
A COURT OF DlRECTORS HELD AT THE CIVIC HALL, IJEEDS 

WEDNESDAY 17 JANUARY 2001 

Present: 

Tl1e Rt .Hon Sir Ed,vard George, Governor 
Mr Clementi, Deputy Governor - Fi11ancia l Stability 
Mr King, Deputy Governor - Monetary Policy 
The Baroness cakes, Cl1ai1·1nan, St1b-Con11nittee of Directors 
Ms Blo,v 
Mr Buxton 
Sir David Cooksey 
Sir Ian Gibson 
Mrs Heaton 
Sir Cl1ips Kes,vick 
Ms McKecllllle 
Sir Bria11 Moffat 
Mr Nei ll 
Ms Kat]1lee11 O'Donovan 
Sir Nevi lle Si1nn1s 
Mr Stretton 

Absent : 

Mr Bailie 
Sir Ho,vard Davies 
Mr Morris 

Tl1e Minutes of the Cow#l of 20 Decen1ber, l1,1v111g bec11 c 1rct1 lated ,,•c1 e apJ)l o, cd 

l\10NETARY STABlLITY IS UE 
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Econon1ic 311d mooeta,·y di c,1 io11 , i11co1·po1·ati11g tl1e r11011tbl)' IP ll cpo1·1 to ourt 
• (Messrs Bean, Clark and Ple11de1·leitl1 togetl1c1· ,, itl1 P1·ofe 0 1· icl ell u11d ~It· ;.\llsor,p ii, 

attenda11ce) 

Mr 13can r1oted tl,at tl,e 1118111 11e ,vs of ll1c 111011ll1 ,vas tl Cltt by tl1c I~etlert1l Ot)en tvt,1r1' t 

C'o1nn111tec by 0.5 JJercent 0 11 3 Jru1t1Jry 111e MJJC lefl i11tcrest 1at~s t111c\1~u1ged. 01 1~ cr,11ccm 

was tl1itl tl1c US \Vas possibly slo,vi11g ti little fuster tl1n11 ll1e Fed 011d oll1ers ,vot1ld lik • l·le 

lloled tl1at tl1e US purc11us111g 1nru1i.1gt!1 s i11dc • s110,, cd ~1 fairly s l1nrp do\v11tt1111, loo~i 11g fon,·ard. 

A similar fall liad been seeLl in co11s u111cr co11Gde11cc. 1"11e key qt1estio11 ,,,as ,,,11etl1er tl1e Fed 
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action \vould prevent a furt]1er downtu1n i11 U equity 1narkets, and l11e Jury \Vas out on thal. 

The n1essage from the Fed, the IMF and other forecasters ,vas still tJ1at U1e US was in line for a 

soft landing overall , thoug]1 tlJe do,vntum might be s1,arper in the first ha]f witJ1 son1e recovery 

1n the second half. Tt1rnjng to the 1111plicalio11s for tl1e UK, there were a 11umber of unknowns. 

The dJrect trade effects should be relatively muted, of the order of a quarter per cent off UK 

gro\vtl1 . Tl1e worry ,vas that this could be J1igl1er if 'U1ere were further signi fi cant falls in equity 

markets 1n ll1e US that spread to tl1e UJ( , and if there were co11tagion effects throug]1 confidence 

1n U1e UK. 

Turning to the rest of tl1e world, he sajd there \\1as some evidence of a slo,vdo\vn Euro land 

see111ed lo be returning to the underlying trend rate of gro,vtl1. In Japan, gro\vth seemed to be 

sta lli11g. Tl11s 1nigl1t l1ave implications for otl1er Asia11 eco11omies. The general picture outs1de 

t]1e U ,vas of some deceleration i11 gro,vtl1. 

Mr Ben11 11oled tl1 at U1e sterling exchange rate had fallen 2.5 per cent since U1e last ourt 

rneeting and lhere were also quite strong moves of tl1e pound and dollar. The pow,d euro rate 

l1ad fallen 3%. Tl1e recovery in the euro agaii1st tl1e dollar ,vas a, el)' good aspect of the US 

s)o\vdo\ 11, Jeading to n1ore susta111able exchange rates ru1d current account balances. The~ 'K, 

though there were \Vornes about the inten1at1onal p1cture, ,vas still relat1vel sat1sfaclol) . Third 

qt1ane1 gro,vth was 0.7% and a lit1le less tl1an 3o/o year on year. W1tl11n t11at, consun1ption 

gro\\1tJ1 ,vas more robtist tl1an ll1e B0.11k had beer, e peeling, and U1e s1g11s , ere t11at retail sales 

were reasonably buoyant. lnvest111ent had been ratJ1er ,veaker tl1an e. pected, part1cularl; in tl1e 

services sector, but tJ1e level relative to GDP was stil l historically quite stro11g. Overall, tl,e 

evidence over tJ1e last month implied that fourth quarter gro\vtl1 \\as going to be as strong as in 

Q3 On forward looking measures, const1n1pt1on ,vns likely to ren1ain reuso11abl\. tro11g. It 

looked as if tl1ere ,vou]d be some undersr)end1ng for tl1e year as a , J1ole b; ll1e Go\ enm1ent, but 

it sl1ould not fa ll very far sl1ort of plru1s. '1'hc labour n1ail<.et ,, as t1gl1l but l1Jd :i>topped gel ting 

tigl1ter; a11d he noted the employn1e11l and une111ployi11e11t figures, l11ch l1ad Jtl t betn 

pub]is11cd, w1tl1 the Labou1· Force St1rvcy sl10\v111g a foll i11 tl1e tl1rec n1011t)1 ':, lo o ctiiber , 

wl1icJ1 was ratl1er s111a]l, 110,vever, in tl1c context of 2 5 111i I lion e1111)loycd 1 l1cre ,vas tittle tle \\,S 

on eun1i11gs, but wage sett]e111cnls sl1owed so111c tlJ)\Vard lre11d, U1ot1gl1 11ol 11articularly strong. 

Input pnces fell in Decen1ber, n1a1nly becousc of oi l, ,vl11cl1 ,vot1ld l1clJ) to redt1cc inflationary 
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pressure, while RPIX ,vas 2o/o in Dece111ber, reversi11g tl1e blip to 2.2o/o i11 November. l-IJCP fell 

very slig11tly to 0.9%. 

Mr P1ender1eith, turning to tJ1e 1narkets, 11oted tl1e weake11ing of tJ1e dollar and the strengl1Jening 

of the euro \vllic11 ,,,as quite substantia lly up, reflecting a s]owdo,vn in tl1e US and a tum in 

sentin1e11t about tl1e euro. TJ1ougl1 tl1e dollar ,vas fa lling fi6 0 1n a peak, it }1ad not gone a l1uge 

distance and tb.Js m1gl1t indicate that U1e foreig11 excl1ange market was not expecting a US 

recession, rather it foresaw an easing of gro"'1lh. He noted tl,at the yen was weakerung 

substantially, and this was related to the disappointing performance of the domestic Japanese 

econo1ny. Sterling was follo,ving a middle road bel'\veen a slightly easing dollar and a 

recoveri11g euro. Tl1e markets sl1ll felt sterl111g was reasonably valued 

The money n1arkets were expecting some easing 1n UK rates fairly soon, but \Vlth rates then 

rising later on in tl1e year and into 2002. This indicated expectations tl1at tl1e easmg of 

econo1nic activity \Vou]d be 1J·ansitory. Tun1ing to eqwty markets, t11ere \\as a concern that 

there 1night be furtl1er falls in the U t11ot cou]d accentuate the do\vnlurn Substantial 

adjustment l1ad been seen in l11-LecJ1 stocks suc l1 as te1econ1s, but ilie mainstrean1 mark.els (the 

Do,v Jones and FT E) l1ad peaked in ilie Spring of l 999 and l1ad essentially been n1oving 

side,vays since, though with a good deaJ of voJatility The decljne had been in particular 

sectors and there had not been sharp directional c}1anges in the main n1ark.ets for nearly t, o 

years. 

Tl1e Goven1or invited Professor NiclcelJ and Mr Allsopµ to con1n1ent. Mr Allsopp sa1d t1e ,, as 

l1oping tJ1at ourt ,vou ld help with inf om1ation on some of tl1ese uncerta111ties. 

Ms McKechn1e said that tl1e onsumers' Assoc1at1011 qtiarterly const1n1er trends su1 ey 

co11firrned what Mr Bean l1ad been saying. or1sun1ers \Vere on tl1e ,, l1ole fairly optin11 lie and 

tl1ey were 1nore optin1ist1c about futt1re labot1r market condi tions tl1an tl1e1 l1ad bce11 since tlle 

survey began Tl1e level of 1Jrccnt1t1011ary snv111gs l1ad fullc11 to its lo,vesl le\ el, and niorc 

co11su1ners wer,e JJla1111j11g to 111ake a 1najor 1,urcl1usc. 0 11s t1111 ers \Vl're '"1 l~o predict111g less 

in.flatio11 111 the co111ing l 2 111011tl1s tl1an i11 2000. l lowevcr confide11ce in t11e ful1.trc \ a1ue of 
• 
1nvestJ11cnts l1ad falle11 over tJ1e last ycur, giv 111g tl1e fit sl signs tl1at peo11le ,vere react111g to \\•l,at 

llad bee11 in the n1cdia. Expecta1ions off ut1.1rc property values showed 110 chai1ge o, er tile last 



4 

few mo11tl1s but ,vere less tha11 in 1999 and tl1e first l1alf of 2000. More consumers planned to 

restrict their spendmg on non-essentials. TJ,e broad picture was fairly optimistic, but t]1ere \Vas 

evidence that people \Vere registering the cl1anges in marl(et conditjons. In answer to a quest1on 

from Mr Bean, sl1e said the survey l1ad tal<en place betwee11 5 at1d ] 1 January, whjch Mr Bean 

noted ,vas after the Fed cut and U1e stories abottt the eco11omy over Christn1as. 

Mr Neill said U1at between November 1999 and November 2000 the retail car market had risen 

13o/o while production had fal len 14o/o ru1d the profitability oftbe industry was dire. But 

Dece111ber was much better than people J1ad been expecting, and the first ten days of January 

\Vere still very l1ealthy. Overall , the expectatjon ,vas that 2001 would be bet1er than last year. 

S1r Jan Gibson said nobody was sure ,vhetl1er destocking and the reductio11 of product:Jon would 

last 011e quarter or tliree quarters. But the feeli11g was that it was going to run at least t,vo 

qt1arters. There was U1e same sort of decline in onti11enta] markets, some of wluch were 

seeing a versior, of t11e pressure 011 margins tl1at the UK had seen for t11e last couple of years, 

pain and Italy in particu]ar. They were ge11erating volume through price reductions The 

t1nderlying trend was U1e co11solidation of prodt1ction sites The stronger n1ovemcnt in tlus 

trend \Vas in tJ1e component sector Total output in Europe, and probably 1n tl1e \\Orld, ,,·ould 

be less tl1an last year, and tl1ose maJor companies tl1at \Vere sttll profitable \Vere less profitable. 

obody ,vas making much money in Europe by the fourth quarter of 2000. The industry \-\·ould 

give a sigl, of relief if the price of oi1 continued to decline, \-Vhich could raise \.Olumcs 1n t11e 

second or third quarter, but the isst1e was sti ll one of excess capacity. 

Mr Buxton said the banking figures supported Mr Bean ru1d Ms McKec1lllle. For son1e tin1e it 

had been expected that gro,vth in consun1er and 111ortgage lending ,vou1d ease All the forecast 

\Vere based on lower consun1er credit, but Noven1ber continued to gro,v at tl1e same l,igll rate J 

October. He believed tl1at sooner or later consun1cr conudc11ce ,,,ould be reduced and gro\\'tll 

ra1es ,vould fal l. Corporate borro,V111g ,vas also risi 11g 1n double figures, l1e 11oted, tliougJ1 there ... 
\\

1ere 111creas1ng d1ffere11ces i11 profitabil1ly bet,\een con1panies, ,,·l1icl1 ,, us s110,,~ing in 

corJJoratc 1nco111e gearu1g. 1 Je 11oled tl1e Boni( of Engla11d l1nd done ,, ork 111 tl,at area nrld 

believed 1l ,vas v.1orth conlinu 111g lo l\ee1) a11 eye 011 it . Tl1ere ,vos 110 rise 111 corpo, ate probletils, 

but if bon·owing was not go111g 111to i11,,csln1e11t il 111us l be go111g into ,vorkit1g capitnl. 
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Ms O'Donovan said t11at in n1osl large i11dust.J1al companies borro\ving \Vas going up tn an 

attempt to cover ,vorking capital. One reaso11 i11 U1e US was to finance stocks. Tliis was 

priman Iy because, looking at the t,vo majn sectors m wl1ich the company was involved in the 

US, some products fed into t11e wl,ite and red goods sector where t11ere J1ad been profit 

\vamings from all the n1run distributors. Eleclro11ics products ,vent j11to process industries 

wl1ere tl1ere had been a ]ate cycle do,vntun, , wi ll, 11ol a single large contract let in U1e last six to 

njne n1ontl1s These late cycle co1npru1ies sl1ould be going 1nto their upturns now. 

S1r David Cooksey noted that nine montl1s earlier l1e had remarked on the stupidity of the prices 

of h1 -tech stock. The ASDAQ had come down very rapidly, and the 0.5 percent reduction in 

US interest rates ,vas very we]con1e. 1--Ie noted tl1al bis organisation's 1T compamcs ,vere all 

gro,vi 11g but 11ot as fast as t11ey had been. Because of ai1ticipated gro\.\rt.h there bad been 

recruitment al1ead of t1n1e, but t11e growth dJd not emerge. Some were cun1ng numbers and 

repl1asing recruitment, ,vmch l1e tl1ougl11 was causing a Jot of problems. Margins were 

sqt1ee1,ed some,vl1at and expenses ,vere growing. He expected profit \vamings to result from 

tl1is. He noted that an ai-ea ,vhere tl1ere ,vas a real concern of bankruptcies was business to a 

consumer e-con1n1erce, and business to business e-commerce ,vas also nO\V affected Dot com 

companies were not able lo get fmance at al) . 

ir eville Simms said that j11 the constructio11 industry t11e Agents' report had got t11e tone 

about right . Progress ,vas satjsfactory. In Yorkshjre and Hun1berside costs \\ere shootino 
b 

ahead wJ11l e in London costs l1ad slipped back, he noted. Ms McKechnie said U1at in the 

dot com area l11e Consumers' Association was active. A lot n1ore people l1ad 1nten1et access 

and shopped on t11e ,veb. T11ere needed to be edt1catio11 about tl1e risks Models for n,a.kitlg 

money 1n business to conswner e-con11nerce ,verc not emerging clearly and the obJecti~'c still 

seemed to be to grab market sl1are. 

Mr Stretton 11oted tl1al ,vage settlements in the Ii11anc1al sector ,vere a co1111Jlcx ituation. Year 

on year rates of 111crease were Jargely l1igl1er tl1on tl1c t1ntionn] ligt1res sl10\vcd, but ui,it costs 

l1ad led to real signs, for tl1e first tin1e 111 a 1011g tin1e, o1'" i11creas111g prodt1cli\1ity i11 tl,c sector. 

Mr Buxton said ll1ut a large 11L1n1ber of co111J)0111es l1od t111kered \\'1tl1 IT systen1s ul,eod of tile 

n11llen11iu1n cl1angeover, but tl1e 111ore l1e looked at ll1e s1tt1at1on tl1e rnore t1e believed lllat Lliere 

\Vas a great deal more lhat cot1ld be done. Sir Da,·id Cooksey said l1e did 11ot d1sngree. Tl,cre 



\Vas a do\voturn in gro,vtb but that ,vas not to say there ,vas a recessio11 in tl1e industry. 

Ms Blo,v said tl1at it ,vas not clear ,v11at the rate of investn1ent was. Questions being asked 

\Vere " 'bat technology should be implemented, wl1al will be tl1e business return and how n1uch 

money ,vou]d be spent. It depended wl1icl1 sector ,vas concerned ar1d wl1at invest1nent plans 

,vere tmder co11sideration. Mr Neill sa id that dot con1 l1ad over pro111ised and under delivered. 

It did not l1ave the industrial strengths lo deli ver, but it would happen eventually. He also 

believed tl1at the logistjcs had not worked. He noted lhal Sainsbury's had got its logistics 

wrong and ,vas losing money whereas Tesco had got them right. 

Non Policy Meetings of the l\1PC 
(Mes r Bean, Clari and Plenderleitb togetl1er ,,,itl1 Professor ickell and 1r All opp in 
attendance) 
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Mr King noted tl1at the paper ,vas on tl1e table for infor111ation. In reply to a question from 

Baroness Noakes l1e said tl1al the Bank would make sure it sent a paper on the O S to Court in 

t1n1e for ll1e Annual Report . 

Agent 's Issue of the month - Pa ' pro pects for 2001 
(Messr Bean, Clark, Plenderleitl1 , Allsopp, Jeoki11 on, tracban and Profe or ickell) 

Mr Stracl1an sajd that the Agent's survey on pay prospects for 2001 contair1ed questions vef) 

sin1jJar to two previous surveys, so it was J)ossib]e to look at tl1e results over time. Descnbing 

the questions, l1e noted that the su1vey was u11dertake11 against a backgrou11d of general concern 

about labour n1arket tjghtness. It l1ad acJ,jevcd a fairly good spread across sectors and by tze 

range. It was not possible to target ilic same con1pan1cs every ti111e because of posstble sun ey 

fatigue, but it was possible to say tl1al tl1ere cot1Jd be a con1pansou \\r 1tl1 tJ1e pre\ ious year's 

survey because tl1e sector breakdo,v11s \Vere very sin11lar. 77°1o of respondents against 5,01
0 

ii, 

tl1e J)revious st1r,,ey suggested tl1at pay sctt1c111e11ts , ould I c111ain nut 01 11sc 111 2001 . 111e 

pressure ,vas fairly evc11 across sectors 47°0, agllt11st 38<}o last tin1e, e pected r151ng pressure on 

total pay per e111ployee, \vit11 greoler IJressure i11 fina11c1al and otl1er sen'1ces tl1a11 111 

manufacturing, as expected. Tl1e survey also sl10\ved e\11dcnce of particular pressurc5 in t)ic 

area of rccruitmenl and retcntio11 of st off,\ l1icl1 \Vas ,vi despread but a little 111ore 111uted ir, 

n1a11ufacturi11g. Overall t11e evide11cc of tig)1Lcn111g pay t)J c:ssurcs ,, as clear, but 1t \Vas 111are 



tJuough pay per e111ployee tl1an througl1 overa)J settlements. The principal influences on pay 

pressures related to recruibne11l and retentio11 difficulties and restraining factors appeared more 

muted than m tl1e previous SL1n1ey. 
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111 respo11se to a qt1estion fron, Mr Neill , Mr Stracl1a11 said t]1at tl1e n:ut1gation of cost pressures 

,vould take a number of fonns. Companies ,vou1d, wiU,jn the overall pay bill, adJust to reflect 

issues of sk.JlJ shortages. In many professio11al firms, pay was bemg skewed to professional 

staff at Lhe expense of clerical ar1d support staff. Overall figures contained a range \vithin them. 

He suspected that some compan1es ,vere labouring t1nder tl1e illusion that they v.-ere recouping 

addit1onal costs. Total pay ,,,as probably being l1eJd for most comparues, but that \Vas at the 

expense of staff numbers in more margi11al areas. 

FINANCJAL ST ABILITY JSSUES 
Domestic de,1elopments and international i sue 
(Messrs Bean, Clark and Pleoderleitl1 i11 attendance) 

Mr lark tJoted that tl1e Bank bad 110s ted a press conference for tl1e Banh. for International 

Set1Jen1ents on core pnnciples for payment syslen1s, and Jointly \\.'Jth 10 0 011 a s1milar 

exercise covering settlement systems. Mr Trundle l1ad cl1a1red a~ orlang group ,,rl1ich 

prodt1ced tl1e payment systen1s report. Tl1e pn11ciples ,vere intended to la) out son1e of the kc,, 
-

e]en1ents of the design and operation of 1Jay111ent systen1s, and l1ud beco111e part of tl1e standards 

and codes promoted by the IMF. The paJ)er covered s1111ilar grot111d on secuntie settlen1e11t 

and was in tl1e co11st1ltatio11 stage a11d ,vouJd be trru1sloted into reconm1e11datio11s 1n due course 

He noted that, on the fo llowing day, a ne,,, cor1sultolio11 doct1ment on bank cupitnl J1ad been 

announced by Mr McDonough, Preside11t of tl1e Federal Resene Bank of C\\') 01k. \\'itll lhi':\ 

press conferer1ce relayed lo London. Mrs Jocksor1 l1ad nltended tl1e rcla ~11 tl1e r-,·111ru1ctJ.l 

Services Autl1or1ly. TI1e doct1rncr1t ,vns LlJJ for co11sultntion w1lil U1e end oi 1ay ru1d \\·ould b~ 

finalised before tJ1e end of tl1e year I-le nlso 11otecl tl1ul tl1e fol lo\\ 1ng ,veek tl1e Bn11k \\'Ottld llost 

a briefi11g at ,vl1ic)1 Roge1· Fergt1s011 . Vice l1nin11a11 of tl1c Federal Rescn c Bo'1rd, , Otlld 

1,rese11t to tl1e l)l'c.:ss a re1Jo1t of J g10Ll}J s1>011so1c<l by tl1c GlO deptilies. lt loo~ed ut tl1e inlpact 

of conso l1dat1011 111 tl1e fina11ciul sccto1 l•i11olly, on 5 l eb1 unry tl1e Bu11k \\'OS putt111g out. 31 an 

event i11 Edi11bu1 gl1, its latest report on ll1e finn11c111g of l11-tech sn1n11 ftm1~ ancl ,,,as proposing 

to l1ave a number of press bnefi11gs in Scotla11d. 
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Mr Clark remJnded Court of the concerns expressed at tl1e December meel1ng about Argentina 

and Turkey. 1n both cases tl1ere J1ad been stabilisa tion in tl1e sl1ort term, partly on the back of 

1MF progranunes. Argentina had been assured of financing this year of the order of $25bn 

There J1ad been a sigruficant fall in don1est1c interest rates and a commitment to a variety of 

fiscaJ 111easures. A big question was wl1etl1er Arge11tina could gel back to stronger and 

sustained gro\vtl1, an issue ,vhich had been al U1e root of its dif.ficulties. Turkey had agreed a 

programn1e in December, in particular to take action in the banking sector. A number of banks 

\Vere under public supervision and support . lnterest rates had fallen and spreads were back 

nearer to hvo percentage points on Turkey's international debt. Outflows had been stemmed 

and migl1t be reversed. There ,vere quest ions about U1e de1i,,erability of some of the measures 

to \VJ11cl1 Turkey l1ad committed. One of those was to give ilie Turlosh central bank greater 

operationa l independence. In response to a questjon raised by Mr Buxto~ he noted that there 

l1ad been an article in tl1e June 2000 Fi11 ru1cia l Stability ReVJew about dispersion of financ1a] 

perfom1a11ce in the corporale sector. At that stage it l1ad been difficult to see what accounted 

fo r it and t11e Brulk ,vas still looking jnto it. 

The Governor said that the techrucal quality of the ,vork canied out in the Bank on the Basel 

Accord and on payme11t and settJements had been ,1ery impressive and ,\'as, ery pos1t1\ e in 

tem1s of interactio11 with the n1ru·ket place. Mr Trundle had very higl1 marks for cl1aiting t11e 

paper on core principles. Mr Clen1e1111 11oted tl1e importru1t role played by Mrs Jackson in t11e 

,vork on the Basel proposals, where co-OJ)eratio·n witl1 U1e Financial Services Autl1ority had 

bee11 very good. 

FINANCIAL 
C11rreot Issue 
(Me rs Bean, Clark and Ple11derleit la i11 nttenda11 ce) 
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Mr Plcnderle1tJ1 r1oted U1at the Bank ,vos taki11g o, e1 t)1c Trcast11) prograt11111c of 1 ~u 111g, eacl, 

quarter, tl1ree~year euro notes. Tl1e first issL1e tl1e day before ourt l1ad go11e c tre111eJy \: ell. 

€500 111illioi1 J1ad been sold. l l1e sole ,vot1ld be rCJJ',!tltcd encl1 qunrter lo l1ui Id to .. _ bn ai1d, itl 
0 

steady state, tJ,e ainou11l in 1sst1e would be ·6 b11 . 11,e sa le ,vns l]u·ee ti111es co cred and tile I ate 

,vas broadly si111ilar lo ,-.,11en t]1e progr'1111111e )1ad bec11 c .. 1n 1ed OL1t for tl1e TrcJsuiy. Aflcr re-



investing the proceeds, the Bank wot1ld ean1 a margin of abou t ten basis points and this, if it 

continued"' \Vould generate around £1 n111 profit. 
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Mr PJenderleith said that tl1e National Audit Office report 0 11 the sale of gold had come out 

satisfactorily and had reported ll1at tl1e Bank of England l1ad J1 ru1d]ed tJ1e auctions well. Bank 

staff in the Foreign Excl1ange D1 vis1on }1ad put a lot of work into assisting the National Audjt 

Office and it ,vas satisfying that tJ1e report concluded tlJat the Bank had worked bard to keep the 

gold market ,vell infot med and to secure a tecl1rucally successful sales programme that had 

been applauded by aJ1nost aJl gold market participants. He said bow the NationaJ Audit Office 

f ou11d that the prices acl1ieved at tl1e nine auctions had bee11 competitive and well in line w1th 

tJ1e best avaj lable price benclunark - the London Gold Fjx pnce. They also found that the 

decision to sell gold l]rrougl1 a senes of auctio11s met t11e policy cntena very well, providing a 

, 1ery transparent and fair sales n1ec}1anism. The Nauonal Audit Office found that London Gold 

Fix was tl1e 11ex t best metl1od for se11ing gold. 11 ,vas Jess transparent in tl1at total amounts sold 

,,,ere not disclosed bu1 it offered the opportunity to vary t]1e volume and timing of the gold to 

be sold 011 a dai ly basis. The National Audit Office considered tJ1al the TreaSUI} could gi\re 

fl1rther thougl1t, 1n consu1tatio11 with the gold n1arket, to using the London Gold Fix as an 

alternative or addit ional meru,s of selli11g gold. Mr Plenderleitb said U1ere were also some 

n1inor suggestions in the report of,va)'S in whjch some details of ilie operahon could be, aried 

and these ideas ,vould be considered. T11ey wot1ld be gone tlirougl1 ,, 1th tl1e market again, 

though it \.Vas hard to see positive benefits in them. The press reaction had been minimal. He 

11oted that J1e was to appear in fro11 t of tl1e omn1011s Public Accow,ts on1lU.ittee to ru1s,ver 

questio11s on tl1e report at the beginning of February. The Treasury would be in the lead Tlle 

Governor noted that there bad been effusjve tl1anks from tl1e Treasury for tl1e contribution to 

the NAO report 1nade by Mr PJenderleith's tean1. 

Mr P]e11derlei tl1 noted t11at tl1e Bank l1ad launched a reorganisation of its stcrI111g deposit 

fac11.ities for otl1er ce11tral ba11ks. Tl11s \vas a rest1ll of casl1111anoge111ent goi11g to the Debt 

Managen1e11t Office. 1 l l1ad bce11 \vell received by ct1sto111ers so far. 

Mr Plenderle1tl111otcd tl1at 011e of tl1c Ba11k's oge11cy fL111ctio11s for tl1c 'freasury \Vas u,at it 

1mplen1e11ted finru1c1a] sanctions, notably aga111st It aq TJ1e Treasury ,vas tmder prcssltt e fi·on, 

Parliament to step up tl1e ,rigour ,v1t11 ,vl11cb it e11forced sanctions Tl1is issue t1ad bec
11 

passed 
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to the Bank but t11e Bank bad asked t11e Treasury to indicate wl1at it w1sl1ed to be done. The 

Bank \\'as resisting any general i11struction. It would be negot1atlng a sl1gl1tly expro1ded \Vork 

programme. Questions of effect1 vene s ,vere the responsibility of the Treasury In respoi1se to 

a quesllon fTom Baroness oakes about whether the Bank was paid for the serv1ce, 

Mr Plenderleitl1 said no, ,vh1cl1 was ,vl1y jt ,vas resisto11t to setting up a more elaborate 

structure lf that ,, ere ,vanted, tl1c Treasury ,vould have to pay the Bar1k's costs. 

Executi,,e Report 
(Messr Bean, Clark and Plenderleitl1 in atie11dance) 

Mr Cleme11li sa1d U1ere ,vere son1e positive com,nenls in the I R report on the sun'ey it had 

undertaken. bttt tl1e n1am body of tJ1ejr results ,vas quite negative and in some cases strongly so. 

Most of U1e complaints had been l1eard before, but some tilings had surpnsed the Bank. There 

\Vere strong con1plain ts about tl1e ne,v leave arrangements, arid he noted that a paper had been 

prepared on tl1is by Mr Footlnan for tl1e GovCo n1eeling to take place t11c da)f follo,ving Court 

,vnich ,vottld discuss the l R report wl1icl1 l1ad been presented to GovC'o the prc,,ious \Veek. 

Tl1e Bank needed to take a \11ew about the extent lo ,vh1cl1 the con1plaints, ere JUSt1fied. Tl1ey 

covered n1ost aspects of manage1nent. Two factors compl1cated tl1e s1tuat1on One \\as tl1e 

issue of wJ1ether to do further \VOrk. Tl1ere we1·e problen1s ,v1th the methodolog)f (I R admil1ed 

it had a negative bias) and the coverage was low so that it \Vas not posstble to g1, e a proper 

breakdo,vn of ll1e responses in relation to dt ffere11l pt1rts of tl1c Ba11k. econd]y. there ,vas an 

issue of publicatio11. Tl1ere would be stro11g pressure to pt1blisl1. Tl1e Bank's \vish ,, as to be 

open ,v1 t11 staff. W11atever ,vas published 111temally ,vould al1nost certainly end up being 

avajlable externally. He noted that tJ1e Financial Tirnes and the Treosttry Con1n1ittce 1,ad t~tkcn 

an interest in morale issues. He hoped to make a 1onger presentation to Cot1rt on U1e subje t ill 

the not too distant future. 

Mr Neil l rccon1n1ended briefi11g staff on ll1e ot1tcome \\1l1ile lrying very l1ard to J\'Oid r01111 tll 

pt1blicatio11. Baro11ess oakes said ll1al the 1eport \\<Oltld l1a,1c to lle re, r1ltLil The O cnior 

noted that tl1c fo1n1 of tl,e report\ us si111ply qt1oles f1on1 1r1d1, 1dt1nls, tt11d it ,,,as inoppropriale 

to put ll1at 111to circulatio11 Bt1l it couJ<l be usc,1 to i,lcntif\, t11e 1sst1es Tl1c Bru1k ,,,ould 

co11sider 110\v to rcspo11d a11d 110\\' to co11u11u11icJt~ I le ,,•us \ fery clear tl1at tl,is ,,,as a,, area 

,vhere tl1e Baruc needed to take in1mediule actio11. I le 11oted tl1at flexi -lea\'c, ai,d LD L ,vere 
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issues that rankled enor111ously, and tl:11s , as partly because of l11e uneven app11cat1011 of LDL 

across tl1e Bank. He noted that 1 R l1ad 111,11ted 90 staff lo contribute but the lake up had only 

been 35, ,vhjch v,1as a very small cross secl1 on. Tl1ere were also about 50 e-mails. JSR had 

suggested that tl1e poor talce up indicated a v1e,v an1011g staff tl1at management did not listen, so 

tl1ere was no point 1n ,vasting their t ,me. 

Mr Neill said that if tl1ere ,vas a bnefing to sta ff saying "here ,vas what the management had 

discovered and l1ere was what ,vould l1appen", 1l could produce a very positive result. He v.'as 

very concen1ed indeed about U1e misuse of t]1at inf onnation outside There was no need to 

pubJ1sl1 the qualitative results in tJ1e outside, orld or 1n the Bank. The benefit of focus groups 

\.Vas U,at tl1ey a)Jo,ved n1anagement to get more clearly to tl1e underlying issues. The 

underlying obJective, as to 1n1prove morale 1n tl1e Bank. Mr King srud be shared Mr e1ll's 

v1e,v. J le was extremely disappointed ,vi01 the way the survey 11ad been canied out. JSR 

cla1n1ed ll1at 1t gave a picture of rnorale. But t]1e Bank knew the issues were, ery different in 

di ffere11l parts of tl1e Bank. Tl1c survey l1ad npproacl1ed only 90, and only 35 had turned up. 

Tl11s ,vas all very unsatisfactory. I R asserted tl1al tl11s lo\\ response, as bec:iu e of Lhe le\·el 

of morale 1n ll1e Bank, but provided no evidence to defend tl1at. T11e sun e} pro,rided no 

infom1at1on tl1at ,vouJd help break do\vn the , 1e,, s of one part of ilie Bank con1pared ,vith 

anoilicr. The Bank did not need these rest1lts in order to kno,v that l11e recipients of LDl , and 

t11e 1nanagers implementing it, found 1l unsatisfactory. ln tem1s of finding out ,,•hat th~ ssucs 

,vere he did not tl11nk tl1e report\ as terribly J1elpful. It, as tl1e Bank's response, not ,,,11al it 

learned fiom 1 he survey, tJ1at n1atlered. 

Mr Plenderlei lh agreed. TJ1e report ,vas disappointing. The ra,v matenal s110,vcd u , ,ariety of 

gru111bles but it was not clear v.1l1et l1er 1t rep, cse11ted a general ,·ie,\ or,, l1ell1cr it, as an 

accurate read-out of U1e differing co11cen1s 1r1 d1ffcrc11t areas. Tl1ere 11ceded to be a proper read­

out on tl,ese issues before the Bank could decide 110,,, to deal \\'ilh l]1c,n. This\\ as 11ot lcn t 

because s01ne of ll1e grumbles ,verc i11 areas \\t l1ere Ilcople ,,·ere leav111g t111d ,, l1ere tile Bailk 

was bri11gi11g i,1 ne,v sloff to do tl1e ,vork i11 a d1 ITct c11t ,vnv 'fl1e Sllf\' C}' \\' U ,1~gnti,, l)· bia "' d. 

Bnroncss Noal{cs su1d that ll1e st1n1cy cot1ld l)c ttsccl tls r, p1 ccursor to ,.1 quantitntive sun. ey 1,e 

11oted ll1c d1ffict1lly ,vitl1 U1e lo,,, rcs1)011se I ate M1 Jllc11dc1 lc1tl1 suggested tl1at tl,e B<ltlk ask for 

its fee back. Mr Je1nent1 sn1d tl1ut tl1c 1sst1c ,vould be discussed in Gov o Ll1e follo,vii,g day~ 

ru1d one question ,vas tl1e unsou11d statistical (}ualily of the sun·e,•. But it,, JS ,,·rong for tl,e 



1nanagen1ent to be seen to be i11 denial ,vhen faced w1tl1 complaints and it was necessary to be 

seen to be taking tJ1em seriously. 
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Ms O' Donovan said it \Vas not a report one would ever \Vant to publ1sl1, and she agreed \Vith 

Baroness oakes tl1al 1t sl1ould be seen as a precursor. 1r Bria11 Moffat said there was also an 

issue of ho\V to build on tJ1e work goi11g forward It ,vas 11ecessary to have a statistical basis 

that was n1ear1111gf11 I. His con1pany had carried out sucl1 ,vork for 20 years. His company 

surveyed 2,500 people once or 1,v1ce a year in a cross-secl1on of the \Vorkforce. Sir Ian Gibson 

said l1e supported tl1at point The Ba11k l1ad to feed back the results to staff, but there were no 

results in tl11s case. What l1ad to be fed back was tl1e Bank's analysis of the info1 r11ation tl1at 

l1ad been gathered. 1-Ie noted the 1mportance of taking care. Part of the feedback ought to be 

about, J-1at Lhe Bank ,vould do next. He noted t11e importance of gathenng a consistent picture 

over tin,e. Part of the feedback should be telling people how the mfom1at1on was go1ng to be 

gatl,ered over time. He believed oral feedback to staff ,vas better, and that was quite apart fron1 

tl1e issue of keeping outsiders ottt of family business. The obJect1ve should be to identify a 

mechanism for distnbuting and collecting future surveys. Identifying tl1at next stage 1n the 

process ,vas as m1portanl as decid1ng how lo 1dentify the issues that arose. 

Baroness oakes 11oted U1e mteresl expressed ,vhen the on-Execut1 e Directors appeared 

before the Treasury CommJtlee. ir Jan Gibson said it \\ as t1me to be robust The Bank ,,,as nt 

the first stage of feedback and was sett111g U}) a process. rt sl,ould say to tl1c Treasury 

Committee tJ1at 11 d1d not Lnlend to d1sct1ss U1e survey 111 public, becouse tl1nt" ould not be 

helpfuJ to those n1anaging the Bank. Mr Neill ru1d Mr K111g said tl1ey agreed ,vitl1 1r Jan. 

tr Bnan Moffat said 0 11e of ilie results of developing a dialogue ,vas that people\\ ould bccol1,e 

quite wi l11ng to participate. People ,vere initially st1spic ious, but becan1e 11101 e \\ 1 lling \\. 1,'-=11 

tl1ey UJought about it H1s compa11y's fall-out rate ,vas bct,vcen tl1ree a11d fi, c ()et cent itt uc]i 

surveys. Sir Ian Gibson said tl1at ,vas co111parable ,v1tl1 tl1c fall-out 1 ate at ,ss .. 1n. Th 

compa11y surveyed aJJ staff 011 an annual basis, usi11g for111s 1n ll1e first place. ,vith a follO\\'-up 

Ll1rougl1 focus group discuss1011. This \vUs dn, e11 fo1,\1 .,11d by tc .. 1111s \\ 1Ll1 pt1rt,cular inttrcst in 

,,articular areas of t}1c con1pa11y. Focus groUJJS \\ 'Cl c cl1ose11 accord111gl) Orn I f ccdback 

c11couraged fu111ilia11ly a11d 01)c11ed UJJ discussio11s. ·111is 1>1 ocess built t1·ust aiid coi,fidcnce 1-le 

believed it \\'JS 1101 1>ossible to 111a11Jge I cl,1tio11sl1ips ,vitl1 staff i11 n J)Ublic spotligl,t. Tl,e public 

a11d Govem111ent \Vould not like tl101 , but sl1ould l>e 1old it. ls Bio\ said sli t.: assuiiied t1,at 
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everybody \Vork1ng in the Bank ,vas concerned about the reputatjo11 of tl1e Ba1lk. There should 

be an appeal to tl1ose \vho did not conlnbute to surveys to do so 

The Governor sajd the discussio11 had been extremely l1elpful. ln tl1e Bank tl1ere \Vas a 

perception tl1at, ,vl1ile staff may express opinions, 110 one listened. He had heard a similar vie\v 

al the taff Confere11ce, \ l1ere the conclusion \Vas tl1at ll1ere \Vas a need to transmit upwards 

,vhat was said below and aJso to speak do,vn\vru·ds to make staff feel lhat an interest had been 

taken m tbetr proble1ns This discussion cot1ld perhaps be picked up during the 1nfo1111al Court 

dinner. 

MANAGE IE T OF THE Brl'-. K 
Quart erl Financial Report 
(Me sr Be,111 lark and Ple11derleitl1 in attendance) 

Mr Clen1e11t1 noted tl1at incon,e in ll1e tl1ird quarter ,vas rat)1er strong, \Vith hig11er foreign 

e ·cl1ange deposits Expe11diture 1n tl1e tl11rd quarte1 \\ as much in line with the first and second 

qttarters,, lien it ,vas belo,v budget Tl1e Bank\\ as still not '-'Cf)' good at planning its budget~ 

But it ,vouJd gel close to the budgeted expenditure agreed last February He noted the Bank 

had sold e,v Change. Profits wou ld go into miscellaneot1s income. Tl1c property \,,as in tl1e 

books at £155 mn and l1ad been sold for £1 77 mi1. He noted that tl1e sale \\'as reflected on page 

A7 ,vhere tangible assets bad falle11 111 tl1e balance sl1ecl. Twning lo the footings, l1e said that 

the baJa11ce sl1eet 11ad n1ore tl1an l1alvcd, reflecting tl1c fact tl1al tJ1ere '" as 110,\ a n1ore 

satisfactory po 1tion on Target balances, f0Jlo,,11ng a mo e to daily nett1ng. 't\1r Trundle, 

Ms Lo,vther and their staff l1ad been instrumental 1n gctti11g tl1e E B to n1akc tl1ese c1ianges. 

Mr Buxton invited Mr Clementi to comn1ent on tl1e reco111111endatio11 of the \udit 011m,itte 

tl1at U1ere should be a revaluation of property t11is year lo lake i11to nccou11l a ::,ale. i\1r leii,cntt 

said lhe Bank agreed tl1al it should tl1is year revalt1e prOJ)Crt1es 1t \\ as selli11g. It liad not decided 

wl1etl1er to sell Ba11k Bu1ld1ngs, \Vl1icl1 sl1ould be, nltted al 111nrkct \ 'Ultic 
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The Annual Pa)' re,•ie,v 
{l\lessrs Bean, Clark, Plenderleitb and Footma11 in attendance) 

l~he Governor said t11at tl1e Bank had started a 11egotiat1ng process w1 ll1 tl1e Un1on on the pay 

round, ru1d ourt l1ad bee11 g1ven a p,JJJer on tl1e claim and U1e offer. Mr Foot1nan drew ourt's 

attention to tl1e table on page t,vo of Ll1e note. Tl1e Batik J1ad not moved significantly in tl1e last 

couple of \veeks. Among the tl1ree n1a1n bargaining units, Banking ]1ad asked for a possible 6o/o 

and had been offered 2%, EDP l1ad asked for tl1e sa1ne a11d had been offered zero across-the­

board and ervices had asked for 5 °/o a11d had also been offered zero The negotiating councils 

fo r EDP and Banking had not n1el s1nce December but \\Ould meet later in the month. T11e 

Bank l1ad met tl1e Services Bargaining U11il. and it ,vas clear tl1at it was cbsappointed at the 

Brulk's 1nte11tion lo concentrate 011 merit awards rather tl1an across-the-board awards. but that 

l1ad in tl1e past been a feature of tl1js unit and had 1n fact been accepted. The ment funds \Vere 

relot1vely large co111pared with across-the~board funds. A year ago, Court had encouraged tl1e 

Bru1k to n1ove as far as it could in that direction. For EDP, wl1ere the recruitn1ent and retention 

problen1s ,vere sharpest, the Bank \Vas proposi11g 8% ment and 8o/o bonus funds ln Banking it 

,,·as pt OJ)OS1ng 4.5°/o and 7.5o/o It '" as tml1kely that tJ1e U111on \Vould wi111ngly agree to 2% 

across-the-board for Banking and t11ere might be scope for a very little more. He noted that in 

prev1ot1s years negot1ations had cont1nued for a while, possible leading to a little enl1anc~111ent 

of the offer, and l1ad then run into t11e sand. The Bank l1ad paid the an1ow,ts and tl1e l Jnions 

l1ad forgotten about the issue. That 1nigl1t be l1ow it proceeded in 2001 . 

In resJ)Onse to a question from Mr Ne1 II, Mr Foot111ru1 said tl1e offer comprised tl1rce stages. 

across-the-board or 110 across-the-board depci1ding on \Vl11ch unit\ follo,ved by a ,11enl pot 

fol lowed by a non-pensionable bo11us. He noted tl1at last year tl1e range of payn1e1,ts i,, tl,e 

merit pot had been from O - 21 o/o of salaries. ln response lo a question fro111 ii Br,nn toffat 

about tl1e st1 ategy go1 11g f onvard, Mr Footn1n11 said tl1e slralegy for en ices r>ay \\'a to ti)' lo 

a\'Oid across-t l1e-board increments and focus all J)U)'tnenls on 111cnt a11cl d1scrctiontU)' bonu ~ . 

A significa11L proportion of tl1at grot1p \\ as rclati, el} \\'Cl 1 JJaid con11)a1cd to tl1e 111i11 kct. In 

EDP, LJ1c Ba11k's ai ,11 \Vas 11ot to 111t1tc l1 tl1e 111t11kcl, \\ l11cl1, "s \'cry stro11g, btit to put itself in a 

positio11 to 1ccruil good people a11d rcla111 tl1c best it l1ad. In 8ru1ku1g, tl1e Bt\iik llnd not yet llad 

a settle111cnt tl1al l1ad excluded 011 ncross-tl1e-bonrd ,1\va1 d. Tl1is ,vas c lea1 ty J ,,ery inir>ortant 

issue for a lot of staff. He ,vas conscious oJ tl1c 111oralc a11d n1ot1,·atio11 isstics. Tliese \\'ere 
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reflected in \Vhat the Bank did. lt sl1ould try to re\vard people on the basis of the contribulJon 

they made and the size of the job tl1ey ,vere doi11g, as ,veil as other factors. 
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Baroness oakes said that the class1 fica l1ons described were related to pay bargaining but that 

was not ho,v the Bank necessarily approached grot1ps w1tl1in the larger units, for example tJ1e 

economists in Monetary Analysis lie 11oted ll1e large 11un1ber of sub-groups in Banking. 

Mr Foot1nan agreed, but said that \Vitl1in Banking there was a skew in lhe merit awards. In 

some parts staff were relatively \veil paid, \Vhereas in other parts staff were relau, ely low on 

ll1e scales, particttlarly Monetary A.J,alysis, Financ.ial Stability and some at the \ ery bottom of 

Banking. Tl1e skc,v distributed the 4½% in relation to l1ov \\1ell paid each area was. 4½% 

,vottld becon1e 3% in the relat1 e]y , ell paid areas. lt could become 6o/o m areas that needed 

more money, sucl1 as Monetary A.I1alys1s. ln response to a question from Baroness cakes~ 

Mr Foot1nan sajd all ll1at ,vas negotiated v.ri tJ1 tl1e Union was the across-the-board a\vard arid the 

otl1er two elen1ents were manage1nent decisions. This did not apply to Services, ,vhere all \\as 

negotiated. Mr Clementi noted tl1at tl1e wuons ,vere solely concerned \\1itl1 tl1e across- U1e-board 

and that ,vas \Vrillen into the Union agreement. 

Mr Neill asked wl1eU1er the Brull< would get to U1e point ,vl1ere d1 scuss1ons about, hat 

individuals ,vere paid ,vere betwee11 n1anagement and ind ividuals Mr Footn1an said tl1at tl1at 

, as abnosl ,vhere the Bank was. Mr Neill suggested that tl1e obJectt\ e sl1ould be to get a,, ay 

from any kjnd of across-ll1e-board a\vard. Ms McKecl1nie said tl1ey key ,, as \\1l1ctl1er people 

U1ought it ,vas fairly appJjed. Sl1e l1ad bee11 \VOrking in l1ei organ1sal1011 fo1 t,,o to Uuee ear 

to iinprove tl1e qualj ty of manage1nc11t of perfom1ancc assessments. Weak people manager 

would compound ll1e morale problems. Mr lark said the ske,v, as a ,,·ay of setti 11g n starting 

point for d1scussio11 bet,veen parts or the Bank Witl1 relati,,ely s111a1111u111bcrs, sucl1 a . in 

Financial Stabi l1ty ru1d Monetary AJ1olysis, it \Vas possible to bnng \ ie,vs of indi,·idual 

logctl1er. Thjs could ensure reaso11able co11sislc11cy. Bttl 1l ,vos a differe11l sto1 ,n dealing \\·itll 

groups of 2,000 people. 



Report from tl1e Chairman of the Audit Committee 
(Messrs Bean, Clark and Plenderleitb i11 attendance) 
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Mr Buxton aid tl1e lasl Audj1 Co1n1nittee 111eet111g l1ad ide11t1fied operational ri sk as an area of 

attention lt was looking forward to a repor1 on tl1e subJect. The last Audit omrn1ttee meeting 

received a report on risks m different parts of ll1e Batik and on the importance of those risks. 

OperationaJ ri sk fell out of tl1at report as a natural area to ]ook at. Baroness oakes asked how 

this fitted in wi tl1 Turnbull issues. Mr Clementi sa1d that a large part of the ,vork on Tumbu)] 

,vould need to be do11e in April As part of Ll1at, tl1e Bank had said it would bring a paper to 

Court in February on wl1at it sa\V as tl1e 111ost senous nsks overall There would be a n1ore 

detailed paper 111 April as collateral for sign1ng-off on Turnbull issues in Apnl. The Audit 

Co1nmittee's discussion in June ,vould be s0111etl1ing of a post-mortem Mr Buxton said he 

\Vou]d have preferred to do tJ1e latter in Apnl but the agenda \Vas very fu11. Baroness Noakes 

said it l1ad been expected tl1al tl1e Audit Con1n1it1ce \Vou ld do a detailed examinat1on to feed 

into Courl considerations. Mr Buxton said s01ne of tl1e operat1onal nsk areas should l1a\ e been 

brougl1t lo our1 before that, bu t the Audit on1m1ttee needed time to ha\ ea maJor discussion 

0 11 the quest1on. Mr Buxton ai1d Mr len1enli agreed with Baroness oakes tl1at the question 

of schedu 1111g shotild be looked at afresh next year. 

Turning to losses, Mr Bu,xton noted tl1e annual report fron1 Mr Butler. All thl. major losses 

\J ere operat tonal, tl1ougl1 tl1e level , as 11ol very great. Tl1e Audit omn11ttce \~as co11cemed 

tl1a.t one of U1e potential losses ,vas tl1e result of tl1c failure to test a system change. People 

carryi11g out tJ1e change did not realise tl1at it ,vas n1ore t11an procedural, so tl1ey Judged that it 

did not need to be tested. TJ1e Ba11k's potential loss was £2 7n1n. The C'on11n1ttee \\' i t,cd lo 

e1nphasise that every time there ,vas a cha11ge of ll11s son 1t sl1ou Id be tested TJ11s \\'as a 

fltndamental djscipl1ne Mr Plendcrleitl1 said the point, as taken. Steps l1ad been taken to 

ensure that people recognjsed tl1e effect of n 1i1101 cl1anges ir1 practices. Tl1is \\'as a di1lictilt cose 

becatise it ,vas not a system cl1ange; tl1e sofi,vare ,, ns already tl1ere ru1d it }1ad bee,1 le .. led aiid 

trialled. Bul tl1c people t1s111g tl1e syste111 tried lo 111nkc cfficic11cy sa,,ings by 101111111g t,, 0 tapes 

s11nultoncously, arid tl1ey did 11ot rc,1lise tl1at tl1e son\\J1·c ,vi1s 11ol set up to accor111110dale tlittl . 

'fl1ey should 11ot l1ave do11e 1l ,v1tl1out cl1ecki11g. I le,, ns s,1dde11ed tl1nt it l1~1d been done, tl,ougli 

for tl1c best motives TI1e Bank l1ad recove;1 cd 111ost or tl1e n1oney a11d ,vas gcltiiig bock about 

__ £5,000 a week. Tl1c risk l1nd bec11 rccog11ised ru1d it ,,ou ld not l1appen ngaii, . 



Mr Buxton also noted t,vo losses in tl1e fund 111anagement service. Tl1e Corrunittee wislied to 

h1gh]igl1t th.ts to 1nanagement and que t1on wl1etl1er the nsk of this busi11ess was wortll talcing. 
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It arose because ofl11e actions of1ne perienced tafftn a sn1aJI section witl1 l1igh staff turnover 

combined ,v1tl1 a reluctance to invest in systen1s tl1at were cril1caJ for controlling the risk. The 

two losses ,vere both abottt £100,000. Tl1ey ,vere not except1011al in tltis type ofbus111ess. But 

the Con1J11ittee questioned ,vbet11e1 it, as, orth running tl1e nsks of the business. Tl1e 

Governor said that the J)0111l was tl1at if tl1e Bank ,vas going lo do th.is bus111ess and could see 

nsks in the ,vay it was managed then the appropriate decisions bad to be taken. He had heard a 

suggestion that 11 ,vas dt1e to ine penenced people. Tl1e Bank ,vould be expJonng the question 

of tl1e cost of putting in protect1on. 

Mr Buxto,1 11oted U,at ll1e Commit tee J1ad asked the external audjtors to look at tl1e \\ .1y the 

inten1al audit department was ,vork1ng fol lowing the changes over tl1e last 12 n1ontt15 11,t.re 

had been a big redt1ction in staff and n1orc focus on qunlitat1ve not quantitalt\ c issues. Tlie 

Committee thougl1t it ,vas ,,,ork111g quite well bttt it bcl1e,·ed ll1e exlcn1nl auditors sl,ould take a 

look 

Finally 1l1c 01nmittee recomme11dcd tl1at it sl1ottld 11ot mc ... t i111n1cdi,llely ttfier tlie ticxt 

l1ristn1as lu11cJ1. 

Court was up 

• 
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The Mintttes ofU1e ourt of 17 January, )1a,,111g been c1rct1lntcd, e1e aJ)pt o, ed 
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l110ation Rcpo1·t fogetl1e1· ,,itl1 tl1e eco11on1ic a11d 1no11 t:11· ' di ctt ,ion, i11 01·1101·;1ti110 tlte 
111ontl1I)' 1P Report to ours 
(J\1css1·s Bca11 and Je11I i11 011, J>1·0~ ~01· icl{c ll :lt1d D1· \\ ndl1,,·:111i i11 :1ttc11da11cc) 

111111trodLtc111g tl1c 111ontl1ly l\•JP rc1Jorl lo Olll'l, t\11 B en1111olcd t11at U1e 11111 11ot1 Re1)ort 11ad 

bee11 J>ublisl1cd tl1e 1)rev1ot1s \Veclc 011d ll1e 111i11utcs tl1ol 111or11i11g . I-le tll o 11otl:cl tl1.1l tl10 Fcderul 

Rcsen 1e l1ad ct1t interest rotes b) ½% lJt i11gi11g tl1\; tott1l lo l o/c, in Ju11t1nry. , ,11e U '"' eco110111 v l1 t1d 
~ 

slo\vcd quite sl1arply i11 the seco11d l1~1lf of 2000 ~111cl ll1erc \\'U ti disct1ss ior1 t1bot1t tl1c sl1:1pe of 
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tl1at downturn. The MPC forecast's central J)l'OJection sl1owed sometJ1j11g like a V-shaped 

sJo,vdown ,vith relatively l1ttle gro,vth in the first half, bouncing back in the second half Tojs 

,vas part ly because the fundamentals were reasonably strong and product1vity gro,vt11 in t}1e US 

,vas still apparent, ru1d 1111s was st1pported by tJ1e actio11s of tl1e Fed i11 cuttj11g interest rates a11d 

the prospective ta;x cuts pron1jsed by tl1e Busl1 Ad1111 nistratio11. TJ1e central forecast assumed a 

second half recovery. The MP was, IJowever, aware of t11e downside risks that the sJO\\. down 

,vould be more prolonged and deeper in ll1e US, and U1e forecasts for the UK embodled tl1at 

nsk. 

In t11e euro area there were son1e signs of sJo,ving, but 11otl11ng very senous. The anaem1c 

recovery in Japan ,vas petering out. Mr Bean drew attent1011 to Ul< provisional estimates of 

GDP, up 0.3% in the 4th quarter, though temporary factors ,vere cited. Consumpt.lon gro,vth 

\Vas still strong, confidence was holding up, and surveys suggested a GDP bounce back 1n tl1e 

Isl quarter. The Febn1ary Infla1io11 Report look t11e vie,v that., while the rest of lhe ,vor]d \Vas 

slowing, domestic demand growtJ11n ll1e UK was robust T11e fan chart sl10,vcd UK gro\vtl1 

slo,ving to arou11d 2% this year, tl1en picking up, but tl1c risks"" ere on the do,,11s1de. 

Employment gro,vtl1 had slo,ved, wlli le eanungs gro,vt11 was mo,11ng up, but it ,, as still early 

days in tl1e pay row1d. The MP 's expectations were of some cont111ued sl1gl1t up\\1ard 

n1ovement, but it did not expect any maJor explosions 011 pay. It ,vas bei11g noted that the latest 

RPIX for January was 1.8%, ru1d tl1ere had been son1e discussion 1n t11e press about tl1e 

possibility of the Governor ]1a,1ing to ,vrite a Jetter to U,e CI1ancellor ttn eys suggested son1e 

fir,ns may raise prices. 

Turning Lo t11e markets, in Mr P)enderle1th's absence Mr Bean said tl1al tl1ere ,, as some 

movement in the foreign exchange markets bet,veen 01e euro ru1d tl1e dollar, but U1e sterlitlg 

effective index l1ad been Jjt11e cl1anged over the last 111011U1, ns sJ10,v11 111 cl1art 1. Tl,e etii·o 

recovery was ru1111111g out of stean1, a11d tl1e dollar ,vns recove1ing 111ai11ly becnt1se the nlarkl;tc.. 

\¥ere retreating from an over-gloon1y v1e,v of the US. Tl1ere ,,,as vet) little a tio11 in tlte 1,ort 

sterling market. Tl1e n1arkets conti11t1ed to exJ)ect ft1rtl1cr 1norlerate loo cni 11g of nionctary 

policy this yea1·, wi ll1 tl1e possib1l1ty of 111creases i11 rates 11c>..t year, bt1l tl1erc l1 .. 1d not betn mucll 

change i 11 t11e1r osscssn1ent over tl1c 111011tl1. 

• 
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In the US, tl1ere had bee11 a sl1arp mo,,e,ne11t n1 sl1ort rates on 3 January, wJ1en tJ1e first intereSt 

rate announcen1ent l1ad been n1ade, but tl1e 31 January an11otU1cen1ent J1ad J1ad little effect, 

because it had been largely discounted 

Despite ,vhat 11ad hoppe11ed i11 tJ1e S, tl1ere l1ad bee11 very little movement in US long rates, 

1n1plying lhat the 111arkets tl1ougl1t tl1at ,vl1al ,vas happen111g was largely cyclical and not 

structural. In other ,vords, it did not in1ply a fundamental rev1s1on 1n tl1e prospects for 

producllvi ty gro,vth. Turning to stock markets, there ,vas relatively Little action in the UK and 

the US, but behind that were some furt11er falls in I T stocks. Overall, the cuts in interest rates 

had offset the do,vn,vard revisions of profits. 

Tl1e Governor invited Professor ickell and Dr Wadh,van1 to comment. Dr \Vadb,vaoi said 

tl1at he had a qL1estion for ourt, ,vl11 cl1 was: why ,vas all t11e bad n e\\ •S from the US ha,,ing so 

little impact on bus111ess confidence, measured by surveys 

Ms Blo,v asked ,vhetl1er the UK eleclior1 had an i111pac t on the forecast. 1r Bean -rud it ,,.,as 

not something ,vh1cl1 had explic1 tly been take11 into accou11t. It ,, as a moot point 110"' to cope 

\Viti, an election that was likely to be close \vhere tl,ere ,vere very large differences in eco11on1ic 

programmes That ,vould be taken account of in tl1e ris"s, and 1t \vould probabl.)' be put into the 

fan chart But as for the fortJ1con11ng electjon, tl1e MJ>C l1ad not put anyt11ing explicit!)~ into the 

chart . 1n response to a quest1on frorn Ms B lo,v abot1t , l1etl1e1 tl1e ll election , as reflected in 

the forecast, Mr Bean said tl,at the MP 11ad 11ot pt1l a11ytl1111g c, J)l1c1tl) 111lo tl1e t • fot eca ~l 1n 

November, and he believed IJ1e vie,v l)1c11 WO\tld 110, e bec11 tl1al ll1e diffcre11ces in ll1e 

programmes of tl1e t,vo cand1dotcs \\ ere not large c11ougl1 to l1a\ e a 111:itcriul eflecl on tl,e 

prospects for t)1e UI<. But 1t ,vas quite possible tl1nt tl1e l11111ng of tl1e d o \vnlun1 could be 

associated witJ1 tl1e extra ttncertainty at t11e end of ll1e year. 

Mr Bailie said tl1at, i11 tl1e Rcpt1blic, co11fidc11ce l1t1d bt;c11 <.ic11ted qt1ilc co11 1d1.;rnbly b)' tl1e clip 

i11 tl1e US. It l1ud bee11 a 1 elot 1vcl)1 s1101 t li111e since ll1cse e,1e 11ls l1 t1d occt1n cd a11d tl1e)' had 110t 

l1ad lin1e to filter tl1rottgl1 to 111a11y con11):u1ics. In botl1 tl10 'ortl1 an<l tl1.., ot1tl1 tl1ere \~ 0 le 

co11fidence i11 tl1e uttrncli\'en\.iSS of i11,v,1rd in\est111e11l. 1'11c roti tl for ,,,11icl1 l1c spoke dtd 1,oL 

expect to see 111ctl:i.lSes i11 prices. M1 Bai lie 11otc<l tl1t1l ll1c 1)ri11li11g i11uus t1)' settle111ent ,,·us 
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expected to be belo\V 3.2%. He also noted tl1e cont1nu1ng importru1ce of the pol1t1caJ si tuatIOTl, 

,vluch ,vas reflected in investment. Textiles and agriculture \Vere going through a l1orrendous 

time. But l1av1ng sa1d that, employment ,,,as not so bad, and there was anecdotal ev1dence of 

the 1nfluence of the Republic. Trains bet,veen the ortl1 and the Soutl1 were jammed on 

Monday mon1i11gs and Friday even111gs. Overall, JJeople ,vere l1op111g that tl11ngs would 11ot get 

,vorse, but thought that tJ1ey migl1t ,vell do so. 

Mr Moms, turning to pay settJeme11ts, said tl1at publ ic sector bargaining was about to 

commence and tl1is covered Jru-ge nt1mbers, for example, in local government. The general 

expec tation was that there \\'Ould be some catching up ,vith expectat1ons because resources had 

lagged bel1ind the private sector. There was an issue of how the publ1c sector's pos1t1on and 

n1orale could be boosted. He reported ll1at l1e had been to tJ1e US the previous\\ eek, 

pru·ticularly ll1e west coast, \V11ere 11e )1ad l1eard a nun1ber of pol1tic1ans speaking, includjng tl1e 

new Labour ecrelary. He had p1cked up 1odications of underlying confidence, but most 

investment decisions were on l10Jd un11 l the debate about tax reduction measures proposed by 

the Presiden t ,vas concluded and also wh1 le ,va1 ting to see the effect of cuts 1n interest rates. 

vVhen conlide11ce returned there \Vould be a splurge of investment. 

Sir ev1lle in1111s said that lhe constructio11 industry ,vas becomjng predictable Tl1e picture 

\Vas the san1e this month as last monU1, w1ll1 co11tinuing gro,vth. a \\ eak final quarter related to 

bad ,veather, and ne,v orders taken in 2000 up 4.6%, ,vl1icl1 i1npl1ed gro,, t11 of 5 5° o O\ er the 

period U1at the orders ran. l-Ie noted that orders ,vere rarely cru1celled Tl1c industl) ,, us still 

predicting quite a SL1bsta11tial gro,vtl1 over ll1e next t,vo years. Tumi11g to u1put r>r1ces. lte said 

they ,vere reasonably under control. There ,vas a s111a l1 further lengtl1en1ng of delivery t1n1e , 

and prices were up for the 24th month in a ro, , thot1gl1 the rntc of increase ,, a~ fa1Ji 11g. It 

looked as if tl1ere ,vas a peak 01· plateau i11 input pnccs. 111 response to a questio11 fi·on1 tlte 

Governor, he said tl1ere ,vas 110 selbacl u1 c.011 ridc11ce, and tl1c last qt1artcr ,, 4.1 s1..er, u a blip b)' 

tl1e i11dustry and its clJents. 

S11 J111Js Keswick said tJ1ot investors \Vere J) ili11g i11to tl1e 111u1~ l fo, 11e\\ p1 ,,,ute J1ou~c 

buildi11g, a11d tJ1e con1pu11y witl1 ,vl1icl1 l1e \\'OS ~1ssoc1~tted \\ us .il1cad 01· its J)0~1tion tl1is tiri,e last 

year. It 'AJS co11fident U1at 1t could acl1ie, c 1>1ices 6% l1igl1er on a, eragc Mt Nc1 II c;aid tl,at 



sent1ment 1n the US vel11cle industry \Va , ery depressed, but tJ1e industry ,vas trying to put a 

reasonably brave face on it The Jack of co11fidence l1ad 11ot penneated tl1e UK market , and 
'2. '2.s 

February l1ad conl1nued to be quite strong J11dustry forecasts ,vere suggesting ~mn units t 

year. There v.,as reasonable confiden e tl1at tl1ere ,vould be no do,vntum in consumer 

confidence, and lots of ne, models were con1ing on stream. 
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Ms McKeclmie said the latest European 01111nissio11 figures 011 car pnces showed only about a 

1 Oo/o decline 1n UK pnces overall . Longer tenn, it depended on the decision by Mr Monti on 

block exemption. It ,vas clear that something ,vould replace that. There might be a shifi in ne,,, 

car prices over tJ1e next fe,v years. She noted tl1e con1plex1ty of the tax picture on cars ben, een 

differe11t countries. l1e believed tJ1ere \Vas more room in tl1e UK for further cuts in ne,v car 

prices, ~ l1ile the second hand car n1arket \Vas still 1n melldo,vn. Su Ian Gibson said t11at car 

prices wou ld continue to decline 1n tl1e UK over the next t \VO years. Data from the European 

Con1n1issio11 depended 011 t11e exc11ange rate at the time of tl1e survey, and that \\-as l1eginning to 

n1ove, I,e noted He supported Mr ei11 in saying that there was not a bounce back in 

co11fidence in the 111dt1stry, \vlucl1 ,vas look111g at U1c U and feanng tl1at de\'elopn1ents tl1ere 

,vou Id lead to the equi,1alent of a meltdo,vn 1n Eu1 ope A] I forecasters for Europe had been 

reasonably consistent, w1th suggest1011s of between 0.25~o and 1 ~o sales gro\\ tl1 1n \\ e~lLrn 

Europe, untj I one of the nev er forecasters had predicted a 203/o decline tn tl1c second half, 

\Vl11cl1 led tl1e otl1ers to look at Ll1eir nu1nbers agai11 There were limited signs of son1e 

producers i11 Europe ,vinding bacl< product 10n fro111 1111d to late Marcl1 on,,,a1 ds. Tl11s \\'Os a 

long process, except in the UK Europe \Vas al so ,,ery 1nuc)1 s]o\ver to take out stock t11ru1 t11c 

U . He noted a great deal of concern about U1e le11gll1 of the do\J ntum in tl1e U If it,, ere for 

t,vo quarters tJ1ere wouJd be a sigh of 1 elief, but if it ,vere for fo t1 r quarters or C\ cr1 t,,.0 )•ear~ tl,\; 

impact v.,ould be further rationalisation. Ms JvlcKecl1nie said it ,vns 111111ortnnt to be ' 'cry 

careful about the peculiarities of l11e UK n1nrkct ,,,11cre people ,vere 111ovi11g f1on1 con,pun} c.irs 

to J)r1\ate o,,,nership. The huge discol111ts for bulk purcl1ascs needed to be looked at. 

Tl1e Governor rioted t l1at ol tl1e Palen110 G7 111cel1ng 1t l1i1d bec11 111odc cl cur 110\\ ' ir11porta11t it 

\Vas to stin1ulate Japanese consu1npt1011, yet i11 tl1c par>ers l1c l1ltd j ust reaJ tl1c: Japa11~se 

Go\1c1n111er1t p)a11ncd to 1r1crcasc Voluc Ad<le,l ·r a, . 
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Sir Brian Moffat said J1e l1ad not1ced a g1·eat difference in attitude bet,veen corporate bankers in 

the UK and on tl1e Continent. On the Co11t111e11t J1e had J1eard two of tJ1e largest lenders 

challenging their own economJsts on their forecasts, \Vl1i cl1 lie thought mjgJ1t be because of their 
• 

tending expen ences in the US, \vl1ere U1ey ,vere hav ing to n1ove ratings 011 companies 

do,vn,vards. Cred1t J1ad t1gl1tened s1g1Jificai1tly in tl1e last six ,veeks and ,vas going to gel 

,vorse .. Tl1e barlkers' altitude ~rould percolate to industry in Europe. Banks in the UK were 

tak1ng a very di fferent position. 

Mr Stretion, commenting on cl1anges in the mortgage market, noted reports that imp11ed ibat 

interest rate reductions would translate in11nediately 1nto n1oney in p ople's pockets. But f;p/ 

cl1angcs i r1 standard variable rates did not necessru1ly aff eel a lot o lende1s yet. Witl1 regard to 

some of tl1e announcements, fore ·ample tl1e liaJ1fax, 1t ,vas not clear what percentage of 
.t,. ... C>"" • ...,, 

~ofttl&FS would be affected. 

Resources available to tl1e MP 
( 1e srs Bean and J en kit1 on Profe or icl ell arid Dr \Vadh,vani in attendance) 

111 introducing ll1e paper wl1jch addressed tJ,e provision of support provided to the MPC. 

Ir King said there, as e peeled to be a co11tinuing rise in resources spent on the ~1P . He 

noted that table 2 of Mr Jen.k.inson's paper s110,ved a furtl1er modest increase in staffing le,re)s 

and allo~ved for increases in the relative pay of younger economists. 1'11ere \\'ere four 111ain 

points in tl1e paper: first , fo)Jo\ving tl1e review ir1 Nove1nbcr 1999, t11e Bank had succe~sfull)' 

implemented the ne,v arrange1nents; scco11d, s0111e of the cl1ru1ges reconunendcd by i\-1 r k.0l1n 

had been i,np]emented; thlrd~ one of ll1e n,ain conclusions of Mr Kolm \\as tl1ut he did not 

perceive t11at the Bank ,vas spending money on ru1alys1s ll1at sl1ould not be spe11t, or tl1ut tl1ere 

were holes l11at 11eeded to be fi lled. igni !icant cl1a11ges in resources ,,,ere 11ot a11tici1)nted. 

Fourth, the mai11 cl1allenge \\1as not lo inc1 case ll1e budget but to increase tl1c rete11tio11 rate of 

staff, so tl1at 1'1011etary Analysis could fulfil tl1e bt1dgct tl l1ad beet1 alloc..ated. 

Mr Kir1g noted tl1at Monetary AI1alysis l1ad ucl1ie,,ed tl1e bt1dgeted 11u1nber of cco110111i t 111 tile 

Au tt11n 11, but tl,e 11u1nbers l1ad ll1en f.1 lle11 a,,·~1y ngi1i11. 1~11c1c l1od bee,1 ;111 attc1111)t to !\kc,, p .. 1..., 

lo younger ccor101111sts, a11d a se11101 ccor10111ist scl1\:111e l1a<l also been inlroduct.d to l1elJJ to 

relai11 cxpcnenccd staff. 1·11e Bank l1ad do11c \\ l1.1l \\JS 11ccessary ru1d ,vould c;ce \'¥"l1etl1cr tl1ese 
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actions \Vere adequate over the 11ext year or two. 1·11ere ,vas a furtl1er increase in tl1e budget 

over the con11ng year that \Vas not tri,rial Bt1t the key cl1allenge \.Vas to reta111 the higl1 quality 

staff tl1e Bank had. 

In response to a qt1estio11 from Mr Neill , Mr K.i11g said that the ain1 was to recruit above budget 

so tJ1at over tJ1e year U1e Bru1k could stay nearer to tl1e actual budget. Mr Je11kinson said that 

01e Bank J1ad got to budget m the at1tum11 of last year but should ideally have been above at that 

t1n1e, and that tJ1ere were no cor1stra1nts on being above budget for a spell. Mr Jenkinson, in 

ans, er to a question fron, Ms Bl0Vt1, noted tl1at tl1 e1 e ,vere still possible improvements in 

processes, fo r exan1ple too much pre-disct1ssion of research pnorit1es before the issues came to 

the onm1i ttee. One of the issues for discussion in the Comnuttee was Vvbether there was a 

bet1er , ay of setti11g prioriti es nex t year. Ms Blo,, asked whether, with a pool of cle er people 

lhe Ba11k got the best use of them in the ,vay they reacted ,v1th each other. Mr Kmg said there 

\Vas a great deal of mteractjon between staff, and the team nature of researcl1 \Vas one of the 

th1ngs tl1al attracted people lo U1e Bank, giv111g a11 opportunity to \\Ork,, 1tJ1 other bright pe.oolc. 

In ru,s,ver to a question from Mr Moms Mr King said, that more t11an an)' other central bank, 

lhe Bai1k of E11gla11d bad ai1 international recruitment base The Bank could onl , n1aintain the 

number of econom1sts 1t required by go111g outside the UK, bt1t tlus ra15ed longer te, 111 qi e~ ions 

about the development of staff at sen1or le els. Mt Je11kinson 11oted tl1at there ,,,ere a nun1ber of 

opportunities to ,vork ,vith central banks o,1erseas, by attending n1e t111gs or parti ipating in 

Joi11t progratnmes of work, and also \\1orki11g ,vitl1 domestic ru1d o, erscas acadcn11cc; He noted 

that Bank econon1 ists l1ad been able to s pe11d n ,vcek i11 01e h B, and 1t ,, :l!) l101Jcd to do more 

of U1al type of arrru1gen1 ent . A nu111ber of consultants 110d ulso been brougl1t i11. T11crc ,,,ere 

about 100 econon1ists in Monetary A11alys1s of ,vl1on1 abot1t 2~ ,~ere 11011-lrk. national · and he 

noted tJ1at tl1e Bank l1ad just recruited its fit st eco1101111st fro111 Japan. lr Bcatl noted tliat, of 

the ne,v recruits, tl1ere ,vas an eve11 l1ig)1e1 J)l oport 1011 ,, 110 ,,,ere 0011 -L K. 

lJ1 resJJonsc to a qucst1011 fro111 lVlr Brul1e nbout rete11t1011 rates, ·lr K111g '-tJt(i tl1c Bank' ke)' 

objective ,vas to retain ,,e,y higl1 qt1nlit) 11co1Jlc, l1c1lcc tl1e cslt1blisl1n1 11t of' tl1e po t of ~e11j01 

eco11on1ist to allo,v ll1c111 to 111ovc t tt) tl1e st1li11} sct1lc l,y (Jto, 111g tl1e 111 cl, c a t:COllOtllt ls , 
ratl1cr tl1t111 l>y c rca ti11g n1a11agc111e11t roles fo1 tl1<.;111 \\l11<..l1 \\'t;Je not 11ecJed ·1~l1e Bai1k ,vu 

q Ltite l1a1Jpy to sec son1e of tl1e stuff 1 ~cruited 1110, I.! Oil, u11d 111ar1y ,,,ere no,v co111i11g ,vitl1 tJ1e 



mtention of spending son1e rin1e ,v1tl1 tl1e Bank and movi11g o~ seeing it as a staging poSl in 

their careers 

Ms McKecl111ie sa id that ectio11 3.2 of Mr Je11k 111son's paper h1ghlighted a \VOrry Sl1e asked 

\Vhetl1cr tl1e Bank oug}1t to look at son1e 1naJor i111t1al1ve across a number of organisations to 

increase the 11umber of people goi11g into eco11om1cs. Mr King said the Bank ,vas very 

conscious of the fact tl1at it \Vas probably the largest single employer among non-academic 

econo1111sts. Many , ere going into tl1e City. But ou tside the private sector the Bank bad 
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become the employer of first cl1oice lt ,vas d1 ffi cult for the Bank to change the trend, v.-l1ich 

\Vas occurring also 1n the U , in wllicl1 eco1101n1cs ,vas seen as a less attractjve subject tl1an 

before al all levels. But tJ1e Bai1k could play a part and was working ,vitb others. He noted that 

Professor 1ckeJl ,vas President of the Royal Economjcs oc1ety. The schools compet t1on was 

b.elpf1.1I 111 tJ1at it cou Id sho,v people that economics ,vas exciting and 1nterest1ng and related to 

tl1e ,vorld about them. One student had told a Jtldge lhat t11e compet1t1on had changed her m'ind, 

so she now ,vanted to do econon11cs. If t11e Bar1k ,,,as seen to be intellectual])' exciting, ,v1th 

key policy responsibilities, tl1at \Vas, ortl1 a great deal . But it \Vas not going to be eas)' to 010,,e 

against tl1e tide. It 11ad been a probJen1 for tl1e Bank for 10 years, and so 11 l1ad l1ad lo rely to an 

extent on the recruitment of non-nationals. 

Baroness oakes noted tJ1at later on tl1e ourt agenda \VUS ll1e nppro, a) of ll1e budget. Tl1e 

ex ten,al 1ne111bers of tl1e MP would not be tl1ere. l1e asked \ 11et]1er tl1e)' l1nd a11)' co11m1ent 

011 budget isst1es, and sl1e also asked ,vl1etl1er son1ebody ,vould like to co111n1ent 011 table 4 i11 

Mr Jenki11son's paper, ,vl1i cl1 gave tl1c rclati,,e nt1111bers of eco1101111sls at tl1e Bru1k and at otl,er 

centraJ banks. Professor Nickell snid ll1al i11 l1is opinio11 the h,o econo1111sl~ alloculed to ach 

ex ternal n1ember was a sensible nt1n1bcr. I le \ ot1ld be l1nJ)PY if tl1at le, el of b41ck -t1p co111i11ued. 

In Mo11ctary Analysis overal l, 11c bel1c,,ed 011 01gn11ist1tio11 of tl1ut ki11d could al,, U)' do ,,,,tti 

111ore There \Vas a lot 01· pr1011tisntion of rcc1t1csts m1d tl1c \1P did 1101 get all it ,,·anted. Hi 

i11sli11cl was t)1at ti1e MP could perl1aps do ,vitl1 111ore resources on tl1 1110d 1. 111 re-1 11se 10 0 

qucstio11 fron1 Baroness Noakes ubottl ,,•l1etl1cr l1c ll1ot1gl1t tl1ut r~q\1i1 ed goi11g bey011d tile 

l)ttdgel f 0 1 2001 /02, l1e rc11licd yes, bt1t 11otcd ll1t1t tl1erc ,,,as 011otl1~1 i ~ lie about ,, t1etl1er the 

BJ11k could fttllil ll1c 11w11bers ~1)1 uacly in tl1e bt1<.lgct. Dr Wudl1,vani said he c11dor~t:d 

Professo1 N1ckcll's conu11cr1ts 011 tl1e 11ccd for udd1t1011al rcsot1rccs for tl1e 111odel, a,1d lie kne,, 

~--) 
, 
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the)· ,,,ere budgeted for . He also noted that tl1ere ,vere issues outside the MPC's area about 

,vhetber tl1ere should be a reallocation of eco11om1sts wi tl1i11 the Bank 
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Mr Ki11g noted that in tab]e 4 tl1ere \Vere only tliree insti tutions tl1at set 1nonetary policy and tl1e 

Bank of England \Vas U1e smallest. I-le did not bel1e,,e tl1at better monetary policy was 

necessanly achieved by adding more people. They could create management problems. At the 

FederaJ Reserve, tJ1ere was a very large grot1p of peopJe do1ng work closer to academic 

research He noted that the Bank l1ad consc1ously ot1tsourced ,vork, to get t}Je benefits ,vithout 

devot111g too many people to tl1e research concerned. There \vas a distinct1on bet\veen total 

resources and total staff. The Govemo, noted lhal there ,vere 18,000 staff at the Bundesbank. 

16,000 at tl,e Ba11que de France and 2,000 staff at tl1e Bank of England. Mr Jenkinson said that 

11 \vas necessary to put n1ore resources into forecasting and modelling, but there \Vas a question 

about ,vl1ether doing it at present lefi holes elsewhere \Vitl1out additional recruitment to fi]l the 

l1oles, \VJ1icl1 ,vas the preferred so Ju ti 011. J f curre11t plans came to fruition the Bank expected b, 

June to have fi,,e of its t\velve senior economists working on forccast1ng and modelling issues 

FIN JAL TABJLITY I 

Domestic de,,elopmeot and ioteroatior1al i ue 
(JVlr Bean in attendance) 

Mr Clen1enti noted that Mr Clark \Vas 1n Base). Reporting on Japan, \\ l11ch l1ad been discu sed 

at the Fina11c1a l Stability Committee and Tripartite C'on1111ittec, 11e said t11at, not,, 1tl1standing 

action by t11e pub) jc at1thorities, the financial sector in Japru1 ,vas ery ,veu.k, bad lams ,veru 

rising and tl1ere l1ad been a large 11un1ber of rece11t corporate fai)Ltres, and ,r anything 111surance 

was 1n ,vorse sl1ape than banking. Jt ,vas not obvious tl1at no1r11al n1011etary and fl,1ancin1 po'i y 

i11echanisms would be successful. From tl1e financial stability point of \ie,v t11cr c \\ a Jll 

implied guarantee g1,1e11 by tl1e autl1or1ties lo 111sura11ce n11d bru1k1ng. T11e Bank of Etlglan<l \\'a 

continuing to 111onito1 U1e situation carcf ul1y. 

1'uming to Lo11don Sec11nties Sctllen1c11t, ~11 • lc111e11t1 11oled ll1e introduction of tltr:ll 

countcri,arty eq11i ty scttler11e11t fro111 tl1c folio\ i11g f\.1ondJ) Tl1c B,111~ ,vas 1n\,olvcd tlloLigl, 

ll1c pri111e 111ovcr ,vos tl1e Londo11 lcn1111g J lotasc. It \Vtls 11ot yet n ft1ll service bectluse 11ettii,g 
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would be added later. The Bank believed t]11 s \Vas a sens1ble enhanceme11 t of tl1e strength of tbe 

system. 

EXECUTIVE REPORT 
(1'1r Bean in attendance) 

The Go emor cononned that ti1e next ourt n1eet1ng outside Londo11 would be in Cardiff on 

17 October. 

1-Ie noted tl1at Mr King l1ad mentioned opinjon polls to Court 1n December. 1 }1ese \Vere to help 

U1e Bank acqttire a feeling of peOJ)le's understanding of what it was doing The paper had been 

sent to Court in Jru1uary Mr King said tl1e paper spoke for itself. There v:as a proposal to 

change 011e of ll1e questio11s and to drop t,vo ot]1ers. There was also a proposal to poll quarter]), 

for son1e questions but annually for others and the annual polls \vould ha\ e a double sample. 

Tl1ere \Vere aJso proposals for Lhe 1netl1od of pub]1cation, \Vith an art1cle once a year m the 

Qt1arterly Bullet111, and a quarterly update in a press release and on the \\ebsite to publish the 

qt1arterly results Tl1e arrangements \,,ou ld start U1is month. 

Mr Jen1ent1 reported that, follo,vi11g Mr Tl1ompso11 1s appointment as Mr Jan 1s uccessor nt 

the Printing Works, il ,vas necessary lo make cl1ai1ges lo the board of Debden ecurity Prinling 

Ltd and be dre\v attention to a recom 111endation 111 folders: 

that pursuant to ection 375 of Lhe omparues Act 1985, as appropnate and t111til othcn,·ise 
resolved by lhe ourt of Directors-

• (a) ,vitl1 immediate effect MR M A THOMPSON sl1all become Cha1n11an of Debdeo 
Printing Limited in place of MR AW JARVIS; 

ecunty 

(b) \vi th effect fron1 1 Marcl12001 MR PETER KENNl~D't' sl1all becon1c a Director ofD~bd 11 
Secunty Pri11l111g L1mited rn I)lace of MRS M AP HhPPHERD, and 
MR MARK ROBSON sl1aJJ becon1c D1rector of Dcbde11 Secw 1ty Pt i11l111g Litrlited; 

(c) ,vith effect fro111 1 Marcl1 2001 f\1R MA Tii0f\1PSO , or fai ling l1i111, tr •1 D JO re or 
fa 1lj11g l11n1, MR PETER KENNEDY, or fa1l111g l1i111 f\ lR RF ORRl .. LL. or 11,i li11g t11 n1 
MR LEE DOB NEY, or fail 111g 111111 l\,lR MARI( 1{013 0 be at1tl10 11s t.d to act as t11e 
represcntat1 've of tl1e Go, c111or and 0111pat1)· of tl1c Brn1k of E11gla11u at any 111eet1ng of 
Debde11 Sccu r1 t y Pri 11 l111g L., 11111 letJ; 



(d) \Vlth effect from 1 Septe111ber 2001 MR CJ EGGLETON sl1all become a Director of 
Debden Security Printing Lin1ited in place of MR RF ORRELL; and 
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(e) ,vith effect fTom 1 eptember 2001 , MR M A THOMPSO , or fail1ng l1in1 
Mr M D JO E , or failing 111m, MR PETER KENNED'\' , or fa1l1ng lu1n , 
MR LEE DOBNEY, or failing l11rn, MR MARK ROBSO , or failu1g him 
MR C J EGGLETON be autl1orised to act as a represenlat1ve of tl1e Goven1or and Company 
of the Bar1k of England at any meeting ofDebden ecur1ty Prtnting L1m1ted 

Court APPROVED the reco1nmendation 

Mr Clementi advised Court that Mr Jonathan Horsfa ll-Turner, one of the three ong1nal 

founders of tl1e Allen & Overy ba11king practice, had bee11 offered the post of Legal Adviser to 

tl1e Go,,emor 1n succession to Mr Berkowi tz. If he accepted, he \Vould jom in J"tme. 

He also adv1scd curt that Peter Higgs ,vould become the I lead of Property Sen ices and 

ecttn ty Division follo,ving t11e ret1re1ner1t ofDa,1id Pennington in Apn l. 

Turning to the London tock Exc)1ange, Mr lementi said tl1at at the time Iara Furse \Vas 

appointed il \Vas agreed lhat Mr Plenderle1t]1 "''ould stand do\vn from the Board. That brougl1t 

to an end the fo1111a l relationship betwee11 the Bank of England ru1d the Lo11don tock E cl1angt. 

though the Brul.k 111te11ded to mo1utor closely 1ts progress. T he Ba11k did 1101 tl11nk it ,, as 

appropnate to l1ave a Director in a pri,1ate, for profit, bus111ess. 

Tu1111ng to staff issues, fo llo\v1ng disct1ssions 111 Leeds, ot tl1c 1r1fom1ol d i1111cr a.i1d •1t Go\' o, 

tl1e Bank J1ad 1eached son1e co11clus1011s. lie 11oted tl1e d1 sc.011te11t \\ 1th tl1c l Il report cxpre4)~cd 

by Directors i11 Leeds, because of 1ls negat1, e bias. No11ctl1cless, tl1e Ba11k ft..lt it 11,usr 

conununicatc s0111ctl11ng to stall and 111ake clenr its rcspo11se. Tl1e Bank did not ,,,a11t to Jlubli~ 11 

the report itself bt1t did inte11d to su111111orisc s0111e o[ ll1e cor1cc1ns a11d 1ts o\ 11 response. 1·11 

fi rst a11d 111ost i111porlai1t po111t \vas leave, , l1icl1 \Vt1s ll1e 111ost ,1c t1te co11cen1. Tl1e Bai,k 



29 

u1tended to put row1<l staff a ne,v summary of 110\v LDL sl1ouJd be used. The complaints \Vere 

that staff were uncertain about \Vhat tl1ey cot1ld ask for, and that tl1ere ,vas managen1ent 

111consistency In order to clarify the J)ositio11, Go,,co agreed to publisl1 tl1e origjnal ind1catio11 

to HoDs tl1al up to five days 1.DL cot1ld be granted to any 111e111ber of staff. And tl1e note to 

staff ,,1ould g,,,e greater delai]s of the circumstances lo ,vl1icl111 could be asked for But the 

discretion as to ,vl1en t11e leave ,vould be taken ,vould re111ain ,vith l--loDs. Ile said a number of 

other concen1s ,vould also be addressed 111 the respo11se. Tl1e Bank ,vould commit to work 

l1arder al all aspects of its commurucat1on, ttp\vards and do\vn,i.ards. 

Tl1e Bru1k ,vould co1nnlit to a review of the pet fo1ma11ce review system, to get greater up,vard 

feedback. e,v tra1n111g provisions ,vere put into place a year ago and the results had nol all 

come tlrrougl1. Tl1e Bank l1ad introduced a very good range of training but it ,vas earl)' days 

a11d LJ1c Bank's response would re-empl1asise tl1e opportun1t1es avru]able to build slills. Tl1e 

Bank \\rould also re-e1nphasise tl1e role Perso1111el 1nt1st play in career ad,,,ce and support at a11 

levels and ,vould build up t11e induction programme 

Tl1e Bank 1nte11ded lo consider ,vays of doing more routine re,,ie\\S of staff attitudes and ,,·ould 

like to fmd a bet1er ,vay. He noted that one or l'\\10 Directors l1ad discussed their e'\perience 1n 

tl11s area and l1e \Vould take this f oiward \vith tl1em. 

TumJng to relations \ViU1 the Uruon, Mr Cle111e11ti 11oted tl1e u11l1app1ness 1n t)1e recent p~t 

because of Be11efltSelect. The Ba11.k l1ad been try111g to restore relallonslups ru1d 11ad acl11e ed 

some response. The payround was easier and ll1e U11ion \\1as taking a 1 eal 1st 1c approacl1, 0 

there had been qui le a lot of improvement on tl1at front. He noted that a nun1bcr of t11e stnfT 

1110s t en ti cal of the 111anagement were Unio11 n1en1l1ers. Tl1e Ba11k st, 11 110d tl1c ti 1bt111 ~1I 1.lll\!Jd 

and it ,vas not clear ,vhen thnl \Vould be and, t1nt1J tl1al ,vas i11 tl1e past, it n1igl1t be diflictilt for 

Ll1e Union to say anythi11g nice about l11e n1a11ngen1e11l. But o, erall L11c to11e ,,·a , liglltl)' e3 •er. 

Ms Blo\v said tl1ere had been a lot of i11tcrcst at ll1e l,reast1ry 011m11ttee in 111ontl'-", tind tll"' 

press was 111tercsted. She asked ,,1J1etl1cr tl1e1e ,,ere J)ln11s to co111n1t111ic~1te, itl1 Lttl,cr 

Mr le111e11Li said stnff ,vould receive tl1e pro1Josed 11olc abou t lct1,,e n11d Ll1e U\'C 11oi11t r>lar1 111:: 

liad just desc, ib~d. I, e recog11i secJ tl1at tl1at n1igl1t gel i11to tl1e pt ess 111\! Bu11k sl1ould 11ot be 



defens1 e. He noted that the Bank may be asked to respond on the issue at tl1e Treasury 

Comn11ttee rneetmg the follo,v1ng \Veek 

,..,. , AGEME T OF THE BANK 

Tl1e Bank' budget for the year 2001 /02 
(l\1essrs Bean and l\1idgle)' in at1enda11ce) 

JO 

Mr Clementi said tJ1at Mr MJdgley's pape1 sought ourt's approval for the Bank's budget for 

the coming year, revie\ved the level of cash ratio deposits (CRDs) based on an assumed rate of 

return and sougl1t Court's authorisat1or1 for tl1e Gove111or to write to the Treasury relaying 

Cot1rt 's conclt1sio11s in relation to RDs and agreement to tl1e proposed ,vord1ng for Bank 

ObJecti,,e 9 

Dra,v1ng up tl1e budget, ,vhich flo,ved fron1 tl1e strategy approved by Court at its meetl11g the 

previous oven1ber, ,vas a huge exercjse w1Ll1 a large iterative element. Business needs\, ere 

discussed at n local level and there \Vas, therefore, a reasonable buy-in to the budget ,,,ell do\\'TI 

tl1e Ba11k He dre\V atlent1on to Table A 1 in Budbook w)1ich reflected ho,v tl1e Bank's bt1s1ness 

\Vas rtlJl and the quarterly financial reporti11g to ot1rt, and sl10\\Cd total budgetc.d 1ncon1e and 

the eXJ)ected profit; the projected rate of return ,vas about 8% of ope111ng capital . l11come \\'as 

projected to be lo\ver because of reduct1ons 1n i11teresl rates and fees paid by banking 

custon1ers, and also lhe abse11ce of any windfalls sucl1 as tl1e sale of e,v Cl1angc pro, 1ded in 

2000/01, but the 7o/o benchmark rate of retun1 \Vas still projected to bee ceeded, l1e al~o noted 

tl1at l}1e Bank ,vas innately conservative 1n 1ls inco111e bttdgeting. 

Co11trol of expenditure ,vas, Mr len,cnti stressed, ce11t1·al to tl1e Brulk. 's budgcl UJ)proacl1 The 

on-going strategy, l1e recalled, was to aclueve cco110111ies 1n Ll1e process areas, to l,uild tlp 

resources 1n the analytical areas and to cut o,1c1 heads Tl,e table 011 page of tr ~1idgley's 

paper sho,ved tl1e progress to dale in ter111s of staff nt1mbc1s· tl1e processing ruea l1t\d c ll 0 

s1g11i1icru1t rcdt1clio11, witJ1 a n1orc n1odcst decl111e still i11 tl1c p11)cl111e; 11t1r11b 15 i11 tl1e a11ttl)'tical 

areas ,vcrc co11ti11u1ng on an up\vards lre11d; stnff i11 inte111al se1, ices l1a<.i rise11 bt:CJU~L of t11c 
• 

rccru1ln1c11t of IT SJJecialists for ba11king J11d paymcnVsettle111ent projects; u11d tl1erc l1ud bee11 a 

st1bsta11tia) ct1t i11 staff in t)1e overl1cad ureas. 111 st1 111111ury, tJ1e1 e l1ad bec11 a co11sidcrablc 
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cl1ange in ,vJ1ere mar1po\ver resources were allocated and tJ1ere wou ld be continuing cha11ge iI1 

the san1e direction, but at a slo,, er pace. 

Mr Clementi b1ghl1gl1ted t\vo key tJ1e111es. first, t~,e investment in people as shown 0 11 page 11 

of Budbook Tl1e training budget l1ad doubled to £4.1 mn in two years, reflecting sucl1 

1nitJatives as t11e E DL - ,vh1cb ]1ad J1ad a very good take up among staff - and the policy of 

send1ng graduates back to university to complete Masters' degrees some 20 staff were 

currently in fulJ -tin1e Jugber education, cotnpared witl1 0 11Jy 5 four years ago Second, 

expe11d1Lure on IT was budgeted at £ 15mn, includtng the 21 project in Banking & Market 

Services but also strategjc developments in boll1 the Monetary Analysis and Financial Stab1l1ty 

areas Mr le01ent1 noted that Mr Brookes, tJ1e recently-appointed head of Management 

Services, ,vould be ruak.tng a presentation to ourt 1n March wh1ch would cover in more detail 

ll1e t11emes of U1e Bank's JT investment and proJecls. He added that, while the budget for the 

outline years projected Io,ver nominal spe11ding ru1d IT investment in years ..J. and 5, this \Vas 

t1nlike]y to occur 1n pracllce because ne,v projects \\ ould b1... identified in that tin1efran1e. This 

dtd not matter from lhe budgeti11g stru1dpo1nt but l1e believed t11at tl1c Bank should publish its 

0\1tl1ne bL1dget for ll1e next five years i11 tJ1e Annual Report, and l1ad accordingly asked 

Mr Midgley to consider tJ1e matter furtl1er Mr Midgley \VOttld also shortl) be meeting ,,ith 

Treasury offic1aJs to take them througl1 the budget. 

TL1m1ng lo CRDs, Mr Cleme11li recollected tJ1at tl,e agreement reacl1ed ,v1tl1 tl1c Treasury in 

1998 \vas intended to ru11 for five years. ·r11e le\. el of RDs \Vas set to create an i11con1e to 

cover the Bank's w1recovered costs on Monetary AnaJys1s and Financial labiltt)' Tl1e amount 

of CRDs l1ad grown, off-setting lower yields on gilts. Accordi11gly, tl1cre \\as 110 need to 

request a change in tJ1e level of CRDs or tl1e 7'1/o benclu11nr~ rate of relt1n1 tl11s year. fle 

expected tl,at the position would be n1t1cl1 ll1c sa111e ne~t year, but foresa,, seriot1s negotiatiotlS 

in the Spring of 2003 when the curre11I five yeru ogrcemc11t ,vottld c:\ p11e. ,\ draft letter on 

CR.Ds to tl1e Treasury was i11 Members' folders. 

As regards ObJecLive 9, ,vl1icl1 dealt ,vitl1 tl1e B,1nk's fi11tt11ces, ~ 11 len1c11ti dre\\' atte11l1on to 

Lile revised ,vord111g ~ct ottt 0 11 JJ,tge 10 of Mr M1<lgley's 11oll.!, \\l1icl11 c l~r1 ed to U1e SJ)e 11d1n g 

target for tl1e irn111ediate year al1ead ru1{l tl1e £2011111 r eductio11 in o,·crl1eads over tl'1e fi \'e•)'ear 



period to 2002/03. As the paper sho,ved, the Bank was \Veil on track to ach1e e tl1e Jalter1 by 

, hich time the refurbishment \\ ould be complete and Bank BuiJdi11gs sold or let 

In answer to Mr Ba1]1e, ,vho noted tl1e polenl1al for a huge investment need at tl1e Pnnt1ng 
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\Vorks in relation lo the euro, Mr len1ent1 co11fim1ed that there was a detailed approval process 

for any capital proJects foreseen i11 tl1e budget. 

As regards the draft letter to the Treasury, Mrs Heaton recommended that the ,vording sl1ould 

be cl1anged to say that the £20mn reduction 111 overheads ,vould be achieved by 2003 and not 

''in due cot1rse'' as 1n the draft tr Ian G1 bson agreed. TI1e Governor accepted tl1at this 

an1endn1ent sl1ould be made. 

Sir Ho,vard Davies recalled U1e understanding wit11 the banks, ,,,hen the FSA de-merged" 

regardr11g tJ1e overall burde11 of supervision (ie the cos1 of CRDs plus t11e fees pa1d to the FSA). 

For the fort l1con1111g year, tJ1e F A's costs would be nat, and the cost to tl1e banks \Vould fall by 

l Oo/o because of increased balai,ce sheets. ,.fherefore there should, in tl1e year ahead. be no 

dif1icu I ties 111 relation to the understanding on tl1e overall cost of supen 1s1on to tl1e banks 

Court APPROVED the budget, the letter to 1-1MT in relat1on to CRDs (subject to tl1e 

amendment agreed) and the word1ng proposed for Bank Object1\e 9. 

Tl1e Governor tl1anked Mr MJdgley and 111s tca1n for all their efforts tn preparing tl1c budget. 

lr1vestment of tl1e Bank' endo,,1n1 ent 1e 1· Benn nnd 1idgle)' in a(te11da11ce) 

Mr Clementi recalled that ourt l1ad last co11sidered the i11vest111ent slrt1tegy for tl1e Bartk '~ 

c11dowme11t (ie its capital and reserves plus tl1e RDs) i11 August 1999, 1n tl,e ligl1t of tl1L 

reduction in tl1e level of R.Ds fol)o\ving tl1e creation of tl1c F A a11d of tl,e a11ticipated tran lcr 

of the casJ1 manngen1 enl f uncl1011 to tl1e Debt Ma11(1gcn1e11t Oi'fice "ourt l1t1d tl1c11 c11do, \;d 

continuing tl1e strategy of l1old1ng 40°,o of tl1c c11<lo\\1111e11t i11 sl1ort le 1111 n1011ey 111a1 ktl asset~ 

ar1d investi11g tl1e rcn1aini11g 60% in gilts, bttl ag1ecd tl1al tl1e strategy sl1ou ld be 1ccons1dcred in 

2000/0] wl1c.::11 tl1e Ba11k's revi~ed OJJerati or1nl rcqL1iren1cnls 110d beco111e clca1cr. Tl10.t re\1 ie\v 
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1,ad 110\V been con1pleted and, while tl1e Bank's overr1djng investment obJect1ves in respect of 

both elements of the endo,vn1ent continued to be for reasonable certainty of incon1e flo\v and 

security of capita] invested, t\VO chru1ges 1n 1nvestn1e11 t strategy were 110w proposed for Court 's 

approval 

I·irst, it had bee11 agreed by both tJ1e Market Operat1011s and Financial Resources sides of the 

Bank tJ1al it ,vould be sufficient to hold only I 0% of L11e endowment 1n money ma1·ket assets, 

Jeav1ng 90% for investment . econd, the Bank \\'lshed to \viden the investment portfolio from 

gi lts (,\.l1ere y1elds J1ad fa l]en significantly) to include a broader class of AAA rated fixed 

income debt issued by supranational f tnancial age11cies and the governments of developed 

countries, deno111inated in bot11 foreign currency and sterling. The exchange rate exposure of 

any 1nvestmenl of U,e endowment in such f ore1gn currency public debl securities \\'Ould be full)' 

J1edged. Expanding the portfolio in this ,vay would offer attractive investment opportunities 

consistent witJ, tl1e certajnty of income and secunty of capital objectives. TI1e poss1bil1t) of 

i11cluding eqt1jti es, jn\1estment property }10Jd1ngs ru1d corporate bonds in the portfolio bad all 

been considered dunng tl1e rev1e,\ but, for various reasons, rejected ~ Clement .isk. d for 

Court 's agreen1enl to tl1e t,vo changes j ,1 investme11t strategy . 

• 
1r e,,1lle inuns said that the case ,vas ,vell argued and he endorsed the ptoposals. 

Court APPROVED tl1e revised strategy for investrnent of the BaJlk's endo,, ment . 

Turnbull guida11ce on internal control: reporti11g p1·ocedu1· 
(Me r Bean and Butler in at tend :1 nce) 

Turning to tl1c paper addressing the Tt1mbt1ll gujdonce on intc111al co11trol, Mr Cler11enti said 

tl1at the work on the risk matrix l1nd bec11 an i11terest1ng a11d tiscful e e1c1se for tl1c Bru,k ' 

n,anagement. 1'he paper covered the proposed pt ocedu1 c ru1d c,11de11ce for tl1e sigt1 oJ t 011 

internal co11trols in the Annttal Report and tl1e ten key risks fnr111g tl1c Bank, based on the n1ore 

detailed infonnalio11 i11 the risk 111 ntr1x. A ft11il1er JJapcr fo1 ourl i11 At)ril ,, ot1ld bri11g to~etl1er 

the collateral for tJ1e sign-off a11d tJ1e issues ,,,111cl1 tirosc. A fo,111 of ,,,ords, set ottt in ll(11 ~ g1 JJ>ll 

6 of tl1c ct11Te11L J)aper, \\'US ,,roposcd as tl1c co11clt1sio11 lo tl1e r~ports ,vlucl1 eacli Director ,vould 

make in respect of the 1isks i11 tl1e1r area of reSJJOnsibility. Tl1c, 01di11g reflected tl1at tl1 
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Bank's approach ,vas to manage and control raU1er L11an elm1inate rjsk. Both MANCO and 

GOYCO were closely involved in agreeing the collateral for the Turnbull sign-off. Appendix 1 

of the paper ,vas a first draft of tl1e paragrapl1s ,vhicl, n1ight appear iJ1 tl1e Aru1ual Report It 

dre,v 0 11 botJ1 the HSB ' s report, wlucl1 had already been publis]1ed, and internal judgements 

on t11e Bank's own positio11. Mr Clementi ir,vited conunents, but reminded Members tl1at the 

matter would co1ne to Court agaiJ1 in Apn l. 

Mr Butler had, Mr lementi recalled, made a presentation lo Court the previous September on 

the on-line ri sk matrix. As Court l1ad then requested, ten Bank-wide risks having tl1e llighesl 

impact }1ad been identified, and ,vere described in Appe11dix 2. Wlu]e there\\ as no parllcu]ar 

order, l11e first three risks were clearly especially important. He believed that AudJt Committee 

and Court probably had a good feel for most of lbe risks but invited views on \Vhether the ngl1t 

key risks l1ad been picked out and on whether n1ore infonnation on then1 ,vas needed 

Baroness Noakes said tJ1at the Bank l1ad progressed by leaps and bounds 1n its nsk management 

processes. 11e partict1J arly welcomed the categonsation of risks and the introduction of the 

sign-off by Directors. On a specific point, she noted that the loss of the saie depos1t box~ 

mentioned earlier under the Executive Report, was one of a small cluster of 1nc1denls 1n 

Bank.Jng & l\~arket Services over the past year and asked if the Execut1\e ,vere happ, ,,,ith the 

quality of controls in that area. Mr Clen,entj srud tl1at the question ,vas a fair one GOVC'O 

and Court needed to be satisfi ed on thi s; a revie\.v was w1der ,vay and tl1e outcon1c ,, ould be 

reported lo Court. 

Mr J(jng empl1asised 1Jow useful the risk matrix exercise l1ad been. TJ1e Bank ide opproacl1 

had bee11 enormously helpfuJ - partict11 arly in an area sucl1 as Monetary A11nlys1s ,, l1ere 

processes had rutl1er10 been n1ore infonnol - in moti,,ating n1anngers to recog111 e tl1e 11e~d to b 

more rigorous in looking at risk and to exp]ni11 tl1at need to t11e1r stoff: 

S1r Neville Simn1s, dra,ving 011 J1is eXJJer1encc as o 111c111ber or ll1e Audit on1111itlee. nl 0 

recognised tJ1e progress n1ade. Tl1c te11 key rislcs ,vere ,·ery l1igl1 le,•el a11d l1e felt that tl1e 

Duecto1 s' reports to fom1 port of tl1e A1,1i I 1)rese11totio11 \\'Ould be \'ery Ln1po1 tn11t to Mc111bers, 

_ ui1derstanding of the issues. He 11otcd tl1at tl1c l 'tu11bull sign-off ,vus in respect of controls 1n 
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place throughout U1e year, so Directors would need to be specific about this. J-le also U1ougbt 

that greater clan.fication \Vas needed abou t 110w tl1e sl1ared responsjbiJities for the ten key risks 

\VOrked 1n practice. 

Ms McKechnie found it odd U1at tl1ere ,vas no single key risk on security issues, includ111g IT 

issues (botl1 securi ty and access), d]saster recovery, ]ea.ks and info1mation a11d physjcaJ 

security. These ,.vere alJ ru·eas of concern wlucl1 in1pacted on reputation. Mr Butler believed 

tJ1at nsks 7 and 8 bet\veen them co,,ered the aspects Ms McKechnie had cited: info1111ation and 

physical security ,vere implicitly included under 7 and systems under 8 The Governor agreed. 

Responding to Baroness oakes, Mr Butler said that MPC and Monetary Analysis systems 

,vere certainly viewed as key systems. He accepted tl1e need to articulate the underlying risks 

and control processes for risks 7 and 8 in a ,vay 111at explicitly captured the issues raised. 

Mr Neill said that tl1e risk matrix ,vas a good piece of ,vork wl11cl1 gave confidence in the 

Bank's approacJ1 to risk recognjtion and n1itigat1on. But he stressed that, 1n 111s expenence, it 

,vas necessary to en1bed an organjsatio11al p}1jlosopl1y that a visible part of Jine manageme11t 's 

role ,vas to ensure tl1at standard procedural co11trols ,vere understoo~ monitored and 

continuously developed. The Governor sajd tl1at tins was indeed part of management's 

responsibility, suppJemented by tl1e work of internal audit Mr Butler added tl1at his D1\is1on 

undertook checks 011 operational controls as part of their penod1c audits but that the n1ain 

responsibility for i1nplementing ru1d n1011iton11g controls lay with line managen1ent. 

Sir Jan Gjbson noted tl1at it was a heavy bt1t worthwrule i11vestn1e11t of n1anagen1enl 's t1,11e to 

explajn ri ght down the organisation that risk conlrols \\rere 1mportant and ,vl1y. Line 

mru1agement needed lo own U1al process and n1ake it transpare11t that tl1ey d1d so. Real \'alttc 

,vas added w11en staff appreciated ,vl1at U,e 11slcs n1eant in doing tl1e1r jobs and t111det:slood tl1c 

need to debate tl1e impact of process cl1a11ges. 

Ms Blow endorsed al] the previous con1111ents. It ,vas i111po1 Lunt tl1at ,,,11ut ,,,as said i11 tl1e 

Annual 1icpo11 renccted tl10 effo1·t nr1d tl1e real JJrogress 111nde. Sir B11J11 Mo fiat stressed U1at 

Lile Tur11bulJ s1g11-off i11 tl1e re1Jo1i sl1ould slJle tl1at t11e Ba11.k l1ad conio1111ed ,vi tl1 U1e 111ter110.I 

controls gu1deli11es tJ1rougl1out ll1e year, bL1t tl1e c u1Te11l d111n \VOS n.ot e:\p l1cll 011 tl11s. 
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Baroness Noakes recommended that Audi t Comn,ittee sl1ould look at the matter in ll1e context 

of ea1erging best practice. The \VOrds for tl1e sign-off ,vere very fon11u]ai c and the Bank did not 

,vant to get ahead of the game Sir Brian responded Ll1at tl1e Bank had wl1at looked to be a good 

system building up, but he did nol believe it could be sa1d tl1at alJ of tl1e curre11t elements of 

co11tro] had beetl in place tl1roughout the year under review, so it would be necessary to explain 

tJ1at trus was tl1e case. Sir Nevi Ile Sun111s noted ll1al tl1e risk identification and reporting 

procedures had been built up over 3-4 years and that tJ1e annual review process had been 

overseen by Audit Committee on behalf of ourt . In April, the full Court \vould need to be 

conv1nced that tl1e e,ridence supported tl1e statement to be made in the Annual Report 

Mr Clen1e11ti said that \VluJe most of the majn elen1ents of control had been in place throughout 

the yea1·, Sjr Brian Moffat and Ms Blo,v were right tl1at tl1ere l1ad also been enl1ai1cemenls 

duri11g tl1e year. The further work to be undertaken before tl1e April meeting ""ould include 

consulting tl1e external auditors and ot]1ers on what the Bank's statement in the Annual Report 

on Turnbull cot1ld say. 

Sealing 01nmit1ee au tl1orisation for in pectjon 

In accorda.Ilce with U1e te11ns of reference of tl1e Sealing Committee, the record of autl1ont1es 

granted by U1e Co1nmit1.ee was laid before C'ourt for inspection. 

Court \.Vas up. 

I 
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The Minutes of the ourt of 21 February, bav111g bee11 c1rculated ru1d a111c11dcd, \\'ere a11p1 0\·ed. 

10 ETARY T BILITY J E 

Economic and monetary di cu ion, i11corpo1·ating tl1e 111ontl1l)1 1P Report to ourt ~1nd 
including in ternatio11al eco11omic developn1ec1t 
(Messrs Bea11, Cla1·lc, Jcnlcin on :1nd A Baile (ogct l1er ,, itl1 D1· J t1lit1s a11d '''11dl1,, 111,i\ 

Profe sor ickell and Mr All opp i11 atte11dance) 

lntroduci11g tl1e disc t1ssiot1 M1 A D,11 Icy st1id tl1e i11lernnlio11al isst1e \Va 11ot so 111ucl1 \\•l1etl1 r 

llie inten1atio11al slowdo\vn would toke J)lace bt1t l10,v c1t1ickl)' a11d 111 \\'l1t1t for,11 . T--ll. n<.1ted 1l1e 

particular u11ccrta111t1es relati11g to tl1e U111ted Stutes. s0111e of ,vl11cl1 \\1e1l; J)ickcd out i11 tl1e 110Lc 

in Uie folders . He 11oted t)1at tlie stale111cnt f1on1 tl1c I;-cl1crt1l OtJen ~larkel Co111n1iltee 

higl,ligl1ted the fact tl1at eroded JJrofit n1~1rgins ,,,er\; restraining i11,test111ent ~ pending o l111 
~:--) 

\ 
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consumption data were stronger tl1an expected but it ,vas too early to draw finn conclusjons. 

He noted a nun1ber of key issues including tl1e extent to wl1ich strong productivi ty grow111 

\Vould be persistent, \Vhicl1 was important for tl1e prospects generally> 1,ow tl1e ne\\- economy 

\Vould behave 111 a do\vnturn, includi11g tl1e role of Jttsl in time i11ventorics and the use of 

technology wl1ich allo\ved a faster response; 110w t.he new economy would affect investment 

behaviour~ t11e m1pact of ll1e do,V11turn on wealtl1 ru1d consun1pl1on; ai1d how mucli immediate 

st1pport fi scal and monetary policy cou Id provide. Europe so far had been more immune fron1 

the slo,vdown than the US, and there \Vas also quite strong investment demand in some 

countries, especially France. But inflation in tl,e euro area had been more persistent than 

expected, ru1d that 1nigl1t affect expectations. Mean,vhile, Japan, was in t11e slough of despondl 

U1ougt1 many of ll1e cssent1al problems ,vere not ne\\'. Jf anytJ1jng, the deflationary pressures 

had mcreased There \ \' 8S also uncertainty about pol1c1es ai1d poli llcs. The Bank of Japan had 

eased policy and l1ad linked the life of the ne,,, regime to 1110atton, thougl1 it v as not an explicit 

inflation target. Moves on tl1e fi scal and struct11ral sides were still awa1ted 

An impor1anl qt1es t1 on was \Vbat this 1111pl1ed for tl1e UK He noted tl1at the MPC minut\!S 

suggested that evidence of a significant impact on the UK ,vas slight. There ,\as \ aluablt 

1nfom1ation from Ute Bank's Agents on this front. Racl1 cottld point to 1nd1vidua] cases of 

effects from the U but 1.hese ,vere sti ll reaso11ably isolated and there ,vas COllnlen ailing 

evidence from the more steady outlook 1n the euro area. Tl1e Agents hJd been asked to do a 

special topic this n1onth loolang at the 1n1pact on the Ul<. 

Turning lo the domestic front, Mr Bean said tl1at a very s1gn1ficant event had been tl1e global 

fall 10 equity prices in the last few days, as shown 1n cha11 1, and U1is pru11} accot111ted for tl1l 

Fed cut The excha11ge rate i11dex was fn1rly stable, bt1l the1·e were s0111c bilntc1al n10\en1enl 

1-Ie noted that fourtl1 qt1arter GDP \Vas still sl1owing an i11crease of 0.3o/o\ but C\clud1ng \l1c: 

"a lignment adJustment" it was I .2o/o i11 04 and l1e \ ot1ld 11ot be surpr15cd 11· ll1e oftic1al 11u111ber 

for Q4 was revised upwards eve11tt1olly He noted tl1at ll1ere J1ad also bce11 r vision to J)tl t 

data. Tl1e mix of de111011d no,v s110,ved tl1al consu111pt1011 \\'~1s lo,ver J11d i11,1est111c11t , u l1igl1cr 

Wl1ct11er tl1is ft1lly exr, Iai11cd tl1e pt1zzles \vould l1ovc to ,,,~1il fo1 tl1e next Io1~cu l rotmd, but till 

revisio11s did l1elp to clarify tl1e evolul1on of tl1e cor111)011c11ls of do111esl1c de111and. I11du trial 

production was uncl1anged 1n January, entire})' d1i ,1e11 b) a big fall i11 tcleco111s. , l1icl1 ,v.as 

do,,11 29%, and tl1e qucst1011 ,vas \vl1ctl1cr tl11~ was e 11 at1c or sig,11 ficant. Tl1e outlook for 
---~---., 

• 
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consumpt.Jon remamed fi1111, confidence was l1olding up and ll1ere were no surprises in Lhe 

Budget. He noted tl1at employment continued to gro\V reasonably strongly and cla11nant 

unemployment had fallen belo\v one n11ll1on. Earnings gro\v111 had slowed, largely due to a 

mi llennium echo RPDC rose to 1.9o/o in February Overall, tl1e international picture was a bit 

\Veaker and the don1est1c picture was a b1l stronger. He noted tl1at t11e MPC n1inutes, publ1sl1ed 

that mormng, J1ad disclosed a vote of seven 1n favour of unchanged rates and two in favour of a 

reducuon of O 25o/o. 

Turning to the markets, in Mr Plenderleith's absence, Mr Bea11 said that t11e effective exchange 

rate J1ad not changed very much, in spite of tl1e bilateral movements. TI1e yen continued to 

,veaken. Cl1art 3 sl1owed that short sterling had sho\vn some signJficant changes O\'er the last 

month ,vit.h a do\vn,vard move in the tem1 structure of interest rates of about 0.25o/o or slightly 

more througl1out the t,vo years, reflecting the fact that the markets \Vere more confident in tl1e1r 

belief that the on1mittee ,vou.ld be lowenng rates du1'1ng t11e year. Cl1art 4 showed a 

continuing decline in sl1ort rates 1n tl1e U \VJth the tlirce n,onth rate tending to decline m 

anticipation of Fed cuts. Longer tenn, l11ere )1ad been son1e decl111e 1n long go,,ernment bo·1d 

yields, particularly in tl1e US. Real yields, in cl1art 7, had ren1ained largel)' constant in the Lk. 

bu t in tl1e US tl1ey }1ad declined somewhat. 

Mr Ba1lie noted a new estimate of a 1 Oo/o drop in national advertising., ith a lot of 

cance]Jations ru1d cutbacks, some led by US companies. Anotl1er maJor issue,, as foot ai1d 

mouth, w]1ere tl1e situation was pretty dan1aging, certai11ly 111 Nortl1en1 lrelru1d lt ~ as nO\\ 

emerging t}1at the inajor impact would be 011 tourism, w1tl1 a lot of cancellations of confere11ce ·, 

and business travel and problems fo r l1ol1day bookings. T11e Bntisl1 Tourist Autl1onty 

est1n1ated the cost at £ 100 mn a \\'eek, rising to £250 mn. 1-le 11otcd ll1at tl1ere ,,,as al,\! ay . a 

dange, of exaggeration, but the J)roble111 wi t)1 tounsm \vas ll1at U11s \\'as dcc1sion maki11g tin1e 

and tl1ere was considerable evidence of people s,v1tcl1111g fro111 tl1c UK to Ettropcan l1ol1dJys 

'fhe BTA was co11cer11cd abot1t tl1e in1pact of tl1at. Tl1e situat1011 ,vns e. lren1e1,, c;eriot1 . 

l~inally he noted that ll1e printing industry l1nd settled for ~\ national pO)' i11c1ease ol 2 5o/o. 

Sir David Cooksey suicl tl1at }1c )1ud uttc11<lccl a brief 111g 011 foot ru1d 111outl1 l\VO days ago, ru1d it 

was clear tl1at it \\'oulcl last for s1x n1ontl1s T11is had 11ol bee11 taken i11to account politically, 

.--::::>.. and therefore Mr Bailie's comn1e11ts \\ ere very in1portn11l. Tu111ing to tile tecl1nology area )1e 
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said there ,vere huge delays m capital spending proJects 0 11 JT, \Vbere autl1onty l1ad been given 

but a l1old was placed on orders. The other area that was giving concern was mobile telepho11y:, 

because con1panie that had ,von 30 licenses were not rolling out the technology but were 

using the band wid tJ-1 they had gru11ed from the ne,v licenses to extend their ex1st111g business. 

1"11at Jed to a substru1l1 al hold up in capital expe11diture in tl1e area. Tu1·rung to e-con1111crce, l1e 

said there \Vas a co1nplele failure lo rajse fu11ds that con1parues needed to survive, and tl1e1 e 

were going to be a large n11mber of bankruptcy proceed1ngs 1n the sector over the coming 

months 

Tumj11g 10 tl1e motor industry, Mr e111 sa1d that Marcl1 2000 was very good and March this 

year\\ as currentJy 5o/o ahead of tl1at . The pred1ct1ons for U,e month as a whole \\1ould not be 

sustained and would be somelhmg less thru1 5% al1ead. Tl1e picture was, l10,ve, er, reasonab))' 

cncot1ragi11g. TJ1e pnvale buyer bad come ot1t to play again. The industry \Vas reasonably 

confident tl1at in a fttll year t}1e outcome would be 2.25 n1i]lion vehicles though 1t \\Ould not be 

very profitnble Underlying demarid \Vas quite stro11g. 111 response to a question from 

Dr Wadl1,vani al tl,e February meeting about the US impact on lhe llK. he noted that Coca Cola 

l1ad cut its ad,,ertis1ng budgets 50o/o because of co11cen1s about the US, not about \\hot,, as 

happen1ng here. The most senior executives he }1ad talked to"' ere concerned about the future 

but did not see it coming lhroug}1 in the data Sir Ch1ps Kcs,V1ck said that the Do," Jones index 

had given a very clear message the day before Rates, ere cut 0.5°10 and tl1e mar1'.et fell 2° o. 

He sa,v ll1at as a crisis of confidence, ru1d reconm1ended care 111 U1e ru1aJysis of tl1e sit\talion 

fro1n an economjc point of vie,v. 

Sir 1an Gibson noted that business in tl1e US had probab]y got a lot better at dealing \\ 1ll1 

stocks. The strong ru11 in consun1er demand )1ad not give11 n1ucl1 opportu11ity to in11Jro, e 011 

1J1at fro11t but the dow11lurn had allo\ved a set of establisl1ed procedures to S\\'ing into Jctio11, 

m1d destocking was the fastest l1e l1ad ever seen in ll1e 1nolor industry It ,vould alto,,, p opl to 

operate at a new and even lower level of 111vcntory. Anecdotal eV1dencc st1ggcsted tl1at tl,e 

ne\ver ccor1omy \VOS ir11porti.r1g peo1,le ,vt1olcst1le fto111 tl1c old econo111y loud isc l10\\' to do 

this. TJ1e 11c,ver eco11omy ,vas fac111g a lcsso11 tl1ut it l1ncl 11ot l1ad to lc1.l.fll t111til 110\\'. rebot111tl 
• 
tn productio11 n1igl1t 11ol be see11 t111l1l s0111e lime une, ll1e rebou11d 111 de111a11J l·Ie ,vould 11ol 

expect to see capital equipn1enl orders u11til n1t1cl1 closer to tl1e point of recovery tl11s t1n1e 

rouoci. Tl1ey ''-'Ould 11ot be as mucJ1 of a leading indicalo1 os they. l1ad bee;n i11 tl1c paslA Tt1r11i11g 
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to the euro area econonues, there was a mixed picture in the automotive industry. Genna11y 

continued to decline, as djd Spai11, wl11 le Holland was l1eading down,vards. Forecasts for 

eurozone car sales ,vere being revised do,vn in a number of major markets. ln Japan, because 

of the softness of the yen, those businesses tl1at rema1ned as exporters from Japan were 
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suddenly seeing a rise 1n margins, and tl1ose that had dea]t witli ilie st1·ong yen by relocating did 

not have that n1argin con1jng back in. 1n regard to tl1e benefits of relocation, the picture was 

therefore looking unclear to the Japanese. 

Ms O'Donovan noted the importance of ti1e presence of the multinationals in the UK. Those 

witl1 a l1eavy international business tl1at faced a problem in U1e US would cut evely'\vbere, and 

the UK ,vouJd be affected by U1at. This applied to her compai1y. In relation to destocking, sl1e 

commented that thjs l1ad been done in the easiest places \,Vlth no thoug]1t as to how it impacted 

on the econon,y further do,vn the supply chain. This 11ad caused huge inefficiencies. She also 

con1n1ented 01at the current generation of managers l1ad no experience of managing through a 

recession tJ1is deep and fast , ,vhich applied particularly in tl1e US, where there had been such a 

good run for sucl1 a long time. Some very senior managen1ent were fmding it difficult to kno,,, 

,vhat to do, ru1d lhat was ,vhy confidence had got so bad. Mr Morris saJd tl1ere \'\as 

apprehension and son1e WJcertajnty, and an expectation that \Vl1atever J1appe11ed in the US 

,vou]d have an impact jn the UK because of exports to tl1e US. But underlying all this~ as a 

certain degree or confidence that the efforts to build a constituency for lo,v 1nnat1on ~ ere 

paying dividends. TJ1e Jabour market ,vas very tigl1t but there ,vere no 1 nn1pant demands on tl1e 

pay side, and the s1tuation was very stable. It was as 1f a dividend ,:vere be111g reaped 1n U1e 

context of tl1e stability the UK econon,y had enjoyed. The1·e was no conclusive ev1dence that 

the UK ought to do a huge nose-dive. Jt sl1ould hold steady. Son1e decisions,, ould be deferred 

and there were one or two areas of w1certainty. He noted tl1e foot and n1outl1 problen1. I-le di<l 

not expect the minin1urn wage would have a signiftca11t 1n1pact on U1e picture Tl1at 

den1onstrated a degree of maturity a111ong pay bargai11ers. Nobody l1e kne,v ,vru1ted to lo c tl1 

benefits created as a result of tl1e low 1n1lalio11 policy 

Ms McKcchnte tunij11g to car disli·ibutio11, said tl1al tl1e 1 cst1 ucturi11g of tl1e retail dis t1 ibutio11 

niarkets was beginning to kick j11 as a conseque11ce of expectations about tl1e European dec1s1on 

on the block exempt1011, which ,vas j11u11i11ent. Sl1e also noted o su1~ey lier organisation l1nd 

undertaken of the take-up of digital telcvisio11. ,¥l11cl1 ,vos 111ucl1 slo,ver tl1an predicted 111 tl1e 

\ 



JSP sector, it looked as if U1ere \Vas going to be as big a slufl as when Freeserve Jaunched. 

Companies ,vere trying to find models that worked. Cl1arg111g was going to be mtroduced 

across-the-board. The Governor invited other external ru1d executive members of the MPC to 

comment. There were no furt11er co1nme11ts. [Sir David Cooksey left tJ1e meeting]. 

Peer Revie,v comments on tl1e pre-MPC proce s 
(l\1essrs Bean, Clark, Jenkin on and Footman together ,,,ith Drs Julius and \"\1adbwaoi, 
Professor Nickell and Mr Allsopp in attendance) 
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ln introducing the paper Mr King noted iliat visi tors to pre-MPC were unpressed by what they 

saw, but tJ1ere were two questjons: \Vas U1ere too muc]1 detail and could staff proV1de more 

analysis. BoU1 pojnts l1ad been raised by Mr Kohn, and the Con111Uttee had made changes. The 

pre•MPC l1ad been sl1ortened to a morrung onJy and staff 11ad been asked to give more anal) s1s 

The MPC felt tJ1at IJ1e pre-MP was a very important part of its briefing, but it ,vas not a place 

\Vhere it ,vjsl1ed to discuss tl1e isst1es. The response to the changes made as a result of the t\vo 

general cri tiques had been good. 

1n response to a question from Bru-oness Noakes, Mr King said )1e d1d not be)1c\1e there ,vas a , 

fall in the number of visi tors ,vho responded by giving their views on the pre-MPC. Ho,vever 

there ,vere more visi tors arriving out of curiosity, and perhaps some of tl1at larger number\ ere 

less inclined to comment. Baroness oakes agreed that some conunents were more ,·aluable 

than otl1ers. fn response to a guestio11 fron1 Sir Jan Gibson, Mr King said tl1at 011ce Court l1nd 

discussed the paper it would be circt1lated to staff. Baro11ess Noakes said it \ ould be 

interesting to see if the comments on infor111ation overload and analys1s ,vere repeated, g1\ en 

the changes made. 

Revie,v of tl1e Service Level Agreement ,vith the O S 
(Messrs Bean, Clark and Je11kin 0 11 togetl1e1· ,vi tl, o,~ Julius a11d , llcll1, i,ni, 
Professor Nickell and Mr All opp i11 nt ter1d a11ce) 

Mr Je11kinson introduced his note dcscribii1g t11e link5 ,v1tl1 tl1e O nc1oss a 11t1111ber of areas, 

aou Particularly focussing on tlle 11ational accounts, prices a11d tl1e lnbot1r 1,1u1 ·l~el . I--le also 

noted that ll1e Servjce Level Agreemeill 11ad been i1nport'"111t Lo strengll1e11ing Ll1e links. 

Baroness Noakes ,velcomed it as a very 11eJpfu] paper. \Vl11cl1 1nd1catcd tl1at tl1e relat1onsl11p \Vas 
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,vorking ,velJ bet,veen the ONS a11d the Bank and that tl1ere were good c]1anne)s of 

commurucation. However she did not believe that the Service Level Agreen1en1 was really a 

Service Level Agreement , because 1t ,vas set out in tern1s of a frrune,vork for commenting and 

for input into planni11g. It Jacked the bite of a proper SLA. She asked wl1ether tl1ere ,vas any 

scope for sl1arpening the nature of the re]atjonsllip wi th tl1e ONS by trying to put it into a 

customer supplier relationship. 

In response to a question from Ms Blo,v about corrections to earlier data and whether 

conclitions cot1Jd be set to limjt t11ose, Mr J(jng said tl1at the concern was the opposite at one 

Lin1e. There J1ad been concern under ear]jer arrangements that very strong 1ncent1ves would 

encourage tJ1e ONS to ignore important 11ew infom1ation tJ1at came in, m 0 1 der to meet sucl1 

criteria. In relation to U1e SLA, Mr King said lhere ,vere cnteria and the ONS did meet them. 

But the 1nosl important part of U1e re]al1onsh1p was less to do with the detailed \\Ord.mg of the 

SLA - and 11e noted that tl1ere ,,,as a para]lel agreement in relation to the Bank's provision of 

statistics to the O S - than \Vith ONS ,vi]lingness to set the priorities 1n a way that reflected the 

Bank's ,,,ishes. Tl1at could not be part of the SLA, because the Bank was one of a nW11ber of 

customers of tl1e O S. Baroness oakes commented that the SLA ,vas about the developme11t 

of the agenda, not just about monthly statistics. Mr Jenkinson noted that tl1ere ,vas a part1cular 

focus on t11e developn1ent of statistics in ilie paper But there was aJso a section on general 

issues ,vhich covered j(ems of the customer supplier type For example there ,,,ere some isst1es 

related to U1e improvement of access to statistics, some of wl1ich l1nd 1101 been obtained as 

quickly as they should have been in U1e past. Tl1e SLA had objectives, 1n U1at part1cular axea 

and progress had been made. Witl1 regard to perfonnance indicators, there was matenal in tl1e 

LA on the quality of statistics, aJthoug11 this was a rather thon1y area. Tl1e O S, Banh. and 

Treasury view was Ulat the existing criteria could be improved. Tl1e question \vas ,,·hetl1er O\t:r 

time the Bauk, the Treasury and the ONS n1jght develop better perfo1111a11cc 111d1cator 1 l101e 

,vas some concern about whether tl1at ,vas the l1ighest pnority in relatio11, for exru11ple, to tl1e 

development of existing or ne\v statistics. 

" 1 response to a question from Mr Bailie, Mr Kit1g 11otcd Ll1at ll1erc \Vere otl1c1 sot1rccs for 

infonnation about t)1e Jabour 111arket. He also noted that tl1e Bonk ,vas co11ce111cd to get access 

to further breakdow115 of tile average earnings data, and l1e )1Jd ,vr1tten to Mr Cook 011 tl1is 

subject. If there was no progress next year lie v.1ould go back on this. He 11oted t,, o a, enucs 



44 

open to the Bank in general: n1akjng representations to Mr Cook, and to tl1e new Staustics 

Commjssion, ,vhich v,1ouJd take a great interest in the \'iews of customers of the ONS about its 

performance. The Governor noted that openjng links ,vitl, t11e Com1nission \Vas very important 

and Sir John Kingman had con1e to pre-MPC to see l1ow reliant the MPC was on 01e statistics. 

Mrs Heaton said tl1at wheU1er or not the ONS had duties to olher custon1ers was irrelevant 

because non-executive Djrectors had a responsjbi lity to ensure that information the MPC 

needed ,vas made available. The defence that they were not getting it qu1ck1y enough because 

of competing priorities ,vas not one she would wish to put to Parliament. 

Mr King, in cit ing 01e example of Nat1onal HeaJ tl1 Service statisti cal priorities, said that he 

believed ministers v.,ould not agree. The MPC and tl1e Banl{ J1ad set out their priorities to the 

ONS, for example an index of services output. If Court felt such pnorit1es were imperative, 

and ,vere not being pro,rided, jt should allocate money and the ONS could proVIde the \Vork on 

contract . Mr J{jng said tl1ere \¥as no such thi11g as an abso]ute 11eed for stat1stics Of course tl1e 

MPC would like n1ore data, bigger samples and more timely delivery There was no l1mi1 to 

,vbat it could spend, but it was not very helpfuJ to approacl1 the issue 1n that ,va) \\That the 

Bank did ,vas tell the ONS its ranking of priorities, but it was not 1ts respons1b1l1ty to tell them 

wl1ich of t]1e mai1y competing priorities for nationals statistics should come first 

Tl1e Governor agreed that there were no absolutes, and the question \Vas\; hetl1er~ if tl1cre , ere 

more and heller information in some areas, it ,vould l1elp the MPC to do its JOb better. 

Mrs Heaton said t}1e question was how mucl1 resource U1e government should put into tl,e IPC 

and its statistica l require1nenls. The MPC judged \\'hat it tl1ought a reasonable request and 

asked Bank staff to negotiate ,vitl1 the ONS. S1,e did not believe arguments about ot11er 

priorities such as health slalJst1cs were relevant. It was a qtiestion of \Vl1nt level of resot11 ce ,~ n 

needed for the statjstics required by the MPC. Tl1e Gover1101 said U1e Bru1k \vrote to tl1e 0 

about tl1at iss t1e. He was not aware of any 111issing 111ateria) ,vl1icl1 ,vou Id lead tl1e !\IP lo say 1t 

,vas unable to do its job Dr J11Jius said tl1al tl1e issue ,vos 11ol black ru1d ,vl11te 11e believed 

the issue of SLA's was relatively ne,v wid tJ1e rclntior1sl1ip ,vas sli 11 bci11g bt1i It. Perl1a1)s tl1e 

MPC liad not been as tougl1 as it 111ig11t be able to be i11 tl1e l uture. It l1ad 111adt. 1111portant 

progress Ul setting priorities but tliere ,vos scope to t1gl1ten deadli11es 111ore ru1d also tl1e tjn1es to 

com I • P et1on of progran11nes. Son,e niottcrs ,vere dealt ,v1tl1 111ore slo,vly tl1 ru1 Iv1PC n1embers 

would like. Dr Wadliwaru agreed ru,d expressed sy111potJ1y Ior points 111.:ide by 

' 



Baroness Noakes. There was signi1ica11t progress but he did not feel liJ<e a customer with tJ1e 

QNS. He had seen examples of decisions, such as the lCT issue wl1ei·e it had been decided to 

,vait for Eurostat, ,vhere the MPC had not l1ad a comeback as potential custo1ners. Mr King 
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said that if there \Vas work ,vJ11ch sl1ould be done more rapidly that point could be put lo ONS 

managers. The Bank had been pressing tl1e ONS, wJ1icl1 had responded 011 a number of issues, 

for example the labour market, where tl1e Ba11k ,vanted standard errors in the data. For a very 

good reason, because it proved intellectually more difficult ti1an expected~ this was delayed and 

tl,ere was no agreement on a ne,v deadl1ne. The question of the baJance bet\veen complainmg 

and negotiating was not black and white. Tl1e Bank's dissatjsfaction bad been more with people 

Jo,,1er down the organisation, who were doing 01e work, U1an in tern1s of concerns about settmg 

of pnorities. The Bank 11ad concen1s particularly 011 the labour market side about the qua1ity of 

n1anagemenl, more so than on the NationaJ Accounts side Points of substance such as that 

,vere made regu larly 01rough a committee of \vhich the Bank was a member. 

Mrs Heaton comn1ented tbal the Bank was an agent of the MPC in th1s discussion, and asked 

\Vhelher MPC n1embers present believed that role was undertaken effect1vely 

Professor ickell and Dr Wadhwaru agreed it \Vas. Tl1e Governor said that the MPC as a\\ bol~ 

discussed the letter to lhe ONS and if people were not happy they l1ad an opporturuty to rruse 

questions in 01at contex t. Baroness Noakes said she took t11e point t11at there, as notlring 

mission critical, and t11at at any point i11 time it was an incre1nenta] process. But in ,rie\V of 

some of the concerns expressed 1t would be useful to have a l1alf yeai report so tl1ot the issue 

did not drop ot1l of the sight of Ned Co t1nti 1 trus t1n1e next year. Tl1e Go,,emor said tl1at 1f 

NedCo wanted a half year report it could be done, though 110w valuable that ,vould be ,,·as 

questionable. The Bank would be very happy lo do it. Mr Ki11g said it ,vas 1n1portant to t11ink 

about the diITerence behveen mecl1anical aspects sucl1 as the tin11ng of deli ery, \\l1ere tl1c1e 

were no problems, and aspec ts of the \Vork wJ1icl1 were in1prove1nenls, ,vl1icl1 l1ad lo be traded 

off against otl1er demands on the ONS. It was 11ot for tl1e Ba11k to set budgets and run 

mai1agers. It could express its vie,v of prio11ties a11d say 1t ,vas disappoi11ted if they \\'ere not 

met. But 1t was nol l)aJ1 of tl1e co11trnctt1al aspect of tl1e SL A tl1ut inlJ)ro, cn1ents sl1ould be 

del1vered at a particular time. Respoi1sibil1ty for tl1c budget und overall pnorit1es 111ust lie ,,,itl1 

lbe ONS. Baroness NoaJces coinn1e11ted tl1at 1t loy ,v1U1 tl1t! T1easury too 111e Goven1or 5oid 

that there was no questio11 tJ1at jf there ,vcre a case i11 ,vl11ch it, as absolutely clear if parl1cular 
111fonnation ,vas 11eeded, 011e of u1e levers tl1e Bank cot1ld pull,, ou]d be tl1e Treasury. 



FINANCIAL STABILITY JSSUES 
Domestic developments and internationa1 issues 
(1\1essrs Bean and C1ark in attendance) 
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Updating Court on international issues, Mr Clark noted that Turkey had come spectacularly off 

u1e rru ls in tenns of its IMF programme. The lira had been floated and had depreciated by 30% 

Negotiations ,,,itJ1 the Fund were on-going and t11e Turks ,vere looking for substantiaJ support -

some $25bn - but 1t ,vas unclear wl1at policy measures tJ1ey were offering, nor if the country's 

debt position was tenable. The auU1onties wru1ted to recapitalise the bank.Ing system but, since 

tl1e latter was operating under government guarantee, this was a questionable prionty. If 

Turkey merited support for ,vider, strategic co11siderations, tliis should be proVJded bi-laterally 

raU1er than throug)1 tt1e Fund. The IMF board wou 1d be discussing Turkey again in April. 

Turning to Argentina, Mr lark said that the situation in that country bad aJso gone bacl'"\vards 

and there ,vas a lack of conndence that the political machinery could deliver tl1e fiscal and 

labour market refom,s ,vhich were seen as necessary. The IMF programme was off-track, not 

least because the gro\vth assumptions were over-optimistic; and tl1ere were concerns about the 

debt dynamics. Lopez Murpl1y, the Economy Minister, l1ad resigned. 

Considering 110w mucJ1 the current problems in Turkey and Argentina mattered, Mr Clark srud 

that contagion ,vas a possibility, but not yet in evidence. The IMF's cred1b1 l1ty ,vas an issue, 

particularly as the new Managing Director had been closely associated ,vi tl1 tJ1c programn1es 

,vluch were 110w fou11dering. Meanwhile, tl1e conce1·11 was ll1at these vvould not prove to be 

isolated probJems, as U1ere was a real question of U1e knock-011 effects of U1e curre11t dJ fficult1es 

in Japan and the US for the developing countries generally. Japan, as current ly far and 3\\'ay 

the most serious threat to finru1cja ) stability. The real econon1y had 11ol 1110 , ed fon, ard 1t1 tl1e 

,vay expected 6-9 months ago, and t11e Nikl<ei index ,vos d1 runatically do,vn. Tl1ere , ere 

serious implications for the Japruiese brulks ru1d the fi11011ciaJ sector ge11cratly and co11cer11s o er 

,vhat new bad loans had been accumt1loted. 

Mr Clark noted tl1at, in two rece11t SJJeecl1es, Mr Cle111e11ti l1nd raised tl1c qL1cst1on of credit n&k 

transfer. Tl1ougl111ot at prese11t seet1 as a Uu·ent to finn11ciol stability, tl1c1 e ,vere w1derlyii,g 

concerns. 1n itself, t11e capacity to n1ove credit nsk around ,vas generally lielpftil to,vards 
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achieving optimal risk distribution, but the actual process of moving crectit risk brougl1t with its 

own risks - legal, pricing (because of lack of transparency) and concentration. And there was 

an en1erging concern that son1e activity was d1~iven by arbitrage between different regulatory 

reg1n1es, for exan1ple where it appea1·ed cheaper to carry tl1e nsk in an insurance company 

rather than on a bank balance sl1eet. TJ1e Bank was looking at this issue togetl1er w1U1 the FSA. 

Turning to the new Basle Capita] Accord, Mr lark noted U1at lhere ,vas a general dnft towards 

calibrating prudentjal capital requiren1ents more closely with risk. This could have sigruficant 

implications for small fi1111s partly because of U1e treatment of security in the forrn of ]easing 

and inventory finance facilities. The Bank was working with the FSA to identify potential 

problems and possible solutions before publication of U1e new Bas]e Accord at the end of the 

year. 

FINANCIAL 

There ,vere no issues for discussion. 

EXECUTIVE REPORT 
(Messrs Bean and Clark in attendance) 

Mr Clementi reported t11at ,v110 ,vas to ha, e been appointed as L n 

Berkowitz's successor, had recently advised tl1e Bank tl1at l1e ,vas no\l tmnble to take up tl11s 

appointment . Tl1e Bank ,vas loolcing agai 11 at tl1c sl1ort list of potential ca11d1dates \\ l11cl1 had 

previously been drawn up. In t11e meru1tin1c, Jolu1 I ]eatl, would co11t111t1e as acting Head ot tl1e 

Legal Unjt. 

Mr Clementi remi11ded members that tl1e previous No, e111ber, ~11· Berko,v1tz l1nd circt1lated 11 

note concerning B I and tJ1e sccoiid }1ea1 i11g or tl1c clai111unts' ap1Jeal before ll1e l lou-e of 

Lords; the l1ea1·i11g con1me11ced in J anuury 200 l ru1d tl1c issues before t11e ot111 \\'ere ,,,11c tl1cr 

Lile allegations n1ade by the claimants, if J)roved, ,vould 111eel tl1e te~t of 111is!easa11c in public 

office nnd, if so, w11et1,er tl,e clai ii, liod O I cal 1,ros1,ect of succecdi11g. The Hou">e of Lord ,vas 

due lo an11ouncc t11e outcome tJ1e follo\Vlllg ct,1y. IJ' ll1e a1)J)Cals \Vere d1s111issed, ll1nt \\ro ttld be 
the end of the story~ i f they \\'ere a11o,, ed, tile case ,vould be l1eard in tl1c Courts and tl1e n1ntter 

.---:?<°J could drag on for se,,eral years. If tllere ,vere a trial, tl1ot1gl1 111ucl1 ,votk l1ad b~e11 do11e tl1ere 
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,vouJd be a lot more still to do. Mr Clementi took comfort from the fact tl1at Mr Berkowitz was 

no,v with Freshfie]ds and v-1ould keep an eye on 1natters if tl1e need arose. 

With reference to a matter raised at Court the previous December, Mr Clementi srud that the 

Bank bad given further consideration to the level of spouses' benefits paid on tl1e death of a 

Bank employee or pensioner. Under U1e current staff pension fund arrai1gements, the spouse's 

allo"vances ,vas 50% of a fund member's base pension. Wlrile a number of compao1es bad 

moved to the lnland Revenue maxjmum of t\.vo thirds, Ll1e Bank ,vas proposing to increase the 

spouses' allo\vance to 60% of base pe11sion; the contribution rate would be O 3o/o of payroll but 

U1ere would be no immedjate cost to the Bank because of the current contributions holiday lf 

lhe proposal were acceptable to members, be \Vould arrange to bnng fonvard U1e necessary 

fonnal resolution to curt in due course. In response to Sir Chips KesWJck, l1e said that 

parallel changes ,vould be made to U1e Court Pension Scheme and he understood that Srr Da, id 

Cooksey would be bringing forward a recommendation to that effect from REMCO. 

Mr Clen1enti noted, for subseque11t response, questions from Mrs Heaton on the pos1tlon of 

divorcees and from Ms McKechnie on whether anyone otl1er tl1an the spouse cou1d benefit. 

Sir Jan Gibson, supporting the proposal, Jughlighted the potential for the Bank to promote itself 

to staff as a concerned and caring employer ,vhen am1ouncing the change. Mr Clement.J said 

that he recognised the opportunity. 

Mr J{jng noted that tl1e ad hoc House of Lords Committee on the Monetary Policy Conun1ttee 

had been replaced by a formal House of Lords Econo1nics Affairs Committee. Lord Pcston 

cl1aired the new committee and its membership appeared aln1ost identical to the current ad l1oc 

commjttee. Tl1e ad hoc committee l1ad now reported on ll1e l1eanngs conducted ,vith MPC' 

members and l1ad produced a number of recommendatio,1s i11c luding some \ h1cl1 seemed odd 

eg that tl1e Goven1or shot1ld write to U1e Chancellor in nnticipotion of n brct1cl1 of tl1e 1nflatio11 

target, and the suggested exploration of simultru1eoL1s voting at tl1e MP . Tl1c 111ost sigi1ificant 

recommendation, by wl,icl1 Lord Peston sel most store, ,vas tl1at, ,vith Cot1rt ·s UJ)provnl, tl1e 

Barlk should fina11ce a review of tile n1et1iod of forecnsling i111lut1011 in order to cl1eck tl1at it 

was state of U1e art Lord Pestoi, saw tllis as a serious i11tellcctual e~erc1se i11 ,vl11ch a 

recog11ised acaden,ic expert ,votild e:\ploin w11at forecnst111g could ru1d cot1ld 11ot aclueve. 

Mr King agreed that it would not be easy to find somco11e of suitable calibre for tl1e task,, l11cl1 

ight be u11dertakcn during 200 l . Baro,1ess cakes confim1ed that tl11s ,vas tl1e sort of 

\ 



49 

timescale the commjttee had in mind. In response to Ms McKechnie, who recaJled an ear]ier 

paper from Jolm Vickers advising against doing an analysis of the forecast, Mr l(jng explained 

that Mr Vickers had been commenting on a rather different suggestion, to compare outcomes 

,VJth the central proJections. The current recommendation was for a peer review, wluch ,vas 

preferred. 

r11e Governor said that the proposaJ ,vas, i11 effect, for a 111ore focussed Kohn Report, whlcl1 he 

sa,v as potentially valuable if the right academic couJd be found . If Court agreed, the Bank 

,vould respond to Lord Peston that it was considering )1ow to take the forecasting review 

forward . Men1bers supported tl1is approach. 

Mr King renunded Men1bers that tl1e final of the Target 2 Point 5 schools competiuon ,vould be 

held in the Bank over the following two days. He agreed to Mr Neill 's request to proV1de a 

report on tJ1e competition overall at a subsequent Court. 

Pa)rment to HJ\1T is lieu of dividend 
(1\1essrs Bean, Clar·k and Midgle)' in attendance) 

Mr Clementi co11fir1ned that tl1e arrangen1ent \Vitl1 HMT rema1ned tl1at U1c Bank paid O\er a 

sum amounting to some 50% of posl tax profits. It was est1mated tl1at the total payment for tl1t 

year to February 2001 would be £65n1n, wluc11 wot1ld be finali sed wl1en the Accoi1nts ,vere 

approved in May. 1n the meantime, it was appropriate to make an inte11111 payn1e11t of l1alf of 

Uus sum. Court AGREED that pursua11t to Section 1 of t11e Ba.ilk of Englru1d Act 1946. and 

Section 8 of the Bank of England Act 1998, an intenm payi11ent of £32.5n1n be JJn1d to H1v1T~ i11 

lieu of dividend, on Tl1ursday 5 April. 

IT in tl1e Bank a11d IT and busine s pr·oce es in l\1011cta11' nnl)' i 
(l\1essrs Bea11, Clark, Midgley, Jeni i11 011 and B1·ooke ' i11 s1tteodni,cc) 

By 'way of introduct1011, Mr Cle111e11t I rc111111ded Me111bers tl1ul, tl1e pre\ i o tis J tii1e, tl,e r port 

produced by Orga.i1isation onsult111g Partners (0 P) l1ad e11couraged tl,c Bartk to be nlore tJro-

__..,. ~ live in bringing IT to the heart of cL1n·ent strategy ru1d business planing processes, as \\ell JS 

\ 



to take on an IT cbampio11. Gordon Mjdgley had recommended Andy Brookes, lben on 

secondment to the Reserve Bank ofNew Zealand, as the person to head up Management 

ervices Division, and the latter had no,v been in post for son1e five months. 

-
The prese11tation Court ,vas about to receive was, accordingly, a.n important one and 

Mr Clementi encouraged feedback botl1 at Court and to hin1 subsequently 

Mr Brookes explained U1at his presentation sought to set t11e context and direction of the 

developn1ent of 1T capabi lity in tl1e Bank, buildi11g on tl1e work done the previous year by the 

OCP. Since taking tip his post, l1e had spent a lot of lime talking to MSD's customers around 
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tl1e Bank. This l1ad eJicited a range of feedback, bolh positive and negative. He believed the 

Bank l1ad smart and able peop1e working in IT (and the 95% retent1on rate was astorushmg for 

an IT department) wi th particular strength in analytical ability and knowledge of the Bank,s 

busi11ess. Tl1e Bank had shown itself to be good at IT applications for its externally focussed 

markets and payn1ents functions but Jess good in relallo11 to the k:J10,vledge-based ,vork of the 

anaJytjcaJ areas. Tl1ere was certain]y room for improvement, and the need to align IT more 

c1osely wi th bt1siness strategy ,vas recognised: this ,vould take time and the1e ,vere no easy road 

maps. 

Mr Brookes characterised what MSD wanted to be: as enabler of business cl1ange, not simply, 

the suppJjer of JT; as exce]Jent and as close to the business and good at the things, 1uc11 

mattered 1nost for tJJe Bank - so t11at tl1e case for in-house provision rather than outsourcing 

was clear cut; and as an exatnple of how to use IT. lt ,vas in1portant tl1at tl1ese nsp1rnhonnl ain1 

\-Vere supported by appropriate values, i11 particular to be seen as a trusted - and tron parc11t -

supplier. 

Mr Brookes reported tl,at tJ,ere 11ad been substanti,1e progress 1n relalton to t11e Monetary 

Analysis busi11ess suppoi·t unit , interr,et access, develop111c11t of tl1e intranet, 1 en1ote acce s a.r1<l 

the E DL - ,v}1ic J1 focussed 011 personal producti, 1ty u s 111g IT. Tasks in l1a11d 1nclt1dcd ,vork 

011 data 10 U1e ru1alytical coalitioi, ; process niapp1ng in tl1c 1,rocess co,1l1t1011; 1)ilol111g of IT 

impact traini11g for n,anagement ; dcvelOJ)Jnerit of k.110,vlcdge n1ru1ngement tl1rougl1 ED~1+· ond 

on-goi11g k • · Th d B .. , d ~ wor \\' 1th Secretary's 011 tl,e 1ntranel. ese 1111l1at1ves sprea UJU\ \\1 e 
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Mean,vrule, initiatives in ilie p1peline i11cluded evaluation of customer feedback from the 

coalition consultancy; recruitment of dedicated teclmology support mai1agers for each of the 

coalitions and of more analytical capability including 11e,v graduates; rolling out the IT impact 

training Ban.k\,,ide; developing comn1unicatio11s (remote access, internet access and secure e­

majl); rev1e,ving tl1e infrastructure througl1 lo the desktop, looking at the appropriate balance 

behveen homoge11eity and Jocal djscretion; and introducing customer measurement of quality of 

service. These ,vere all tangible de]jverables. In subsequent reports to Court, Mr Brookes 

expected to be able to iodjcate ho,v well MSD was doing, perhaps Uirough customer 

satisfaction survey results, ex ternal benchmarking and perfonnance measures, and to say what 

external partnersJ1ips ,vere being developed. 

Introducing l1is paper, Mr Jenkinson said that considerable progress had been made in 

in1pleme11ting ll1e strategy to improve business processes i11 Monetary Analysis, \vl11ch bad 

been described to ourt in December 1999 fo]Jo,ving ar, earlier revie,v by OCP. The main 

findrngs of that review l1ad been that product1v1ty could be significantly enJ1anced by 

investment in impro,,ed business processes, that the busmess support funct1ons 1n MA,, ere 

sigruficantly under-resourced and lhat the Jmowledge and use of lT ,vas belo"v e.xtemal best 

practice 

Commenting in detail on lhe progress achieved, Mr Jenk111son said that a ne,v business support 

unit bad been establisl1ed in April 2000; tl1e challenge J1ad been to identify and appoint the ngl1l 

staff, and this had taken longer tl1an expected but tl1e desired technical ru1d support resources 

,vere now largely in place. Also as OCP had recorrunended, n1anagement boards l1ad been 

established, under tl1e chai11nru1s}11p of Heads of Divisio11, ,vl11cl1 bougl1t togetl1er econon11 t 

and support staff in projects to improve business processes. Mr Je111<111so11 l1i111self cl1a1rcd L11c 

Steering Conunittee whjc}1 oversaw tl1i s effort. Meru1,vhile, MA \Vas bu1ld111g on Brulk\v1de 

initiatives including ECDL to enhance JT ski 11s and train111g 111 order to n1ntcl1 exten1al best 

practice in the kno,vledge and use of lT. 

Mr Jer1kit1son l11ghJ1ghted tl,e partictilar strides n1ade ove1 tl1e past yeru· i11 accessi11g and 

Sharing kno\\ ledge a,1d data, j11 iJnprovir,g tecl1nica l support a11d 1nfrastruct11re, a11d in 
d V I • ~~ e O tng an IT con1pelei1cy frru11ework based on ru1 at1d1t of IT skills required for eacl1 t,:pe 

' 
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of job in M.A. For the year ahead-, the priorjties were a progi·amme of improvements to FAME, 

the main time series database, and of data 01anagernent; eva]l1at1on of the corporate info11nation 

porta1 as part of the Bank\vide lmo\vledge managen1ent EDM+ project, ,vh1ch should enhance 

access to and the sharing of info1111a1ion; and the laW1cl1 of a maJor IT training initiative. The 

c}Jallenge was to commit sufficient staff and management resource to delivenng the strategic 

business vision while maintaining the hjgl1 level of quality analysis and research required to 

st1pport the MPC. 

Mr Neill ,velcomed having a Po\verpo1nt presentation in the Court Room, and said that he had 

found tJ1e content and ton,e of Mr Brookes' presentation and the thinking wluch lay behind it to 

be n1ost encouraging. Tl1e point about IT being an enabler of business change ,vas most 

important. Based on his experience al Urupart-, he sa1d that 1t was more dJfficult for people to 

think into a ne,v way of acting than to act into a new way of tlunking. A fortnightly 

Tecl1nology AcLio11 Sl1owcase, comprising several s)1ort presentations to share JT lmowledge, 

l1ad l1ad a profound eff eel tlrroughout the Urlipart busi11ess For lum, knowledge management 

,vas a key busi11ess issue. 

Mr Bailie asked \vhether Mr Brookes had identified any hard outcome figures to sho\v that 

in,,estment in TT could deliver either improved infonnation or t11e san1e 111fom1at:ton ,vith less 

people. Mr Brookes saJd that, in sl1ort, he had not; hard feedback from custon1ers \\ as difficult 

lo get, particularly in relation to the quality of outcomes ratl1er than the quantity of inputs. 

Responcting to Mr Stretton, \V]lo asked if t11e Bank was ready to re-think ,vork processes to ta~e 

advantage of JT, Mr Brookes said that work on process mapping ,vas currently at the draft stage 

but he sa,v it developing into a provocation to business areas to ident1 fy process cl1anges 

Mr Jenkinson added t]1at U1e approacl1 in MA ,vas very n1ucl1 ce11tred on trying lo tl1ink about 

doing things differently a11d n1ore efficiently. 

Ms Blow commended botli papers. S11e I1ad especially liked tl1e nttentio11 to 11cople issues, 

\Vhicl1, 1n lier experience, niade t]1e aJign111c11t of JT ,v1tl1 t11e bt1s111ess ratl1er easier It ,va 

101P0rtant to get to tlie stnge of ttu11 J\.111g tl1rougb tJ1e bus111ess c use for IT 1)1 oJects but also to 

ensure U1at the old \Vay o r doing tilings \Vas s\vitcJ1ed off by focussi11g 011 tl1e s,1vi11gs to be 

~ ..dol1v ed. 
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Mr Foonnan introduced drafts of Sections 4 and 5 of 01e Ar1nual Report. He noted that the 

structures were very similar lo Jast year a.11d tl,e year before. He also noted tl,at the new 

framework for controlling risks on page 30, at the end of Section 4, referred to the Report from 

Members of Court 1n which last year tl1ere ,vas a section on nsk control. The AuciJtors bad 

suggested t11at that section should be taken out and put either rn Section 4 or possibly into a 

ne\V section. Tl1e Governor asked for comn1ents. At Baroness Noakes' suggestion 1t ,vas 

agreed that con1ments would be 1nade directly to Mr Footman. 

En1ploymeot Policies - Ethnic 1\1inoritie 
(Messrs Bean, Clark and Footma11 together ,vitl1 Mr Bett in attendance) 

As Mr Morris had had to leave Court just before the disct1ssion, lbe Governor sa1d he ,lvould 

ask Court to focus on the Leadership Challenge, but he nevertheless hoped to bnng the paper 

back to Court ,vhen Mr Moms cot1ld attend. One of the con1JTlitme11ts be1ng looked for in the 

Leadership Cl1al lenge draft was a qt1ota system. The Bank Execut1\ e felt that 1t could not sign 

up to quotas for the Bank. It could undertake to do all it could think of to give opportuoit.les lo 

people from different backgrounds. But to have quotas raised conflicts \v1U1 ll1e business need 

to have the best avai lable people. The Governor said he 11ad made that point to Mr ingh, 

Cl1airrnan of tl1e CRE, and }1e l1ad understood, a1.1d had asked ,vhetl1er it could be discussed so a 

way cot1Jd be foL1nd of reconciling views. The Goven101· asked ourt for 1ts support for tl1c 

Bank Executives' view. Court agreed. 

In response lo a question from Ms O'Donovan, Mrs Belts said t11at, ,vl1en used by tl1e CRt, tl1e 

term 'etlmic minority' generally n1eant non-,¥l1jtc. Ms O'Do11ovan said tl1at sl1ot1ld be n1adc 

clear. 1n response to anot)1er question fi·on1 Ms O'Donovru1 about U1e i111portru1ce of con1pleting 

eth111c information on forn1s, s1,e said t)1is question , as , ,0Jt111tnry. lt ,vas inclt1ded 10 tl1e 

application f om1 for eg gradttates. Fot 111 id cai·eer c11tr~1nts ,v l10 applied 011 C\' c; tJ1e inf ormatio11 

was 0 ficn missing. TJ1e Bank ,vns iiiti·oducing a desk lOJJ systc111 i11 ,vl11cl1 e1111Jloyees could 

access and jnput 01e1r 0,v11 data and 1t was e11couraging U1e111 to give suc11 info1111at1011 Tl1e ~n 
ovemor said tl1at in asking them to do tl1at tl1e Bank explo1ned that tl1e reaso11 ,vns tl1e 
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importance of the 10fonnation in the positive not a negative sense Mr Ba1lie said t)1at U1e 

nlajor issue was equality of opportunity not of 0L1tcon1e. The Governor said the Bank l1ad no 

hesitation about publishing data. Mr Neill sa id he st1·ongly supported the view the Governor 

11ad taken on quotas. Ms McKechnje said that alt11ot1gh sl1e would not wish to work with fixed 

targets she believed the Bank should \Vork ,vitJ1 some son ofbe11chmarks. It was wrong to 

appoint people just to n1eet targets, but it was necessary for the Bank to know what 1t was 

tryuJg to aclueve. S}1e also noted that organisations 11ad images that prevented people applying 

and that ,vas often tJ1e bigger proble1n witl1 organisations such as the Bank. The Consumers 

Association had adver1ised in the etlmic press and set out the job categories available in 

recruitment. Mrs Bet1s said the Bank, too, }1ad been very concerned about image. It had put 

some adver1s ir1 t11e ethnic minority press and had sent some recent ethmc recruits to careers 

fairs. Discussions with Mr Morris had covered how a more \Velcom1ng unage of the Bank 

migl1t be put out. 

Court was up 
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The Minutes of tl1e Cou1·t of 21 Marcl1, l1av1 11g b ee11 c 1rc11latcd, vvere appro,,ed 

J\lONET.1\RY STABll_,ITY I UE 
Economic a11d mo11etar)' di cu ion, ioco1·po1·:lf i11 g tl1e n1ontl1l)' IP 1·e1>ort to 0111·t 
(Ors Julius a11d \Vadl1,va11i, a11d l\le r II opp, B a 11, la1·l{ a11d Plcude1·lri tl1 i11 

atte11datace) 

111 i11 trocJ • • uc,i1g tJ1e 111ontl1Jy MP repot1 to Oltrl, 11 Bew1 noted tl1e sl1gl1t \\ c..,1ke11111g of tl1e 

eco11on1y t] U • ct 111 1e S, tJ1e fall in Ll1e eqL1it1cs n1n1 ket "ind tl1e de(,l111e 1111nve L111t11t ,,11 111 
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productto11, ll1ot1gl1 d,.1l,l for indtistria1 piodLtctioii J'lttl1lisl1cd tl1c day b~{ot~ l ot1rt re,,ersed tl1,1t 

Pir tttre b • • 
) · 11 s 111g 111 Marcl1. J1e \Variicd 111,1t it \\'US too (, .. 1111 to Jcclure n reve1si,I of tl1e tr\?11d 

bccutisc ti d le ala bow1ced about n1ontll by 01onll1. 'l~l1t'1c \\'US son1c L:\ 1de11ce or co11fidc11ce 

stabilisi11 J b g ut at lo\\ er le,,els llia11 last )'Car. Tl1e A •Jtt1ls' su1, ey 1n tl1e Ul< 1 eported tc,\ er l l\.. 

' 
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exports to 01e U , but other survey data suggested a sJowdo,:vn in tlJe euro area countnes, 

thoug]1 tJ1e ECB did not in U1e event cut rates. TumiJ1g lo corporate finance, Mr Bean said that 

blue clup stocks ,vere roughly back to t]1e level tl1ey l1ad been at the t1me of 01e February 

Court, but technology stocks were still \veIJ do,vn i11dicati11g a reappra1sal of camrngs prospects 

10 tJ1e sector. Tl1e nun1ber of profit warnings ,vas up, t l1ougl1 corporate bond spreads had fallen 

in u1e UK and the U , unp1yi11g reduced expectations of default. Turning to activity in the UK, 

Mr Bean srud Q 1 looked weaker, but retru ] sales were still strong. Production was ,veak 1n 

February, and the IP surveys were soft. Comment1ng on the foot and 1nouth cns1s, he sa1d 

that the MPC at it s last meeting spent some time discussing the issue The effects on 

agriculture sl1ould be relatively li1n1ted, ,v1th perhaps a sl1ort rw1 upward impact on inflat1on 

because of meat 1n1ports, Bul, generally, tJ1e agricu ltt1ral effects should be relat1,ely moderate. 

1-Iowever U1ere \vou ld be a more significant effect on tounsm. part1culru ly from abroa~ and 

Ll1ere was son1e e,1 idence of a fa)] in visitor numbers, par11cularly from the US and also from 

otl1er cou111nes. Qttest ions to ask were }1ow persistent iliis would be a11d could tl affect 

consumer confidence. Tl1ere was son1e tin certainty about tl1e scale of t11e 11npact, but the best 

guess \Vas 0.2°/o off GDP , 1tl1 tl1e bulk 1n the second quarter In the short run there \\"Ould be a 

small up,vard pressure on inflation, but i11 lhe median te11n, 11e expected a reduction 1n den1and 

for tourism and leisure services becat1se of a small do\\tnward pressure on 1nflat1on, leadJng to 

0.1 • 0.2% off RPl 'a year or two doW11 the road . 

Turning to wages and prices, ]1e noted that employme11t ,;vas s11)1 gro,,,ing fnster tl1an the labour 

force and unemployment on tl1e Jabour force survey 111easure ,, as do\vn to 5 2°/o. Earnings 

grew by 5.9% i11 the year to February, well above ll1e 4.5°/o consistent witl1 tl1e 1110ot1011 target 

A good part of that increase was due to bonuses in t]1e 1ty. and son,e ,vas a 5}11fling of tl1e 

tin1ing of bonuses fron1 Januat)' to February and to s01nc extc11I fron1 tv•Jarc11 buck into 

February. Al tl11s stage tlie exact contnbutions ,verc 11ol kno\v11. T11e Bank certai11l) <l1d not 

expect nwnbers like 5.9o/o to continue, and l1e believed tl1ey ,vottld co111e bock to n1ore 

reasonable levels. J-I e 11oted tl,at RPIX wou Jd be pt1blisl1e<l tl1e day after ot1rt1 and tl1at tl1 

mintttes J1ad just bce11 published s1iow111g a \ ote of 6 111 ra\ ot11 of a qua1 tcr ()er c nt reduction i11 

rates ruid tl1ree in fa\'Our of a }1alf J)Cl' cent reduct1011 i11 1 Jte:s. 

11
t Plenderle1tl1 said lllal llie dol lar reiTiaiiied reusot1al1ly fir111, SltrJJr1si11gly little Jffected b, tl1e 

~ Io,vj • • • d t ~ iig in tl1e US ec011omy. But tlle euro ,vas lacklt1stre because sent11ne11t co11t111ue o rt1n 
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against it~ ,vbjJe tl1e yen was weakening, ,vhich was arguably desirable, and was l1 apperung 

gradually. Sterling ,vas firn1 , at around 106 on ll1e excl1ange rate index, but was largely on the 

sideli11e Cl1art 4 sl1owed short tenn interest rate cuts around tl1e world 1nclt1d1ng the US. ln 

the UK expectations had s11.ifted up a bit over the last monU1 or so but there ,vere still 

substanLial expectations of further cuts tl11s summer. In equities, t11e n1ru.kets had been a little 

steadier in the run up to Easter, as l1arl 6 sl1owed. But l1e would not call tl1at stab1l1ty, because 

there ,vas stil l a great deal of volatility. 

Tlie Governor invited Dr Julius, Dr Wadhwaru and Mr Allsopp to comment Dr Wadh\\a111 

asked Members of Coun ,v11et11er they could conunen t 0 11 the key issue of U1e ti1rung of the 

recovery in the US and whether tJ1ere was ]1ght at tile end of tl1e ltmnel. Mr Allsopp asked 

Members of Court ,vl1ether they could conunent on \Vbat \Vas l1appenmg to demand pressures in 

the UK . Su Clups Kes,vick noted that tl1e rough dian1ond trade had run at 1 °··o belo\, GDP 

growtt, in tl1e U i11 tl,e last 30 years and ,vas quite a good ind1cator. There 11ad been a ,·ery 

substantial drop off tl11s year, even allowing for t]1e good millennium year. The fall had been 

15% and \Vould probably increase. There was no doubt 1l1al tl1ere ,vas a ge11u1ne recess1on in 

that business. 

Mr Bailie said that national advertising in Apnl and May was eApected to sl10," n furtl1er 19° o 

drop, ,,ery Iru·gely dn ven by subsid1ar1es of big An1cncan con1pan1es. Ad\ert1s1ng ,, as no,, 

back to 1999 levels. "''ith no confidence that 1t would pick UJJ in tl1e foreseeable future. Turning 

lo tourism, he noted the difficulty of gettmg figures because of U1e fragn1ental1on. Tl1e B11t1sl1 

Tounst Authonty J1ad noted t}1at if foot ru1d 111outl1 was cleared by July tl1e cost ,vould be 

£1 5bn but 1f it was 11ot cleared un til January tl1e est1n1ated in1pact \Vas £2 Sb11 He also noted 

est1r11ates that tl1e short fa]J on toti rism in Lo11do11 could be £1 b11. tl1ot1gl1 that, ould not all be 

due lo foot and mout11. ] t \Vould Jargely be because An1er1cans ,vere dec idi11g 1101 to t1,\, el 

because of the do,vntu111 in the Un1ted States. Tl1ere \VOS st1pporting ev1de11ce 1n tl1c f1gttre~ 

fro in airlines. Tt1niing lo Not1lien1 Jrelar1d he said tl1at gro,vtl1 1nay be better tl1n11 tl1e l 1( 

gcnera]Jy, despite foo t ruid n,outll, but tl,erc \ as a big u11k110,, 11 in tl1e eflcct on bt1sinesses. 

Tliosc l1e talked to <lJd not be) ieve tllat ,1 1 eductio11 of a c1uarter 01 a l1olf J)CJ' cet1t i11 i11terest rJ lC'"' 

'"
0 uld llave i1111Jrovcd business co11iide11ce, 

' 
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ir Ian Gibso11 said tlJat car manufacturers in t)1e US were debating wl1ether there would be a 

fourth quarter recovery, 1n1plying there would be no tl1jrd quarter recovery. The UK was tl1e 

only good car market in Europe th1s year. In March, there were less 1ncentives on new car sales 

implying new IJnces ,vere firrning, but this was not true of second l1and cars. Across Europe as 

a \\'hole the industry was now n1oving 1n t)1e direction of t11e gloomier forecast that J1e had 

mentioned at an earlier ourt n1eeting. Outside the UK tl1ere was ljkely to be a return to ] 999 

levels 1f not below, and Germany was a particular worry. The bad forecasts con11ng from b1g 

U con1ponent suppliers a f e\v months ago were now being heard from European suppl1ers. 

Mr Bt1xton said tJ1at the retail sector was still rollJng along, wi t11 substantial growth in 

mo, tgages, perso11al borro,1/i11g and credit card borrowing. 1-le noted that he had been saying it 

,nust falJ for tJ1e last six n1011tl1S. Tl1e corporate banlang sector was not seeing much strain but 

\Vas begu1ning to see con1pany casJ1 flow affected with borrowing rising and depos1t gro\\1.h 

falling. Bt1l overall U1e slrain indicators, sucl1 as the number of compan1es 1n 1ntens1ve care, 

"''ere 11ot sl1owing 11,uch di ffict1Jty. Mr Neill noted tl1at car production, as do,vn 23°1o 

year-on-year 1n February, but retai l car sales in March were 1.5o/o more t11an last year \\ hicl1 

itself ,vas a record. April could be an al] time record and the first ten days sales \\tere curre11tly 

43% above last year, though be noted there ,vas one extra day, and Sir Ian Gibson noted that 

Marcl1 ,vas nom,ally a hjgh volume month, so it ,vas necessary to be careful aboul Apnl. ,vh1c]1 

,vas not liigl1 volume. Mr eil] said that if U1e trend continued tl1ere would be an all t1rne 

record retail share, 1ising fron1 38o/o last year to 44°/4 this year. But lie cautioned that there\\ ere 

changing dynamics in the market, for example bet\veer1 fl eet purchases and con1pan1es g1v1ng 

cash to employees to buy their ow11 cars. He also noted that he J1ad asked 111s co111pany's lei ure 

division about the effects of foot and 111outl1, and in tl1e affected areas it l1ad J)rO\ ed qu1te 

dramatic with dealers seeing a 50-70% reduction in sales. l-Io\vever, o,'erall , current forecasts 

were quite buoyai1t for the car industry. The data appeared acceptable. bt1l people ,, ere gloo111) 

nevertl1eless. 

Mr Morris said tlie CX J)eriei,ces described by Members of ot1rl \\ere very con1n1on He noted 

the ii11portance of po Ji tica I UIJcertairity j11 Japru1, as OJJt)oscd to stn1cturol proble111s. 1 Ie al o 

noted U1e conti11uation of tnixed 111essages in 111nnufactt1ri11g 011 loot a11d 1110Lttl1 l1e noted 

bre,vtrlg industry figures s1,owing 92% of 11ublic hotises ,vc1 e affected, and faced ,,·1tl1 tl1nt and 

otlier ev1de11ce, an itnporlatll questiorl \VOS how the governn1enl ,vould respo11d 011 capital 

___ expenditure, ,vl11cl1 ,vas a key to ~ l1ell1e1 t)1c s1lualion ,vas ]1eld Forecasters, including tl1e 
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CBl, ,vere looking to a significant reducl1on in growth. ] t ,vas important for tJ1e govemn1ent to 

hold finn on planned publ1c expenditure. 

ir ev1Jle imn1s said that 1n the US power generation n1arket there J1ad been a s,ving over tlie 

last 6-9 n1ontl1s from overcapacity to a s1tuation i11 ,vJ,ich permits for investment ,vere very 

niuch easier to obtain. In the construction industry u1 the UK output was still very st.J·ong, 

tliough tl1e rate of expansion was slower tl1ru1 last year and tl1e second baJf of 1999 At the 

moment forecasts ,vere heaVIly u.nderp1nned by a very large commitment to public expenditure 

and qt1as1-pubJic expendjture sucJ1 as the railways. He noted the risks 1f that spending were not 

to l1appen, but tl1ere was 110 strong eV1dence that it ,vould not. He also noted that foot and 

n1ot1tl1 cou ld J1ave a11 in1pact, t)1ougl1 not a very significant one, on the construction jndustry, 

because ti was tl1e beginnmg of the earth-111ov1ng season and there might be some restnctions 

on fam1land sites Sir David ooksey commented that with regard to bonuses the situat1on ,vas 

s0111ewl1at different looking forwards. The ve11turc capital industry ,vas, for the first time 1n 

ri,,e or six years. fi nding inte1111ediaries and advisers offering special deals, l1e noted 

Re,1ie,v of the ,vork of th e Agents 
(Drs Juliu and \Vadh,vani, Messrs AJ lsopp Bean, Clark, Plenderleith, and Jenkin on, 
lie , Falls and Bro,vn in attendance) 

Mr Jenkinson, introducing lus paper, said there were five l1eadjngs· U1e cont111ued J11gh pt ofile 

oftl1e Agents in the MPC process; a sununary of tl1e latest internaJ revie\: of Agents' 

repot1111g; a fu ller description than previot1sly of I,ow tl1e Age11ts we11t abot1l tl1e busi11ess of 

organ1si11g their n1011thly programn,es of business co11tacts; an update on stuffing.\\ l1ere tl1ere 

l1ad been relatively Iitt]e change; and aJl ttpdate 011 links w1tl1 Regional De,•clop111c11t Age11r1cs 

and Regional 111,,estment Ft1nds. 

Sir David oolcscy 11oled tJ1e n1e11tio11 i11 tJ1e pape1 of t1si11g tl1e Britisl1 Cl1amberc; of Co111n1erct: 

as a11 i11terfacc to s111aJ l fir1ns, ru1d l1e sttspectcd tl1ot tl1l1t ,, as i1ot tl1e best route. bccot1"" tl1t. 

bullc of sn1a ll firnis dJd not lcno,-., wliat tl,e BC , as. Jt \VJS linked 111ore to tl1e old e ono111y. 

Declaring a11111tcrest as l1ain11ru1 of tl1e Sn1all Bt1si11ess l11vestn1e11t Taskfo1ce, l1e also said Ll1at 

tl1e Agc11ts• role i11 regional i11vest111c11t f u11ds carried less da11ger of exposttrc tl1a11 Court 110d 

___,,.n Previously ai1tic111ated. 

\ 
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Dr Julius endorsed the report's generaJly posit1ve view of lhe work of the Agents, \Vh.ich she 

had found extren,e]y useful, for example at turning points, and also when trying to assess the 

supply side and structural change Tl,eir work ,vas wl,at was needed when trymg to look 

forward rather than back\vards. Mr Bailie said l,e tool< two n1a1n messages from the paper t11e 

firsl ,vas that L11e Bank ,vas Jjsten1ng to tl1e business comn1unity, ,vhich was a very positj\,e 

development - a11d the Governor noted that the MPC \Vas lJeanng as well as listening. 

Mr Bailie also said t11at ,vith independence there ,vas a great deal of confus1on 1n the business 

commun1ty about what the Bank was doing, and the Agents l1ad exp]runed what the Bank was 

about, tl1e benefits of ]ow inflation and t11e \Vorlcings of the MPC. Very few parts of the 

bus111ess co1nn1u111ty \vouJd no1vv be confused about these points. Sir lan Gibson noted that tl1e 

50 or so presentations by MP me1nbers in U1e reg1ons played a very important role. In hts 

region that J1ad been very successful. He asked wl1etl1er that ,vas the level ,vl11ch would 

cot1linue, or wl1elher the object1ve was to take it further. Mr lles agreed with S1r Da\'ld 

Cooksey U1at U1c B C men1bersl1jp tended to be old eco11orny ftrr11s, but 1t was just an e'Xample 

of Agents' co11tacts, and U1e Agents used a variety of otl1er sources including bus1ness clubs and 

links througl1 accountancy fums. ]]e also noted, 1n tenns of rcprese11tat1on, tJ1nt the Agents l1ad 

expanded wl1at they did, to include in fl ation report briefings 1n every Agency, and more of that 

,vould probably be done. 

The Go,,emor, turn1ng to Regiona] Investment Funds, apologised for 11a, 111g fa iled to ,vnte to 

the Chancellor a year ago to expJain tlie Baru('s policy. l-Iowcver no problen1 l1ad anse11111 tl1e 

meantime. He proposed not to Wl'it e out of1]1e blue on the subJect but if tl1e issue arose and tl1c 

Bank was pressed on tl,e subject he would write to tl1e Cl1ancellor sny1ng tl1ot tl1e Bank. did not 

,vish to take on a deeper involvement ;11 such funds Meai1wl11le, U1e policy sta11ce l,ad been 

reinforced by tl1e Agents. It still re1nained ope11 to an Agent to n1ake O part1culru case for 
• 
1nvolvement i11 a Regioi,a1 De,,elopment Fund, as wit11 t]1e two Agents \\ 110 a11endy l1ad sucl1 
• 
tnvolveme11t . 

\ 
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Nori-Policy Meetings of the MPC 
(Drs Julius and Wadh,vani, Mess1·s Allsopp, Bean, Clark a11d Plenderleith in attendance) 

Comn1enting on the researcl1 priorities n1eeti11g, Mr Bean said tJ1ose w l10 had been in the Bank 

1011ger lhan J11n1 believed that the 111eeti11g l1ad wor1ced bet1 er tl1is year than last. Jt was more 

labour inte11s1ve, lala11g 10 staff weeks of preparation, ai1d next year the Bank would try to look 

for a more efficient ~,ay of conducting it . He also noted U,e MPC procedures meeting. 

Draft Response to (he House of Lords Committee on tl1e MPC 
(Ors Julius and Wadl1waoi, Messrs Allsopp, Bean, Clark and Plenderleith in attendance) 

The Governor noted tJ1at on page 3 of tl1e drafi there ,vas a reference to a re,11e,v of the method 

of Tnflat·ion Report forecasting, and the MP was proposing to say that it endorsed that 

recomme11datjon ru1d ,vou]d carry il forward. The Bank would come to Court ,vith a proposaJ 

on ,vho \¥ouJd u11dertake such a rcvie,v, ,vhich \Vould be next year. An amendment by 

Baroness oakes was accepted. Baroness oakes com1nented that the re\1e\\ of'tl1e method of 

forecasting was an excel]e11l idea. 

FINANCIAL S1-.ABJLJTY ISSUE 
Re, ie,v of the Financial Stability area iuco1·po1·ating don1e tic de, etopn1ent , and 
international issues 
(Me srs Bean, Cla,·k and Plenderleitl1 i11 attenda11ce) 

Mr Clark noted ll1al l1is paper provided a )1alf-yearly tl)'>date 011 ll1e ,vork of tl1e F area. He 

P1cked out just t,vo of tlie issues raised, \vl1jcJ1 ,vere U1c111selv es only o sttbSl t of tl1c 1s~u1.;~ 011 

which FS \Vas \Vorking. 

As regards crisis n1011age111e11t, )1e said tl1c1c ,vere t,vo sti111ul1 lo tl,e ctin·erlt iiitcrt" 1 • m, 

cxe • • J • f rcise con1pletcd 111 2000 w1der tl1e UllSJ)Jces of tl1e G 10 De11uties 011 t 1c 11111ltlct 0 

consol1dat1on 111 tl1e financial sector, and discu ss10115 ,, itl1i11 Euro1>e on 110,v crisi n1u11, ge111 11t 

ana11gen1ents \\ould ,vork in tl1e e,,c11l of o problen1 itl n 111t1Jor Europet111 fi11u11cial i11 utuLion. 

A con1mon tl1~me co11ce111e d 111forn1ation no\,,~, ,vl1at infbt i11at1011 \VU'> 11ecded. by,, 11001 and 
und • • 

er \vhat f orn1al o r tnf o1·n1al co11slri1i11ts'? TJ1e debate o11 tJ1ese n1atte1 s \\ llS co11t111u1ng. 

Another charactcnst1c of crisis n1anage1uent was that it involved regulators and a I~1J1ge of other 
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player , 0 tliat tl1e question of co-ordinat1011 ,vas key Scenario ana lysis and ",var ga,nes" 

could potenually contribute to tl1e testing of co-ordination an·a11gements. Apart from tlie focus 

00 infonnation and co-ord1nat1on, there ,vere a number of otJ1er questjons, for example, w)io 

carri ed tlie financial can 1f a large group \V1lh operations in ma11y countnes got 11110 diffic-u]ties. 

Mr Clark also mentioned that meetings of ll1e so-called 04 the Stock Exchru1ge, LIFFE, 

CRE T and the Londo11 Clearing House l1ad resumed recently. The Bank had orgarused a 

series of meel1ngs beginnjng three years ago \Vitl1 t11ese organLsatJons, v.rh1c]1 represented key 

elen1enls of London's market infrastru tu1 e, lo excl1ange vie,vs on the challenges they faced 

,vith tl1e aim of a better consol1datjon of strategies. The meetings had come to a halt when tl1e 

tock Excl1ange had entered merger negotiations ,vitJ1 the Deutsche Borse at a time ,vhen 

hori2011tal (te cross-border) integration had been the favoured model. The proposals had, of 

course, failed to con1e to fru1t1on, and vert1cal integration of exchanges, cleanng l1ouses and 

settlen1e11t syste111s i11 a single country was much n,ore back on the agenda, ,vith Europe now 

apparently close to J1a,11ng tl1ree 11s1Jos" - i11 Gerrnany; in France. Holland and Belgium; and 1n 

London (including the ,v1ss) Aga1nst this background, a meeting of the G4 at Chief 

Executive level l1ad been convened by tl1e Bank 1n early April. This l1ad seen a helpful 

discussion and three further meetings ,vere scheduled over tl1e next six ,veeks Mr Clark hoped 

that tl1e output ,vould be a sl1ared perception of issues and cl1allenges and1 perhaps, a 

co-ord1naled If not integrated strategy to address them 

Turning to lhe international financial arc}1itectlJre, Mr Cla1 k sa1d that tl11s \\ as not 111ent1011ed in 

his paper, although it rema1ned an issue of active 111terest, because n1atters had \)ecn on 1,old 

wruJe the ne,v US Treasury team assembled. He expected discussions to be re-e11gogcd s0011, 

panicularly on the question of private sector involve1nent . 

~1r Clark noted tl1at one section of his paper dcscnbcd 11is area's researcl1 11rogi,1n1111e, I-le 

noted tliat three of tl1e Divisions had linl s , 1tl1 1nd1v1dual ottts1dc acadcn,ics 0 '1 a par l-tin,e 

basis; tlie aiin was to ensure tl1at tl1e Ba11l< 's I cscarcl1 on fi11a11c1nl stnbt li t 'y \\ as itlfortlic<l b) 

expert outs1de thi11ki11g. 
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Sir Cliips Keswick suggested lha1 tl1e chaotic handling of tl1e current foot and mouth crisis and 

tile inter-play between govemn1ent age11cies and Ew·ope provided a salutary benchmark for tlle 

01
anagemeot of an intematjonal cri sis in the financial sector. 

Refemng to the section in Mr Clark 's paper on settle111ent accounts, Mr Morris asked about 

application of the Bank's criteria in decisions on offering such accounts and whether the 

holders ,vould be UK or i11ternational banks. Mr Clark replied that dec1s1ons on settlement 

accounts involved balancing a nu1nber of di fferent factors. Tl1e Bank recognised that this \Vas 

an area m \Vh1cJ1 ce11tral banks had a role to play, but it had 110 ambition to d1sinte11ned.late 

comn1ereiaJ banks or otl1er fi11ancial inst1tu1ions from tl1eir business functions. Grantmg a 

settlement account could be interpreted as a signal of willingness to support a fit 1n if it ran into 

difficulties. The Governor added tl1at tl1e matter would be brought back to Court \\·hen current 

,vork on the criteria for gran ting settlement accounts, wruch the Bank intended to publish .. had 

been fina l1sed. 

tr Da\~d Cooksey ra1sed two points. First he tl1ought the work of tl1e Intemat1ona] Accounting 

Standards Board l1ad become increasingly important, g1ven the need to understand and rel) on 

accou11ts across intcr11at1ona] borders. Second, l1e said that ASDAQ, ere seek.mg to establ1sh 

8 br1dgebead in Europe: efforts sl1ould be made to make Lo11don their cl101ce 

In response, Mr CJark said that NA DAQ had spolcen to vanous parties tn London about t11e1r 

amb1t1ons. Tl1e story was conl111uing. As regards accou11ting, he sa, tl1is ns part of tl,e 

inten1ational f111ru1cial archjtecture questio11. Tl1e J)revious year 110d seer1 an nd uncc in 

bringing US and European interests togell1er, but tl1ere l1ad since been a sc11se of back. ltding, 

eg on fair value accountjng. Tl1e Governor noted that the Bank ,vas futiding Ule IA B to tlie 

lune of US $50,000 per a1mu111 for tlvce yea1·s. 

Mr Buxton comn1ented tl1at bru1ks ge11erally were extren1ely \\ orried about tlle J)tinciple of 

extending r. • 1 • 1 1 boo~~ Ll1c} sa,'. a 
iair value nccoun ti11g ,vl11cl1, becat1se of tl1e 1111pacl 0 11 t ieir o'"u ' 

con1pletely . , • 10nce of tl1e e \\ omes 
1111prnct1cal. But tl1e accot1nta11t5 UJ)J)enred to be l8 '-'111g 110 1 

On ctisis in , dcd tl,nl tl1ere '"a 0 
atlogerne11t, l1e tl1ougl1t tl1e d1scuss1ons wortl1 pt1rSlttng pro, 1 

tangible res I , 1,1 al\Vtl s be a n1averick 
u l. Ho,ve, er. give11 tl1al JJrivate sector i11\'0l ve1ner1t \\! ou • 



factor. lle ,vas sceptical 110,v far the reaction to an international financial cnsis could be 

specified in advru1ce. 
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ir Ho,vard Da,ries agreed that it ,vas ngbt to have modest ambitions in this area Nonetheless, 

,t ,vas ,,,ortl1 working 1n advance to ll)' lo identify ru,d remove any roadblocks in tlie 

intemationaJ financial arc11itecture, for exan1ple, as regards different bankruptcy provisions and 

informauon - sl1aring gate,vays. 

Mr Clark agreed tJ1al t11e agenda was an ambitious one, so 1t was important to look Vvbere to 

focus first . lns0Jve11cy law ,vas certainly one area for attention, ru1d he recalled the difficulties 

expe11enced jn tlus co,mectjon as regards Barings 1 act1vit1es in Japan. Turning back to the 

quesl1on of international accounting standards, l1e said that tJ1e Bank was neutraJ on the 

question of fair ,1alue accounting. He se11sed that the debate between the accountancy 

profession a11d tl1e ba11ks had not been open or constructive, and said that the Bank ,vas seeking 

to engineer a ge11uine debate. 

Mrs Heaton observed tl1at accounting for pensions \Vas also a problem area. Flo,\S of funds in 

pensions were a J1uge factor in financial stability, and sl1e asked 1f tl11s \\ as ar1 area under study 

by U1e Bank Mr Clark replied that the questjon \Vas a fair one: \Vl11le tl1e Bank did look at 

no,vs. there 11ad been no recent work 011 issues such as the 1n1pact on pensions on deniog1~1pl,il 

lrends in Etrrope. For the future, 11e was keen iliat tJ1e Fmanc1al Stab1ltl)' urea sl1ould broaden 
. 
its research focus from bartks to other finai1cial sectors. 

Fl A ClAL J\,JARKETS OPERAT IO 
(~less rs Bean, Clar·k and Plenderleitl1 in ntteodn11ce) 
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1'umin g lo n101 c \Vcl ~ -note cor11e n1atlcrs, Mi J>le11dcrle1l l1 u1-,dutc(l Court 011 tl1e d1~tr1but1on ofba11k 

s aro und tl1e cou11t , • • • Prc
1 

iou~ ry, "hich \\•as undertaken through bank~ regional cash centres. The 

'1 Notes Held T • • • 1/A O Order Scheme needed reorganisation ond, follo,\'lng negotrnuon,, a 



ne,,· Notes CLrculat1on Scl1eme was being in1ple1ne11ted i11 stages, a1id going encouragingly so 

far. Under tl1e ne,v sche1ne, the banks' holdi11gs of 11otes would be more limited and they 

,,,ould no,v be pro,,1ding intra-day collateral, i11slead of Just end of day collateral as hitherto 

66 

Mr Plenderleith ne t reported on t,vo recent auctions. Tl1e Marc]1 gold auction had gone well 

and o,e programn1e for tl1e final stage of gold aucl1011s had been agreed., w1U1 120 tonnes to be 

sold in bi-montJ1ly auctions over the co1J11ng year. The paci11g was tl1us as before but the 

amount on offer wouJd be reduced from 25 to 20 tonnes per auction on the Bank's advice that 

the market had become thinner. Meanw11ile, the second of the quarterly auctions of Bank of 

England three year Euro otes bad been held the preV1ous day and had been well covered, in 

line w1l11 expectations 

Last, Mr Plenderleill1 noted that a detailed remit w1ll1 HMT covering the Bank's operatioru, and 

perfonnancc targets in managing tl1e foreign excl1ange reserves for HMT through the Exchange 

Equalisation Accoun t l1ad recently been agreed for 200 l /02. 

Sir Bnan ~~offat said it was unfortunate that tl1is occurred at a tune \vben the internal control~ 

sign-off ,vas under co11sideration and lie asked for reassurance that 1l \\ as no longer possible , 

for one 1nd1vidt1al to infi ltrate the system. Mr Ple11der]e1tl1 confi rmed that the controls l1ad been 

revie,ved and procedures tighte11ed. TJ1ere were always lesso11s to be leru11ed in tl1ese 

crrcun1stances but it was impossible to give absolute ossttrru1ce. M1 Neill con1n,cnted that tlcl1 

occurrences were u11avoidable even in tl1e best run 1ns t1tutio ns, as tl1ere \\' US al\'1ays a sninll n 1' 

from Lile actions of a ma,,erick i11dividual. Tl1e Govcr11or asked Mr Plenderletll, to circulate a 

short paper Lo Members on U1e review of tl1e releva11t co11trols and 110,, tl1ese l1ad becil 

lightened in tl1e 1ight of tl1e incident . 

ll.he lnland Revenue prosecution was, 1n tl1e eve11t, postpo11ed al tl,e lnSl n,inllle ttrltil 

(probably) 2002.] 

EXEru·r1,,1~ llJ~PORT 
(I\ les~r~ B , cn11 , Cl:1rk ~111d Pleudc1·leitl1 i11 nt1c11 d~111ce) 

Mr Bear
1 

r ~ . . A 'lulysi~ to be l1eaded by 
cported tl1e c:reat1011 of n11 ncJ<lit1onaJ d1v1 s 1011 111 Mo11e ttlf)' n.i ' 

Mark Co l fl • Report \\ 1tl1 Ll10 e 
n,e ius, wl11cl1 \vould b11ng togetl1er staff \Vl10 \Vr1te tJ1e In altOil 

-- \\ ho llroduc,.. jj cus to tl1e ,,,rit 111g oJ tl1e 
e llic Quarterly Bullel111 . Tl1e JJUl'}JOSe \.\'as to g 1\ e n,ore 0 
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Inflation Report, to improve its role as a vehicle for co11veying Ll1e thrust of MPC thinking aJJd 

to consolidate prime, hands-on responsibility for its drafting and production. 

Mr Clement1 noted tJ1at tl1e Financial Stability side was considenng whether a simJlar move 

would be appropriate 1n respect of tl1e Financial Stab1 li1y Review. He then reported the 

appointn1ent of Joanna Place as Head of tl1e Monetary Fi11at1cial & Statistics Division in 

succession to Pb1lip Tt1rnbuJJ, wl10 ,vas talcing early retiren1ent. 

Noting tl1at Court had agreed in May 1998 to the relocation of the Bank's catenng facilities into 

Head Office, Mr Cleme11ti reported that the sa]e oflGng's Anns Yard building to Fnends 

Provident PLC was no,v proceeding. A further paper on property issues ,vould be brought to 

Court in June. 

With reference to tl1e discussion of spouses allowances the preV1ous mont11 , Mr Clementi 

ans'tvered tl1e two questio11s he l1ad take11 away. First, tinder the pension fund rules. only 

cl11ldren under 18 ,vere eligible for addj tional allowances; any other allo,\ ances \\ ere 

discret1onary. Second, divorced spouses had no automatic e11litlement to an al]O\\ ance unless 

this was specified in the divorce settlement. Mr Clementi confin11ed that the Bank 1ntended to 

proceed, from 1 May, with the i11crease i11 spouses al}o,vances (1e tl1e pensions paid after the 

deatli of tl1e pension l1o]der) from 50o/o to 60% of lbe rele,1ant base pension ir DaVld Coo1.se\ 

adcted that Rem o J1ad disct1ssed U1e issue in respect of tl1e ourl Pensio11 cl1e111e and 

recon1mended a parallel c11ange. 

Court agreed Lhat spouses allowa11ces under ll1e Staff P c 11s 10 11 Ft1nd a11d ottrt Pcti 1011 ct,cnle 

should be increased to 60o/o of base pe11s1011 ,vitl1 effect fro111 1 Ma)'· 

l\1ANAGE1\1EN1~ OF Tl IE BA J 
ncc1 
l/\1essrs B ) ear1, larl , Plende1·leitl1 a11d ll en (l1 i11 atte11dn11ce 

·r11e Gov Bl, l us to \Vl1etl1e1 
en1or 11oted tl1t1t ll1e HoLtse of Lords, 1n its r ecc11l deltberauons 011 

111e Liquid t , . • 1 1 d •ri, ed ,1t tl1e \v1011g 
a ors cla1111 was bou11d to faiJ \Vitl1out tl1e 11eecl for u trin , 1' 31 

dcciston _ r. • t l to 11otc tl1t1t tl1e 
so iar as ll1c Bai1k \\'as concer11ed lt ,vas, l10,vcver, 1n1por atl 



judgeoJent expressed no vie,v on the rneri ts of tl1e Liqujdator's cJaim or 0 11 wheU,er tJ,e Bank 

110
d committed misf easru1ce. 

John Heath, ,vl10 was Len Berko\vitz's deputy and \Vas sta11ding in until a successor has been 

appolnted, had circulated a note the previous week sun1mans1ng tl1e key factors of the 

Judgement a11d 0\.1tl1njng tl1e position, together wit11 a copy of ll1e fulJ judgement. 
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The ot1tcome \Vas clearly a disappoint1ng one for the Bank and an obvious m1lestone in the 

process. It was timely, therefore, to consider wbetl1er the Bank should carry on Wlth the action 

or look for a settlen1er1t. Grounds for contemplating a settlement were t11e hassle of the trial 
' 

U1e burden on ilie Bru1k, the likelil1ood of embarrassme11t when certain documents were 

disclosed and the stress and anxiety U1e pnncipaJ ,vitnesses ,vouJd feel I-lowever, there were 

very po,verf1tl practical arguments aga111st seeking a settlement: 

• As a matter of principle, ll1ere was tl1e question of the dynamic effect of an institution such 

as tl1e Bank being seen lo cave-in in these c1rctunslances wlucl1 might encourage others to 

"l1ave a go'' - and thus a responsibility for it not to do so 

• A settlen1ent ,vould no doubt be expens1ve, botl1 beca11se tl,e l1qu1dators ,vere under 

pressure fi·on1 tl1e B I credjtors to justify their costs and because of tl1e doc11n1cnts sl1ortly 

lo be discJosed to them. 

• It was doubtful tl1at the Treasury would agree to a settlement , partJcularly as tl1e unan1n1ous 

vie\\' of tl1e Bank 's legal advisers \.Vas t]1at its defence ,vas strong. TJ1e legal advisers' ere 

preparing tl1e defence, ai1d if tJ1eir advice on tl1e strengtl1 of tl1e Bru1k's cnse chJnged~ Court 

\vou ld be so advised. 

After careful cons1deration, tl1e Go,,ernor stro11gly believed tl1nt tl1e Bailk s1,otild coiltinue ,vitll 

the case but l1e i11vitcd Men1bers lo express tl1eir ,,iews. lie added tl1ot F1esl1fields l1nd see11 tl1c 

relevant drafi disclosure i11 tl1e An11t1al ReJ)Ort a11d \\rer e co11te11t, and nccordi11gly. tl1nt tl1e Ba11k 

tr1tended 
to make no prov1s1on 1n tl1e Accottnts. 

Mrs Reato d 1 , t ti . y l1ud n strong ca~t:. 0 noted Ll1at tl1e directors of Equitable }1Jd bee11 Jdvise t 1a 
1e ~ 

but had lost SI 1 j11 rclot1on to tl1ei r 
• 1e suggested f orn1allj seeking con1f ort fro111 tl1e reasuI)' 

stance should th "' B 1 , nse 111igl1t i._l}ler the /J0~ \;: ar1k lose tl1e substantive case, because t 1e 11 respo 
( ~// 
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decision on prov1sionu1g. The Governor said that l1e \Vould be briefing the CJ,ancellor on 

\Vliere matters stood and how 11 was i11tended to proceed but 11e thought that to niake a provision 

no\v ,vould send the ,vrong signal abou t U1e Bank's view oft he strength of its case. 

tr J]oward Dav1es said tl1at the F A c]ear]y had a11 i11terest 111 tl1e case, w hjc}1 had two 

dlmensions '. \vhal amounted to 1nisfeasa11ce in relation to the actjons of a banking supervisor 

and did the Bank 's perfo1111ance in superv1smg BC l amount to that. The fi11anc1aJ supervision 

regime would be un\vorkable if U1e law ,vere to be interpreted as being in accordance \vith the 

n,inority judgen1ent 1n the Court of Appeal which l1e]d, 1n essence, that any bank \vhich failed 

to n1eet any of ll1e regulatory crjteria s}1ould be s11ut down. lf the current case could be halted 

now \Vi tJ1 a modest sc{t]e1ne11t, say around the price of t11e futltre action, S1r Ho\vard would 

advise going ,vi lh tl1at because the case ,vould not l1ave redefined the Ja,v of trusfeasance m 

public office, but lefl tl1e test for misfeasance mucl1 h1gl1er than mere negligence: he could not, 

in tl1esc ci rct1111stances, advise that t]1e }aw l1ad been left in such as unsatisfactory state that it 

,,•as esse11lial to proceed. But a sizeable settlement might be interpreted as suggesting tl1at the 

Lest of misfeasance ,vas different from and lo,ver tJ1an cun·ently understood, and thus 

encourage speculative court actions in future. In those c1rcwnstances. Sir Ho\ ard's ad, 1ce 

,vould endorse the li11e the Governor had taken. 

Mr Cleme11ti said tl1e case was a con,plex one. I-Ie foresaw the real likelil1ood, a year or so 

ahead, of it absorbing a lot of senior 111anagement - if not ourt - tin1e. ParagrapJ-1 42 of tht: 

House of Lords' JL1dgen1ent set out clearly what tJ1e pla1ntiff \vould l1ave to sl10\V 1n ten11s of 

intent and causation. Even then it sl1ould be appare11t that the loss to depositors' as caused by 

1he fraud of BC Cl's senior mai1agen1e11t The action wot1ld be long, expens1 e und potei,tially 

embarrassi1Jg and d,sclosw·e of a number of annexes to t)1e B1ngl1an1 Report not pre, ,ousl, 111 

the publ ic domain would show a tra11 of fai lure to grasp the nettle. J le took con,lo rt lhat 

Biiigl,a1n had beei1 U1rough tl1e n1atler i11cluding a number of Bunk docu111eiits tiol yet rel "aScd, 

ao<l, \Vl1ile tough 0 11 ll1e Ba11k ,n a nt1111ber of instances, l1ud fou11d no evidetlce of bad r~iitl,. 

Mr Jemei1t1 sa\v 110 case for a provision now or to n1>pro~1cl1 U1e Treastll)' fo, con, fort tll~ 

Bank \Vas d r·r . . f go\ l 11t11Clll O\\i nersl11p nnd in a 1 1erenl pos1t1on fro111 n p11vote con1pa11y 111 \ te\: 0 i.; 

was \Vell 1-cai)ita 1sed for its operatio11s 
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Jr David Cooksey agreed, and suggested that the time to make a provisio11 would be if the 

Bank lost the case 10 the H.igb Court As regard the proposed note for tl1e financial statements 

he recommended changing the reference in the last sentence from ''Members of Court'' to 

°Court''_ 

f\4r Moms recognised that the issue was tl1e strengtJ, of Lhe Bank 's case ru1d tl,e state of the la\v. 

Both aspects needed to be Jocked at in case one out,veighed the other. He was comfortable 

,viU1 the strength of t}1e Bank's defence but noted that this cot1ld change, dependent on the 

circumstances. Both the Bank' s reputation and the public interest should be kept 1n rrund. He 

\Vas quite content for the Governor and Executive to l1ave tl1e flex1bi}jty to react 1f the other 

side recognised tl1e slate of the Ja\V and sought merely to recover its costs, and to recommend a 

settlement at ai1y t1111e: ourt only needed to be i11volved in any decision to take the case on to 

Ll1e Court of Appeal or the House or Lords. 

The Governor accepted Mr Morris' points. He reiterated that the questio11 of,vhether to 

proceed might arise again during tl1e preparation of tl1e defence over tl1e next 6-9 n1ontl1s. The 

LriaJ ttself ,vas likely to last a year, so any qucsllon of appeals to the Court of Appeal or House 

of Lords was -v.1ell doW11 the line. He reaffi1 rued the Ba.ilk 's current inte11t1on to proceed to trial 

and not seek a settlement. Mr Neill ,vas concerned t11at tl,e downside of conceding\ as too 

much Sir Chips Kes,vick asked about support for principal witnesses ,vho l1ad lefi the Bank 

Tl1e Go,,emor agreed tl1at tllis suggestion should be considered and co111e back to Court 1n due 

course. 

QUARTERLY Fl ANCIAL REPORT 
(Me sr Bean, Clark & Plenderleitl1 in attendance) 

Jn Mr M1dgJey's abse11ce, Mr Clen1enti JJresenled l11c Repo1·t ,vl1icl1, 11e 11oteti , contained end 

year nuinbers to be considered at Audit ommittee 111 tl1e fo lio, 111g ,, eek 011d at Court in \J)'· 

I Je l11ghl1ghted that tnco1ne was s01ne £40n1n h1gl1er tl1"111 ru1t1c1puted tl1rot1gl1 l1 igl1er in\ c.;,t111ci1l 

and banking income and the profit 011 tl1c sale of Ne\,,. Cl1nnge. E,periditure \\'US 111ore or lc"is 

on target ti, 1 1 . l budget Features of ll1e 
• oug 1 t 1ere were a 11t11nber of offsetl111g va11n11ces ugn111s • 

balance sl1eet were tJ1e netting of TAJlGET balru1ces, vvl11cl1 reduced tl1e footing~ by about 

£ I 4 bn and the re, al uati on of the Bank's propert1 es. He was pru l1cul arl y ple,1sed that, in the 
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liglll of t11e ref urbislu11e11t JJ1·ogran1n1e, tl1c valt1at1011 of tl1e J-J ead Office building t1ad increased 

froni £ t 25m11 to £17 111111 on the basis of 11ol1011 re11tal va lues. 

~1l Cle111ent t noted 1)1.ot four projects sl10\ved red traffic light warnings. TI,ese included: 

• 11,e tvfF D proJect to re-e11gi11eer statistics gatl1eri11g, reported to Court for the first Lime 

because it \Vas prev1ousJy bt1dgeted to cost Jess than £1 m11. The proJect - \\'ruch v,as 

perl1aps more complex than originally appreciated had been consuming a lot of 

management time and showed tl1e need for a tighter management gnp v. hich the change in 

Head of MF D reported earlier was expected to bring. 

• Tl1e refurbishment proJect for tl1e Ground/Mezzanine/First Floors \Vhich., on the basis of 

compell tive tender pnces no,v received, would cost some £6mn more than first esumated. 

Costs of work on the Ground Floor were substantially higher than for other floors and 

options \¥ere being reviewed for GOYCO and for a paper to Court in June. 1r Clemenu 

commented 111at tllis was a good exrunp)e of U1e project status reporting S)1st m ~ennng its 

purpose 

C01\1IPLIA E \VJTH TURNBULL - G I DJ.\ F O I ~ . ..\L o. ITROL 
(l\1e sr Bean, lark, Plenderleith, B11tler, Footn1a11, Thon1p on '· Hitcl11n lP,, l in 
att endance) 

Mr Cleme11t1 said t]1at l1is note sun1111ar1sed tl1c J)rocc s, tl1e collale1.1l J ' t 1t1bled ru1d thought 

on tile sign-off wording. "fl1e l1eart of tl1e worl l1od bce11 tl1c 1c, ac,\ ot tl1e risk 111a1rix but 

supplemented, for tl1e first t in1c, by I eJJorls fror11 i11dividt1ul d1r..:ctor \\'l1ilc tl1ere llad been 

teitlplatc for tl1e lntler, 1t ,vas appare11t t1nd satisfyi11g tl1tll cucl1 <lir tor lltld \\'Tillett tl,eir report.s 

in LJ,eir o,v,1 ''*ords. TI,e exercise, 11ot c;1n1pl> 011e of bo. -t1cki11g, rcpre ei,tetl 8 •g1111
i~~nt 

cultural cl1,111ge for ,111 ureas of tl1c B t111k otl1er tl1,\11 1~i na11ciul t,1rkct Op nit ion ... ' ' lltch 11 d 

done siit1ilnr c c1cises i11 pre,,1ot1s ) 'Ctlrs. 1"11e S)'Slc 111 cl1d 11ol eli111in Le ult control n k but 

ensuicd lltut ii1fo1n1ntio11 ca,11e to ot11 t \Vl1e1111ccess,,1)' ( f 1\ 1111cx 6). 1 tr Cletttenu trc cd 

tl,ut llierc \\'us 110 absolt1te or explicit stt1te111c11t us to the effe li,e11ess of"lht: cotttrols '" place, 

tl1oug]1 it ,,,3 • . . . l"flh er h" d beer, re, 1e\\ d 
'- s ti111Jl1c1l tl1at tl1c 111i.:;c l1t1111s 111 \\'US fit f o r }lUrpose. ' c P· P 

nt u Jo1r1t GOV( ,
0

. 1 1111e 11datio11 th41l Court 
MAN O 111ceti11g ,,,11ic l1 l1ud co11clt1dtd ,,·1 1 1 u rcco

11 
• 

::iltoutd l,e 111 . d tl 1,port ,, l11cl1 
, a J)Osit1011 to agree tl1c s1g11-off s tate 111e 11l. I le 11olc te !:iU 

Ke,,i,, Btitlcr, and l\lso Jol1n I·litcl1i11s of P1 ice,, atcrl1ol1se oopers. l1a<l pro\ idetl lo tlte proce;; 
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For the sign-off wording, U1e Bank l1ad looked at precedents from HSBC, Lloyds TSB and 

Abbey ational. Court needed to cons1der if 11 ,vas happy witJ1 the procedure fo llowed and tlle 

collateral and, if so, ,vere Men1bers content to give the Staten1ent of Internal Controls in the 

Directors' Report? 

Mr Buxton added that , as Chairman of Audit ommittee, l1e was qwte conte11t. The process 

had clearly focussed management's minds on the risks in U1eir business, ,vhich was exactly 

\\hat Turnbull had intended. 

Baroness Noakes was also conte11t ,vi1l1 tl1e sign-off for the past year. However, she noted tl1e 

nun1ber of appru·ently isolated problems in tJ1e Banking area as reported in Annex 6. Trus \\'as 

sometl1ing wl1icl1 needed attention in the year ahead as sl1e felt Court \vould not be comfortable 

,,,ith a similar list in nvelve monilis' time. 

fvlr P1ender1e1tl1 sa itl tJ1at a run of figures provided to At1d1t Committee l1ad sho,vn that ilie 

nun1ber of incidents ,vas static (actually Jess i11 the last year) but l11e monetary an1ounts \\'ere 

larger lhan previously. He and his Deputy Director had co11sidered carefully, ,vhen dmft1ng 

their collateral report, wl1ether this reflected a greater expost1re to nsk. They\ ere satisfied that 

ll1ere had bee11 no diminution in the control enV1ronment. t.ero defaults could not be ensured but 

tJ1e tolerance remained low. 

Mr Buxton noted tl, at the plu losophy of the i11ternal audit team had cl1 ru1ged fron1 quantity to 

qua lity. Instead of the previous wjder programme of audits, some parts of tl1e Bank \Vere n O\\ 

audited less frequently, but those wl1ere tl1e ri sks lay , ere loo~ed at more often t11is sl1ottld 

pick up on the point Baroness Noakes l1ad made. Mr Butler conJinned l)1e 1110 , ,e lo a 11sks­

based audit progra1nme, wi th Financial Market Operations as the 111au1 focus. li,tcr11al attdtt 

\Vere alive to tl1e risl<s tl1at l1ad been me11tioned a11d described by Mr Plei,derletlh i11111s repo•1• 

The 21 progro1nn1c ,vould address some of tl1e opernt1011ul nsk 1sst1es upptir~111 in F~tO b\ 

automatin . . . g cor1t1 ols, u11derp1nned by tl1e 111lcmal audit p1 og1 c111m1e . 

Ms Blow q••1 t· . d tJ B k,s 1ntent1on to 1111prove. "es 1011ed wl1ell1er tl1e s1g11-off word1ng rcnectc 1e ru, 
Sir la11 Gib u d., 1t \falue of tl1e 

son agreed, but also supported Mi· Bu:-. ton's \ 1e \v about 1e e 1 ~
1 

Process I·I ti . . • b l 0 111g for,,1ard. attcn11)ts 
• e lougl1t tl1at tl1e Bank \\ as 111 a good pos1t1on tl11s yeJI u • g 
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sllould be 01ade to quantify fai lure and so infon11 manageme11t Judge1nents. Baroness Noakes 

coinmented that there ,vas always a cost/benefit question in managing nsk. She recommended 

strongly tl1at the proposed sign-off wording sl1ould not be cl1anged. 

Mr Clementi 11oted tl1at the process of risk n1ru1agement was 011-going. In t11e year aI,ead, Audit 

Committee ,vas going to focus on various risk w·eas, including operational risk. 

Mr ei]l said tl1at Six igma (an industry process describing tools and techniques designed to 

reduce costs and in1prove efficiency) was a tool ,vhjch had been used 1n manufactunng to 

ac]11cve zero parts per million defects. It was now usable 1n service organisations and could be 

,vorth tnall111g in an area of the Bank. 

Court Men1bers confirmed that they ,vere content w1tl1 the Turnbull sign-off process. the 

collateral, and t11e proposed wording for the i11lemal controls statement in tl1e Directors' Report. 

The Bank' Annual Report - in draft 
(i\ le rs Bean, Clark, Plenderleitb and Footman in attendance) 

Mr Clen1enti drew Court's attentjon to a note by Mr Midgley about the n1ed1u1n-tern1 

expenditure cl1art. TJ1e Ba11k's proposal was tl1at , relat1ve to tl1e budget 1n years t, o to fi, e, 

£] Omn jn aggregate sl1ould be added to overall costs. TJ1is gave a revised red line It still 

slio,,,ed the Bank would be red11cing cos ls, but was 111orc realistic than 01e lo~ er I111e 111 tl,e 

chart 

Mr Footman noted tl1at the text would co111e back to ot1rt ,vitl1 the Accouiits on 9 f'vtay. Tl,e 

Bank l1ad bcc11 i11te11ding to publisJ1 on 23 May, and tl1e isst1e, as ,vl1etl1er Pnrliu111l,11t ,, ottld be 

sitting 3nd tlie ReJJOrt cou ld be laid tl1ere. For tl1e n10111e11t tl1e t)ln11 '' as to cJrt) 
011 ,vitl, tl,e 

Signing-off tin,etable. If il was fot111d tl1at tl1e Re11ort cot1ld 11ol be laid oo<l publt5l,ed tile Bartk 

\Vou)d 11·1,, ll, t . d ti t S ,ct1011s 1 i ,vcrc ~ e O \Vn1l u11t1l tl1e elecl1011 was over Mt Foot111011 11ote 10 e -
• 

similar to I S 4 1d on j)«:1gc ., of 
aSl year, tL,ere were cl1anges 011 pages 4, 27 und 29 of ection ai -

Sect1011 5 Mr 7 s t 011 8 was ne,v to Cot1rt 
leme11ti l1ad covered the 1nain cl1ange 1n Section • ec 1 

but \Vas not ct· . . . 1 d d tlie arrJJ1ge111cnts for 
-- 1ss 11111lar to last year's. Sect1011 9 on rcn1unerat1on 1nc u e 



tvtr Allsopp. Section 10 was the ReJJOri fron1 Men1bers of Court. The Governor asked 

~1embers of Court to give detailed drafting comrne11ts on the Aru1uaJ Report outside the 

,neeting. He asked for cornments on n1alerial points. TJ1ere were no comments. 

Iloublon-Norn1ao Fund Report 
(J\,Jessrs Bean, Clark and Plender·leit 11 in at ten dance) 
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There ,vere no questions on the accounts In 1·esponse to a question fron1 Mrs Heaton about the 

leveJ of sausfaclion over the quality of Ll1e candjdates, Mr Bean srud there \Vas st1ll a concern 

about the pool of appJicants. 1n 1he comjng year tl1ree good people had been J1ned up, but 

beyond tJ1ose three the rest of the pool was not impressive. For the next round~ it ,,,as proposed 

to go out more actively and try to so11cit good people to come to the Bank. He agreed that this 

,vas going to be a problen,, and tl1at l11ere was more work to do, particularly in the US, \"\'here 

academic salaries were higlJ. MI·s Heaton said it was itnportant to carry out Ous acti,rity ,, ell, 

and if necessary Court sl1ould revisit Ll1e an1ount a,1a11able from tl1e Fund 

C'ot1rt was up. 

,. 
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The Go,,emor ren1inded men1bers that Baro11ess Noakes, Mrs Heaton, Sir Cl11ps l<es,v1ck a11d 

"t\4r Buxto11 wuuld be leaving Court at tl,e eiid of tl,e 1110,1111. He expressed 111s app1 cc1utio111)n 

bcllalf of Court for tlleir s1gn1iicant contribut1 011s to l ourl and conftm1ed tl1ot a f:ire,\ el I dinr,er 

had been arranged fo r 31 May. 

Tl1c Govern • r. l J or cot1fim1ed tJ1at the fow· 11e,v ap1Joi11t111c11ts to Colt rt , \V1tl1 el feel 1 ro111 unc • 

con1priscd s · J 1 • D ir O 111 B o11d. Group Cl1ai1·n1 n11 I lSBC l·loldi11gs }Jlc, Mis I\1 llt)' Fim,cts, irt.ctoi 

Ge11eral ll1e As . . Cl • f , , ksl1 • "' 
F ' socrnl1on of British Insurers, Grahu111 Hnll, the 1mB11ru1 o 

1 0 1 11
" 

101,\ ard, \V] • L ~ d • d D 10 l11ost Court men1bcrs would have incl in January \\ hen Court met 111 1::e s, un 

r DeAn11c J i • u ius, ,vl10 would be leav111g t11c MP("' at ti1e (; t1d of Mn) · 



The Minutes of the Court of 18 April, having been circulated, \Vere approved. 

J\IONET ARY ST ABILITY JSSUES 
Economic and monetary discussion, incorporating tl1 e mon(bly l\1PC report to Court 
(Ors Julius and Wadb,,1ani, Profes or Nickell and Mes r Allsopp, Bean, lark and 
Plenderleith in attendance) 
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The Governor noted that Court \Vas meeting al1ead of tl1e May MPC meeting, so the discussion 

,vas unusualJy aJ1ead of, rather tl1an ailer, t]1e month]y MPC interest rate decision. 

Mr Bean began by comme11t1ng on tJ1e international scene. He noted that the US GDP data for 

the first quarter ]1ad been sL1rpnsingly strong (at 0,5% quarter on quarter). Underlying the 

aggregate figure was cont1nued robust consumption gro,vtl1. This l1ad more than offset a large 

negative contnbtition to gro,vth from inventones - ll1e dcstocklng cycle m1gl1t be almost 

con1plete. Tl1e net lrade position ,vas stronger than in the previous quarter, reflectmg a fall in 

imports. rn,,estment was subdued. Tl1e question lool<i11g ahead was ,vhether tl1e first quarter 

data signalled tl1e ,vorst ,vas over. Mr Bean felt tl1e ans\ver was probably not and he cautioned 

against reading too n1uc)1 into the figures. Investment was likely to remain lo,,,. Tl,e main 

uncertainty \Vas l1ow welJ co11Sumption \Vould hoJd up. Data on employment in April recorded 

a fall - non-fam1 payroJls fell by 223,000 over the montJ1. Tl1is might result i11 consun1ers 

retrenching in the monU1s ahead, leading to a prolo11ged slo,vdo,vn Overall. tl1e ev1dence ~ as 
• 

moving a,vay fro1n a sharp bounce-back to,vards a n1ore prolonged 1f sl1allo, er do,,·ntum. 

Turning to the UK, Mr Beru1 said tl1at GDP gro,vth of 0.3°/o i11 tl1e first quru1er' as belo,v 

expectations. Growtl1 in services output was 0. 7%. Manufacturing output fe) I i11 tJ1e 3 n,ontl,s 

to February by O I% and was estimated to have fallen by arou11d 0.5° o in Q l as O ' l,ole 

Constructjon ou tpu1 was also likely to have bee11 weak in Ql bt1t l11e outlook' as perllJps tliore 

positJve in that sector Mr Bea11 said son1e ten1porary facto1·s ,vere likely to llU\'e depressed 

GDP gr h t • l t • utput ru1d owt i11 Ql the wanner but wet weat)1er probably rest1lted 111 ]O\\ e t u 1 1 ies 0 

oiJ and gas . . 1 • cations output i11 
extroct1011. Tl1cre l1ad also b ce11 a very large fall 111 te econ1111 t

1111 

January ,v} • 1 1 . I r r11 addition, tl1e 11c 1 oolted erratic. So ll1c u11de1 lying trc11d 111 ot1l1Jut \,,as tii,c en • 
'foot at1d m l ' • 1 1l t t1n1 tcr but \VJS likely 

out, OL1tbreak 111igl1t l1ovc depressed out(:>t1t u l1ltle 111 t ,e 115 tl 
lo have ab. 1 lnte5t dato \Vas \\c~ 

igger effect i11 tl1e seco11d a11d tl11rd quru·ters. Tl1c puzzle 111 t ,e 

output alon . d 1di11g Retai I sales 
,,.-...~-- gSi c rcaso11ably st1·ong ex1Jend11ure, notably co11sunier sper • 
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volumes increased by 1 .5% in Ql and British Retail Consortit1n1 data pointed lo strong giowth 

in April. Consumer confidence measures also remai11ed steady. House pnce data continued to 

suggest underlying gro,vth around 6-7% annually - the Halifax and Nation\vide senes ,vere 

currently in line witJ1 each at.her - and ll1js \\iould support consu1ner spei1ding in t]ie near fu ture. 

Overall, the outlook for consumer spending looked reasonably good. The out look for 

investment also appeared positive. The B survey sl10,ved stro11g iJ1vestn1ent intentions over 

the short tenn. FurtJ1er ahead, ,ve m1gl1t anticjpate 111ore of an impact fro1n the global 

slowdown. The net trade posi tion would probably deler1orate if imports held up alongside 

strong domestic de1nand, alongside ,veaker expons. This tension between the expenditure 

picture ru1d tl1at for output would be reco11ci]ed statistically via the alignment adjustment added 

to in,,enlories data. But tl1js ,vouJd need to be bala11ced furtl1er al1ead and posed problems for 

assessing the stre11gU1 of gro,vtl1 at tl1e present time. 

Turni ng to wages and prices, Mr Bean sajd employment grew by 113,000 1n the three monlhs 

lo February. This had resulted in fal ling unen1ployment the LFS rate was 5.2o/o 1n February 

and the 'claimant count' rate was 3.3o/o i11 Marcl1. So tl1erc had been a furtl1er tightening m Lhc 

labour market in terms of quantities. On the earnings side, growtl1 had jun1ped tn March but 

ll1is reflected the different ti.ming of bonuses compared w1tl1 last year. The 'headline· earnings 

figures ,vere therefore misleacling. Mr Bean judged the underlying picture to be reasonably 

steady. Annual RPIX infl ation had increased to l .9o/o 1n Marcl1, 1n part reflect1ng a small 

up,vard contribut ion fro n1 higl1er meat prices. 

Mr PJenderle1tJ1 added that fi11ancia] 1nurkets had been fairly stable over recent ' eeks, perllnps 

lo a surprising exte11t alongside furtl1er reduction in interest rates in the US and curre11t 

uncertainty about interpreting econotn ic data a11d tl1e 111ac1 occonon1ic out loo~. Tliis '' 3" 

particularly so in tl1e foreign exchange n1arkels \.Vl1cre tl1e dollar l1ad been very 5lca<ly de pite 

lower interest rates and growth prospects relative to Et1rope. It ,vas possible tliut curreiicy 

markets \Vere looking beyond t11e near ten11 prospects or pcr)1aps suck1ng \Vtll1 tl1e dollar ,n u 

Penod of UJ • . 1 l ,g 1ne dollar \\ 'O. 
icerta111ty, pa1 t1cularly ir1 view of tl1e lack of all1act1 e a tcrnu ' ' c 

no\v as l1 igb • "' . Pl , d .. le'tl1 stressed tJ1al ull 
in ei fect1 ve te1·ms as it l1ad bee11 for fi '1.\!e11 years Nl1· cii er 1 

th' 16 did 1101 r • · I l 1c r1 e 11ce J s l1arJJCr 
1 0 course, n1ea11 the dollar \VOLtld 11ot foJI . Indeed, 1l 1111g 1 c x1 

and rnore pr I d be n de la} cd react1011 0 onged correction if tl1c curre11t situatio11 merely prove to 
lie added th Jny countries 111 

)~ at ai, excessively weak dollar could bring its O\VU problei,,s to 01 
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relation to equity n1arkets, Ms Ple11derleith said tl1at lhe declj11e of last year llad lialted~ the 

direction now ,vas ,vl1ether the markets \Vere in a 'l1old1ng, pl1ase while investors assessed the 

outlook, or ,vhether the down,vards adJustme11t ,vou]d resume. 

Sir Neville Simms said rece11t \\1eak construction output was weat11er-related ai,d most in the 

sector expected a strong year. Public expe11diture ren1ajncd the main driver but, in addJtion, 

commercial constructio11 was also buoyant. 1r eville felt the positive industry expectations 

,vere perhaps underplaying the do,VJ1side - lie, as o erall less opt1mistic. Order books ,vere 

fu ll over an 18 mor1th horizon but, beyond Ll1at tin1eframe, the pict1rre was more uncertain. He 

fell the recent Agents' Reports were a reasonably accurate reflection of the current state of 

trade. 

Mr Neill said UK car sales ,vere rising but imports accou11ted for 77o/o of the total in Marcl1. 

Domestic output fel l sharply in March to stw1d 21 % helo\v its level a year earlier. Some ofth1s 

,vas len1porary bt1t tl1e extent to \v]1icl1 the UK now imported vel1icles \vould have been 

untJ1inkable just ten years ago. 

Ivtr Buxton reaffinned his co1nment at April Court that retail financial serv1ces business 

remained strong b1JI confidence in the corporate sector ,vas declining. 

Ms 0 ,Donovan noted that, wiU1 regard to the US, electro111c business \Vas slo,, tog, notably 

telecommunications ar1d computer related octivity. ln contrast, oil and gas processing business 
• 

equipment was recovering after around tvvo years of recession, but n1ore sluggisl1ly thru1 l1od 

been anticipated. Tl1e Governor added that tl1e mixed sectoral picture more ge11erally \\ as a 

charactenslic of the current conjuncture. 

Sir David Cooksey said business activity was si111ilar to tl1e pntte111 pauited by Mr Beail. It 113d 

been Slronger earlier in ll1e year. Den1and for sofl,varc by 111dt1str1al users \vJS c,lo,viiig anci 
th

cre Was evidei,ce of delays ,vitl1 1nvcst1ner1t SJJe11d111g. J Jc fell 111dti~try '' tlS 111nr k,ng tiine 
• 

\V1tl1 ca 1 PI al projects. 

t\1r Ne1ll m . r l 1 i1cl1 of cw·o i1otes 
ent1oncd speculation that 'blacl<' 111arket act1vity ,1l1ead O 11e au 

~ld • Tl coins \Vas d . t l ot1t ofD~1s. 1e ;> nvmg de1nand for the dollar as people sought to S\' 1 c 1 
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Governor said it \\'ould be interest1ng to look at 11ote issue infom1ation over time. 

Mr Plenderleith said tl1e numbers ,vere likely to be relatively small as a proportion of lhe total 

notes ru1d coins in circulation. Mr King said estimates suggested that demand for broad money 

\vould be around 1 % lovler if holdings of et1ros by Easten1 Europeans were extracted. TJ1is was 

back\vard lookjng but tl1e ECB was monitoring de1na11d for notes going forward. 

Mrs J-Ieaton said s)1e was surprised to see rising yields for index-linked gilts over the past fe\v 

montJ1s. Mr Plenderlei lh said thls ,vas partly a reflection of government issuance and there }1ad 

also been otJ1er issues of index linked stock m response to lower yields, notably by the EIB lt 

,vas also possible tl1at yields were just returni11g to a more no1·1nal level follo,V1ng the 

prospecti,1e removal of tl1e minimum funding requirement, whicl1 was likely to have artificially 

lo\vered yields. 

l\rlPC respon e to TSC 
(Ors Julius and Wadl1,vani, Professor ickell and l\1ess1·s AIJsopp, Bean, Clark and 
Plcnderleitl1 i11 attendance) 

Tl1e Governor 111,,ited con1ments, noting t11e paper l1ad been discussed w1th the MPC 

Sir 110,vard Davies asked about current HM Treasury tl1ink.ing about T C confir 1nat1011 

hearings The Governor said he d1d not trunk the pos1t1on had changed. Mr K.Jng added that 

U1e matter raised issues beyond the MP 1tseJf. Tl1e Governor 11oted that U1ere \Vas one 

addendum lo the response in the fo1111 of comments on Ned o's role. He hoped Court ,vould 

endorse those coITIJnen ts. Court agreed. The Goven1or said the response ,vould be sent if 

Court ,vas content . 

Agent's i ue of the month - The impact of tl1e U 
(Drs Julius and Wadb,,1ani, Profe sor ickell and 
Pleriderleitla, Jenkinson and Iles in at1e11da11ce) 

to,,1do,,111 on the UK Eco11 on1)' 

le 1· II opp, Benn, l01·1,, 

Mr Iles, thc Bank's Agent for Soutl1em Central Engla11d, presented tl1e iind 111gs or, tlilcl offered 

conclus10 d . . r l U'- I do\\ 11 ns rawn fron1, tl1e Agents special lO}lJC tl1e 1n11)oct o t 1e 0 s O\V 
Undertak r. 1 d b e11 coll cted i11 tl11.! en ,or the pre-MP n1eeti11g on 30 Marcl1. St1rvey rcs1Jonses 1a e 
latter l1alf of M J • t tput ru1d i11vcstn1enl 

urc 1. Tl1c survey l1ad asl(cd about cl1u11ges 111 c~por, oti 
expcc tat1on . • 1 cl bct,vce11 Jin11s ,v1tl1 

8 111 view of tl1e US slowdow11. Tl1e st11~ey l1ud d1st1ngu is 1e 
Us Pare11ts , d 1 • ncd l1ad re, iscd 
d an 110n-US owned fin11s Overall, t,vo-tl1irds of rums ques 10 

::;.----..,- o,vn their e'Xpected g,o,\Ul to 
_ __,.,., / expectatio11s for exports to the US, offset fJartially by str0nger 

-
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other nlarkets. Expectations of output growtl1 l1ad also been re,,ised down, and tllis \Vas being 

reflected in current order books. Invesln1ent expectatio11s were also lower but by less than for 

exports and output, though uncertainty l1ad increased. Large fir111s wi th US parents and those in 

the JCT sector J1ad reduced expectatio11s by tl1e greatest degree. Vehicle components firins 

,vere affected significantly; food and pl1armaceutical firms appeared to be more positive. 

Ms O'Donovan asked tf the faJl in export expectatio11s ,vas large]y due to exports to US parent 

companies or to third parties. Mr l]es replied tl1at it was across U1e board. In genera], smaller, 

more domestically - orientated .fi11ns had appeared less affected by the US slo,vdown to date 

~tr Neill said U1e car industry had anticipated t11e US s1owdo\vn in the frrst quarter and had 

reduced inventories - sl1ort lead times meant it was possible to respond quickly. He asked if 

there ,vas any sense of things starting to recover. Mr Iles said th.is was not apparent from the 

survey. ln general contact wjtJ1 companies, l1e said the slowdown l1as exceeded original 

expectat1011s. 

ir Ian Gibson noted that t11ere remained ]itt]e appetite in the industry to reduce capacity and 

producer still preferred to reduce stock. Mr StTet1on asked v. hether the propensity to ans, er 

questions in the survey rrught be Jess amongst those companies U1at ,vere undertak.ing or 

contemplating n1ore s1gnjficant adjustments. Mr Iles said not all con1panies ru1s\ ered e\ ery 

question but it ,vas difficult to draw conclusions from tl1at. 

Ms Blo,v suggested the speed of response to tl1e U slowdown of output and invest111e11t ,vas 

likeJy lo vary. Fim,s 1night well be conti11uing witl1 ct1rrent capital spending plans but migl1t 

intend reducing future spending. Mr l les said tl1ere was some slo,ving in 1n estn1c11t speociing 

evident and a ' 'iew amongst finns that expectations \Vere likely to ,vorsen furtl,cr O\ er tl,e 

comitlg llJree montl1s. Ms O'Dono,,an asked 1f tl1e survey l1ad asked if in,1e5L111c11 t \\ as grcJler 

or less tllan depreciation. It l1ad not, tl1ougl1 Mr Iles said tl1ol \vas a typical 1111e of er,qttiry '' 1111 

Agents' cor1tacts. 

Follow111g tl d. , I l t l .,,1da11ce ol C'ot1rt us 
ie 1scuss1011, tl1e Govcn1or said tl1at tl1is was Dr Julius s as J ~ 

an ~'"" 
1v11"C me1nb h r. years ru1d looked 

er, e thn11ked l1er for l1er co11tribut1011 over tl,e JJUSl iour 
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fonvard to her cor1tribution as a Member of Court Dr Julius said she had greatly enjoyed her 

. lvement wi tl1 Court and expected to contintte to do so 1n the future 
1nvo • 

FINAN CJ AL ST A BILJTY JSSUES 
Domest'ic developments and inte1·national issues 
(l\1essrs Bean, Clark and Plenderleitl1 in attendance) 
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Mr Clark said, following hjs report on FS ,vork at t11e previous Court meeting, that }1e wanted 

to mentionjt1sl one additjonaJ item - the IMF's Fi11ancia] Sector Assessment Program (FSAP) 

Tlie program ,vas part of the lMF's effort to give greater prominence to financial system issues 

alongside its trad1tionaJ macroeco11omic focus. Tl1e substance of the FSAP ,vas to rev1e\v 

cour1tnes' con1pl1ance witl1 standards and practice i11 areas sucl1 as payment systems, regulat:Jon~ 

transparency of policy ru1d market rules, etc. 12 countries had been revie\ved in the first }ear of 

the Programme and 24 revie,vs were scl1eduled for ll1e second and thjrd years. All so far bad 

been s111all or n1ediun1-sjzed countries wit11 the exception of Canada. The UK comm1tted 1tself 

lo an FSAP last Autm1111, in part to demo11strate G7 cornmitn1e11t to the program as a ,vhole. In 

add1t1on, t11is prese11ted an opportunity to influence 110,v FSAP's were undertaken for n1aJor 

international financial centres - the UK would be the first sucl1 centre to be re, 1e, ed The L"K 

FSAP \Vas pJanned to begin in t]1e first half of 2002. lt would 1nvo1,,e tl1e F A, Hiv1 Treasuf)' 

and the Bank of England, ,v1th resource in1plications for all bttt tl1e FSA 1n particular. 

Following comp]etjon of the exercise tJ1ere would be a question about publisl11ng tl1e results. In 
• • 

pniicipJe the UK ,vas keen on such transparency, but the question of ,v11nt ond ,vl1en ,,,ould 

need lo be co11sidered ft1rU1er . 

Fl CIAL J\1ARKET OPERATIO 
urrent Is ues 

I UE 

(l\1essrs Be~ 1 an, ark and Pleoderleitli i11 atte11d1111c ) 

Mr Plende ·J • I • 1 eit 1 said tl1nt he did not hove n11y ite111s to 1ep o 1 l 011 tl11s occJs1011• 

-
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EXECUTIVE REPORT 
(Messrs Bean, Clark and Pleoderleith in attendance) 

Mr King reported to Court on the Target 2 Point 5 competit1011 for scl1ools. He noted tllere 

,vere six schoo1s in the final from all over 01e country and ll1e winner was the Harry Carlton 

Comprehensive Sc)Joo1 from Loughboroug]1. Tl1e jt1dges ,vere Mr Bean, Dr Julius, Anatole 

Kaletsky, Econon1ics Edjtor of The Times and l1imse]f. He noted that, in his coltmm, 

Mr Kaletsky had said ''On Friday I had a hugely enjoyable perso11aJ experience, wl1jch came 

cJose to an economic epiphany. I had 01e honour to be one of tl1e judges in the final of the 

Bank of England's monetary po]jcy competitio11 for scl1ools. In this compet1L1on, co-sponsored 

by TJ,e Ti111es, teams of economic students from 167 schools across the country put themsel\ es 

in the sl1oes of the Monetary PoJjcy ommtttee to decide tl1e appropriate level of interest rates 

for tl1e UK econorny. ]n Friday's final, the six tean1s that had \.VOn the regional contests \'vere 

eacl1 given 40 n1 inutes to offer - ru1d justify - tl1eir vie,vs about the appropriate stance of 

monetru-y policy for Britain today. The perfonnance of all six teams ,vas tru]y inspinng foi 

anyone concerned eiU1er about the state of t11e Britisl1 economy or of the education system. 

These six analyses of Oie prese11t economic situatio11 1n Britain and around the world crune to 

different conclusions, bt1t all ,vere based on exl1austive 1nvestigation of the e, idence and all 

,vere presented ,v1tl1 ex traordinary clan Ly and a ,velco1ne degree of scept1cis1n ns ,vell as 

hurnottr. Most in1portantly, they demonstrated a deep understanding of econonucs and of the 

role of monetary demand management in susta1ning lo\.v infl ation and steady gro, tl1 Ten years 

ago, sucl1 a contest could not possibly have been held, since most of tl1e time ,vould ho, e been 

,vasLed arguing about ,vl1at de111and n1a11ageme11t sl1ould be trying to acl1ieve ratl1er tl1an 110, to 

acl1ieve it. 1n tl1e European Central Bank, tl1e old argun1ents are going on to tl1c presc11t dny 

about whether economic policy should only worry abot1l inflatio11 or try to st1stn111 dei11ru1d 

Wilh tl1e degree of economic understa11ding, tl1e level of edt1catio11 and the s11eer intellecttial 

talent I s d . r. a\v on 1splay at t11e Bank of Englo11d last Friday, tl1e prospects 1or econo1111c 
pros • • • pcrity really are better ll1an they l1ave been for ge11erat1ons " Mr K.it1g said tile co1111)ctitiorl 

,v as a tre • I I meo<lous success and was widely reported, nnd great credit ,ve11l to flr ~'0rd 0
'"' ' " '

0 

Wrote tl1e n t • t b k tl,ey hud !>Ccn 13 eriul for co111pet1 lors, \Vl1icl1 tencl1crs described as tl,e best te 00 

on ll1c subJect d . , I-le 11otcd tl1nt an lo Mrs B1sl1op \1/l1ose ten111 orgo111se<l tl1e co111pet1t,or,. 
absolutely 11 th · ' t t 1 J g o111 tl1e 0 111g went wrong. Tl1e Banlc ,vns ready to lat1ncl1 t11e coni1Je 1 101 

follo,vj11g y . ,ts ruid 'fl1c Tin1es 
ear witli a fe\\' minor adjust111e11ts and probably \V1 tl1 more entrai J 

,) 



,,,as very keen to be invol,1ed again. Tl1e Governor said tl,at it l1ad been a tenific success and 

~1r King should be co11gratuJated as tJ1e instigator and tha11ked on behalf of the Bank. 

Mr Clementi noted that the Bank l1ad been Joo king for some tjrne for a replaceinent for 

Mr Berko,vitz and }1ad appointed Malcoln1 Glover wl10 l1ad worked as solicitor for c]iei, ts, 

Nat,vest and Citibank, and had much litigation experie11ce. I le would join in Ju11e. 
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fie also noted that a lot of time bad been spent redes1grung t]1e websjte for the Bank \Vhich had 

JUSt been reJauncl1ed Tl1e architecture of lhe si te l1ad been improved as \.Vell as the look and 

feel and he dre,v attention in particular lo the new l1ome page. It was an excellent redesign. 

Mr Buxton noled tl1at l1e had been advised that ourt ,vas personally responsible for ilie 

accuracy of tl1e Bank's accounts published on O,e website. 

The Governor n1entioned that 11e recently attended tl1e Sports Club AGM and he l1ad been 

asked to poss on a vote of t11anks to Members of Cot1rt for their support dunng the course of the 

year. He also noted tJ1at Members of Court had been invited to Governors Day in July. 

EUROPE 
The \\'ork of the Co-ordination Unit fo r Europe 
(Messrs Bean, Clark, Plenderleitb and To,voend in attendance) 

Mr Townend elaborated on his paper to Court. He noted that tl1e next Pract1cnl Issues ,vould be 

published in early June and wou]d co,,er the evolution of euro 1narkets, infrastructure, London's 

position and preparation for entry. He also noted tl1at 36,000 copies continued to be distnbuted 

in Lor1don and i11lemalionally. Afier describi11g tl1e problen1s and scale of the notes ai,d coin 

changeover tl1e follo,ving January, l1e commented tl1al the casl1 cl1angeover would not be as 

smootll as the n1arkets cl1angeover in Ja11uary 1999, bttl tl1i s was not surprising gi en tl,e nature 

and scaJe of ll1c task involved. 

Mr Buxton 110t d 1 . UK tl,ot tl1e co11tincnl 
e l 1at ll1e difference between tl1e co11t111c11l a11d tl1e ' ns 

had l1ad ye . Unit al tl1e 81 s lo JJrepare for tl1is Tl1e view co111i11g ottl of t11c Et1ro Prepuratioris 
1' reasury \Vas th H ever al the top of 

at tl1e c11ru1geover in tl1c UK "vas going lo be very fast . o,v ' 
the Go d' vern,n t 1 "'I • 5 bu1l 111g a 

etl 11ere was a11 unwillingness Lo pla11 fo1 tl1e ft1ture. 1 115 ,,a 
Problem. Mr T . buL l1e unde1 stood tl1c 

_ -=-:;::) ~ ownend said he could not com1nent on the pohucal side 

~ 

I 
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. 1 d' fficulties ,vhich resulted if a relatively fast entry track ,vere pursued. 1,e believed 
teclm1ca J 

an Wlderstanding ,vi thin the Treasury, and 11ot just at Junior level tl,at if there were a 
~ereW~ ' 

. 1 short period bet,veen a Gove1nn1e11t decisio11 ai1d ll1e entry date, it was inevitable that 
relative Y 

Paratjons ,vould not be complete at tl,e very outset, and that most obviously affected 
many pre 
the retail financial area. This made inevitable a pl1ased approac11 to any UK tra11sit1on. Tliis 

had been mooted in the second outline National 11ru1geover Plan last year, ar1d his 

understanding was t11at, at the last 1neeling of the Sta11d1ng Con1mittee in January, Treasury 

officJals regarded tl1e minutes as endorsing~ at a senior level, a pJ,ased approacl1, though that 

minute Jiad, of course, not been published. 1n ans,ver to a question from Mrs Heaton, Mr 

To,vnend said tl1at Ll1e question or 'out' counlry banks' access to frontloaded euro notes had 

been raised \vi U1 t)1e ECB the prevjous autumn. Tl1e E B \Vas primarily concerned not ,vith the 

three 'outs' but ,viU1 central and eastern European accession countries, because of tberr great use 

of the deutchmark. The Governing Counci l had sensibly agreed that, in principle. the front 

loading exercise could be extended to banJ<s outside the euro area including in the three out 

countries and tl1e accession cot1ntries. There was a question 1n practice about how this \\ as 

going lo be implemented, vi1hich banks i11 the UK ,ve1 e now cons1denng. Arrangements for 

foreign curre11cy notes in the UK were very concentrated, primarily V1a Royal Bank of 

Scotland The Bartle, as in touch ,.vi lh RBOS, ,vh1ch had ,vntten to tl1e ECB to sec 1f t}1ey 

,vou]d be prepared to help if 1t did not prove possible to find sufficient notes from a con1n1ercial 

source. Mr To,vnend said he ,vas not su1·e al this stage whetl1er the ECB ~ ould l1elp. ln repl) 

10 a quest1on from Mr Strelto11 about 11istorical data M1 To,vnend said tl1ere \Va n d1st1nct1on 
) 

bet,veen tl,e begi11ning of lransitio11 issues, i11clt1ding pl1as1ng, ru1d end of transit10111ssues like 

record keeping, when records in national currency or sterl111g ,vould l1a e to be co11vcrted to 

euro. He had been encouraging as much contact as possible bet,veen Ll1e UK fi11a11cial en tee 

iociustry and th • bl eJr peers across U1e first , ave countries so they could leai11 us n1t1cl1 ,1 po 1 e 
about the fi l . • > 

rs wave approach. He kne,v tl1at tl1c 1n st1ra11ce sector ,vas atle1npt111g to le3111 fro111 

the first \\'ave d l 
'an 1e hoped they ,vot1ld prepare a JJUJJer for tl1e 1ty Euro Grot1p. 111e 

Governor con l • 
c . gratulated Mr Tow11end for do111g a f a11tastic job a11d looked fon\ard to 11m 
ont1nuin • 

gin tlic role fo r as lo11g as it Look. 
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NAGEJ\t1ENT OF THE BANK 
MAB k's Annual Report and Accounts (in draft) togetl1er ,vith a Report from the 
The an . . 

. man of the Audit Committee 
Chair Bean Clark, Pleoderleith, Footn1ao, Midgley, Darbyshire and Butler and (l\lessrs , . 
Mr Hitcbins from Price,vaterbouseCooper·s 10 attendance) 

The Governor \Velcon1ed Mr Jolm Hjtchjns from P1~icewaterl1ouseCoopers to Court. He said 

the draft Report and Accounts took on board comments made fo llowing the previous month's 

Court and in Members' f alders there ,vere also copies of J1is foreword, a detru)ed breakdown of 

profit and loss togetJ1er with a year end valuation of unlisted securities, a draft letter of 

representation to PwC, a Jetter fro111 P,vC coveri11g tl1e Directors' statement on 1ntemal financ1a] 

controls and a letter fTorn Fresltlields co ering stateme11ts on BCCI. Mr Clementi, mtroducmg 

the Report and Accounts in more detai l, said the numbers \Vere very close to those that Court 

looked at lhe previous mo11th and tl1ere were very few changes. Mr Clementi dre\v Cow1's 

attention to the profit and loss account, wl,cre the dividend was shown on page 58, and to 

various aspects of tl1e balance sheet wl1icl1 l1e noted ,vas strong. He dre\v attention to references 

lo Members of Court on pages 61, 63, twice on page 76, on page 83 and page 84 

The Governor invited Mr Buxto11 to com1nent as hairrnan of the Audit Comn,ittee. 

Mr Buxton sa1d the rommittee went t)u·ough the provis1011s i11 the Accounts and satisfied itself, 

and it also looked at valuations, in particular the BIS, and satisfied itself The Con1m1ttee also 

discussed compliance wj th FRS l 7 and decided it would like to see ,vl1at otl1er organisations 

\Vere d • lh' oing 1s year. Co·mpljar1ce was curre11lly volu11tw-y. Tl,e Audit Con1n11ttee did not 110, l: 

much confidence in FRS l 7 and did 11ot see mt1cl1 point in comply111g. 0 e1nll, t11e Conm1ittee 

had been through tl1e figures in some detai I and ,vere satisfied tl1at t11e Accounts \\ere pre ented 

in the right way. Tl1e Gove1·11or expressed gratitude to tl1c Audit on1n11ltee on bel,nlf of Colit1 

for the effort i t 11ad 111ade. He j11v jted Mr Ilitchi11s to co111n1ent . Mr II1tc l1i11s said l,e l,ad 

notl1111g lo dd d h a ai,d U1ere were no points of disngree111e11t bet\: ee11 tl,e At1d1tors a11 l c 
manageme t M . 1· • l 

n • r Foot111an said U1at tl1e ReJ)Ort ,vo t1ld be J)t1bl1s)1ed nfier 20 Ju11e. Par ian1c11 

,vas expected l ~ 1 .. B k Id a k 0 rcassc111ble t,vo ,vccks aller tl1e elcc t1011 a11d tll tl1 11t po111t t 1c rui coti ' 
the Chat1c I l 

e or 10 aJJprove tl1e layi11g of tl1e Report before Purl ia111e11l. T l1c Br111k l,ud been 
advised lo . 
G put 11 0 11 ice 0 11ly very 111i1101 JJoi11ts n1igl1t need lo be looked at agai11• Tl,e 

O\cn1or ag d l k or U1e c ree lliat it \\Ould be preferable to s1g11 off' tl1e Report ,vitl1 a dale; 111 l ie \\ ee 
Ot111 meeting. 

LC ~ , ) ) 



C011tent to sign off tl1e Report a11d a,vait the Chancellor's decision on t11e time of 
Court \Vas 
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. b r.ore Parliament . Court was co11te11t that tl1e Letter of Representation should be signed 1ay1ng e1, • 
Court \Vas content ,vith the f1J1al dividend payn1ent to ll1e Treasury of £35,150,000. 

The Governor expressed his gratitude to Mr Hitchins. Sir Neville Simms suggested drafting 

points for the Governor's Foreword, principally to avoid confusion between the Bank's financial 

year and tJie calendar year. In response to a suggestio11 from Mr Neill that the fore~ord sboul~ 

\,,iU, respect to the 1norale issue, indjcate that a nun1ber of tl1e changes made had been 

\Velcomed by staff and that tl1e negati ve publici"ty had bee11 focussed on a small number of 

people, the Governor said l1e did not sl1a1·e that analysis. Althougl1 only six l1ad gone to the 

tribunal, resentment ,vas extremely ,videspread and a petition l1ad been signed by 700 people 

The issue ,vent very wide and deep across lhe Bank, and if it were downplayed 1n the Fore,, ord 

tl ,vould send a false n1essage. Re believed, however, that things \Vere improv1ng, and the 

Bank l1ad been able to address some of lhe issues that concerned staff, particularly the fleXJ 

leave arrangements, ,vl1ich \Vi tl1 hindsigl1t he tboug]1t had been unwisely folded into the benefits 

package. 

Tile Goven1or agreed wi th Mr Buxto11 (hat, as Court had aJ)proved tl1e Report and Accounts. the 

Sub.Committee did not need to be cstablisl1ed to co11sider furtl1er questions. 

Mr Buxton said there were two oU,er matters in relation to ll1e Audit Conu11ittee' luch be 

wished to note. Tl1e Jirsl was tl,al i11lernal at1dit in tl1e Bank \Vas focussed 011 the l11gl1esl risk 

areas. Assessn1ent of t11ese ri sk areas n1ay ,,ary fron1 yeru to year. Tl,e Aud1t Con1111ittee },ad 

asked for • d • ll comparative fi gures each year to show if risk areas 111 t11e Bank hu bec11 n1ov111g. 

had asked Ii 1 • • ar' or a c 1art to be prodt1ced and for tl1e san1e cl1ru,t to be produced agn1r1 111 a) e s 

lime. Secondly, tl1e Audi t Committee wos concen1ed tl1al s0111e oftl1e losses dtit·ing tl1e :vear 

Under revie l d • I oint . w l a ru 1sc11 as a result of perso1111el policies 1 l , as 5t1ggcstcd t 1tll, nt onie P 
rn lhe ne l . ~ • • 

x year~ tl1c flerso1mel funct1011 i11 t)1e Barlk sl1ot1ld be o ked lo 111t1ke, J)l\: ClltattOtl on 
tlic in1p · ~f l 1 

act on nsk of tl1eir Jlolicies. Tl11s, ould include iter11s sucl1 as ttittiovcr of tru \\I llC 
1 

contributed lo nsk. 
l l1e Governor ~ elcon1e<l tl1e st1ggcs.tio11. 

-



p sion Scheme - annual adjustment 
court eBnean Clark and Pleoderleith in attendance) 
(l\1essrs , 

Turning 
10 

tl,e Report fron1 ll1e Trustees of tl1e Court Pension Scl1eme, the Governor, having 

declared bJs interest in tl1e Scheme togetl1er wi U, tl1at of tl1e two Deputy Governors and the 

Executive Directors present, invited Sir Cl1ips Keswick, in )1is capacity as CI1ai1n1an of the 

Trustees of the Scheme, to introduce the Report which contruned the following 

recommendations.-
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a) the annual pensions i11 payment to f or1ner Governors and Executive Directors and 
allo\vances to tl1e wido,vs of fo1mer Executive Members of Court be increased, with effect 
from 1 July 2001, by the amou11l of t11e increase in the Retail Prices Index for the 1'.velve 
months ended 31 May 2001 . 

b) Similar increases be granted from l July 2001 to: 

i) the ex-gralia allo,va11ces payable to Lord Richardson, Sir George Blunden and 
Lord Kingsdo,vn; 

ii) the ex-gratia payn1ents awarded to widows of fo11ner Executi,'e Men1bcrs of Court, ho 
retired prior to 1978 and \-Vhose allo,vru1ces were based 011 ti1e1r l1usbands' pensions net 
of commutation and· 

' 
iii) the deferred pensions payable at age 60 or later granted Lo Mr Pennant-Rea and 

Mr Vickers. 

c) The annual allo,vance paid to Lord Ricl1ardson fron1 the otrrt Pension cheme under 
special arrru1gements whic11 were a1:>proved by ourt on 10 February 1983 be increased in 
accordance wi tl1 tl1ose arrangeme11ts 

Coun APPROVED the recomn1endations. 

Ar1y other busine s 

1 he Go, em . • 
or sa1d lie w1sl1ed to ack110,vledge tl1e co11tr1bt1t1011 of ll1e fot11 rcltt 111g 

tion-exec t~ 
u ive Direc101s. Baro11ess Noal<es, us first l1ui1111t1n of edCo, lltt<l dott\: a 

trc111endous o . 
J b \vliicl1 lie l1ad very 111t1cl1 op1)reciated I-le ttlso \\, is11ed to tl1u11k 11dr~,v Bu '

1011
• 

\Vl10 l1ad cont 'b ntl'-' l1ud 
ch . n ltlcd as l1aim1a11 of tl1e Audit 011111,ittec, M1 s lle.1to11. ,vlio 111o5

l rect: J 

aired the Staff p . . f I :> , ~ stces of tl1e 
C 

ens1 011 onunittee a11<l S11 l1ips Kes\vick, l1a1m1nr1 ° t ie ru 
ounp , 

ens1on S h ~ ~ . . k• d grat1ttide 10 oil 
) c en1e. l"he Goven1or said he \v1shed to record the Ban 5 eep • 
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f l m In a differe11t ,vorld he would prefer to see a less rapid turnover in me11,bersliip of 
four o t 1e • 

He noted that four ne,v Members ,vould be ,velcomed to Court at the next meeting. He 
Court. 
looked fon,,ard to saying farewell in a less f annal way at the dinner for retiring D1rectors. 

Court was up. 

r 

20 



A couRT OF DIRECTORS AT THE BANK 

\VEDNESDA y 20 JUNE 2001 

Present· 

The Rt.Hon ir Edward George, G~vern?r .. 
Mr Clementi , Deputy Governor - F111a11c1a] Stab1l1ty 
Mr King, Deputy Go,1emor - Monetary Po]icy 
Sir David Cooksey, CJ1aim1an, Sub-Con1mittee of Directors 

Mr Bailie 
Ms Blo,v 

ir Ho,vard Davies 
Mrs Francis 
Sir Ian Gibson 
Mr Hall 
Dr Julius 
Mr Morris 
Mr Neill 
Ms O'Donovan 
Sir evi lJe in1ms 

Absent 

Sir John Bond 
Dame bet la McKeLlu1i~ 
Sir Brian Moffat 
Mr Stretton 
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The Govemo l r \Ve corned Mary Francis and Gral1am Hall as Directors ru1d 11oted tl1al Dr Jul1t1s 
\Vould be •0 • • . J 1111ng the meell11g short]y after tl1e discttssion of the Ren1tu1erat1011 C'on11111tlee 

report. 

Report fron1 t I I . 
(~1emi •c 1a1rn1ar1 of tl1e Ren1u11e1·atio11 C'o111n1it te 

ler·s of ~, • , 
Ota, 111 attc11dar1ce exc pt 10 1· D1· Julita co11flicted out) 

ln l11s capacit a . • 
Y s 11a1r111a11 of the R e111t111er 1110 11 011111l1llee 11 D\1 id Cooksey "->UICI tl,ot l,e 

,vou}d 1 'k " • 1 c to 111 1 . . , • I , 
Ul\e 1 econ1J11e11dal10 11s to ot1rl 011 bel1ul f. of tl1e 01111111ttce I le l:, t1d tl1\1t in 1 

l e 
case of 

t11c111bers of tl M • ' P th.J , 
1n le P tt \Vas agreed by Court tl1~1t tl1ey ,, ould be a5ked to lw{C lIJ) t.c 

0ntl1s . . Purdah iJ' th • • l 
s1g, •r: ey 111tei1ded to e11ter 111t o UJ)po1r1\111\!11l~ tl1at , v ould l1ave comn,ercia 

l111cancc S • 1-- • 
,,?--~~ 

0 111e1nbcrs ,vl10 \\•e 11t i11to -acJde111ic ltfl' or. for e an1ple. to tl,e omce 0 1 •air 
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. . re not required to enter purdah, bLtl Str Ala11 Budd was requested to delay l1is 
frJd1ng ,\e 

. t nt as a Director of Old Mutual for three rnonlhs. Tl1is latter position applied to 
appom n1e 

J I
. 

5 
and the Ren1uneration Commjttee was proposing tl1at t11e equivalent of three months 

Dr u 1u , 
MPC remui,eration sl1ould be paid to l1er fo·r tl1e tlu·ee n1011tl1s purda11 penod. Due to the 

n,arkel sen itivity of her, ork on the MPC, sl1e had avoided tak1ng up any of tl1e offers 

recei,,ed to dote. 

Turning to tl,e remuneration of Mr Malcol1n Glover, tl1e Govemor1s ne,v Legal Adviser, 

1r David said tl1at tl ,vas proposed to offer l1i111 the sa111e contract as Len Berkowitz, 

. Tun1ing to Ms Kate Barker, \Vl10 11ad replaced Dr JuJius on U1e MPC, S1r Da\~d said 

that sl1e ,vot1ld be ,,,ork.ing a fotir day week, a11d it wa~ proposed to offer her the standard 4/5 

contracL of£ 107,691 plus 15% in lieu of pension, plus BUP A. 1n respect of the Go\ ernor's 

annual lncrcment, ir David said tbal i11 1998 Court had agreed tbe pnnc1ple for determining 

U1e level of increment to the Governor's remunerat1011 each year, and accorclingl}' it ,,,as 

proposed to increase his salary by 2.5% as from 1 July, to £250,567. 

Coun APPROVED the reco1nmendatio11s 

The Governor \Velcomed Dr Julius to ourl. for tl1e first time as a Director 

Tl1c Minutes of tl1e ourl of 9 May, having been circulated, ,vere appro,,ed 

l\1Q ET ARY T BILITY 1 E 
Fconomic d tog ti 311 monetary di cu i o 11 , i11 co1·p o 1·n tit1g tl1e 1110 11t l11)' lP r e 110 1·t t o ou,·t 

e 1er ,vitl1 i l . • • ( 1~ Bar . 0 ~r 11at1ooal eco11on11c de,,elo1l n1e11t . . 
attc d ker, Profe sor irkell and le r 8 a 11, tnrl Ple11derl itl1 n11cl B, 1le ' in 

11 ancc) 

In introd • . 
uci,,g 111s paper, Mr Bu1lcy suiu ll1c slo,vdo\\Jl i1c1oss n very lllf~l, p,lil OI\ oriel 

cco11omy had . d i ~ not 
conltJlltcd O\fer recent 111011ll1s 111 tl1e tl ,, os clear tl1ul tl1e sto,v 0\\'11 '~ s 

Just an ir1,,e11tory . . . l . d industrial 
Pr cori cct1on. but also i11volved a sl1aq, correct1on oi tn\'Cst111cn a,, 

Odt1ctio11 pa ·,· I . . 1~ or dent111datn 
---~::- ' 1 icu arly tn tl1e I T sector. On t)1c Jlrodt1ction side tl11s \ as a so 1::\ 

1 
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J an 
Asia and indeed the UK. There was likely lo be a strong impact on world trade 

fron1 ap , 

JC
T goods ,vere bea,ri]y traded, JJart1cularly 111 Asia 

because 

In the U the first quarter had seen re11ewed sl1arp fa lls in 1 T prices. This most probably 

reflected 
0 

demand sl1ock ra111er than a 11ew supply shock from 1nnovat1on, consistent with 

sharply ,veaker corporate earnings in the IT production sector. 

There ,vere some difficult questions 111 assessing the U outJook: to what extent was there an 

overhang of past excess investment lhat ,vouJd need lo be worked off~ and would the fall in 

relative JCT pnces stimulate investmer1t bearing in mind that it might be more a demand 

shock Tl1e outlook for productivity gro~rth ivas a key part of the overall picture. It was 

expecte<.1 to slo\! as the cycle tun1ed do,vn, bt1l tl1al prov1ded no clear vie,,, on the underlying 

forces and therefore future productivi ty gro, th. 

Anotl1er set of questions concerned l1ousel101d consumption One of the common features of 

the U and UK \ as a fall in manufactunng output not accompanied by \J eak consumpt.100 For 

the U 1t could n1ean U1at consumption would not slow as n1uch as expected The Fed had 

acted decisively, and an agreement on tax cuts had been reacl1ed But there '"as a nsk 1n the 

U of 3 sharp correction in housel1old savi11g ,vhicl1 l1ad fallen quite sl1arpl) O\'er recent) ears. 

Jn the euro area tl1e issues were somewhat different. Don1cstic de1na11d 1n tl1e first quarter l1ad 

been much weaker tJ1an expected, eve11 tl1ougl1 overall ot1lpt1t grov lh l1ad bcc11111 line ,,ritl1 

expectations The source of a rcmarl ably large par1 of this l1ad been a \'Cl)' sl1arp correctio11 i11 

Gennan canst • • • l ruction act1v1ty. And 111flat1 on )1ad accelerated 111ore rap1dl)· tl1an e~pccted T 1 

renected a b . • nuni er of 1nnt1e11ces: oil prices had remained l1igl1er tl1a11 e:\pectcd. at lea l until 
recent da I ys w ien they had fallen to ll1e $26-2711b range~ food prices l1ud 11 c 11111ore rnpidl)', 
Particu lar)y meat pnces, lai gely co11nccted to ru11111nl diseases~ n11J tl1crc \\ ~1s likel, ft1rtl1er P~t!:t "' 

through fl 
rorn l)ie de1)1 eciation of t11e curo excl1ange rate. 'flte i11 flatio11 t1ptttr11 l111d been ntore 

Pronot1nced in ll 
le seco11d quarter bt1l tl1e1c \.\ere g1·ou11ds for tl1ink1ng tl1at lit~ lay J1e,tdline 

rate for tl1e eu ' 
ro area was near to t l1c JJcul\ 1 lte E B )1L1d t)rojected lite ,1 ct ~1gc for 11e. • l year to 

be son1 l 
e\v tat belo\v 2o/u. But tJ1c co1 e rate l1ad 110\\ 1isen abo\'e - %. 
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. for t1
1
e euro area outlook \VOS \vl1etl1er t11e inflation upturn would turn out to be 

A key question , . . . . 

ten1poraf'Y • an 
d tl

1
is uncertainty n1ade U1e ECB s pos1t1on 1nore difficult. Tl1e dw·at1on of U1e 

. t m would J1keJy have an important beanng 1n tl1e co11lext of the con1ing winter's 
,nflatton up u 

,vagc round 

Mr Bean noted tJ,at oi ] prices, ere now at about tl1e sru11e level as al the tjme of the May 

Inflation Report terling bad fallen in early Jw1e on expectatio11s of early curo entry but the 

exchange rate index \Vas unchanged overall . He noted that the estimate of first quarter GDP 

had been raised to 0.4°10, a little less tl1an the tre11d rate of growth. April industrial production 

fell 0.1 %, and l1e commented tl1al the imbalance between mru1uf acturing and services had been 

\VJden1ng, \v1th the volatility in manufacturing drive11 by the ru-tecl1 sectors. There was a tale of 

t,vo ci ties, as Mr Ki11g had put it in a speech earlier 1n the week. On the demand s1de, official 

consumpt ion data forces \Vere ,veaker ll1aJ1 ,ve had expected, yet retail sa]es had been strong 

and confidence \Vas steady. ln,,estment was also weaker than expected, but it ,vas difficult to 

understand the sectoral n1ovemenls: manufacturing was recorded as relali ely strong~ and 

serv1ces ,veak, ,, 1th business 1n,,estment falling, ,vJ11ch d1d 1101 fit tl1e picture the WC had had 

on output 1n services in manufacturing and tl1e data on 11ousebuild1ng and co11struction 

The b' • • 1& picture going forward ,vas reasonab]y health)' domestic demand, itl1 a depressing 
• 

Jnlpact from net trade and lhe trade deficit ,videning ft1rtl1er. Mr Bean noted tl1al in the labour 

market employ1nenl was slowing bt1l t111en1plo)'111cnt co11ti11ued to fall . Underlying can1i11gs 

gro,vth rose ,vith regular pay up by 5.3o/o in tl,c year to Ap1 il , largel)' due to public sector pa)' 
• 
increases r · urrui1g to pr1ces, he said U1at RP1 inflatio111·ose to 2.4% 1n May, n1a1nl) due to 
seasonal food art · ' P icularly potatoes, and petrol 11rices. The Fool and Mot1tl1 dise~e effect 
\Vere also more . , persiste11t,, ith an i111pact on 111eat prices, a11d services retail tJrice i11fl~1tion ro e 
slightly. 11e ex 

peeled ll1c 1n1lat1on rate to dip 111 tl1e co111i11g 1no11ll1s, but becat1 col ~11ati 
rno,·crnents a c 
r Y ar ago ll1ere ,vou)d be ecl10 effects into i11flntio11 r,\te<; for tl1is )1ear. 11 not\.:d, 
ior the 
lune. record• th3t the MP had cut inte1cst rutes by 0.25% in ~1ay, but thc1 e \\'US no chwige in 

l 'u111irtg t 
o ll1e •nark • k Pant ets, Mr Plendcrleitl1 said it l1[ld lJ\!l;ll n11 extre111ely 1r1tercst1ng f1.;\~ \\ cc s, 

y because f ~ inte O a bout Or \\-caki1ess i11 slcrli11g but also because of u subst.111tin l bJck itig tlp of 

f res1 rat 
e ex pee tat · . • , I ions, as sho,vn 1n cl1art 1. 1~1,e pound l1nd fallen part1cu larl, Slcep Y 
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15 which was 1·elated to speculation in the market t11at 
ti e 10,,·est for years, 

th dollar, to 1 . 
against e lerated tin,etable. It took some ti1ne for tl1e market to 

mi l1t enter tl1e euro on ru1 acce . . 
the UK g . , h ge rate ,vcilt do,vn it would also imply h1gl1er 1nterest 

h the fact tJ1at if tl1e exc an 
think throug . I entT'\/ was not so likely, t11erefore sterling went back up. He 

d tl1at implied tha1 ear y •• J 

rates, an k l lalility as expectations about euro entry moved about. Turning to 
expected greater mar e vo 

. h ted tl1at a rnontl, ago tl1e picture was of expectat1ons for 
hart 3 short interest rates, e no 

c • . . d a rise next year As an eff eel partly of sterling weakness, and also 
further easing this year an . 

several piece 
of data, the market felt the Likelihood of more cuts this year was less. Now 1t 

11 1 tl,at Uie market \! as e peeling any furtl1er cuts, and it was indeed expecting ,vas not at a c ear 

nsc ne>.t year, possibly reaching 6%. 

ir Neville imms said tl1at construction orders were t ip on last year and output about le el, and 

the change ,vas in tl1e 111ix. The industria l sector of tJ,e 111arket was down in \Vorkload last year, 

and 1n ne,v orders, and more 111oney ,vas going i11to infrastructure m,1estment. The picture 

looked as if 1t ,vould co11tinue, with qt1ilc a strong n1arket, and employment higher than this 

ltn1e last year. Costs \\'ere reasonably ,vell under control tl1oug]1 there \: as some tightening in 

the supply line. He noted a very Io,v rise i11 ll,c level of subcontractors' demands for higher 

levels of payment 1n the previous n1onth. He noted that a number of private client l1osp1tal 

projects had been held back \vhile discussions , ent ahead on \ l1etl1er hospital staff for t}1ese 

proJects '''ere cn1ployed by the NJ-IS or by contractors. He 11oted the in1portru1cc of tl1e question 
of \VhetJ1er the . 

goven1me11t was to continue the tra11sfer of spending to tl1e pri ate sector. 
Turning to the W t M. 

es tdlands J1e said U1ere, as n1ore gloon1 an1011g manufacturers, but tl1ey 
had decided tJ1al It ' l . . 

vas no onger ,vortJ, t1 ]ting at tl1e e l cl1ange rate \\'indmill, ru1d 1nay ha,•e to 
do someth' b 1ng a out it tl1emse]ves. 

~1, Neill said tl1at in the a 
rn uto nianufactun11g indttstry t11e p1ctu1·e ,, as still ptetty g 100111y ,ind 

arg111s \\'ere I 
first ow or non existent. The con1ponent sector 111 the U \ ns dccpl; 1n the n.:d in the 

quaner <l , a11 l1e tlotcd u J b . . 
retail . ltttll et of difficult1cs faced b)· UK 111" nufactt1rers. I lo, ever tl1c 

sector 111 tl1c UK 
I \VOS quite buoy t ti . en days in a11 , ,v1 1 t111 11,crensc of 18 20o/o s1 11ce Octob~r. 'l'l1e 111 t 

June sl10,\'ed an i 
0f20'1/0. •rile ncrease of 11 .6% ,111<l tl1e iett1il co111po11ent of tl1at \\US a11 increase 

outlook for tl1e ,, . 
Year. lt ,va ycai was 2.25 1n11 \1cl11cles. ,vl1icl1 meant tl1at 1 t cot1ld be a record 

s a11otJ1c 1 r la c of l\\'O cit1·es. 1\1 
ai1ufacturing ,vas fi11di11g life e'\ lremcly difficult. 
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. . t lack of confidence among those he talked to~ even though 
. id tl1ere \1/a a d1sbnc . . 

~1r Bailie sa . . 'th w1emplo)'111ent fa lling and employment rising. A pnnt1ng 
. . ations ,vere pos1t1ve, \Vl . 

the ,nd1c . likely to show tl1at througl1out the UK tt was the worst 
' y due in ten days t1me was 

• duslr)' sun e T • t in h kagmg was still in reasonable condition. urrung to ounsm, 
cenario in te11 years, tJ,oug pac . . 
s di affected throughout tl1e Brit isl, Isles, and London was expect1ng qu1te 
this ,vas extren1ely ba y . 

t atior,al TV revenues were down 20% in June. Ms Blow sa1d the 
a drop in July and Augus • . . 

. 1 0 a tale of t,vo cities. Tl1e publ1c sector was going very well but the 
IT ser.'lces market ,vas a s 

. k t ~eakenino. Dr Julius said s11e l1ad spoken recently at an international 
conm1erc1ol mar e \.Vas ' ~ 

_r. attended by OPEC ministers Tl1erc \Vas much stronger confidence among energy co,uerence 
OPEC members that tJiey could price target ,vitl1 oil t11an she had seen before. The Saudis 

preferred $22 -25 a barrel ru1d seemed quite confident that they could bring prices back and 

hold them there. 

Mr Hall said ll1at Yorksl1ire and Hun1bers ide l1ad a £58 bn economy, 25'1/o of it in 

n1anufacturing, and l1ad a number of traditional i11dustnes that were exporting. The exchange 

rate ,vas a cntical issue. Over the mediu1n terrn, manufacturing needed a gradual deprec1ation 

to be competitive in the global market place, tl1ougl1 he \ a a\vare of tl1e difficulties of that. He 

also noted the increase in the RPI and tigl1tness 1n the labour market. The Go, emor noted that 

lbe pouaci \Vas at a 15 year lo,-v agaJnst tl1e dollar. 

In response to a question from 1r David ooksey about trade i111bala11ces, Mr Bean said that it 

,vas possible to run deficits for lo11ger tha11 1n the 1950s and 1960s, because of tl1e e. 1stc11ce of 
large capita] n1ark t b I 

e s, ut t 1ere clearly can1c a point ot ,vl1icl1 tl1nt becru11e 111t1cl1 111ore di(licult. 
He beheved the UK . . . 

could probably live w1tl1 tl1e deficits 1t l1ad fo1· a year or t,,o bt1l it \\'a not s ~ 
ornething l11at couJd b 1 • . . 

e ived ,v1th 1ndefin1tely, a11d tl1ere l1ad to be a correct1011 of tl1e 
•rnbalan 1 ce. n response to fl rt} • 
M 

8 
a u ier quest1on fron1 1r Da, id abol1t ,,·l1al act1011s tl1nl i111pl1t!d, 

r ca,1 said it depended 
b wlietl1er tl1ere ,,,as a good idea of 110,v tl1e in1balances ,, ere going to 
e conect d 

e a11d some ide f ti • . 
suudc a O 1c lime period. Tl1e big ,vo1 ry 111 n1onetary pol ,cy \\ c.1S abot1t a 

n correct1011 . I 
&rad 'as lad hUJlJleiied 1n tl1c early 1990s. If 1l ,, J<; possible to c11gi11eer a 111or~ 

Ual cot • 
rcct1011 it \\ ould b . 

u hiju O e eas1c r lo colJC ,,,itl1. Tl1~ d1 flict1lty for 111011etUJy ]lOlicy ,vns tl,at 
nc \Ve· upon. It could . . 

those tnlb· I not target 1nOat1011 a11d at tl1e s~1111c l1n1e act on i1nb,1lance~, but 
a anccs l1ad in1 11 . 

route. P catioi,s for inflation furtl1er do\\'11 tl1e road. a11d fed into 1t \ ' JJ tl1at 
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t auto manufacturers i11 tl1e 
th t the dom1nan b 

liad do"vngraded their 

r Jan Gibson said a fhe closures a11d ru 11 do\vns that 11ad een 
i I f ourtl1 quarter. 

production schedules for I ie arted to happen in con1ponents, and the data suggested that 
rt a year ago l1ad st 

di~cU:,;:, .. d in Cou . d f 2002 Ho\ve er tl1ere ,vas going to be some 
an acceleral1on to the en o 

there ,\ould be f onenls for assen1bly w as going to be down by 
. a embly work UK ourc1ng o comp 

increase in nt act 1, 1 ty by the end of tl1e fol low1ng year. The 
1/3 ,vhicl1 meant le compone 

about I Id be more than Oo/o imported vehicl es by the 
. vtl that CK retail n1otor sa e \ ou e~pectat1on , ... 

. . Finally he noted tl1at the European truck market was 
fir t quarter of tl1c follo\v1ng year 

entcnng one of it cycl1cal downtun1s 

Toe Goven1or invited Professor 1ckell and M s Barket to comment but they declined. 

~1s O'Donovan said tl1e U p1ctt1re cot1ld only add to tl1e gloo1n tl1at she l1ad been expressing 

since the pre\ 1ous cptcn1ber he ga ea nun1ber of exan1ples 1nclud1ng computers and semi 

conductor ,, here business had fa llen harp I)' on1pa11ies belie ed that i t \\·as necessa ' to 

have a steady 01I price at about 22 1n order to i11, est. Mrs Frru1cis said tl1at as an indication of 

con un1er co11fidencc in the UK U1ere \ as an 80o/o increase m l1f e insurance and pen 10n sale 

in the first quarter compared ,v1th a year earlier. T l1erc \\'as a general increase 1n confidence in 

the sec.tor '' ith th f . , e except1on o one notable fat lttre 111 re ponsc to a question frotn 

Mrs f ranc1s about · 
\vage pressures 1n the UK, Mr Bea11 sat(l ll1at tl1e Bai1k.'~ \ 1e\\ had been 

cautiou ly opt1n11st1c [1 tl l r 
. or 1e ast 1ew n1ontl1s about ~ l1at wa l1appen1ng to can1i11gs For tl1at to 

continue rested }1eavi I I 1 
Yon t 1e abour market not t1 gl1tcn1ng, a11d i11deed loo cni11g a bit. 

Fl A I 
Do . Al. T Bll.1IT 1~" E 

mest1c de,,eto . 
( 1e~sr~ Be pment and a11C ernational i ,1 

an, lark and Plenderleith in alt ndancc) 

In Updating 
ourt on fi11an • l .. 

forthco1n1ng 1~· . c1a stnb1l1ty t11 allcrs, Mr lt1rk ot1tl111cd t11c co,,crage i11 tl1 
inanc1u l St i, • 1· \\a a l)l ity Rc,,ie, (? 8 J 

not n1uc11 1 - lltl e 200l ). I le S,li<.l tl1~1t tl1c O\'erall a c 111c11l 
c 1a11ged • 

had n, . 5111cc tl1e previotts r; Jl (I . . . 
ater1al1 ed 110t bl • ccc111ber -000). on1e risks 1dc11t1 fied tl1en 

___ there\\• , a y tl1e S slo,vdo\\'11 1 l . 
as co11ti11uect • l e llreserlt l • p1ctt1re \\'US s0111c,,1l1at 111 ixcd 

ur1cc:rtai11ty E • 
• !quit)' 111arkcts i11 botl1 tl1c LJS a11d tl1e K 110,\'Cd 



. b e evenly balai1ced tl1an tl1ey l1ad been, on the basis of observing the 
expectations to e mor 

tarions for future price n1oven1ents. 
ske,vs of ex pee 

k 
'd some specific risks remained on the radar screen: 

Mr Clar sat 
J anese situation had ,vorsened over the past six 111ontl1s, with more bad Joans 

• ::;ulating and larger exposures being revealed . lnte11dcd action ~y tl1e Japanese 
goiemmenl would not be clear unlll afler the upper house elections 1n July; 
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_ ,n the telecon1s sector, little had changed, though the FSR would be drawing attention to the 
increase in finance provided to t11e sector by supp]jers 1n Ll1e f onn of vendor finance; 

. ernerg111g market economies remained an issue, but tl1e assessment of risks remained largely 

as ,t had been; 

- the pos1t1on of financial rntermediaries \Vas reasonably favourable in V1e\v of the 

profitability of recent years (wjt11 tJ1e exception of J apa11ese institutions). 

Mr Clark then drew Court' s attention to fotlf artjcles being published in the FSR a1ongside the 

assc sn1enl . 

• an arucle revie\\,ed t11e credit denvati ves 1narkel ai1d looked at developments and issues in 
U1e light of the gro\vU1 of th1s n1arket over rece11t years; 

• an article re\ie,ved tl1e literature on estimating the costs of financ1al crises\ ,,,111ch on 
average suggested son1ethjng in the order of outpt1t losses equivalent to l 5-20'ro of GDP~ 

• ar1 article analysed the now of funds to offsl1ore financial centres. 1'11is \\1as not the typical 
focus of ,vork on OFCs ,vhjch J1ad often revolved arot111d money lau11dcnng a11d ta..x 

• an art1cle looked at the deter1njnanls of corporate liquidatio11s. 

~1r Clark th d en 1scusscd tl1e ct1rrent state of play ,vitl, Ll1e 11e, Basel capital accord. A 11tu11l,er 

of issues w d . . ere un er d1scuss1011: 

• ti le ~verall level of capital across tl1e syslen1 tl1at n1 igl1t result gi en tl1at 111di, 1dual bru1k•s 
capital ,vould be linked to an assess111c11t of tl1e risks o ( tl1e1r bus111ess. 

- ll1c eye It 1 t f . ca 1 Yo credit u11der tJ1e prOJJoscd syste111 . 

- tl1e treat n,cnt of opcrnt io11al 11sk 

A i11eetin of g lite Basel 0 1111111tlcc \\' US s l1cd t1lcd for 111 ill-.l l tl)', nl1end of ,,·l1icl1 tl1e Bunk \\' OS 

\Vorkin . 
g W1tl1 tl1e FSA t • bl' I • • l • o cstu 1s 1 pos1t1011s 011 t ,cse 1sst1l:"> 
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banks would see their capital requiren1ents change and a number 
id he sensed n1ai1 y . • • 

~1r Hall sa d 'f th Bank had co11cems i11 this t·espect. Sir Howard Davies said 
• · He aske 1 e 

\\!ere con1pla1n1ng. . . Tl1e a11alysis cc11t red o11 wl10 would be affected 1n 
. . d·ty ,vas not a maJor issue. 

bankJng l1qu1 ' fr k l J 
tl erall level of capital 111 the new a1newor roug 1 Y 

I 
,,ay gi,,en tl1e ai111 to keep 1e 0 

,vh1c 1 \-y ' • • • t ] t • H 
N t 

ally tl,ose ,v1tl1 111ore risk would )1ave h1g}1er cap1 a ra 10s. e 
. lent to tl1e presc11t. a ur , 

equ1\'a I 
ft} package ,vere not as robust as t11cy would need to be - for examp e, 

added that elements o 1e 

I 
k r1

11
s ,vas nghtly an area banks 'v\1ere concerned about. 

operat1ona n 

Mr Clemenll said that while a vast amount of effort had gone into the capital requirements in 

the e\, Accord proposals, it was important lhal regulation of liquidity \Vas not o,'erlooked 

and, in tl1is re peel, he noted tl1e FSA's forthcon1ing ha11dbook on bank liquidity, in ,vhich the 

Bank ,vas tak111g an interest. 

Fl ANC1AL l\tlARKET OPERATIO S ISSUE 
Current Issues 
(~Jc srs Bean, Clark and Plenderleitl1 in a1tenda11ce) 

Mr Plenderleitb said that he l1ad U1ree isst1es Lo report, ,vJ1jcl1 he l1ad lughligl1tcd in a note 

circulated lo Members of Court the previous \\ieek Tl1e fi rst related to a n1inor adJusln1e11l to 

daily money market operations aimed al rnoderating periods of softness a11d ,,0Iatil1ty in s11ort­

dated (oven11gl1t) rates. Tl1e reasons for tl1is were u11rle,,r. lt cot11 d reflect tl1e c11\iro1uncnt of 

falling interest rates accentuated by the ne,v on aJ1ger11e 11ls for cusl1 111ru1agl!111e11l 011d tl1e 3G 

telecoms licence n1on1es being placed in tl1e 111arl<.et by tl1c DMO. T l1e Bru1k did not ,,,ant to 

conSlrai11 lhe market, but excess volatili ty could da1nage the effect1\'eness of tl1c mark.et. Tl1e 

Bank \Vould 'd prov1 e an end -of-day depos1l facility - at a st1b-111arl et rule \\}11cl1 ,,ould, i11 

effect be a ' syminet1·1ca] arrangement lo ll1e lund111g fac1l1ty already 1n opcrntio11. 1 l1c 11c,,' 

arrangcn1cnt l d 1a no mo11etary s1gnifica11ce. 1,,111s ,vas lat gcly related to tl1c Ba11k~s tl111·d core 
Purpose. 

Seco11d, Mr Ple11di.:11 ·· 11 d 'b d 1 , . r. I'l~ • l Cl 1 CSCl'l e l 1e r>rog1css o( fot1r lll tlll,cl 1111r3Stl'LICl\ll'C l)l'OJt:C S 
Undcr\v• • 

ay 111 ll1c Bank ' q • • • • • ·1·1 • d l . . s 171na11c1al Mu1ket Or>e1,,t1011s t,rctl , llCl t11lc d 111 l11s 1'4 JJe1. 11r , 1e 

rcv1e,vcd tl1e B· ' " 
1
, ur1l< s 111a11 t1gc111e 11t 01· 111c Lil( 's forc1g11 c .·c l1 t111ge resen'es, t1s nge11t for lll\'I 
re-ttsury • Mr Pl ,. d 1 • 1 • .. • e,, er cit 1 ex1)lained tl1c 13a11k's JJl t111s tor 1"u1 tl1er 111a11nge111c 11t 111, o n 11 t1Lro11 111 



. 11 . the discovery of an error in the data, n1ore 
. d control nsks. Fo ow1ng . ' 

order to morutor an th unit involved, to upgrade the 'open hnk system. 
h d been allocated to e 

resources a 
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IT • t Mr Plenderleitl1 . l nsultants l1ad been used on t11e proJeC s. 
vru1 asked tf extema co 

Ms O'Dono . Mr Clark noted that n1ost of the n1run systems were 
. l1ad been at various stages. 

said they 'fi t'o11s of the proiects and whether they }1ad . Mr Hall asked about the spec1 ica J J , 

outside the Bank· · th · th 
. d to budget Mr Plenderleith responded by sa)'lng at e 

been delivered on time an • 
. . r. 11 ved established procedures and were on budget. One system being 

spec1ficat1ons 10 o, . . 

bank d IBM was behind schedule and ahead of its budget, but this rud not 
developed by the s an . . 

· ak b th Bank The Bank's quarterly budget report would 1dent1fy reflect \York be1ng undert en y e • 

any major iten1s in the nonnal ,vay. 

EXECUTIVE REPORT 
(Messrs Bean, Clark and Plenderleith in at-tendaoce) 

There \Vere no items u11der the Executive Report . 

l\1ANAGEI\tlENT OF THE BANK 
The Note Issue F11nctioo - a revie\cv of current act1,1ities 
(l\1essrs Bean, Clark, Plenderleith and Thompso.n together ,vith M Lo,vtber in 
attendance) 

In introducing l1er paper reviewing the note issue fw1ction carried out by Banking ru1d Mark.et 

Services, Ms Lowther sajd that bank note issuance \Vas at tl1e herui of the Bank's f11nctions It 

,vas lugh in the pub]1c view of the Bank and co11tribt1ted to one of tl1e Bank's top ten nsks. In 

many senses the note issue objective \Vas ery s1n1ple - it \Vas to provide banknotes for use 
\Vhen peo I . 

P e wai1ted tl1en1. The business n111c t1011s related to ensuri11g tl1e Ba.ilk JJrodt1ced a 

quality pioduct fit for its intended purpose and that it ,vos effi ciently distnbuted 10 the general 
PUbJic Tli ct· .b . 

• e istn ut1on chan11els ,vere a pa1·ticular foct1s . i11 te1111s of l11e11 effect I\ e11c8s, 
number i 11 t. 

' cei1 ivcs a11d size (11u111be1· of 11otcs). T l1e cost of l1oldi11g 111, e11lor1es ,v~1s Jlso u key 
consider· l' • 

a 10 11 111 tl1c bus111ess. 

Ms L0\\111er sa d tl . . 1 iat , 11ot \\' 1thsta11d 111g t11e s1n1tlat 1t1es l1et,, ee11 the r unc t1ons a <l I stt11ct10 11 
needed to b 

c dra\\' ll bet,veen tl1e note i sst1c a11d tl 1101111al co111111e1·c1..il e11terp11se 111~ 11otc issLte _________ was not d . . 
n\ ctl by sales or profit n1aximisatio11, and did not operate on J pnce n1ark-up bm,is JS 



A f urtber distinction was that the 
ducer to ultimate customer. 

duct moved fron1 pro . M L wther then referred Court to the 
thepro h endofitsusefull1fe. s o 

turned at t e • 
product ,vas re d . d she was l1appy to respond to quest1ons. 

'bed in the paper an sru 
projects descn 

d what the Bank planned to do about it. 
' no,,an asked about the £5 note an . 
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Ms O Do . d" trib tio11 chan11el for the £5 note was the reta1l sector. 
10,,1her explained tl1at the n1am JS u . 

Ms . 
1 

hr gh ATM macllines. Retailers were keen to get better quality 
It ,,as not generally a,,a1lab e t ou . . . . 

• g ways of interact1ng witl1 them, via the Bnt1sh Retail 
t and the Bank ,vas assess1n no es, 

1 
· 

'BRC) There was an issue of \1 hat incentives would ensure better qua 1ty notes 
Consortium \ • 

,vere in circulat1on. 

Mrs Frru,cis asked what assumptio11s were being made about the sttpp1y of euro notes for 

example, for retailers 1n Oxford Street, London. Ms Lowther said the main issue that had been 

raised \vith the Bank ,vas 110,v banks supplied custon1ers requiri11g euro notes for travel 

purposes in the early stages after the launcl1 of the currency. he said there ,vas less of a 

concern about retailers neecling euro notes for trading purposes in the UK. Mr Hall asked about 

lhe strategy for the £5 note and at what poj11t it \Vould n1ake se11se for it to become a coin. 

Ms Lo,vther said n1arket research continued to indicate that the public had a preference for a 
note. 

Mr Bailie asked if tl1e • t' 
pnn ing works would be scaled back if 111ore of the functio11s \Vere be1no 

undertaken bv bank M . ~ 
., s. s Lowther expla111ed tl1at the Bank ren1ained respo11sible for tl1e 

des1ruct1on of b 
notes ut that the banks ,vere i11vol ed i11 sort i11g and assessing notes for 

recycling. 

SirNev'JJ s· 
i e imms said t}1e Audit C . . 

costs as 01111111ttee P3}Jers 111e11l1011ed tl1e redt1ctio11 i11 botl1 risks w1d 
soc1ated \Vi ll1 the 11ote is 

quality of £S Su e 
811d tl,ese ,vere to be co111111e11ded. 1tlr Ple11derlc1tl1 s .. 11d tl1e 

r1otes was a co11cen1 a d Id 
banks reported ' n cou expose tl1c Bt111k to rc1)t1tational risk. l le said tl1e 
. tl1at custon1ers appear d , . fi 

disco11tcr1t 8 . e salts icd, bttt 111t11ket rcsearcl1 revealed s0111c tJt1bl1c 
• ut tl1e issue i11 te 11 f . . . 

distnbut, . 118 ° ClJ cu lat1o11 \\ us located beyond tl1e bru1ks i 11 tl1c 
ll on cl1a1n, u11d so tl1e Bank . 
lough t11c Bil put a 111gli J)nor1 ty 011 explori11g tl1e issue ,vi tJ1 rela1 leis 

--- C. 
, 
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ublic withdrew c ki to t11e BRC · 
d to what extent the p . . e of the reasons for tal ng 

Or Julius aske wth of this fac1l1ty was on 
• 'd t11e gro 11 h nnel 

M Plenderle1th sat . d a relatively sma c a . 
r . . etbeless rema1ne 

-~her said it non Ms Lo\vL 

n the Printing Works . d Thompson in attendance) 
Report o Cl k Plenderle1tb an 
"1tssrs Bean, ar ' . f th 
,.. c.. the Managing Director o e th Annual Report i1 om • M Clementi to introduce e . . G or 
Before ask1ng r fDebden Security Pnntmg Ltd, the ovem 

d th Report and Accow1ts o . 
Printing \Vorks an e . . p . u· g Works strategic plans and setting out 

er rev1ew1ng t11e 1111 11 

pointed out that a further pap , . d and that he hoped it would be ready for 
detailed proposals for t]1e future, was being prepare ' 

Court the f ollowi11g montl1. 

• h w Managing Director of the Mr Clementi said tl1at tJ1e aniva) of Mr M1ke Thompson as t e ne 

• • • th I e Office as a custome1· and Pnntiag Works l1ad helped clarify tl1e d1st1nct1 on between e ssu 

the Debden ,vorks as a supplier. Tl1e two s1des o 1 e s ac • • f h Bank' uvities were brought together 

1n the Notes Committee. Mr Clementj said the paper dealt witl1 current operational isSues The 

strategy paper ,vould fi rst be considered by GOYCO and then be brought to Court. 

Mr Thompson reviewed his paper on the Printing Works. He said it was still early days, but so 

far he fell there was a solid and secure working environment at the work en1ployecs ,vere 

generally proud of their association with the Banlc. Levels of investment \Vere also healthy. In 

broad terms, the Works was a centre of excellence of banknote printing. It was one of the 
lo\ves1 cost t I b . . 

cen ra ank operations ,vorldw1de. Looking ahead, !here were probably fe\\CT 
0

PP0nunities to d • h . . 
nve costs muc lower wl11le enst1r111g t11e \\'Ot~kfo1·ce re1na111ed n1ot1\ ated and supportive. 

Mr 1·hompson said 111 r 

s ,ocus would be 111ore 0 11 tl1e ct1llt1re of Ll1e Works pnrl1ct1larly i11 tl1e arc• r , a O quality. T'he p • . 
an nnllng Works produced a quality product but quality control \Vas largely cnd-of-li11e O ~. . 

pciatton ie checking lin1shed notes. I le v anted lo develoJ) extc11~1 e 'in­Proccss1 

quality control -r U . . . . . . . 
look • 

0 118 
end, he \Vas orgnn1s1ng v1s1ts lo companies such as To) ota, to at qual't 1 Y cultures d 

another an processes He also \Yantcd to loob. al supplier 1elauonslups -area he ,vas 1 
talh ess tl

1
ai

1 
liappy about. He fe lt suppl1e1~s \Vere manng1ng tl1e P1·1r1ti11g \Vork.s er than th 

e otl1cr \Vay aroun...i H 
u. e also wanted to develop co11t1·acts \Vt tl1 i11te1·nal cust o 111c1 s 
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. to be open with staff 
. d ·1 to be crucial • d 1 believe 1 

Thompson sa1 1e . d and agreed. 
"de these objectives, Mr . once that had been estabhsbe 

A)ongs1 of the business 
future strategy 

abOUt the 
. • co11unercial business. 

. bout i11creas1ng its . 
d the Bank to th.ink strategically a tool for impro 1ng quality. 

rage S · a' process 
Mr Neill encou . • Works was using the 'Six ign1 . , . . hers Mr Thompson 

, d f the Pnnt111g f don, v1s-a-v1s its supp . 
He aske 

I 
ks had enough ree . th Prinllng 

kcd if the Pnntmg Wor was ,vhether, at this stage, e He also as I ol but his conce111 t 

Works "as culturally ready for this int I ssue for the future. For this to happen, the 
k id this ,vas a centra I A . 

increasing commerc1al wor , at . ·u ,centi, es and rewards fo r staff. gain 
commerc1al targets, w1 , ,1 . . 

business would need to have no constraints operationally in 
H added tJ1al tl1ere were tlus ,vould represent a cultural cl1ange. e 

terms of suppliers. 

• 1 the future, and she asked about the \ts Bio,, said ,v1nning ne,v business was centra to 

• • id that in lenns of central banks, the business con1petit1, e11ess of tl1e business Mr Tl,ompson sa 

,vas compet1t1vc. Bt1l 1t ,vas less con1pet1t1\ e 111 cornrner cia pt 1 • • 1 • nting terins - not related to 

capital equ1pn1e11t but the l1m1ted commerc1al culture across the busine It \vas a relat1\ elv 

small business \VJ th little product changeover com1Jru e w1 1 • • • d tl a company sucl1 as De La Rue. 

There ,vas a strong foundation and co11s1derable process expertise on \vhich to build. 

Dr Julius asked to what ex tent the Pnnting Works strategy \ as to look for ne'I custon,crs he 

said 
0
ne of the challenges over the next live years would be the cont1nu1ng decline in de1nand 

ror notes, reOect mg reduced use of cash. Addi It on all; , there \ as the issue of UK ad op lion of 

lbe euro, if that were to go ahead. GI ven the large o et head co ts, alon gs1 de th c I ssucs of h kL I Y 
dcn1anu and 

capac I Ly, lh1s wou Id cert a In I y be a 111 a llc1 of concern f 01 lhc ,, o I k f 01 cc 

Mr I hon1pson • , 1 1 . . . 
saiu t 1c cm I c:nt p 1clu1 e was one of stub I c I ather th an f al h n g d1: 111 and There ,vas 

.... ovcrca1)ac 't y ac, o [; . ~ . . . . 

ss ,ui ope 1n banknote pnnttng. Afi er the 1111tt,1I launch ol 1:uro notes a1 ound l 5 b·11· 
I 1011 llOles _ ti ~ 

\\' ic annual req u II c:n1en t \\'ou Id be in the I egi on of 6 b I II ion notes. apac it y asarou11d JQ b·11· . 

the UK • • 
1 1011

, so 
I
t \ as self ev t dent there \\'as no need I 0 1 add 111 on u I cap, ci l y shou Id 

Jou1. Debdcn Sc • l p .• · . . . . 
had cuu Y I inttng \\'as created to look at conunerctal opportu11111es but 1t not bec11 fully tested ·rt . . ,, . 

-:-;::-:::~........ • ie mUJor presence 111 the UK of De Lu Rue ,vas all.o , n issue. r 
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Hesru d 
• ness strategy. Id be discusse of the bus1 tegy shou 

b ut the timescales 11 He said the stra fi t be djscussed by 
ked a 

O 
• as we • uld rs 

r,1rMorrisas d staff resourcing . d that the strategy wo 
01ent an platne 'tal replace Governor ex 

cap1 later. The 
. ther than 

earlier ra ht to Court. 
d then broug aovcoan 

d against i11dustry 
ermanned, an k 

k did not seem to be ov arison as the out loo 
e Pnnting Wor s . . was a false comp ' 

Mr Ba1he said that th \Veil. Bui he said this th . He also feJt the 
ed to compare d to address JS. 

benchmarks appear . ut The strategy paper neede . d knowledge should be freed 
best stallc outp • . . expertise an l 

,\:as for, at , ank terms of pnnttng . . lt was importan 
rt of the B 

10 
. pelJt1ve edge. mtellectual prope y ks eeded a con1merc1al com f the 

Mr Hall said the Printing Wor n . d oiving a false impression o 
up. 1 allocated to avo1 b" l be proper Y ' . 
for the overhead cost o ed in some bus messes. 

ital T}1is had happen profi1ab1ljty and return on cap • 

throuoh increased down the head count reduclton had gone, "' . 
Sir David Cooksey asked how far f continued automation . 

• d le examination , as one area o . 
automation. Mr Thompson sru no . ti factory. They reJected 

• • nation macl1rnes were not sa s 
heel, as opposed lo smgle note, exam1 The aim \Vas lo ha e 

)• ss \Vas not best practice. loo many good 11otes and an end of ine proce 1 ki g at 

• • • Mr Thompson sa1d l1e ,vas oo n . single note examination ,v1tl11n tl1e productton process. 

the \vhole issue of investme11t in quality control tl1rougl1 tlie line. 

1'be Bank's Insurances 

(Messrs Bean, Clark, Plenderleith, Midgle and Evan in attendance) 

In introducing the paper updating Court on Bank-wide 111 urance cover, Mr Evans said his role 

was to lake forward the Bank's insurance strategy and look for opportunnies for change In the 

event, h1tlc had changed over the past year and he was generally comfortable \v1lh the costs of • 

insurance and the controls in place to monitor policies. Mr Evans noted the advances in general awareness of l . 

pcrsonne insurance. Looking ahead, he was looking to develop 1nore fom1al anungc111e11ts t t lk b . 0 

a to usiness areas about 1isk and the insurance of risk 

~1rs Fra • 
nc1s asked ,v11 l ti b . . . . . . 

a ie as,s was for 1dcnt1fy1ng ru cas that did not require 1nstu-ancc cover -I , c arranger11ents ~ Ii • 

¾d v· • or •nancing nsks ,vhcn they ,,., ere identified. Mr Evans said expen ence ig1lance \Ve ·c. tl . 

ie le main approaches. He was acti vely re, iev. ing the Banking area as 



rt f the Bank's profit and Joss 

d The costs of insurance were pa o 
. processes cl1ange • 

bUSIOCSS 
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accounting. 
h Bank had looked at risk sensitivities in cover for gold and notes and 

Mr Hall asked whether t e • • . . ropnate to cover the entire risk or only a proportion. Mr Midgley said he 

"·hether 1t '' as app • • 

II 
·h•ther this had been considered, and he would revert on thi s question. 

could not reca '' e 

I k d 
·r the Bank was content \\,ith the ratio of claims to premiums. Mr Midgley said 

~1s B o,,. as ·c 1 
ilus 

11

as reviewed each year. He ackno1vledged that the number of claims was very lo\V. He 

,rud the bmldmg refurb1shn1ent had resulted 1n surprisingly few incidents, and far fewer than 

pre11ously expcnenced. On the personnel side, he said the insurance regime was modem and 

leading edge. but agam there were few claims. Three present incidents all involved outside 

contractors, 1nclud1ng the Bank's previous caterers. Ms Blow said the Bank should ensure it 

,,as clatn1ing ,vhcre it should, 1n order to ensure value for money from jts insurances. 

Court E DORSED th e insurance arrangements as set ot1t in the paper. 

Bank Propert)' 
(~lessrs Bean, Clark p • 
atlendance) ' lenderle1tb, Midgley, Jligg and Shepl1erd (Dri,,er Jona ) in 

The Governor • d t1 sa1 1at there \Vere three . a 
TI1ese related to . p per 

to co11s1der regarding tl1e Bank, propert)'. 

i) 

•• 11) 

Ill) 

confinnat1on of the strate fl gy for retrcncl1111 l 
or some of the Bank 's . . en into the Head O(fice build" 
a rl,. rema1n1ng bt11ld111gs ing and plans 

c\: te\v of the b <l , u get for the r, 
11ead O re111rb1sl1n1c11t f l 

Hice in the light of a r o t 1e g1 ound, n1ezzanine and • 
proposals for ti p OJected ove1Tu11, and fit l floors in 

le better use of Stlace at Debdc11 

I3y ,va . 
y of lllltoduct· 

Pro 1011, Mr le • . 
Perty «nd the Shat n1e1111 said that the li rst 

reconun . egy to consolid· t , p,1p1,;1 looked at ti enda11 011 w· a c the 8 :111 k, s I ie c urr1;n t p n fo 11· o of 
\\'ere as lo dela ' l .. 011do11 bt1 • clearer b ) l 1c dccisio 111ess 111 o 11 ~ ' ut pre n to sell 13 k c p1op n ' 1'1 
Posihon t paratory work r, an • 13 u i Id i ngs u • I • 1 e 111a in 
C o proceed if or a sal would ' nl! the Bank ' 
entre, u \\a subsequently a de . . be con1111enced so tl . spac t1c~ 1, 

t:==~ s reco, c1 10 11 l l l at tl1e B· k 11r11~11ded ll o se 1 \\ ' tls t k ,111 ,. \\fa s i 11 tl 
1att11cs a i.:n. l11rr> l 

pace ivas sold and " ahon to the Leeds '.tsh 
leas~d back. 
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floors d first anine an 
fthe ground, mezz 2000 (£17 mn). 

• d tl1e costs o ed in July 
• denttfie dget agre 

cond paper I bove the bu . than originally • 'd these . d to be a . ii t1on 
~trctement1 sa1 • h were no,v esumate t a higl1er spec1 ,ca . h' her prices in the 

t wh1c t rs· firs ' third ig th t 
refittb1shmcn t reflected three fac o • d been misjudged; ' he was pleased a 
The additional cos • ginal floor plate ha . 1 size of the gap but f the 

• second, t11e on ha PY with lie . ue ahead o 
envisaged. enti said he was not p . in identifying the iss . should be 

dustrY· ~1r Clem h d been effec11ve ddit ional monies . 
111 • rocess a 1 ded the a th nt1re 
be budget mon11onng p • GOYCO had cone u . the total cost of e e 
I hmcnt rather than after it. 'Jlion This would bnng 
refurb1s t I cost of £25 1111 . 

amounting to a to a 
spent - £60 

01
i}lio11. 

ramme lo refurbishment prog 

th aper raised tl1e ch into Head Office by 2003, but e p . 
Mr Baihe said the plan was to retrcn ld be able lo consolidate 

• Mr Clementi said the Bank wou 
poSS1bility that this might not be met. . als in relation lo 

• • • • said he ag1 eed w1th the propos mto Head Office as planned. Sir Neville Simms . 

Bank Buildings. He fell it was unlikely there wou e any c 

over the duration of the delay. 
ld b ollap e 111 local property prices 

Dr luhus said she found the papers disappointing. She asked why there ,vas uncertainty about 

the Bank's demand fo r space which necessitated a delay in a sale of Bank Buildings. he said 

lhc nsks about timing were not well handled 1n the paper and he asked what price 1noven1ents 

would determine whether or not to proceed. he felt the property n1arket ,vas likely to be n1orc 

favourable now than in, say, two years hme. Dr Julius said she was content for the Bank lo Proceed Wt 111 p · . l r 

icpaia 1011 ,or a sale but was conccn1ed about the potential for del. y. 

l11e Gol'ernor • d I . 631 1 

ie Bank was prepanng lo 1nake a dcc1s1011 to sell. Mr len1enti added that 
the Bank\\·· 

as not ask111g ourt ~ d . . 

h· or a ecision to sell today. tr that \Vere to hap1)en tl1ere \ ould 
a1 e to be . ' 

Jlrec,se dates for leasing back spac•· 

h11Je, ~. Additional needs for space v.. crc not !inn at this 
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Dr Juhus said the Leeds Cash Centre was a poor building and the site was not well used. 

asked 1f relocation had been considered as a solution Mr Clementi said 1t was easy to move the 

Agency but the Cash Centre was a more di fli cu It 1na lier. At the end of the cun·en t Ii v e-y car 

horizon, lhe Bank wou Id have !o consider the future of the operation and \V heth er it needed a 
cash centre in the north of England, 

Ti1e Goven1or ask d l . f . . 

c our 1 1t accepted the 1nc1ease in the budget for the g1ound, rneizan1ne ilnd first floo fi I l . . 

r re u, it~ 1111cnt. Mr Hall asked ho\v the Ii fly per cent uph !l 111 proJc:cted costs affected tl1e i11vcst . 

meiit app1a1sa1 undertaken in July last year, based on the 01iginal proJcctcd 
cost of,~ 17 . . 

' 1n1ll1011 11 l k 

• ea so as ed how those responsible had be1:n n1ade to account for the 
change \A 

s. •vtr Clementi sa · d ti · 

P • 

1 

icrc Was, o[ course, an opportunity for th1:. Bank. to say no to lhe ro1cc1 and i r there Were cas1 

_;-..::-,- -...... 
1 
constraints, that would be the case. But that \Vas not the case and 

( 



' • 

I 
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d quality of 
. ns of the improve 

st to staff ,n ten • f • n terms of a 

fi
ts worthwhile, not lea difficult to quanll y t 

. d the bene . . d f retun1 was • 1 
hccons1dere t Inevitably, tins kin o lit-led decision. T 1e 

. environn1en . ther than a pro • 
their "ork1ng . lt was a policy judgement ra f bishment was being 

f return ca\cu\at1on . ff And of course, the re ur 
rate o . t and retain sta • , 

art\v to recrut 
ti vat ion \\ as P i k n10 \ h Heritage fran1e\vor • 

undertaken within an Eng is t in tl1e tlrree 
Court ENDORSED the proposals set ou 

' d Court for approval . 
Toe Go~emor as~e 

papers 

Domestic !\'tatter 
(Mes rs Bean, Clark and Plender\eitb in attendance) 

The Governor advised Court that following the recent changes to Court's membership, it was 

appropnale 10 consider revt ions lo the mem bersh1 p of the Bank's tand1 n g omn11 tt ees and 

ugge led the following rev1s1ons. The Go emor said he had yet to contact all those concerned 

bccau e of \10\1days and absences He \Vou\d do so shortly. He proposed:-

Audit Comn1ittee - S1r evi\\e Si111ms to beco111e remammg members hanman and Mrs Francis to join the 

Remuneration Con1mittee - Mr ci \1 • 
1010 the remammg members (pendm d'.o become ~ha1i:nan and ir John Bond and Mr Hall to 

g 1scuss1on v ,t\1 tr John Bond). 

Court Pension h 
301n ~1r e1\\ as acTeme - Sir lan Gibson lo become rustee \1ainna11 of tl1e Trustee and M B • 1• r a1 1e to 

taff Pen ion F 
D 

und Tr t irectors and D . us ee Company Mr \ . 
Stretton). r Julius to Join ll1e ren1a1n1ng T 1 etton to become hain11an of the T rustee Dnector (p d rustce 

en 111g d1scuss1011 \\ it\1 Mr 

fheG ovcn1or add 
ca . cd \\1al S1r David C' 

pac,ty as cl1a· ookscy \Vas f rec l innan of Ned(' o at\er1d ru1y o[ \\ • o 1e co111111ttlees i11 \11cs 

Coun A l>J>J{OV " 
ED l\1c revised 111embers\1i ps. 
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