provemenl gained for staff in relation to their MPC ,vork 

Sir Da,,1d Cooksey agreed. 

Mr Morris said the report raised a host of qt1estions that needed to be resolved about O\\'lJersliip 

oflhe forecast, abot1t whether or not is should be a definjtive forecast or a }Jrojection of tl1e 

SlalT, about the number of const1tuencies two or three at least which 11eeded to be satisfied, mid 
' 

also about the mucl1 wider const1tue11cy - not users or practitioners - \Vl10 l1ad an tntercSl ,n tlie 

report. There was also Ned Co's i11t erest itself. Everyo11e needed to underslru1d ' bo 0'"ned tllc 

lnflat1on R 
cpor1 ai1d \vhat it represented. 

The Govcmor noted that Court had ber ore it the response or the MP , ,vhich had sci out thc 
chang · cs ll had d t' ttot1s re,·ie,v ina e. 11 ,vas proposi 11g t11at tl1c isst1es be k.CJ)t t111<ler co11 111 

Mrl(j 

l 
ng, retun1i11g lo t11e forecast said tl1cre \\'ere t,\ o pai1 s of isstics. Tl1crc ,, ct e tl1c very 

ech • ' 
nicaJ issues . b . . t a11d tl1e 111a1,p111g of 

the f1 'a out tJ1e 11ght co11di tio11ing nsst1n1pl1011s for tl1e forecas 
orccast to ti . l1 ru1d debate. a11d 

ie P011cy decision. Tl,ese ,vere difficult issues for researc 
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\\'ould be thought about and developed as time went by. They \Vere not issues of process. The 

. f process \Vas \vl1ether the MPC discussed and debated them and it did do so Secondly, 
issue o • 
there '"ere questions about ,vl10 did the forecast, and tl1at was partly related to ownersliip. 

Tllere ,vere lots of vie,vs about that . Tl1e Bank of E11gla11d was probably the 011Jy central bank 

,vitll 8 con1I11ittee ,vhose votes were kno,vn and ,vl1ich pt1blished a forecast. In tenns of 

resolving the tensions between individual accountability and a collecti ve message. the Batlk 

,vas further do,vn tJ1e road tJ1an anybody else. There ,vas no easy answer. The cttrrent view of 

the Committee ,vas that the forecast represented lhe centre of gravjty. Baroness Noakes saJd 

lhere needed to be a public debate that would deter rnine tl1e acceptabi11ty of ,vhere the MPC 

had got to. Sl1e also noted that vie\\rs changed over ti1ne. Mr Bailie agreed C'ourt needed to 

have con1fort tJ1at tl1ere ,vas a debate about 110\v the process was reviewed, and he was not sure 

that l1e wru1ted to revisit tl1al jssue every six mo11ths. 

Turning to l1eadi11gs six and se,1e11, coveri11g oulstandi11g issttes in re]atio11 to MA and lhe MPC 

and pressures on MA staff, Mr King said that the first of the atmual meetings on research issues 

had taken place a11d he believed tl1ere had bee11 a great deal of improvement. The changes last 

Autunm had borne fruit. He aJso believed that tl1e problem of pressures on staff l1ad eased 

There ,vas an isst1e about sa]aries for economists. Tl1e Bank had jntroduced the position of 

Senior Econo1111st. 1n U1e last 12-18 months it had managed to secure half a dozen senior 

econom1sts and that had 1nade a big 1n1pact. It }1ad made clear to yoW1ger people that they did 

not have to becon1e managers for further opJJortunities to exist. The Bank ,vas looking at 

,vhelher the scheme could be extended to Band 1. Baroness Noakes said t11is \: as nnotl1er area 

th0t Mr Kol1n wanted to highJight, and 1t shot1ld be kept under revie,v. ir Cl1ips Kes,,·ick said 
the Bank ,vas st1JJ constrained by the chai1geover in 1997 and tl1e cost issues raised tl1e11, ,vl1icl1 

,vere clouding tl1e Bank's abiljty to pay high enoL1gh salanes. 

Turning to · • . , bl· s11 procedure, the Governor said tl1at Mr King )1ad noted tl1e 111te11t 1011 \\ as to ptt 1 

the report hen . I . c t t e Tl1cre ore t 1c Non-Execut1ve Directors aJJpeared at tl1e Treasw)' 01111111 c • 
'Vould also be a l b . . l , ,, ru1d t1v111g to n1\1ke it no e ased 011 Mr K111g's pOJJer, lra11slaled 111lo a norra t\ e, ~ 'J 

less d r • I 
e,e11s1ve j 11 tl,c Kol111 report. l 

son,e areas. 1"111s wot1 ld be pt1bl1sl1ed at tl1e sn111e t1111c os 
\Vould b . 

...--. e discussed witl1 tt1e MPC a 11d \\' OU Id be se11t lo Cot11l r11e111bers al1cJd o1' 1)ubl1cnt1011. 
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In updating Court on domestic Financial Stability matters, Mr Clementi noted that there would 

be a lortg discussion in December. M1· Clark would n1e11tion Argenti11a, which was a concern to 

the Bank. There was a]so a seminar on the coming Friday lo look al ]1ig]1-tech firms, a11d tllat 

report ,vould be published in January. Tl1e Governor suggested delaying l11e discussion untJl 

Decen1ber. 

Executive Report 
~1essrs Bean and Clark in attendance) 

Mr King noted that the competilton started tl1e following week with 36 regional beats over two 

,vecks. Judges would be frorn tl1e Agencies and Head Office. Al the last count, 173 schools 

,vere in the competition. This ,vas a good total for the first year. 

The Governor asked whether there were any management issues arising fron1 the Kohn Report. 

Mr King said tl,at under headings six and seven Baroness Noakes had asked h1m to comment 

separately on tl1e relationship between Mo11etary Analysis ai1d tl1e external MPC' members. 

There l1ad been improvements but some of t11e problems remained. Staff ,,·orklng for tl1e 

''externals" tl1ot1ght that their future i11 t11e Bailk n1ay not be as good as 1 f tl1ey had not accepted 

the posts, and tl,eref ore they felt tJ,ey 11eeded better co11ditions. These staff ,vere secun11g 

proniotions and hjgJ1er salaries that were de11ied tl1e111 whjJe tJ1ey \.Vere \Vo1·king in MA. Tl,e 
ti 

extemal5" had also taken act ions that affected t]1e staff \VOJ king for tl1en1. Tl1ere '' as no,\ '1 

self-Slyled MPC U11it and tl1ey had lau11cl1ed tl1eir o,vn disct1ssion paper series \vitliout 

discussion ·u h • U • Id 
WJ 1 t e Bank, and lau11cl1ed t]1eir O¥ln ,vebs1te as ,vell. Staff 111 tl1e i1tt coti 

publish tl1ei k • l l I r \Var instantly, whereas staff in MA ,verc subject to n cru·eful qt10 11} coil ro 
process and . . 3 =-t" f external referees. J L was bt11ld111g Ll]J to a feel 1ng thol tJ1ere \: er\; t,, 0 s~ :s 0 

man 
, agers for MA arid you COL1ld c)1ose ,vl10 to ,vorl< for. TJ1e sitt1nt1011 ' as partl)' cle1,eildeill on 
ind· 

ividuals M . K • . . 1 I d b1 ot1gl1t in t1 
• 1 111g paid tribute to Mr AlJsop1, t111d Professor Nickell,'' 10 18 

lot of 
con1111011 setlse. BL1t tl1ere \Vere still J)ote11tin1 d1f(icult1es 1"'11e period of"' finLigltt 

rclati 
o11sl1 I ps had J t. I l p e11 to tJ1 esc 

goi,e. But l1e did not prel~11d tJ1at tl1c sl11.1ctt1re ,, as 11ot s 1 0 

Problc1n 
~-..... sand prob bl . ., 11 t. 1"" I)eople ,vl10 a Y al,,·ays \Vould be, ,, l1e 11 tl,\;rc ,ve1 e e11crget1c, 10 111 c 
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d 
lay a management role. That would l1ave to be made very clear when people ,vere 

,vante top 

appointed. 

. . Moffat said staff oug]1t to l1ave U1e sa1ne standards or rules wJ1ether t]1ey were inside 
Sir Bnan 

'de the MPC unit . Mr King noted t11at Mr Kohn 11ad pointed to tJ1e danger of two 
or outs1 

parallel researcJ, operatio11s. He noted that a benefit of the last 12 1nonths was that there was no 

challenge to the scale of resources, and that cl1ange }1ad worked well . But a paralJel 

organisation had definjtely developed~ 

The Governor said the Bank had made a mistake and sl1ould 11ave given the external members 

resources in tl1e f 1Ist place. These had now been given. T11ere was a sense that the "externals" 

,vere i11dcpendent n1embers of tl1e Committee> and they had to demonstrate that independence. 

He hoped tl1at over time they would come to recognise ll1at there were nine independent 

members and l]1eir sense of needing to assert tJ1en1se]ves wo11ld go away. The Bank had to 

continue \vorki11g to smoolb tl1e si tuation. In the case of staff wl10 were promoted, external 

MPC me1nbers had wanted to demonstrate that there was no disadvantage in \VOrking for ~1PC 

niembers, ,vh1ch had been the perception in some of MA. On the question of pub11cat1on, he 

,vas content provided that external mernbers n1ade clear tl1at the" ork had not been tl1rough the 

quahty control process that the Bank maintained. Over tin1e people \Vould see there,, as less of 

a tension. A Jot of progress had been made but tl1ere had to be conti11u111g effort on both sides. 

The change of personnel had helped a great deal . Mr Allsopµ and Professor Nickell ,vere more 

sensi tive to the issues 

Turning to th £ 10 e note, Mr CJementi said tl,ere was good coverage Matenal 011 tl1e t,\ o 
van ants of th . . 

e note was 1ncluded in the press packs and there was 110 press co111n1cnt on it. 

~1r Cle1ne11ti s • d I • • 
ai t 1e Bank bad reacl1ed I1eads of agreen1e11t ,v1tl1 tl1e Lu,v11 Tc11111s \ ssoct 111011 

to bu1Jd a . 
iiatJoi,al Le1111 is centre at Roeha111pto11 Tl1e Fxec11tivc of tl1e LT A did 1101 JJ)llenr to be 

Part· • ' 
ICUlarly \Ve! I · f t to tl1e 

orgai11sed a11d it 1n1gl1l lake s0111c l1111e gctti11g fro111 l1ends O ugrccii,en 
contract stage. 
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Bank's Strategy 
The 8 Clark Footman, Midgley and Ms Lowther in attendance) 
~1essrs ean, ' 

1- noted that the process this year was ratl1er different. There was more discussion Mr Clen1en 1 

in GovCo and ManCo. The coalitions l1ad been working si11ce August. Tl1e Staff Conference 

. 
0 

b r 1,ad debated a paper on strategy and objectives, and a worlcing docume11t }1ad been 
1n cto e 

d d Jt lacked some of the crispness of rece11t years but ,vas more 1nteractjve and there pro uce . 
,vas a greater buy-in by senior staff. He noted tJ1e staff impact of changes over three years, as 

sho,vn in Appendix 2. witl1 Personnel and Property Services falling sharply. The rest of Central 

Sen•ices had faller1 by a sn1aller amou11t. ln particular Secretary's, responding to the higher 

profile of the Bank, was bearing an increasing burden in that area, includmg the Press Office 

and the compet1tior1 for schools. 

Mr Clcmc11ti 11olcd tl1at tl1e JT proposals had developed [Tom the OCP report, and said that it 

,vas proposed to update Court on th1s in February. A vigorous start had been made. In 

Appendix 3 he dre,v atte11tion to 44 business priorities, 19 of which had IT input. Further\\ ork 

,vas needed to refine this list. Tl ,:vould be an in,portant part of the budget process for Court in 

February Change ,vas bound to continL1e, but tl1e assurru,ce given to staff\\ as that the Bank 

had no pla11s to change personnel policies tl1emselves. There \Vas to be a big pusl1 in tl1e )·ear 
00 training and on building morale. There was a huge programme of work to impro,e output 

and process and this ,voLt1d put stTain on resot1rces. Tl1e Bai1k's external reputation ,, as l11gl1, 

aod 111ere was a sense of achjeveme11t about wl1at l1ad bee11 done i11 U1Iee years, und a sense of 

purpose for the future. J f the paper was approved by Court i l ,vould be disseminated to all staIT. 

Baroness Noakes raised th • f l'nk• J • • • • • ·u 1 fi • 1 e issue o 1 rng t 1e pr1or1 t 1sat1011 exercise ,,,1 1 t 1e 1na11c1u 
objectives D. d h 
. • 1 1 e Bank 1nvest out of efficie11cy sa,1 i11gs else,vl1ere or did 1t l1a,·e a desire to 
tnvest for tl1e fut ? M . l 

. ure . r Clementi said ll1e Ba11k \Vas v ell do,,' 11 the road to tl1e ftna11c1a 
obJect1ve of £20 . . . 

111n saving. Court l1ad 11ot agreed tl1e budget but tl1e Bank 11ccdeti to Jt1st1 fy all 
It did · , 

on its o,vn 111 • • · ' ? B t erits. lt did 11ot have to say tl1at 1t n1ttsl stuy ,vitl11n a totnl of £21 - 11111• ll 
in pr· . 

actice it could l 
to I f lllect analytical ar1d IT needs ,vl11le stay111g \1litl1in tl1at total. ll ,,·as too e.ii Y 

iave a fi 1n11 vie,v. Th B k . . I ~ b t it ,,,isl1ed to 
&lay , . e an ,vas 11ot g1,,111g absolt1le gt11dcl111es to euc 1 arl:n t t 

\\ ttl11r1 the CXJl d' . I ·t \' ·Ottld co111e b t1ck 
to th . eil Jlure levels of 2000/0 l. 11,e Go, e rno1· s,ud t 1ut Ottt ¥ 

ese tssu . 
es 1n Febru T · • J d t do l·le \\·ould ary. l1e Bank l1ad to sat1sfy ourt ,v1tl1 ,~ l1at it ,,tis 1~ 0 • 

not\\·· 1 ts l to be co . d • so111\! JJ·c,1s t f 
nSlraitied lo the poi 11t tl1at tl1e BJnk. ,, ou Id only expan in 
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d 
. thers. It had an agreement ,vit11 the Treasury but even that was not absolute in 

it cootracte in o . . . 
Id be re-negotjated. But tl1e Bank would ha,,e to Justify why it needed to go 

that cRDs cou 
stion He suspected that it was not an i1n1nediate issue for tl1e budget but Court 

back to that que • 
. tllat in February. It was difficult to be precise untiJ t11e Bank had a feel for what 

,vould discuss 
. art of the Bank needed to do to n1eet tl1eir objectives. 

vanous P 5 

Sir David Cooksey \Velcon1ed the discussion but said that ai1 area of concern was whether there 

\Vas an overlap bet\veen FiI1anciaJ Stability and the FSA. He asked bow the boundary was 

defined and how much overlap there was. The Governor said it was defined by the MOU. He 

did not feel there \Vas a significant overlap. Sir Ho,vard Davies noted that the paper said that 

clarity about tl1e Bank's responsib1lities had gro,vn. Initially there had been uncertainty about 

ho,v 11 ,vould sl1ake do\vn but in the forums 1n whic11 the Bank and the FSA \Vorked together, 

the n1ost important of which was the Basel Con1J11ittee, it worked quite effectively at all levels. 

The Governor and he l1irnself discussed Base] issues, and n1embers of the committees had 

divided up the work between them effectively. There was probably work to be done on 

payments and settlements and ho,v tl1at ,vas divided. A stone lJad been thro\vn into the pond by· 

the Cruickshank report ,vbich left thjngs a little unclear. It ,vas not Imo,vn ,vhether there,, as 

going lo be a payments reg11lator but tt1is would not be a responsibility of tl1e Bank or tl1e F A. 

But overall the re]alionsh1p ,vas rigl1t. He 11oted tl1e ,vork of U1e Tripartite StancLing Conun1ttee. 

It nlight l1elp at son1e poi11t to clarify tJ1js ,vork and give more inforn1ation about it to Court. 

The Con1mittee had been very helpful ru1d its worl< underpinned tl1e MOU. It l1od proved to be 

a very active fonim. Activities l1ad fallen out quite naturally as from tl1c FSA or fi-0111 tl1e 
Bank Perhap th B • s e ru1k and the FSA logetl1er could ]Jroduce a 11ote on tl1e 1ssues tak.cn al tl1e 
C'orn1nittee M Cl . 

• r ement1 suggested this shou]d include ,vl1at t]1e S1andi11g Comn11ttee does and 
ho\v it operated S. D . . . . 

• Jr av1d Cooksey said lh1s vvou Id be extre111ely l1elpful . Tl1e Go\ cn1or said 
he \Vas · 

impressed by th d . . . . . • th e \Vay tin ersland1ng n1acro-lcvel fi11a11c1al stab1l1 ty \\ as de, elop111g 1n 

e central ba11kin 
v g world, partly driven by evolutior1 at tl1e Bank of England. People l1ad been 
ery interested in lh . . . 

n . e separation. Tl1is was refl ected i11 tl1e i11tercst i11 tl1e Fint111c1ul tub1l1t)' 
l\CV1cw A 

• l rneet111gs )1 I , d 
int . c 13 at te11ded l1c J1c1d disco,,c1·cd a11'- dtl t111d otl1e1 s \\'Cl c \ cry ciest d . , 

e in 11ub] ' I • is 1111g their own l~SR. 

Mr Bu\•t 
•lo 0n said h 

Oct> r e \Vas pleased at tl1e e111pl1asis 011 I'J~ J le ,vas glad tl1e Bailk \.\US follO\.\'ing t]le 
ecornrn 

end at 1or1s. 1 l 
t ,vas not only tl1at an 11' cl1an1pio11 ,vas needed 1n Nia11 0 btit l lctc 



l 
need for a mechanisn1 to bring coalitions togetl1er. There would be issues that 

,vas a so a 

d t
he three coaI1tions. An IT cl1an1pion ,vould bring discipli11e into these coalitions to 

crosse 
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tl at the Bank had a conunon policy across all tl1ree. Mr Clementi said the l1ead of MSD 
ensure 1 

Id land abo,,c all three coalit1011s. 
\\'OU S 

1n respoi,se to a question fron1 Baroness Noakes about wl1y staff motivat1on had been added as 

an obJective, tJ,c Governor said that thjs n1ca.i1l more lo 11im, w1tl11n tl1e strategy and obJecti,,es, 

than anything else. Jf tJ,e Bank did not restore staff mot1,1ation and morale, the excellence it 

\\as stnving for ,vot1ld be totally undennined. Mr e1Jl agreed. 

Court APPROVED tl1e Bank's Strategy and ObJect1ves for the year 2001/02 and noted that 

matters relating to the budget ,vould be considered at Court the follo,ving February. 

Issues arising fron1 the euro 
~lessrs 'fo,vnend, Bean and Clark in attendance) 

In 1ntroduc111g his paper, Mr To\VJ1end 11oted U1e business aims of the Co-ord1nat1on Unit for 

Europe These were co-ordinatio11 of the Bank's euro related \\'Ork; pro\'iding a bod) of 

kno,vledge and expertise on the ESCB; co11lributi11g to tl1e Bank's relationship\\ 1tJ1 tl1c ECB 

and natio11al centra1 banks; represe11t1ng t)1e Ba11k 011 European issues ir1 official ru1d public 

sector forums, monitoring arid repor1ing on practical issues ar1s1ng fron1 tl1e euro ai1d tl1e euro 

market; ai1d co-ordinating City preparations for entry. l·le described a nun1ber of aspects of 

CUE's work 1n 1nore detail . 

The Govern ·d • or sa1 that the work was bei 11g }1a11d led extren1e)y \\ell . He noted tl1e difficult)' tn 

tnaintai11ing . 1 . • ,.. rd • . nioia e \Vh1cl1 arose fron1 tl1e JJercCJ)t1011 tl1at 111en1bcrsl11p ,,,as 1110, 111g lon,'n 111 

lttnc. But M T . 
r O\Vt1end l1ad st1cceedcd 111 111 ointai11i 11g 111ort\le el)' \\ell . 

111 re bpo,1sc to a C& • d 'd ti e 
b que5lto11 fro111 Baroness Noakes ,1l,ot1t rctc.111 p1 c 1Jart1t1011s, Ir 1,o,,fn 11 5111 1 

anks had . said ll1e)' ~ d d ' d:, ti['-' ,,,J1ut 
nccu 

O 
11ce e U!) lo tl1rce yeut s to t)1 eJJc..1rc fully. Tl1e key,, ,1s to 1 ~

11 
J 

c lo be ready at ll ~ . 1 ~.,c011d 11u1 io11al 
c}

1
, l e po111l of e11try a11d ,vl1nt 1111gl1t be do11e later. 111 t ,e ~(.': 
i11lgeovcr l· 

' OJark pan 1hc Go, en1ment had begun to talk about a phased approach. \\ hol0Snlc 
cts \\o I·• • u u n10\•c l ti . - , • ""S o11ly at a po111t 0 ie euro 011 tl1e day of- e11 lry l)ul rclJ1l (111ru1c1al sen ice 
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. aflenvards. at least for those ,vl10 could 11ot do tl1is from the outset. This approach 
5001e t1n1e 

t ntially , ·ery }1eJpful. lf it worked, all the preparations could start at the satne time then ,,·as po e • 

I le Could co1ne on-stream at entry w1tl1 a delay for a period for retail fina11cial services 
'"ho esa • 
The ,\·ork CUE 11ad done ,vith the banks had 11ot 1dcnti fi ed 111superable problen1s to this 

Ch ]t ,vas quite likely tl1e Goverr1n1ent wot1ld wa11t to pursue 1t. approa • 

~1r Buxton srud the banks l1ad stuck to a tlrree year timetable. As time went by tl1ey were 

altering tl1e1r systen1s an}'\\1ay, and so the cl1ar1ge ,vou Id probably become easier. He noted that 

00 o1e Cor1tinent people ,,,ere 11ot switcl1ing t111til tl1ey ,vere forced to. 

~1s ~tcKechn1e said sl1e \Vas concerned about tl1e time consumers " 'ould be given to adjust. 

Tl1e Consun1ers Assoc1at1on believed quick ,vas better. The longer dual pricing lasted, the 

more confusion there ,vot1ld be. She cited a mess i11 t]1e metric s,vitcb O\.er. She asked that 

lessons sl,ould be learnt from otl,er countries' experience. Mr Stretton said that the long-ter 1n 

savings busi11ess l1ad problems 'A' IJ1cl1 were probably ,vorse than those for the banks. 

Customers ,vould determine themselves what tl1e ne,,! timescale \\'3S. He ,vas no1 sure that 

learning from history \Vas the right approach. Other countries l1ad a standing start ,,,11ereas the 

UK \vou]d be joining late. Mr To,vnend said l1e \ as in toucl1 \\'ith tl1e 1nsw nnce se tor and had 

encouraged them to keep 1n cJose touch '\Vttl1 tl1e1r in-cou11try peers to find out ,,,11at tl1e issues 

,vere in, fo r example, dealing ,vith histo1ic data. T l1erc '\; os a great deal to learn i11 banking and 
0ther sectors and tl,e Bank was lryi11g to c11cot1rnge 1Jeoplc to do tl1at, b't sa,,i11g ''tl1is is 

important now", and empl1as1si11g tl1al i t wot1ld be too late if 1t ,,ere left to U1c t:Iansit1011 penod. 

The issues a d f I • . n JOW t 1ey were bc1 r1g lack led sl10L1 ld be on tl1c reco1d. Tl1e Go, emor tl1ru1ked 

Mr 1 o,vnc11d. 

Court rose. 

2c!>c, O,o 
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~:conon1ic and . 
includ' . monetary discus io11, i11co1·porati11 g tl1e n1011tl1l)' IP R~1101·t to ... 011 1·t u11d 
(~1 · •ng •ntcrnatior1~1I eco11omic de,1elopme11t 

es\rs Bean Cl 
~te~~rs All ' ark ~nd Ple11derlci(l1 togetl1cr ,,·itlt P1·ofe soi· icltell n11d 

~opp, Jc11k1n on ;1nd Baile) i11 :1tte11d:111c ) 

ln 1r1trod • 

1 ucing ll1c Jtioi1tl1l y Ml1 rCJJOtl to ot1rl n11<l ll1c i11i11tiles of t]1e 111eetii1gs of tile ~lP 
lelu Ill N 

O\•e111ber a11d D . f I ., I fl· 11011 
I{ ecer11ber, Mr Bean si11d tl1al tl1e ce11trnl Jll'OJCCt1011 o l lt: 11 a 

CJ)Ort S)1 . 
O\\'cd 111llatio 1· •tJ1 Jro,,•tl1 

-- 11 a ittlc less tJ1n11 target but pickit1g llfl to,vaids target. \\! 1 g 
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around the level of underlying productive potential. TJ1c report recognjsed that the background 

fconsiderable uncertainty, bot)11ntemationaJly and domestically. 
,vas one o 

t• g liis paper on tl1e international econo1nic env1ronn1ent, Mr Bailey sa1d that the Presen 1n 
evidence of the last t\vo months pointed to a more p1·onounced slowdown i11 tl1e world 

my and particularly in the US. Most forecasts, inclt1d1ng the Inflation Report had econo . ' 
predicted a slo,vdO\Vn 1n the US for a considerable ti1ne, but had been \vrong. Tl1e Inflation 

Report had contained a do~rnside risk from tl1e US stock n1arket for qu1te some time. But over 

tinie most forecasters l1ad scaJed back tl1eir expectatio11s of a slowdown. 

~tr Bailey noted four themes in relation to the US. First, tl1e US economy was widely regarded 

as out ofbalai1ce 1n a lor1ger run sense, \vhjch led to questions about the extent of the s]O\\do,vn 

needed to bring it i11to balance, about t11e sustrunable rate of growth and about the rate of 

product1V1ty gro\vlh, including the ex tent to wl11cl1 the increase reflected cyclical elements 

Second, and related to tl1js, was the sharp fa)] in equity prices part1cularl)' in the IT sector. A 

key issue here was the link from stock returns to investme11t, especially i11 ITC, and that could 

have a partjcular l1nk to Asia \Vl1ere growtl1 recently l1ad slo\ved and, outside Jo.pan, bad 

become very depender1t 011 exports. Th.ird , there was a question about ho,,, far tl1e tightening of 

financial conditions was a general issue, or \Vhether it related to particular sectors, for exan1ple 

lelecommunicat1ons. He noted that in a period of rap id structmal cl1ange 1t ,, as al,vays 

expected that t}1ere \VOuld be winners and losers. Fourt11, a sl1arper slo,vdo,vn in gro,,,t11 1n tl1e 

US could pro1npt a slowdoW11 of capital inflows wl1ich would have unpl1cat1ons for current 

accotint fmancmg, and potent1aJiy for the dollar. Mr Bailey nlso comme11tcd tl1at tl1e dog tl1a1 

had not barked ,vas inflation in tl1e US. The oil price shock l1ad pusl1ed up rWTCnt inflation but 
not expectations 

·rurning to the . . • 
euro area, he noted signs of slo\vcr gro, tl1 but these l1ad bce11 acco111pn111ed b;• 8 

pick up in inflat1 I . . . 
on, w 11cl1 \Vas co11ttnl1111g. Tl1c E B ,v:.1s less st1re about t11flut1011 

expectation ) . 5
' t lougll a data series con11Jttrable \Vitl1 tl1e U series ,,,as not u,,nilnble. ·Ir 8t11 ley 

noted • 61 gns of fi · . . • _,.. .., • • 1 
• nnrlctal fi·ag1l1ty 1n Ar gc11t1nu a11d Tl1rkcy bt1l tl1e n1arkels \Vere dtllerc:ntiatitlg 

ll'lore • • an1011g e111, ,· ~ d , • 
gr , erging •nai·ket eco110 111 ies ll1a11 in l 997-98. eve1tl1elcss t1 s11:irp JO\\ 0 '' 

11111 

tl1e US aJ1d • ,, 
•n ,vot ld trade ,vou Id l1a,1e a large 1n1pact on tl1e \ orld eco110111✓ • 
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d t1 t official interest rates were again u11changed in December, following a vote 
Mr aean note 1a 

. M tar)' Policy Committee. T,vo n1cmbers voted for a reduction. Rates had 
of7-2 U1 the one 

d 
·nee Febniary, the longest period \Vitl1out a cl1ange for ten years. There had 

been unchru1ge s1 

d 
r. cto monetary easing, because the 111arkets l1ad priced in future cuts, probably 

been some e ,a 
. s c]tart 1 s11o,ved. He noted that t]1e excl1ru1ge rate i11dex had been more or less 

next Spnng, a 

d nee the last Court thot1gh there l1ad been moven1ents against individual 
unchange s1 , 

On aclJ\'Ity tl1e ONS bad confim1ed tl1at third quarter GDP had risen 0.7%, but 
currencies. , 
there ,,as ne,v infonnation i.J1 the co1npositio11 of demand . lr1 particular consumption was 

gro,ving rnore strongly than the Bank had expected. In,,eslment and government spending 

,vere a little 10,ver t]1an expected. The m1x of more consumption and less mvestment \\'as 

disappointing, looking fonvard . In,:estn1ent in mant1 factt1ring had been subdued, which ,vas not 

surpns1ng, ,vl11le tl1e extent to w·hjch services investn1ent l1ad dropped m 2000 was somethmg 

of a surprise. It did not square with stLrVey evidence. He also noted that government spending 

,vas runrung lo,ver tl1an the Bank and the Treast1ry had expected . There ,vas a question about 

,vhether there ,vot1ld be a burst of pt1blic e penditure towards tl1e end of the year as 

Depanments tried to spend up to their lin11ts. 

Turning to the labour market ai1d 1nnat1on, Mr Bean said employment gro,,•th had continued to 

slacken Th d 1 • • e un er y1ng trend gro\vth ,vas at rot1ghly tl1e same speed as labour fore\! gro,,,t11~ so 

unemployment l1ad stopped falling a11d l1ad stabilised. Tl1e tigl1tness in the labour market had 

not got \Vorse On d 1 • • • pay rour1 s, t 1e 1nd1cat1 ons fro111 strrveys and fro111 the Age11ts \\'ere tl1at 
there m1g~1t be so J • • 
fi n1e acce erat1on 1n settleme11ts bt1l 11otl1111g too severe. He noted tl1e inflation 
1gurcs, and said that . 

near tem1 e pectat1ons ,vere that RPlX ,vould ren1ain a little less thm1 
target. 

In co11U • 
ne11t1ng on tl1e ma k Mr 

,vhich . r ets, Plenderle1tl1 said tl1c1·e \Vas a distinct sofieni11g of Ll1e dollru·, 
was evident from ch . 

feelin 
1 

. art 2• Tl1e counterpart ,vas s011,e recovery 1n tl1e et1ro. Tl1cre \\'~ s n 
g t lat it n1ay l1ave bee . . 

53/.
0 1 h n oversold 111 1111d-ycar. Bt1l t)1c 1110,,cs ,verc 111odert1te at ru·ou11d 
• er ' e \Vas a qu t. 

son1e O\' . . es 10 11 about ,vl1etl1er tl1e 1110,·en1e11ts , ot1ld becon1e sl1arper, a11d \\'itl1 
Cl sl1oot1 ng l r 

bond Yteld . • e noted tl,at tlic ye11 l1ud ,1v eak.e11c<l f111·tl1er against tl1c dolla1-. Tu1·11i11g to 
s, in cl1a t 5 I n r 1e noted d. • · 10st likely re• a istinct cas111g i 11 yields ,vorld-\\'ide in rl!cc11t ,vceks. 1~11e 

Wh aso11 i11ust be ind· . . 
ether it '"as 

1 
icatioi,s of slo,, er gro,vtl1 looking al1ead. I-le \ a.~ 11ot stu·e 

ell1ng us ,,,11at 1 -d . 
,a already been seen or ,vl1etl1er tl1e n1urkets ,vere suytng that 
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.i..;ng ,vorse was ahead. He noted significant, but not J1uge, falls in US, euro and sterling 
soroeuu 

yields. 

In response to a question from the Go,,emor about ,vl1ell1er tl1ey ,v1shed to add anyt.hjng, 

Mr Allsopp and Professor Nickell declined. 

Mr Buxton said t11at the bank borrowing figures supported Mr Bean's vie,vs. Personal 

borro,vi11g ,vas remarkably strong. But there ,vere few s1gns of financial strain through 

repossessions or bankruptcies. Mr Buxton also noted an overall mcrease of 15% this year 1n 

corporate borro,v1ng, concentrated in particular sectors such as hotels, restaurants and leisure. 

In summary, be, as surprised by l1ow ,vell personal bon·owing, particularly short term., had 

held up, and ,vl11le corporate borrowing ,vas slowing ll1e rate of growth was falling much less 

U1an t,e l1ad 01ougl1t it would. 

Mr eiU said tl1at ,vl1ile l11 s last report to Court had bee11 gloomy it had 1n fact turned out 

,vorse. Assemblers and compo11ent n1anufacturers \Vere closing and profits\\ ere e,•aporating. 

Losses for ll1e motor industry ,vot1ld be about £3bn. In the US, saJes were almost at a record 

but profi tabiJ1ty ,vas evaporating and the ir1dustry ,vas very worried about next year. llis sense 

,vas lhat it ,vas not a soft landing bttl a crash landing and that it had happened about three 

\\'eeks ago Telecoms was different, with repor1s of shafJJ increases in sales I-le \Vould not be 

SUrprlsed if more car a11d compone11t makers departed fro111 the UK in tl1e next l 2 n1onths or so. 

In response to a question from the Governor, Mr Neill said the UK was hu,,ing the ,vorst tin1e, 

but lbat ,vas going to spread, in production tenns, to the Un1ted States and Continental Europe. 

Sir Neville S · rmms said tl1e constructio11 industry was in reasonable sl1ape ,vitl1 regard to output. 
He noted th t _n a orecasts for the industry assun1ed a st1bsta11t1al increase in repair w1d 
ma1ntcna11ce k b . \vor ~ ut he \\ as nervous about wl1etl1er tl11s \\·ould come tl1rougl1. because 
previous pred. . 

ictrons of stro11g gro,vt l1 l1ad not been bon1 oul, ru1d R a11d ~I tc11ded to SlO)' \ fet)' 

close to 44-4 So . 
Yo of Lile industry's ou lJJUt. 011 infraslrt1ctu1 c orde1·s, they \\ere c}t;Jrly 11e~<lcd btit 

there ,vas . 
. a quest1011 ove1 wl1etJ1er ll1c1e ,vere people a\ u1 lab le to can-y tl1e111 otit I-lis cotnpuiiy 

llla111taincd 3Qo 
. . • 

1 0 of tlie ratl\vays, nnd 1t ,vas 1101 a qucslio11 of 111ore pco1,lc doing n1ore but 
P 0nt1sing th . . 

f" -·--.J e exiSling resources. He 11oted tl1at leisure, JJ1otl1er n1J111 dri,,er of tl1e 
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. industry \\'8S coming off the top. Housing, ,vl1icl1 was never more than J 5o/0 or 
constr0ct1on , 

1001. of the industry and ,vas currently about 12o/o, was not a very big driver. 
Jess than 10 

Mr Bailie, recalling that the month before he l1ad bee11 more opt1nustic than his colleagues from 

ihe motor industry, noted a faJJ in confide11ce. People bel1eved that 1t ,vas not going to get 

better and possibly was going to be worse, and year end budgets were f ocuss1ng minds on 

difficulties and probJems. A number of companies he spoke to were talking about job sharing 

in the next quarter, and \Vere considerably less opt1mist1c tl,an 1n June or Ju]y. Tounsm figures 

\\ere do,, n quite considerably. 

S1r Ian Gibson, ret1tm1ng to tl1e proble111s of tl1e motor industry, srud UK dealers were starting 

to sho,v publicly the effects of price reductions because they were facing wnte downs of used 

cars inventories. Tl1e UK was experiencing the fastest rate of withdrawal from the business for 

12 yenrs. Many dealers were leaving, ru1d a lot of others were trying to change brands There 

,vas a belief 111 tl1e industry tl1at it was going to run short of dealers, which was the reverse of 

the picture L,vo to three years ago In maJor cities n1arg1ns \Vere not higl1 enough to encourage 

start ups. Turning to U1e \vorld economy, 11e 11oted an inte1esting conflict in Japan. In part 

because of tl1e \Veakness of the yen, 1nost n1ant1facturers of cars and electronics \\ ere sitting on 

nlore margin t11an they l1ad forecast at the star1 of the year On tl1e other hand there ,vas unease 

about \vhetl1er the domestic recovery \Vas going to disappear once more. He noted that ll1e U 

motor il1dustry felt that it had gone over tl1e edge of a c]j ff. There were some extren1ely 

profitable lines with ]ugh nJargins and a lot of products that were not selling at all. A number 
of plants \Vere h • 

on s ort time. The recent fa ll i11 oil prices had supported tl1e purcl1ase of larger 

engmed vcl1icles, but there ,vas uncertainty about ,vl1ether a future rise in 0 1 I prices \\ ould snufT 
out growth. 

Sir David Cook . 
d' sey said that l11gher retai I sales were co111i11g tl1rot1g l1 bt1t nt tl1c cost of, cry deep 
tscounti11g Th l 

• e sa es l1ad started in 1nid-Dece111ber tl11s year. Tl1ere ,vere go 111g LO be ,1 lot of 
very d' 

isappoi11li11g fi • 
ca pro ttabil1ly 11u111bers con1j11g tl11ot1gl1. So111e bru1ks 111igl1t becon1e qtiite 

Ulious about le11d. . . 
signs , . ing lo tl1e sector early in ll1c 11e,v year. Tl1ere \\ ere a 11t1ml)er oJ '' aming 

• furn1 11g to tl1 TNT , '> 

scai· e sector he noted tJ1nt sttf)plicrs lo tl1e 111ob1lc pl1011e 111duSlry \\! CJ l: 
.....-:::~ 111g back ti 

1c1r numbers for next year. 
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.. d that the IT services sector expected growth to halve from about 20% to I 0%. ~is Bio,\' sa1 
em about the rate at wliich gro,vth \VOuld settle in the future and she believed There ,vas cone 

fi t uru1er picture next year \vould make t11is clearer. In reply to a questio11 froin that 1J1e rs q 

11 Mr Neill noted that nearly-ne\v car prices J1ad fallen 20o/o and used car pnces by Mr A sopp. 

more. 1•be inipact on dealer profitability \Vould lag as a lot were soJd tluough lease sc11e1nes 

,vhere tile residuals \VouJd be lower. It would be see11 in the profitability of dealers in the next 

t,vo to u1ree years. A company sucl1 as Lex might find costs of perhaps £90 mn as a result. 

ir Ian Gibson said second band pnces \Vere still declining wl1ereas in the nearly new market 

rece11t changes \Vere already in the pricing. J Je expected a Jot of smaller dealers lo go out of 

business 

Mr Buxton said he did not believe negative equity ,vas a big problem for pnvate individuals but 

11 ,vas a problen1 for n1otor dea1ers \Vitl1 stocks, and also in l11e car rental industry, where 

guaranteed btty-back prices \\'ere a feature. 

l\IPC Procedure :-

Procedures adop1ed by tl1e l\1PC to meet it rnandate 
Provisio11 of regional and sectoral information to the MPC 

~1essrs Bean, Clark and Pleoderleith togetl1er ,,·itl1 Profe or Nickell and Jes r. 11 opp 
aod Jenkinson in attendance) 

Mr King noted that the papers before ourt were t]1e first of a sequence over the \vinter, al1ead 

of i
h
e production of ll1e Non-Executive Directors' An11ual Report. He dre,v attention to an 

extra page on lhe priorities the MPC altac11ed to statistical ,vork which \\1as to be sent to tl1e , 
ONS • In resp on t • 

se o a question from Mrs Healo11 about t]1e process for agreement\\ 1tl1 tl1e 
ONS on statistical • Mr · . . 

issues, l(jng said that U1e MPC ,vou]d send an accompan)'1ng letter 
set11ng out its". 

iews. TJ1e ONS had to take as 111puts the views of otl1er depart111e11ts, 11ot least 
the Treasury 'Thi . 

• s \vas less an overall resou1 ces questio11 tl1an a n1atte1 of 111anagerial 
emphasis. 1 Jie ONS J d . 

18 given a good dea l of at(e11t1011 to tl1e J)1101·1 t ies that tJ1e !\1P l1 t1d set 
out last Year. Tl1e M . . . 
wo PC did 11ot l1ave grounds for co111p la1nt Mrs Heato11 co111111c11Led tl1~1t 11 

uld be useful for C' . . 
• . ourt to be advised 1f tl1ere were t1rcas \ l1erc tl1erc \\'ere d1ffcre11ccs of 

op1111on B 
dclil'e aroness Noakes said that Mr King's 1en1arks suggested that the MP 'did not get full 

ry on so111e req , . . · , • F 
ex~ uc

st
s. Mr King said s0111e 111atters could 11ot be dealt \v1tl1 1n °11e year . or 

~Pie, tl1e MP . 
..-:::::~ been Sli 11 llad son1e questions on tl1c a et age ea1111ngs i11dex. TJ1ese points 113d 

rnacte at . 
Working level . w 1 d t b s0111 ~ 

tt 1 tl1e best \\ 111 in t.11c \\'orld tl1cre ,,. ere bou11 ° e c: 
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I the ONS could not make mucl1 progress. But l1e did not believe there was any 
issues ,v 1ere 

serious issue. 

Mrs Heaton commented that, as wel l as knowing the JJriorities for next year, Court 11eeded to 

bout Performance over the last year. Mr Kjng said perhaps the Bank would come back 
knO\V a 

to trus question next year \vitl1 a brjef paper. 1n response to a question from Ms Blow, Mr J(jng 

said it \Vould be up to the Chance]Jor to allocate n1ore money if statistical resources were 

thought to be insufficient. He believed tJ1at, so far, t11e ONS was delivering. Mr Cook had onJy 

been in his ne\v position for a f e\\' montl1s and was talcing a considered look. Mr King was 

loathe to complain until Mr Cook bad done so. Mr Cook \Vanted to make changes - for 

exan1ple, Mr King be]ieved he was p11zzled by the lack of unifo11:nity in briefings given ahead 

of slat1s1ics, and botJ1 l1e and U1e Bank were very keen to make trus unifo1111. Mr King noted 

that lots of bodies l1ad a valid interest in statistics in the UK, and it was not Just a question of 

,vhat tl1e Bank of England \.Vanted. T11ere was a confljct between what the Bank of England 

required on a macro level and the need for micro-economic statistics. There was no,\ a 

Statistics CommJssion, ai1 oversight body, and if the Bank felt that one area\\ as neglected it 

could drav.f the matter to the Commissio11's atte11tion. TJ1e Governor noted that tl1e Bank had a 

very good relationsl1ip with the Chairman of tl1c Statistics om.mission. He did not sense that 

lbere was anything the Bank would want to take up on either front. 

In response to a question fron1 Baroness Noakes about U1e Agents' table, Mr King said tl1at he 
did not beJ 1 • t d • . eve 1 \Vas Jsadvantageous to the MPC to l1ave an over-representat1on of 

manufacturers. This was partly because a large faction of services were 1n tl1e public sector and 
there ,vas a . . 

ccess lo much inf otmat1on on tl1at. Also, part of tl1e role of tl1e Agents ,,,as to 
explain wJ1at th MPC . 

e \Vas doing to lhe local com111unily, ru1d in tl1e lasl tlrree years 1l l1nd bee11 
\Veil ,vortI k 1 nia ing more effort to explain Ll1e MP to 1nanufactluit1g. Baro11ess 1oakes 
001llmented ti 1at t11e 1nfonnation gi,,en to ourt s110\vcd a con1panso11 of gents' co11tacts by 
sector, based . 

on numbers of busi11esses. ]-l e t t111dcrstn11d1ng ,vus tl1at tJ1e ntt111be1 of bus1r1csses 
,vas not a 
t good \Vay of 111east1ri11g valL1 e. Mr Je11ki118011 said l1e took s0111e solace fi·o111 tl1e fact 
hat the nt1n1b 

crs re1>resented a very large 11t1111ber of contacts Tl1nt gave 11i111 so111c coiiif art 
tl1at ll W· 

1 as reasonably represe11tative in tcr111s of sn1'" ti e1·st1s large It \VOS 11,ud to kno ,v \\'113t 
he target sho ld b . ,. 

u e and l1ow to adJust for tl1c publ1c sector, tJ1ougl1 lie 11oted that Uie crugcts 
Were 

not exactl b Tl s0111e Y set Y ll1e proport1011 of GDP rcprcse11teu by tl1e sectors. ,ere \\'US 
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. h A nts' contacts ,vere under-represented among very small finns . . In practice, t e ge 
·eight1ng. · 1 · 

'' ]d be in that area. The Bank had sl1ied away from employment we1g 1t1ng. 
and his concerns wou 

. 'd h 1 · deally tliere would be a value-added measure. That could be possible where 
Mr King sa1 t a I . 

. 1 t fir111 but in many cases they were tallcing to local representatives. He 
they v1s1ted a comp e e ' . 

lJ Bank sliould talk to t11e Agents about 011 s and come back to Court. The 
believed tl1at 1e 

d He noted that in the mo11tl1ly Agents' e11quiry the Bank did get 1nf orrr1ation Go\'cmor agree . 

00 cn,ployment and turnover. 

FINANCIAL STABILITY ISSUES 
Financial Stability Revie,v, together ,vitb domestic developments and international issues 
~lessrs Benn, Clark and Plenderleitb in attendance) 

In introducing tl1e latest edition of the Fi11ancial Stability Review, which had been published 

the previous \Veck, Mr Clark noted tl1at tl1cre had bee11 a 1nodest increase in risks in the 

financial environment over recent months. Tl1e period }1ad seen a widening in corporate credit 

spreads and a s1gn1ficant do\vn,vard adJustment in eqt1ity prices. But tl1ese adJustments ,,,ere. in 

some senses, not un,velcome ai1d the risks of jnstabil1ty should not be exaggerated: banking 

sectors in the tnaJor cow1tries ,vere wel l cap1tal1sed and tl1e latter's financial S) stt:m~ remained 

generally robust. He h1ghJighted three factors contributing to the assessn1ent of increased risks 

- lhe sJo\vdow11 1n tl1e United States, the re-e1nergence of JJresst1res in some emerging n1urket 

economies and tl1e substai1liaJ bui Id up of debt in the telccon1s sector. 

On developme l • } U . 
. n s in t 1e n1ted States, Mr Clark endorsed tl1e a11olysis \: l11cl1 1r Bailey l1ad 

given earlier Tl1 . - . . . 
• 1e centra quest1on for anyone ct1rre11tly assessing tl1e nsk.s to f111ru1c1al stab1l1t)1 

concerned I he • 
impact of a sharper-tl1an~expecled slowdo,vn in tl1e US econon1)' gi,,en tl1e build 

up of private sect d 
or an exten1al debt and the uncertai11ly about ret1.1rns i11 tl1e 11e,, c c o no 111)'. 

The lcr1tativc con I • . 
c usion was tl1at equity 1,rices see111ed to be 111ore in li11e \\1itl1 tl1~ cstir11ulcc.l 

change in produc . . 

h tivity pcrf orn1ance; but ll1c1 e ,vcrc sli ll t111ce1 lui11ties abottl otl1er \'llrinble -ot er 
asset prices . 

, sav111gs bel1av1our a11d excl1t111ge rotes 

As regards proble . . 
rn . ms in tl1c en1erg1r1g 111a1 k.ct eco110111ics, A, ge11li11u ru1d TL1rkcy pre ~er1ted tl,e 

ost •n1rn d' 
e iate risk ·1 1 r. • d b l ...-,....--.Eir S. 1c 1on11er l1ad been a pote11tial 1,roble111 for s0111c L1111e. cuusc Y s O\\' 

OWtt1 a 
, Weak fi scal positio11 and a sclerot1c labour n1arket: tl1c currenc) board arrJJlg etllClll 
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d e of freedom but had been crucial in restoring son1e n1easure of nominal 
removed a egre 

. . AI tina needed to refinance some $25bn of debt in each of the next fe,v years. A 
stab1l1ty. gen 

.rt: gramme \Vas in prospect 1n January and \Vould cover immediate needs. But the 
new Th·.ir pro 

• 
1
• s over the longer ter1n position meant that Argent1na ,vou]d remain a concern for 

uncertrun 1e 

t lo Come For Turkey the probletns centred on tl1e banlcing sector and the exc11ange some une • 

gtme An IMF Board discussion ,, as scl1eduled tl1e ne>..t day and Mr Clark expected a rate re • 

programme to be agreed UK exposures \Vere not great in either country. The banks involved 

had been prepared 10 rollover financing ,vithout too much difficulty, but ,vith less explicit 

linking lo JMF programmes lhan he ,vould have liked to see 

With regard to telecon1s, U1e fu1anc1al sector had pro,rided son1e $300-400bn of funding over 

the last fe,v years. Tl11s e\ idenced tl1e capac1ty of the financial sector but there were risks in 

such exposures, particularly to an industry wl1cre developments were unpredictable Trus was 

,vhy tl1c Bank and tl1e F A l1ad sougl1t to flag up U1e issue as one of concern for regulators, 

central banks ru1d financial autl1orities and for the financial sector m general~ without generating 

self~fulfilling \\Omes, so great care \Vas bei11g taken to pitch the indicatio11s of concern at the 

nght level . 

~ir Clark also menttoned that, ,vh1le the F R had not, in the current issue, majored on Japan, 

Uiat country ,vas sti ll a source of concern. Consumer confidence was ,veak, the prospects for 

gro,vib looked less secure and the capacity of fiscal policy to keep tl1e econon1y moving mjgl1t 

be called into question by the accumulatio11 of goveITIJne11t debt. 

Cornment1ng O th • 1 • n e art1c es rn the Review, Mr Clark noted that tl1ey reflected the general 
• 
intention of • • . . . 

giving a more q11ant1tat1ve fl avour to the Bank's F ,vork. He drew attention to t,vo 
articles \Vhjch l 

exp orcd aspects of the rel1abil1ty of Jeading indicators in helpir1g lo flag up 
Possib]e fi 

mai1c1a1 1nstab1l1ty 

Mr Clark next d 
up ated Court on U1e work of ll1e Stru1ding 0111111ittee. I le recalled tJ1at it 

corn • 
Pnsed representati\·es ofl-IMT, tl1e Bartl< a11d tJ1e F A, ai1d had been set UJ) in 1997 \vtlh.tii 

the frarn 
. ework of tltc tripartite MOU lo discuss ge11eral de clo1J111ents and 1ndividua] cases of 

significance f o (i . . , 
__ . r inancial stability Tl1c Com111ittee - although 1t could be con, encd at any t1nic 

-tfc1rcum 
;,{_ ,,__ &tances deiitandcd - lyJJically 111ct 111011tl1ly, 1101~1nully at Deputy level. Court Mctllbers' 
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. h 1 d been addressed. He noted . f the topics wh1c ia . ot exhausave - o f 
ntained a 11st - n . . forum for the exchange o 

folders co . b d but was in the ma111 a 
1 • y-n1ak1ng O Y . · h 

that it ,vas not a po ic . . ·t· with follow-up action lying w1tl1 wh1c ever 
• g sens1t1V1 ies, f h 

• r. ation and for flaggtn . . Tl1ere had, as yet, been no test o t e 
1n1onn 'b'l'ty for particular issues. . I d prin1e respons1 t l institution 1a 

. ·s crisis handling. comnuttee 

th d l prnenl of the Bank's financial stability role commented that he saw e eve o 
The Governor Tl1e Financial Stabi]jty Review had become a 

the past t,,,o years as a tremendous success. 
over h tral banks and for those in the financial market place and be 
classic document for ot er cen . . 

d AJ t Clark David Clementi and tl1e staff involved m trus. People now looked congratulate as air , . 
. . l t tie Bank as a role model for fmancial stabili ty as well as for monetary policy pos11lve y o 1 

issues. 

Sir Chips Kes\vick ra1sed concen1s about South Korea. Mr Clark replied that the Bank's 

internal F1nanc1al Stability Commjttee had discussed the si tuation there at its last but one 

mee11ng: the fore1g11 exchange reserves position 11ad strengthe11ed but there remained much to 

do on corporate ref onn 

Mr Strctton noted the rising of spreads in the derivatives markets and asked wl1etl1er the Bank .. s 

intelhgencc on exposures was adequate. Mr Clark acknowledged tl,at it ,vas sometin1es l1ard to 

get hold of information; the Bank was partict1Jarly tryi11g to bttild its know ledge in relation to 

credit denvatl\ es and securillsation. He believed that the capacity to redistribute risk via 
de · 

nvatives \Vas helpft1l provided that people recognised concentrations in their ultin1ate 
exposures (\vh h h d r 

tc a , 1or example, not happened at Lloyds). He added t11at an increasing 
amount of crcd 1 k · · . 1 

r1s was see111111gly being transferred to the 111surru1ce 111arke t . 

On 
1 

urkey, Mr Buxton said that defects in financial supe1 vision had been the n1ajo1 contributor 
to tl1c current prob!~ 
• • • cins. I le l101)cd tl1ot the IMF ,vould take tl1e 01,portun1ty to c11co\11 age 1 \!Ct:11t 1n1t1aJ ffi 

\\, e 
011610 

bui ld up the supervision role While the in1n1cd1atc cause of the difficulties as an 
outilo\v of ca it l I . 

lhere P a' l le tinderly111g Jltoblc111 ,vas 111adeqt1ate capitali~atio11 of banks. 
Were son1e 70•80 . 

\\•as . sn1all banks arou11d, 111ru1y of t}1c111 (lt1b1ous, and tackl111g tl1c problem ~......... esscnttally , . . . 
a polatJcal issue. Current support operations ,, c1e a l1uge cost to tl1e Turkisl1 
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. . the country would suppo 
rt a strengthened supervisory 

. banks operating tn 
ry Tl1e big rreas0 • 

regime, 

ak and tl1at around ten banks were • • was we 
• ed that superv1s1on h ddressing 'd it \Vas recogn1s . a two-prong approac , a Mf Clarksa1 Th IMF was adoptJng . 

ort measures. e h t aggravating ire dy subject to supp The Governor added t a an 
a a • the supervision problems. b the 
themacro-econom1c and . . the closure of foreign exchange exposures y 

re lator's insistence on . thin wrong 
factor ,vas the new gu h T rkish authorities were domg some gs 

Mr Buxton agreed that t e ll . . 

end of lhe year. . bf I • ng a basic system of supems1on. 
. nee· they needed l1elp in esta is 11 through mexper1e , 

ent 's new :iJ:ritiatives on money Mrs Heaton asked for information on the UK Governm "fi 

• 1 • d case spec1 c d • s· Howard Davies replied that tl1ere were both legis ative an Iaun enng. tr · · th 
, • ·t· when President ofN1gena, e developments. The latter concerned Abacha s acllv1 ies . 

• • • • d hl h rofi]e in the media. The main accounts 1nvesl1gat1ons 111to \Vh1cl1 had recently ach1eve g P 

,,,ere in S\vitzerland and the Sw1ss 1nvest1gat1on, as we as 1n • • • • 11 . aking reasonable criticism of 

S,\~ss banks, l1ad po111ted to the UK as the or1g1na c 1a.rme or • • 1 l J u the outflow from igeria. This 

,vas misleadi11g; 1n practice, two thirds of the payments had reached Switzerland via Jersey and 

most of the rest through a European-supervised bank u1 the UK. The investigation into what 

had happened in th1s country was being led by the FSA. 

On lhe legislative front, the Financial Services and Markets Act contained ne,v po,vers ,vhich, 
\Yh • 

en implemented, would allow the FSA to prosecute in cases of suspected n1oney laundenng 

At present the FSA's role was merely to ensure the operallon of the system under ,vhich banks 

reported suspicious transactions to the NCJS. A second legislative initiative\ as to strengthen 
goven1ment 

powers lo confiscate the proceeds of financial crin1e through U1e establishment of a national co11fi . . 

• scatJon agency. Sir Howard Davies added that consideration was also being given to extend . . 
J mg the n1oney laundering rules to cover linancial institutions not authonsed by tie FSA 

'especially the cheque clearers and bureaux de change· tl1e ct1rre11t debate i11 v\11itel1all \Vas Wh ' 
etl1er to Jlroc :.d d . f 

ee an , 1 so, \Vl1erc tl1e r\!spo11sibility sl1ould lie. 

In respo 
nsetoaqu t· 

Mrciark • es ton from Mrs Heaton about the size of the 111oney laundenng proble111, 
said tl1ere \\.'as • 

Confid no evidence of any in1pact on linanc1al stability; that n1ight occur tf -.... ence Was affected b . . 
........ ecausc of tl1e size of an 1nst1tutior1 apparent ly 1nvol ed. 
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FINANCIAL M I ·tba ·o attendance) t Issues Pl oder ea 
Curren Clark and e . k on the Euro 
11.frssrs Bean, . 1 t d the previous wee ' 
'" h a er cucu a e 

Court's attention to t e p p , h 2000 Court bad agreed the I • th drew . l 5 Marc ' Mr Plender e1 lits meeting on from 
e rogranune. He recalled that, a HMT the latter's Euro Note programme 

Not P hould take over from ank's Euro Note 
proposal that the Banks urt sought fo1mal authority for the B 

2001 The paper before Co 
January • d under it. 
Programme an d the issues to be ma e 

's rogramme was started in lenderleith explai11ed that t11e Treasury p 
By way of background, Mr p d developing the euro (then ecu) 

• • fi • exchange reserves an 
1991 with the aims of mcreasmg ore1gn . e - in which the Bank 

had decided to end 11s programm 
paper market in London. The Treasury . es by mcreasing 

• d finance the foreign exchange reserv was mvolvcd as agent - and inst ea to . Th Bank sa,v 
sales of gi lts, ,vith the sterling proceeds of (be latter elng b • swjtcbed m1o euro. e 

ment 1n taking over the programme, at 1ts o,vn liability:-

I. in order lo maintam a UK official sector presence in the euro markets; 

2. in order to help promote trading of euro paper in London; and 

3. because ll1e business was profitable. 

The programme would pennit the issue of euro-deno,ninated interest-bearing notes \Vith an 

aggregate principal amount outstanding at any one time of €6.6bn (son1e £4bn) at n1aturities of 

up 

10 

lhree years, to be sold by quarterly auctions and subsequently traded through some 20 

1t

ste

d market makers. The aim was for a seamless transition from the last auction of Treasury Notes held • 0 

in ctober to the first auction of Bank Notes in January 2001 . The one 111atenal change Was U . . 

lat the programme would 111 future 1111pact on the Bank's balance sheet - the notes as liab1J1t1es a11d ti 

, le proceeds as assets; there would be n1atching in euro tem1s and thus no ,orc1gn h 
exc angc exposure. 

It \\•as 
Proposed tl1at ti N 

Wh' h 
1

e otes \Vot1ld be listed for trad111g 011 tl1e London Stock Excl1ange, for IC th F' 
e inancial s . · . . . 

Prepara erv,ces Authonty (FSA) was the Listing Authority. Tlus necessitated the lion Oflistin · . 

g Particulars under the Financial Services Act 1986 and con1phance with 
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• t As the Notes would constitute international securities for 

F
SA 's content reqwren1en s. 

the h visions of the Financial Services Act 1986 imposing individual 
these purposes t e pro 

.. 
1
. • fi the listing particulars on Me1nbers of Court would not apply and the FSA 

respons1b1 1t1es or 

d 1 
-qui're a corporate (rafher than individual director's) statement of responsibihty in 

,voul on Y re 
the listing particulars. Both Freshfields and the Bank's internal legal advisers had been 

involved in the preparation of the listing particulars and other documentation An Infonnation 

Memorandwn prepared by the Bank ,yould constitute the required listing particulars. It set out 

the terms and co11djtions of the Notes, tJ1e auction arrangements, details of the Bank' s 

const1tullon and function (includiJ1g details of Court) and related information of interest to 

,vould-be investors or required by the FSA. Given tl1e status of the Bank, its statutory 

obligation to prepare and publjs]1 audited accounts and the availability of the last two Annual 

Reports for inspection, 110 financial i11fonnation was contained in the Info11nation 

Men1orandun1. 

Su Howard Davies noted that, as Chaiin1an of the FSA, he would ultimately be responsible for 

dec1s1ons on listing the N t F • • • o es. ro1n h1s v1ewpo1nt, ourt's approval of the Bank's Euro ote 

Programme \Vou ld not • d d • • • • FSA • preJu ge ec1s1ons on hshng, which would need to be considered by the 
1n the nom,al way. 

ln response to a question fro111 Mrs H 
be required· t1 k eat on, Mr Ple11de1·lei ll1 said t11at 110 additional staff \\ ould 

• 1e wor load was essentially the sa 
Bank's Programm . me as fo1· the T1·eastrry's progran1n1e ,vhich the 

e was succeeding. 

COlJRT RESOLVED THAT:-

A 
TJ1c establisl1n1e11t of tl1e Bank's . E ow11 ,. uro Note Pr 
to wl1icl1 tl1e Bank I . . ogi run111e ( tl1e Progi-an1n1e) purst1ru1t 

wou d isst1c ,11lercsl-be· .• 
agg1cgnte pnnc, I ,11 ing curo-dcnon1innted otes up to n 

JJn a111ot111t of ·6 6b11 \ itl . . 
of uuc11011, be approved. • 1 n10 tun It e~ or up to 1 } e.:irs, to be so Id by ,vay 

B 
Eacl1 Pers r. 011 1or tl1 ~ t ' • c 1111 e be111 ' l ld' Exe . g 10 111gtl1eof11ce fG cut1vc Direct . o ovcrno1·, Deputy Go\. en1or or 

o1 of tl1e Bu11k be and i =- . 
or cause to be do s hc1eby severally authonscd to do or pcr1bm1 

ne or perfom1ed all a . ' 
, cts or tl1111gs as t11ay be considered ,1ec~ssary or 
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d operation ° • h.ment an . 'th the establ1s 
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e and the 

. connect1on WI 
client in a· . expe -1 inclu 1ng.-

N tes under t , issue of o 

(i) 

uired to hich may be req 
all documents w . without h Jf of the Bank of h Bank (inc1ud1ng, , on be a oft e 

• h d execu e \istmgs P 
be publis e , • ulars supplementary ay in his or 

• listing partic ' _ uch person m limitahon, any t) in suc11 f onn as s 
tber docW11en t Note or 

O 
· ble· supplemen , ary or desrra , 

] absolute discretion consider necess . by or on behalf of the Bank, of 
ier eal or otherwise, . 
Lhe execution, whether under s any issue of Notes includmg a 

• th Programme or . h 
any document required for e . as such person may in !us or er 

d Note in such f o1n1 or . Deed of Covenant an any . . 

• • necessary or des1Table, . 
absolute discretion consider . . 1 Services Authonty for 

a lications to the F1nanc1a 
authorising all necessary PP . th official list of the UK 

rune to be admitted to e Notes issued under the Progra1 t t be 

1 p I c for o es 0 Listing Authority and to the Londo11 Stock Exe 1ange 

(ii) 

(i j 1) 

admitted to trading; and d 'th such 
h p amme in such amounts an w 1 approving issues of Notes under t e rogr . 

• • b I t discretion co11s1der necessary or tem1s as such person may 111 his or her a so u e 

desirable. 

(iv) 

Turning to the November gold auction, Mr Plenderleith said that there bad been some 

apprehens10n in Lhe run up following the disappointing result in July, although eptember had 

been a little better. ln the event the auction had been well covered, with a good range of 

bidding, the price set had been above the then current 1narket rate for gold . He added that U1e 

Bank was consulting participants in the auction to check that tbe an·angements were pitched 

right, and Wou Id be discussing the ou tcon1e of U1ese consu Hat ions ,vi th the Trcusu ry. 11 e also reported that ll N . l . 

ie a11ona Aud11 Office was reviewing the gold auction process, looking at both the 1'reasu 's . . . . . . 

ry exercise of I ts respons161 h hes and the Bank 's conduct of the a ucl! on process. ih1s rev1e\\ had . . 

• • involved a lot of work, 1nclud111g setting up 1neetings fo r the AO w1th iiUClJ011 . 

Participants. He Would report lo our1 on the conclusions in due course but \\US encouraged by the I 

enor and content of the draft report produced by the NAO. 
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draft code o 11 . the market, a . 
• 1n · h • d for discussion . trnents for wine Bank has issue ' . h lesale inves 

at the rta1n w O non-

duels • FSA ha a · t d was investment pro . frame,11ork, the d cument circula e "non regulatory . old. The o 
s no statutory ducts including g 

there ,va k for w}1olesale pro . ·ty 1· n that area~ 
frame,vor ~ r act.1v1 statutory Code already in place o 
the London based on 

t • • ttendance) Executive Repor k d Pleoderle1th an a 
Clar an · t 5 

(Messrs Bean, f th Target 2 Po1n 
• re orted that t}1e first round o e . 

Ki g mentioned two items. F1Ist he p I t d with considerable success. 
Mr n h l had been comp e e . 

l policy competition for sc oo s . . ted in 35 heats in different mone ary d t 167 had part1c1pa 
A!U1ough a number of schools had droppe ou , . . t but by no means all of the teams 

standards had been high , mos al 
venues across the country and 'f had generated a Jot ofloc 

• • terest rates. The con1pet.J ion 
had opted to argue for no change m m . . to produce fortnightly 

• d The Tin1es \\las continumg public1ly and one llem nahonally, an . · I finals in 

vould be involved 1n the reg1ona briefings on relevant topics. MPC members' . db the 

• h B k on 23 March and cha1re y February and m the national final to be held al t e an .. 

Governor Mr King highJighted U1e crucial contr1but1ons to es • • th uccess of tl1e competition 
made by t\vo staff in Secretary's Department -

excellent resource material , wl11cl1 was ava1 lab le on t 1e a 
• • - l B nk's website ai1d had been widely 

welcomed as a most useful package for all econo1nics and business studies teachers; and 

--who had been involved since the competition 's inception almost three years ago 

and who, with her tean1, had planned and co-ordinated the rail of arrange1nents needed. 

Turning to op10ion polling, Mr King noted that the first year's e 'perience had been ,vorlln lule 

I\ Paper Wou Id come to Court early in 2001 but the broad resu I ts of lhe po I h ng sho,ved 

recognition or the Bank's responsibility for setting interest rates, support for lo, inflation but less underst d · f 

an ing o the transmission n1echanisn1. To address the Jailer, t, o questions 1n the Poll had bee11 cl ct · 

iange and were being trialled; they ,vould be reassessed Lil Febn1ary. All being \Veil there \Vou]d ti b 

ien ea stable set of questJons for the foreseeable future. 

l'hc Governor drew t . 

a tention lo a letter in folders fro111 Andre,v Crock ell at the BI ,vhich sought support for the t b r 1 

es a ts unent of a new lnt\lmationnl Accounting Standards on1111ittee 
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. ortant initiative for 
1 as an unp d Subject the proposa s to respon . He saw . on how 

• lion of $50,000 pa. 'th Sir Howard Davies be anticipated that 
UK conmbu • contact w1 . I regulators, 

and a • • issues and was in and other financ1a • l stab1l1ty . tral banks 
financ1a leading cen 

• f other t d 
the decisions o ort as reques e . 

to to off er supp 
UK \vould agree the 

FTHEBANK . 
MANAGEMENT O Committee Hearing 

rt on the Treasury 

Repo_. ·o attendance) . th Chancellor of the (No vmtors I ndence with e 

that be had been in correspo ed the Chancellor to 
The Goven1or reported J e 2001 and had encoura,g . 1· of 

ointments from un for timely activa ion Exchequer over Court app d . mind because of the need 
• f } at he ha in ded that come to a presumptive view o w 1 . The Chancellor bad recently respon 

• tor appointments. 
the Nolan process for public sec N akes Andrew Buxton, 

• t ents of Baro11ess o , 
he was rrunded not to renew the appom m . d C oksey to remain and to take over 

• k Sir DaYl 0 • Chi Keswick but to as 
Frances Heaton and Sir ps . C urt of these developments 

.d he wanted to advise o 
as Chainnan ofNedCo. The Governor sai rtunities in due course 

th uld of course, be oppo ahead of the launch of !he Nolan process; ere wo ' . 

to mark tl1e contribullon of those Mem ers 0 b f Court ,vl10 would be stepping down. 

With reference to a Treasury Comn11 !tee heanng on 
• • 12 Decen1ber attended by herself, 

h -1 M K l ·e Baroness oakes said 
Bridget Blow, Sir Ian Gibson, Frances Healan and S e1 a c ec 1Ill , 

that most of the questions had focussed on MPC procedures. There had been little discussion 

on lhe Bank's objectives and strategy and none at all on gold or the euro. The session had been 

a low key one, with a number of Treasury Committee members absent. The range of questions 

had been predictable, covering regional and sectoral infonnation, MPC resources and staff 

morale - which !he Non-Executive Directors had stressed was a Bankwide issue and not one 

confined to Monetary Analysis. One n1e1nber of lhe C'on1mittee had focussed on the 11on-attc11dance of ti N E . . 

ic on- xecultve Directors al the 1nonthly MP n1eeting. The counter 

arguments to llus had been made robus!ly but the on1111ittee's take on U1e 111ntter \vould only be lu1ow11 When th .- fi 1 

• cir ina report was published Son1e tin1e had also been spent on issues raised by tl\e Kol1n R , . 

eport and the Co1n11111tee noted a co11ce111 that Don Kohn had not himself 
s t • 
a in on a full MPC . 

• meeting. Baroness Noakes said that in he1· vie\\ U1ere sl1ould be a llllJJ' ' • i111u111 ll1ree Year a b 

h g P etween such reviews and that the terms of reference for the next one 
s OUld be look d 

e at very carefully at the outset 
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)• g to trugg 1n 
d been 5 

·ttee ha d on the C 
mn11 11ore • that the o ort bad maJ 

' impression nly press rep lack of 
Noakes I the o bown a Baroness • ointed U1a bers bads the 

endorsed h was d1sapp 'ttee mem mulgated stow • 5 s e . Conuru Bank pro l,ls h'le question • th t on tlus, When the 

find worthW I • d she believed a ' ent processes. . Id be taken to 
le issue, an d managem rtun1ty wou at 

undeistandmg • de survey, s mmon throu 
f the curre11t att1tu Bank faced were co 

risults o . es which the 
highlight that the issu f d addressing tl1em. 

are o an t ,vas 3\V managemen 

fthe f the process o • ortance O r 
or re-iterated the imp . of monetary po icy MPC 

the Govern the discussion • f the • rt t was · f 
On the quesllon o • Whal was impo an . uld be altered 1 

• aking meetmg. d namics wo 
monthly-decis1on m members, and the y themselves of 

• an impression on non PC members were 
issues, not mak1ng • d and indicated that M t' n ...i=scussed. 

Mr King agree th infonna 10 w observera were present. . market-sensitive nature of e 
• d He also noted tl1e highly the same m1n . 

(Srr Ho,vard Davies left the meeting.] 

t • Committee • f the Re1nunera ion Recommendation from lhe Chairman° d Mr ](jng witbdre,v) 
(No visitors in attendance and the Governor an 

) of tl1e Bank of E11gland Act 1998, the 
In accordance with Schedule 1, paragraph 13 (S 

Governor and Mr King withdrew and, 1n accordance ,vi P 
• 'th aragraph 13 (3) of the 

aforementioned Schedule, Baroness Noakes look the chair. 

Sir David Cooksey reported on a meeting of the Rein u nerati on Committee held ear Ji er that 

morning. He said that the Conunittee had reviewed the Governor's recom.n1endations for salary 

increases payable with effect from J January 2001 for the 1nembers of the E.-ecutive - the 

Deputy Governors, Executive Directors, Advisers to the Governor and exten1aJ MP 1nembers. 1 

he Conunittee had been pleased, for the first ti1n c, to receive copies or perf o nuance appraisals 

illld obiectivcs for mc1nbcrs of the Executive and the Governor had agreed to look at whether the latter could b I . 

e more c osety lied to the Bank's objectives. Sir David also noted the Co1nmittee's conce ll 1 . 

rn 

1

at sa anes for the Bank's Executive were beco1111ng 111ore and more distant fi-0111 those ~ . . . . 
0

• sunilar appointments. While the Goven1or believed that the Bank could not Compete in lhe bro d k 

a er •nar et and that Treasury were appropriate co111parators, the 



aded to 1 d been persu 
and the Governor 1a . e 

ake the matter forward year and repeated in th 
·ttee had \vanted tot d to be started in tl1e New rtunity to look at the 

comm
1 

Jary stu Y · or oppo 
rehensive sa for the next maJ . 2003 

accept a comp • uld pave U1e way as appointed 1n . 
This wo t Governor w 

fol10,v111g t\VO years. nk' Executive wl1en tl1e 11ex 

salary 5 
r. U1e Ba s tructure ior 

·ttee had agreed the • 'd the Commi r 2001 Sir Dav1d sa1 
d aJary increases 1or ' opose s Turning to pr 

mendations:­f oJ]o,ving recom 
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• . and a 4.1 % increase for 1 "th and AlastaJT Clark, fi 
A 5% increase for Jan Plender e1 . . t the base level of £140,000 or 

end lo take t11e1r salanes o 
Charles Bean and John Town o1nmittee. (Sir David recalled 

(ii) 

{ijj) 

(1v) 

• . iously recommended by the 
Executive Directors prev . d that the proposed salary 

• h E cut1ve D1rectors an Lhal BenefitSelect applied lo t e xe 

increases would also apply to tl1eir benefit allowances.) 

A So/0 increase for Sir Peter Petrie. b 

the external MPC members, w ose A 2 s01o increase for the Deputy Governors and 

' • • t t as '\Vas the Governor s. salanes \Vere linked to the 1nflat1on arge ' 

l1nplementation of the above increases \ 'v' l e J ec • lh r·r t from 1 January 2001 . 

• • • d r M B ·k witz and Professor Brealey, both Sir David added that no increase was propose 1or r e i 0 

of whom \Vere leaving the Bank early in 2001. 

Court noted and APPROVED the recommendatio11s. 

Sir Chips Keswick asked where matters stood with the proposal lo increase benefits for, 1do,, s 

Under lhe Court Pension Scheme, U1e Governor had had reservations, hen the question had 

co111e up and U1e matter had been ren1itted to Ren, o. Baroness oakcs recalled that the 

queshon had been held over while the proposal to 1nerge the ourt Pension chen1e, 1th the 

Slaff Pension Fund was being pu1 sued; although the latter proposal had no\v been shelved, the 

Widow's bcne(it question had 110 1 been p1cl ed up. 1r Da, 1d ooksey undertook to nn·ange for th
e matter lo be included on U1e agenda fo1 Ren1 o's n1eellng 1n February. 

C'ourt vas up. 

I 

20o/ 
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