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A COURT O•"" DIRECTORS A'I' 'fl-11~ 111\ K 

WEDNESDAY 16 .IA U,\RY 2002 

Present: 

The Rt.I Ion S1 r Ed\\'ard George. Go, en1or 
Mr Clement1. Deptlt} Go,emor - F1nant1al StJh1lity 
Mr King. l)epul) Go, cmor - 1onctar} J)of 1c) • 

Sir D,1,,id ( "ook ey. Cha.i11nan. Sub C'o111n11ltee ot D irector 
Mr Ba1l1c 

M BIO\\ 

Sir Jot1n Bond 
Sir Howard Da, 1e 

fv1r • Fr anc1 
Sir Ian (]1 l1~on 
Mr 1·1 ,! 11 

Dr Julius 
f)ume Sl1e1Jn ·1lKecl1n1c 
S,r Br1ar1 ~1of f Jl 
Mr M orr, 
Mr Neill 
Sir c, tile 1mm 
~1r Stretton 

Absent~ 

f\.f ~ 0 • Donovar1 

The Go,,emor congratulated D1 Jul ius on being a\\'arc ed ll1e BE 111 tl1c re ent t1onou1 

announccn1c11t 

1'he M1 nut cs c)J~ the Cotirl of J 9 December, l1u,1i r1g bec1) circul~ltcd, ,, eat: apJJI u\' 0 d. .. 11 •\'., 111 

Simms noted u ciu~tlificc.tlio,1 in 1 ,J,111 <1n to tl1c di cu~siu11 111int1ted 0111>nge 173 ( ud1t 

Corn1n1ttce Report - 13,1r1king ur1d M,trkc1 St.:r,,icc ,). 
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MONETARY STABILITY ISSUES 

The economic and monetary discussion, together with the monthly MPC Report to Court 
(Messrs Plenderleith, Clark, Bean, Allsopp, Ms Barker, Professor ickell and 
Dr Wadhwani in attendance) 

The Governor rerrn nded Members of Court that the Minutes of the January meeung of the MPC 

were not due to be published until the following week. 

In introducing the monthly MPC report to Court, Mr Bean noted that forecasts for the US 

economy tended lo be revised up, renecung positive srgns from retail spendmg. business 

confidence and other indicators. Overall, the impact of 11 September was less negauve than 

might have been expected at the lrme. He noted that the November J11flation Report assumed a 

gentle recovery in 2002. 1n contrast, Euro area forecasts tended to be rev1sed down as mdustnal 

production fel l. Japan had entered technical recession. 1n the UK, imbalances across sectors 

remained. Manufacturing output was now at 1996 levels. On the demand side, consumer 

spending remained strong - wrth indications of thrs conti nuing m December - and consumer 

confidence had recovered to Its level pnor to J J September. But investment remamed weak, 

pan,cularly in manufacturing. Turning 10 inflation, goods prices mflatron remarned subdued 

and thaI looked likely to continue looking ahead. Retail pnce mflat1on overall was higher, 

renecting nsmg services prices. Mr Bean smd that look.mg at all the a\aJlable e, 1dence the 

MPC had opted to leave the official interest rate unchanged ,n January. 

Tum mg 10 the financial markets, Mr Plenderleilh said that there were two mrun observation 

The foreign exchange market had seen ari easing m Ihe value of sterling relative to the euro 

over the tum of the year. But this had proved lo be a false dawn und sterltng had smce 

recovered. I t has been related, in part, lo EC rebate payments bemg made whrch had resulted m 

sales of sterlrng. There was also increased speculation about UK entry mto EMU. The 

weakness of the yen had also been a recent feature Al though helpful lo Japan, complamts from 

Japan 's neighbours were likely and the fall hud nov. le, elled out. In the money markets, 

Mr Plenderle1th commented that the steepenrng of the yield curve had abated a hule, m 

response to recent news including A lun Greenspan•~ lniesl speech. II rcma1ncu steep - 1mplymg 

hrgher future short-tern, interest 1t11es which seemed lo reflect the m:.11kets positive vie\, of 

recovery prospects 111 2002. 

I . 



Dr Wadhwani said he was interested in the outlook for pay in the forthcoming round and 

whether reports of delays in corporate investment decisions were continuing or now beginning 

to unwind. 
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Mr Baille noted that a shake-out wus ongoing in the aerospace sector and there was a continued 

loss of capacity in the tex tile sector, which he viewed as inevitable. Consumer spendjng 

appeared buoyant in Northem Ireland over the December/January pe1iod He srud there was 

little evidence to date that the launch of the euro in the Republic of Ireland was sp1llrng over 

into transactions in the no11h. Some Belfast tores were pricing in Euros as expected. Mr Brube 

drew Court's attenLJon to rising in urance premiums. He added that pay settlements were 

expected to be similar to the previous year. Little new investment was commg on-stream as 

most suppliers could easily meet demand wi th existing capacity. Investment dec1s1ons nught 

now :iwaIt the major spring trade exhibitions. 

Mr Neill contrasted falling vehicles production with a record year for car sales in the UK. Data 

for the first JO days of January suggested another strong month. Mr Netll also menLJoned 

increasing insurance costs, in some instances they had nsen by 700%. In relation to pay, he 

said there was increasing concern about the railways and the potential for contagion into other 

:ireas of the labour market. 1n genera] , there was little prospect of higher pay awards than last 

year. 

Sir Neville Simms said that there was growing evidence that the construction sector w as at, or 

approaching, a turning point. New orders were now flat though this would not feed mto output 

for some time. Commercial and mdustnal orders were likely to fal l in 200~. Infrastructural 

spending was an uncertainty as government spending required pnvate finance to accompany it, 

which was an added 1isk. Repair and maintenance work was ltkely to increase but th is \\as 

again uncertain. 1n the West Midlands, alongside th weakness of manulnctunng, there was an 

excess capacity of office space 111 the financtal sector that would depress future demand 

Mr Moms said the euro debate wus dominallng d1scuss1on. l-le felt that the i ssue of soc1aJ 

mtegrat1on and the need to bulance the 'social cost equuuon' ielute<l to the wider debate on 

Europe, mclud1ng issues li ke the Wo1h1ng Time D11ect1\e. lie felt that ti the UK Joined El'vfU, 

•ts flexible labour market would come unde1 challenge, pumcularly 1f capital migrated to the 
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UK relative to other European countnes. Pay settlements were generally expected to faJI withm 

a 2-4% range, perhaps more where there were producLiv1Iy elements. Mr Moms said he 

thought the Railtrack si tuation wa overplayed. The s1tuauon partly renected a lack of 

investment in training that had led to a shortage of d1ivers. 

Mrs Francis said insurance prices were ,ising. Insurance was a cyclical market, exacerbated by 

the events of l J September. This wn leading to increased selectivity amongst re-insurers and 

the failure oflndependent had reduced capacity m the market. She said domest.ic insurance 

premiums were expected to rise by around 7%, and for vehicle insurance around 8-10%. More 

generally, Mrs Franci said there were good levels of business reported in investment and 

savings markets. Prospects also appeared positive, renectjng strong consumer confidence 

though 11 would aJso be dependent on the equi ty mruket outlook. 

Mr Hall referred 10 the labour market m Yorkshire and the Humber region. The unemployment 

rate had fallen J % overal l m 2001, to stand only 0.2pp above the nallonaJ average Mr Hall 

said prospects for direct wage costs needed 10 be considered alongside indirect costs, notably 

pension costs. Dame Sheila M cK echnie said that she thought there were mixed messages about 

consumer debt, with some confusion about how the low innation agenda interacted w1th issues 

concerning consumer borrowing. T he Governor srud the issue was whether rising borrowmg 

should be restrained at Ih1s time, in which case there was a real risk of recession. The quest10n 

was, in effect, whether the problem was so serious that that would be a pnce worth paying. He 

said 1here was no straight answer to the unbalances in the economy. Sir Howard Davies said 

the focus of the FSA was on pockets within the overall market, notmg the issue of lendmg at 

very high income multiples. 

Sir Ian Gibson said capacity was visibly being reduced in US nu1omotIve manufactunng. A 

decl ine 111 demand was forecast by US producers. Japanese producers 111 the U ,,ere more 

posItIve, renectmg their focus on smaller vehicles. Tl11S d1s11nc11on wu usunll) associated,, 1th 

011 pnce changes but this was not a fnctor nt present. He smd the dcprec1u11on of the yen \\.US 

allowing 1ismg margins 111 the US. Investment trends 1c111u111ed negu11ve with earlier 

postponements being rolled-over 111 the new yet11. Consequently, some vehicle uevelopments 

ong1nally envisaged for September/October 2002 would now not happen given the necessary 

lead times. 
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Sir Brian Moffat reported that demand for engineering steel was holding up. Construction 

related demand was easing off in the UK and Gennan demand was expected to fall agam m 

2002. The outlook was therefore a f a1rly rocky one. Sir Bnan said he expected pay settlements 

to be between zero and l %. He noted that despite pressures, selllements in Germany were stiJI 

expected 10 be around 4%. 

Sir David Cooksey reported that there had been some signs of an improvement in the telecoms 

sector. Destockmg had seemjngly ended and businesses in the early part of the supply cham -

systems, fibre opucs and components - were eeing some signs of new acLJ vity. M s Blow 

commented that across the JT and service sectors redundancies had meant that ulllisation rates 

for remaining staff were relati vely high. Consequently, wage settlements might be higher than 

the previous year. Some manageria l staff who had undertaken restructunng programmes ffilght 

also have higher awards. On the investment side, although public sector investment was nsing, 

the corporate picture was unchanged. 

MPC PROCEDURES 

• Peer Review Comments on the Pre-MPC Process 
• External Analysis of MPC procedures 
• Provision of regional and sectoral information to the MPC 
• Review of the Service Level Agreement with the O S 
(Messrs Plenderleith, Clark, Bean, Jenkinson, Allsopp, M Barker, Profe or ickell and 
Dr Wadhwani in attendance) 

In introducing a series of four papers relating to the MPC's procedures, M r Kmg reported that 

the first paper summarised the views of non-Bank visitors who had attended pre-MPC 

meetings. These views remained generally positive with some useful comments on ronnat 

The second paper drew together comments on views proffered by external pnrt1es relutmg to the 

procedures adopted by the MPC. The third paper provided a summary o f the regional, sectoral 

and other 1nforrnat1 on regularly supplied to the MPC. Mr Kmg noted the recruitment of a PhD 

economist to undertake wo1k in this t11eu. The l1nul pupe1 cons1de1e<l the Bunk's relationship 

wi th the ONS und the p1ov1s1on of s1t1t1s11cal mutenul to the Bnnk. Mr K111g reminded Court 

that Mr Len Cook and Mr John K1dgel l hJ<l spoken to Dnectors 111 200 I. I le drew auenuon to 

the overall Judgement made by the B,mk in relut1on to the se1v1ce ll received from the O S 



This had been viewed as "acceptable" rather than "good" by the MPC; and there was an 

ongoing need for the ONS to upgrade and improve its JT systems. The Governor invited 

comments on the papers in tum. 

Peer Review Comments on the Pre-MPC Process 
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Dr Julius said she agreed with the summary of the Peer Review paper. Mrs Francis commented 

on remarks concerning the balance between in formation and analysis presented at pre-MPC. 

She asked 1f there were other opportunities for the MPC to seek analytical advice. Mr Bean 

replied by saying that staff provided continual bnefing through the month. The pre-MPC 

meeting brought everything together which d1d represent duplication but the collective 

presentaLJon was very useful for the Commillee. More detailed pieces of analysis on speC1fic 

mailers were produced by staff via notes 10 MPC members. Dr Wadhwam said that he would 

prefer more analysis at the pre-MPC meeting, and that he would welcome the thoughts of the 

non-executive Directors when they attended the meeting. 

The Governor aid the comments in the paper had to be judged against the fact that V1S1tors only 

saw a part of the MPC process. The pre-MPC meeting was deliberately focussed on 

information. He found that very useful and vital for him as it brought all the data and 

information together. There was a great deal of analysis elsewhere tn the process. Mr K.mg srud 

the balance of the pre-MPC meeting would be odd 1f 1t were !he only meeting. Comments from 

peers typically requested integrnlion of the datu wilh the forecast, but they often acknowledged 

that this might happen in other meetings. He added that it was always tempting to think that 

more analysis would help the decision making. What was crucial in his view was that uJI the 

data and informallon were considered collectively The M-PC should not consider each piece of 

data in isolation on a day to day basis, a prom111en1 characteristic of onolys1s 111 the market!> and 

media. 

Mr Bailie asked 1f pre-MPC observers were briefed on other elements of the process Mr Kmg 

replied that they were briefed. Mr Stretton said the ~ey cons1derat1on was that the MPC were 

happy with the process. fl was not u question ol whether Non-Execuuve Directors were content 

With the pre-MPC meeung. 
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External Analysis of MPC procedures 

Tum mg to !he paper covering external analysis of MPC procedures, Professor NickelJ referred 

to 1he pomls raised by the House of Lord 's Committee. He said il remained difficult to obtain 

model simulations of alternative assumptions or judgements. In his view he felt this partly 

reflected the inefficiencies of the software employed for the model. This made it difficult Lo see 

the consequences of alternative specifica1ions dunng the forecast round He felt this was a 

mailer of some urgency. 

Sir David Cooksey suggested that the non-executive Directors' report on MPC procedures 

should include n review of progress since lhe Kohn Report. Mr Kmg said the Kohn Report had 

not made any explicit recommendations but had encouraged the MPC to keep Its forecast 

procedures under review. He said the MPC could provide a short repon on progress smce the 

Kohn Report Lo NedCo. There had been a number of changes to the forecast round The 

Governor suggested that it would be helpful Lo recirculate lo Court the Bank·s published 

response to 1he Kohn Report. 

Dr Julius said tJ1e point made by Professor Nickel l was broader than the Bank's response co the 

Kohn Report. Mr B ean said generating alternative model simulauons was partly constramed bv 

access lo data. The model software was being evaluated to improve acccssib1hty. Dr Julius 

said ii would be helpful to know when that improvement would be 111 place. 

Provision of regional and sectoral information to the 1JP 

In discussing 1he third paper, Mrs Francis snid Lhe emphasis in the paper had been on regional 

mformat1on and she asked whether sectoral 1nfo111rn11on nvrulable to the MPC \\US JS well 

developed. Mr Bean said there was a great deal of sectoral dutn avatluble from off1c1al sources. 

The Governor added that the Agents nlso provided sectoral mtell1gcnce Professor 1ckell 

noted that the1e was generally less du1a and mformuuon available for the service sector than the 

manulactunng sector. I Je stud thut was a longs1und1ng constro1111. The Governor swu the 

enhancement of service sector data wus one of the MPC's p11on11es ro, the O . Mr Streuon 

felt ll would be useful for Coull to hear d11ectly from the new economist recruned 10 cover this 



area co ask for his assessment of the info1111ation available to tl,e MPC. Dame Sheila 

McKechnie said that, relatJve to earlier years, this was an area where there had been 

considerable progress. She felt a grcut deal had been ach1eved i11 improving the amount and 

quality of regional and sectornl inf 01maLion avaJ labJe to the MPC. 

Revie,v of the Service Le,1el Agreen1ent ,vith the ONS 

Commenting on both the th1rd and f ourtl1 papers, M s Blow asked how accuracy of data was 

rev1e\ved and \Vhether lh1 ,vas an item in the Service Level Agi·eement \Vith tl1e ONS. 
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Mr Bean sn1d a major research proJect on data uncertainty was being undertaken withm 

Monetary AnaJys1s. Thi concerned not JU t the issue of reVJsions bul also the definition and 

coverage of data used by policy-makers. He sajd one of the ONS 's objectives was the 

avoidance of excess1 ,,e revisions. 1-Ie added that this might not be enllrely optimal as econorruc 

indicators needed lo be timely and therefore were necessarily parlial . The ONS undertook a 

great deal of intemaJ work on revisions. Mr AJJsopp said revis1ons were part of the issue~ but 

ll1erc \.Vere al o difficult conceptual considerat1ons about data measurement. The MPC had to 

live \.Vith1n tl1e constrrunts of what ,vas measurable. 

Dr Julius agreed there had been improvements 111 the prov1s1on of regional info11l1auon. But 

she felt sectoral 1nf 01·1nalion wa not not1ceabJy better. he said the index of sen1ices output. 

improvements to capjtal stock data nnd tl1e retail prices index were t1l l MPC priont1es for the 

ONS but had not yet been del ivered. She thougl1t the MPC's rating or 'ucceptJble' lor the O S 

migl1t not help the ONS obtain addi tionuJ resources. In lier vie,v, a rat 1ng of 1poo1' might be 

more honest and pr·oducti ve. The Governor said the ral1ng reflected MPC opinion . :tvlr K.Jng 

said a lower rating ,vould exaggerate ONS shortcomings. The O S ,vus clea.rly st1ctched, not 

least by work on the 200 I Census, and tl1ere ,vere vveaknesses 1n tl1e m~1nuge1nent trucLure 

renect1ng tl1e way 1n wl11ch tl1e orgunis~11ion l1 tld bee11 establisl1ed But, i 11 .1reJs sucl1 n~ tl1c 

Nutional Accounts, tJ1e ONS wus 11ot 1,001 by u11y sturldru·ds. In 1elation to tl1e ,vork. on 'iervice 

sector data, many of Ll1e difficulties were co 11ce1JtU~ll rntl1er Lht111 relnted toil\ ~11lt1blc re. ources. 

He said tt1at , overaJI , the MPC could 11ot clt11111 tl1ut it l1nd poor dutu. 't\1r Je11k.111-so11 e,1Jlu1ned 

tl1ut marl)' ONS proj ects l1nd Jo11g t1n1cl I t1 111cs a11d so prog1 ess 11:iigl1t not be evident outside Tlie 

RPI progran1me, for example, 111,folved wo1 k over 3 yettrs. l)rogress \\'as being n1ade on tl1e 

index of services and cor1Jor;.1te scrv 1ce5 {JI tees I r1d1ces. 



Mr Hall srud he would expect Lo see a business process map for the MPC, tdenllfying Lhe majn 

inputs and ouLpuLs of the process, 'pinch' points and an improvemenL plan. Mr All sopp srud 

some areas of Lhe process needed Lo be quicker such as Lhe front-end of Lhe f orecasL process. 
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Mr Kmg said Lhe forecast proce s was Lhe area where the MPC were least content. The po!Jcy 

process was reasonably sLraightforward. The main issue was the link between Lhe forecast and 

pohcy, as had been idenLified in the Kohn Report. BuL this was noL a business process question. 

Sir Jan Gibson md al l suppliers required demanding customers and asked 1f Lhe Bank was 

helping to hape Lhe fuLure work of Lhe O S. He sa1d IL was noL the Bank 's Job Lo understand 

the ONS 's constraints Loo readily. Mr King said the Bank made IL clear what 11 required of the 

ONS euch year. Sir Jan said 11 was impo11an t that debate about progress was not JUSL w1thm the 

ONS itself. 

The Governor said that ii was a mailer of seeking continuous 1mprovemenL He srud no 

individual data series was absolutely necessary or essential for the MPC to undertake its task. 

He did not feel 11 would be necessan ly productive to tell the O S that its performance ,,as 

poor. 

Mr Ba1 he asked 1f 'acceptable' was good enough and hould the Bank outline ,,hat ,,ould need 

to be done for performance to be Judged good. Dr W adhwani said the s11uat1on illustrated the 

dilemma of the ONS as a monopoly supplier. He said the en-or wi th the cap1tul stock data was 

very won-ying. H e was personally not happy with the O S's performance though us a label had 

accepted the term 'acceptable ' . Mr King said that the Bank could deploy its own resources at 

the ONS 1f II felt the si tuation was cn t1cal to the MPC. He said there had been a long penod of 

under investment in IT and staff. H e added that the en-ors w11h the capital stock data dated 

back to the 1960s. It was not about the pasL year. In his , 1ew, the O 's perlom,ance \his 

nghtly descnbed as 'acceptable ' . It was neither good nor poor. 

Sir John Bond asked 1f the Bank was comfortable wnh monthly MPC meetings Mr King said 

that, with the benefit of expe1Icnce, 11 might be userul lo downplay mceungs ut cena111 times of 

the yea1 but that would pose practical ddf1cult1cs A monthly rmhe1 than s1, weel..ly meetmg 

made sense because of the monthly cytlc of data releases. 
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Dame Sheila McKechnie said it m1gh1 be appropriate for the Non-Execu11 ve Directors to make 

criticisms of the ONS in their repon on MPC resources and procedures This might have a 

useful impact beyond internal correspondence between the ONS, Treasury and the Bank. 

Sir David Cooksey said he would prefer any comments in the Annual Report to come from 

Court as a whole. Sir Neville Simms said he felt the 'acceptable' judgement was nght and did 

not see a need to go beyond the letter to the ONS as proposed. 

FINANCIAL STABILITY ISSUES 

Domestic developments and international issues 
(Messrs Plenderleith, Clark and Bean in attendance) 

Mr Clark commented that the Bank still did not believe that tJ,e Argentine problem posed a 

systemic threat despite the recent deterioration. Tl11S was partly because exposure m the UK 

was relatively small , partly becuuse the issue had been around a long lime and people had had a 

chance to position themselves against the poss1bil1ty of default, and partly because, while 

contagion as mea ured by spreads had edged up a l i ttle, i t was not by a significant amount. He 

noted recent political events, the economic measures proposed and introduced, the uncenamt) 

remaining about the terms of these measures and the exposures of Spanish and some US, 

Canadian and E uropean banks. There were attempts m progress 10 re-e tabhsh a wonhwh1le 

dialogue between Argentina and the lMF, although it was still not clear on what tem1s this 

might be achieved. 

Sir John Bond said he agreed with the assessment. There was no systemic linnnc1al nsk. But 

there may be a systemic behavioural ri sk in that other countries with rntemnllonal d1fftculues 

might decide that confiscation from banks was a way to pay for 1t. Countnes such as Venezuet .. 1 

should be watched carefully. He noted what a tragedy the problems wen; for the people of 

Argentina. 



FINANCIAL MARKET OPERATIONS ISSUES 

Current issues 
(Messrs Plenderleith, Clark and Bean in attendance) 

Mr Plenderleilh noted the increase in size of the issue of B ank of England euro bi lls from 

Euro 3.5 bn to Euro 3.6 bn, on the Bank's balance sheeL. 

He also noted that the I1ghIening of the ystem of note distribution over the past year, and 

particularly the cut in stock, had posed no di fficulties for the system over the Christmas peak 

penod, and he was confident that the lightening stj lJ enabled the system 10 operate effectnely. 

Mr Plenderle1th commented on the introduction of Euro notes and coins. The log1st1cs had 

gone extremely smoothly and the ECB deserved a great deaJ of cred1L. The changeover was 

going even faster than expected and the penod of confusion was short . The impact on the 

wholesale markets was negligible. Final ly "Euro-creep" in the UK was extreme!} hmJted. 

EXECUTIVE REPORT 
(Messrs Plenderleith, Clark and Bean in attendance) 

lJ 

The Governor said the B ank proposed Lo present a L oyal Address Lo the Queen on 21 March to 

mark her Golden Jubilee later this year. 1n Cou11 folders were copies of the proposed text 

which the Governor hoped Court would agree was both appropiiate and acceptable. The next 

step would be to submit the tex t to the L ord Chamberlain 's Office for approval before it was 

inscnbed by hand on vellum, sealed and bound in leather. Unfortunately, the text had to be 

agreed before the February Court meeting, so if the Lord Chamberlain chose to make some 

small drafting changes to the Lexi , the Governor hoped that Court would agree that the 

Governors could, together, approve the final version - apart from a mUJor rewnte, m "hich case 

the Governor would contact Court members individually. D ame Sheilu McKech111e made a 

drafting point on the use of the woi d "stnb1hty" 

Secondly, as the document would curry the Bank's seal , the Govcinor asked whether Court was 

content for the seal to be used fo1 tlrn, puI pose. 

Court was CONTENT on both points. 

~ 
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Mr Clementi said that the management of Ll1e assets of Minories Finance l1c.1d been dealt w1lh in 

the Bank for some time, and tl1ere ,vere very fe,v assels lefL. amounting to a few m1JJ1on. The 

Directors had concluded, in part because of tl1e retirement of a,11ndi v1dual 1n the Bank, tl1at 1t 

,vould be best to put Minories Finance into members' voluntary JiquidaL1on, which would not 

prejudice the collecting of the assets. In response to a question from Sir Neville Simms on 

whether this had ever been done before by the B ank, Mr Clementi said he w ould check 

S1r Neville sa1d that, w1th the B ank ' reputution 1n mjnd, if tJ1e proposaJ went forward there 

should be no bounce-back on the B a11k.. The Governor sa1d Lhe deci s1on was perfectly 

explicable and lie \Vas not too concerned about a reputa t1 onal damage problem. 

Court was CONTENT. 

MANAGEMENT OF THE BANK 

1"he Quarterly Financial Report 
(Messrs Plenderleith, Clark, Bean and Midgley in atf endance) 

Mr M1dgley said alJ he wished to say was contained in the report. Dr Julius srud she \vould find 

1t useful to see percentage deviations ond also counterfactuals - for example, \Vhat the outcome 

would have been at the 1nterest rates in the budget assumptions. T l1e Goven1or snid he \vns sure 

tl1at could be done, allhougl1 he wou ld like absolute changes ns well , because percentages could 

be misleading. In response to u question f ron1 Si1· I-:lo,vard D avies about tl1e costs of BCCI . 

Mr Clementi said he recognised tl1at the Bnnk would l1t1ve ro con1e to Court ngain, because the 

numbers were very higl, , and the cun·ent estirnate for nex t year \VOS £6n1n - £9n1n and tl1en C\'en 

higher the foll ow1ng yeai·. I-le ex1)ecLed the case to come to Cou1l 111 tl,e Spring of 2003. Tl1e 

last overall number l1e J1ad seen for tl1e cost was around £20n111. N egotiations \\ e1e tttk.i11g place 

with Freshf1elds and Counsel about the costs. 1r J-l o\\ ard said tl1e nu111l1er \\'US l t11·ger tl1an he 

was ex1Jecti11g. In response to a question fro,n Sir Bn nn Mofftll about \'.< l1etl1cr c1 l iubiliL)' for Lhe 

costs ,vouJd be provided in tJ,e A ccoL111ts, Mr Midgley su1cl t\ d 1scL1S\1o n on tl,e sul1Jcct ,vt\s 

pJanned at tl1e Audjt Comn11ttce. 

l 

• 
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The Annual Pay Review 
(Messrs Plenderleith, Clark, Bean and Footman in attendance) 

Mr Footman introduced his paper on the pay review. l n response to a ques11on from Mr Badie 

on presentational issues, Mr Footman said the real reason Bank pay per head was going up was 

that on average it had been losing lower paid staff and recru it ing the higher paid. H e also noted 

the dist111ct1ons between the cnten a for bonuse and for pensionable pay mcreases. The 

Governor srud the Bank would have to g, ve some thought to how the year's pay awards were 

presented. Mr Neill said he was happy with the proposals and delighted to hear that the Bank 

did not negotiate ment and bonus awards with the Un10ns, but only across-the-board awards. 

M r Hall also praised the proposals. The Governor said that the B ank would come back to the 

question of presenlation 1n the discussion about the Annual Report. 

Coun was up. 
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A COURT OF DIRECTORS A:T THE BANK 

WEDNESDAY 20 FEBRUARY 2002 

Present: 

The Rt .Hon Sir Edward George, Governor 
Mr Clementi, Deputy Governor - F1nancinl Stability 
Sir David Cooksey, Chru1man, Sub-Comm1ltee of Directors 
Mr Bailie 
Ms Blow 
Sir John Bond 
Sir Howard DaVJes 
Mrs Francis 
Dr Julius 
Dame Sheila McKechn1e 
S1r Brian Moffat 
MrNeiJJ 
Ms O'Donovan 
Sir Neville Simms 
Mr Stretton 

Absent: 

Mr King, Deputy Governor - Monetary Policy 
Sir Ian Gibson 
Mr Hall 
MrMoms 

The Minutes of the Court of J 6 Junuary, hoving been c 1 rculnted, \\ ct e ,tppro\ ed 

The Governor noted tJ1nt Sir Neville 1n1111s '-''Ould be stt1nd111g do,vn :.1s '"1 1011-Executi \ e 

Director at the e11d of May. Ms O'D011ovttn. 1r Inn Gibson tlnt l ~ls Bio,,, ,,•ould b 

f ur1l1er terms. Ari advert1se111c11t ,vou ld bl' t)ltlced 1n tl1c pre~\ sl1ortly I qtlL'iling l(1pl1ct,11ons 

for a Non-Execuu vc Director. 
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MONETARY ST ABILITY ISSUES 

The Inflation Report and economic and monetary discussion, together with the monthly 
MPC Report lo Court (Messrs Plenderleilh, Clark and Bean in attendance) 
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Opening the economic discussion, Mr Bean said that Lhe context of the February l nnat1on 

Report and recent policy decision was a severe synchronised downturn In the global economy 

m 2001 but, within this, the UK had performed relalively well. At the same Lime, the 

imbalances in the economy had become more marked - the differential between annual growth 

in manufactunng and service sector output was al its largest since J 981. On the demand side, 

consumer spending remained robust The MPC expected consumption to slow but that 

remained an uncertainty, as was the extent of any slowdown. AL the same time, investment 

remained weak. Jn the labour market, aside from movements rn bonuses, underlymg earnings 

growth was fairly steady. Commenling on the sharp rise in RPIX inflation m January, Mr Bean 

said a ri se had been expected but the j ump to 2.6% (from 1.9%) had been a surpn se. An 

element appeared to renect temporary factors - notably higher seasonal food pnces - but a pan 

of the increase was more widely dispersed which nught indicate more lasting demand 

influences, for example lower discounting by retailers. 

Mr Bean outl ined the GDP and inflation projections contained in the Report, nonng that the 

annual growth profile for GDP tended to exaggerate the implied extent of the slowdown and 

recovery - quarterly growth rates were more even over the ho1izon. The nsks were on the 

downside. lnflation was expected lo fall in the near term and then nse slightly over the two 

year period due, in part, to higher impo11 piices as the world economy recovered. The nsks to 

inflation were on the upside, largely reflecting the possibility of a fall in sterling. 

Commenting on the financial markets, Mr PlenderleiLh mentioned three points: first, there had 

been little movement in foreign exchange markets over recent months with the e\ cepllon ol the 

yen; second, m the money market there were continued expectnt1ons of higher interest rates in 

2002, though the up-slope of the curve had fluttened u l11tle; and thud, there was increased 

market nervousness following the Enron collapse and associated concerns about the rehub1ltty 

of company reported results, and 111 relat ion to the Japanese linanctal system's posIt1on These 

factors were reflected m weaker equity markets. 

(e 
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Mr Bailie noted the continued fall in advertising revenues - down by JO- I 5% in 200 I QI on a 

year earlier. He mentioned Mr Bean's visit to Northern Ireland Ihe previous week and how the 

prospect of higher interest rates had not been a particular concern. Some companies had even 

suggested they could live with the current exchange rate. Business had made more comment 

about the growing burden of regulation and the higher cost of labour - previously an advantage 

over other parts of lhe UK. Retai ling appeared less buoyant than in Britain. In the printing 

sector, wage negotiations were in the regi on of 2%, lhe lowest in recent years. 

Mr Neill drew Court's attenuon lo the imbalance between rising UK car sales - some 9% 

higher in January lhan a year earlier wilh a very strong pallem evident for February - and 

falling UK car output, down by around 9% overall in 2001 compared w1th 2000. A downturn 

in demand was evident in lhe US market. Sir Neville Simms said the Agents' Reports reflected 

the position of the construction sector. Output was now stable and surveyors - who are at lhe 

start of the order chain - were now seeing a downturn. There remained uncertainty about lhe 

flow of public sector work and, in this respect, he noted that ci vil engineering compan1es had 

not yet seen an upturn in work. 

Sir John Bond said financial markets were 'ski tush' at present with herd behaviour prevalent 

Dr Julius said there had been a small rise in mortgage arrears but margins on lendmg were still 

rising. It was too early to say if there were any changes in trends. 

FINANCIAL STABILITY ISSUES 

Domestic developments and international issues 
(Messrs Plenderleith, Clark and Bean in altendance) 

In updating Court on financial stabihty mailers, Mr Clark drew allenuon 10 the three theme of 

his note. First, he said that the position of Japan was being discussed b> the Tnpartite 

Commmee. The recen t news was poor and the removal of bank deposit guuruntcci> meant 

further uncertamty ahead. Second, Argcnt111u's fiscal proposnls did not look rcuhst1c, baseJ ns 

they were on a reduction 111 government expenditure but no reduction 111 tax revenues assumed 

Conllnued falls In output suggested tnx revenues were unlikely to be table. There remruned 

hnle sign of contagion across the region - notably In Mexico and Br:.lZII There were problems 

lf ela but these was more directl y related to domestic issues. M1 Cl,uk .tdded that a 

// ,I , 
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great deal of work was underway to extract the lessons of the Enron collapse for systemic 

stability, including accounting and insolvency regimes and the nsks associated with dispersed 

treasury operations. Third, he drew Court 's allenlIon Lo lhe IMF's UK Financial Sector 

Assessment Programme (FSAP). The IMF team had been in the Bank for two weeks 

undertaking the first of its three planned mjssions. 
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ln response to Dr Julius, M1· Clark explained that the FSAP was a relatively new IMF 

procedure. FSAPs had previously focussed on emerging market economies but there was a 

desire also to undertake assessments of major indus!Jialised economies. Canada had already 

been reviewed, but the UK was the first maJor international financial centre Lo be exanunecL 

Undertaking the exercise was intended partly to encourage other coun!Jies - including Japan -

Lo agree Lo the programme. A t the same time, it would test the IMF's approach to lhe analysis 

of a major financial centre. Sir H oward D avies noted that the IMF d1d not have in-house 

experience in some areas, such as insurance regulation, and so was dependent on seconded 

expertise. He added that lhe US were not enthusiastic about lhe programmes. Mr Plenderleilh 

commented lhat, from his perspective, the IMF team appeared to be undertaking a very 

thorough exerci se. 

Sir John Bond said liquidity in Argentina was 'hand to mouth'. He was surpnsed that, to date, 

there had not been a premium on Japanese lending. The Governor noted this was perhaps 

related to Government guarantees that would soon end. 

FINANCIAL MARKET OPERATIO S ISSUES 

Current issues 
<Messrs Plenderleith, Clark and Bean in attendance) 

Mr Plenderlei th reported on two cun-ent issues in the Financial M arkel Operaltons nre.i, n 

progress report on the Bank of England's C2 l programme Lo modernise banking systems, ,m<l 

an update on the Bank's foreign exchange reserves management I l e smd that good progress 

was being made with the C2 J proJeCl. The JT instnllut1on wus ltlk.111g longer t lrnn expected such 

that the 1nittal June target dale was not cons1derecl achievable. Bus111ess model1111g of processes 

and software development was tuk.111g ex tra time so the Autumn was a more likely date H e 

r-1""~ the change in dates had been a conuolled and managed p,ocess, not a 1eaci,on to 

{_r-~ 



slippage. In relation to the Bank's foreign exchange reserves management, Mr Plenderleith 

said perfonnance so far in 2001/2 was significantly above the benchmark return and the target 

set by HM Treasury. D1scuss1ons were underway with the Treasury regarding the remjt for 

2002/3. 

EXECUTIVE REPORT 
(Messrs Plenderleilh, Clark and Bean in attendance) 
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Mr Clementi reported to Court on some new internal appointments following Clifford Smout's 

appointment as Finance Director. Paul Fisher would succeed Cli fford Smout as Head of 

Foreign Exchange Division; Neal Hatch would succeed Paul Fisher as Pnvate Secretary to the 

Governor and, David Rule would succeed Neal Hatch as Head of Gilt-Edged and M oney 

Markets Division. 

Mr Clementi also reported on the printing operations work at Debden comm1ss1oned at Court 

the previous November. He said that the Bank had announced to staff the plan to explore two 

main options for the printing operations - either to remain as at present under the ownership of 

the Bank or allow the work to be transferred into a private sector company, oper:rnng under 

contract to supply banknotes from the Debden site 10 the Bank. Mr Clementi srud there had 

been press coverage but no particular follow-ups. The team was now worlong hard and he 

would report back to Court in March or April. A staff consultation was underway, mvolvmg 

the Debden unions and covering TUPE arrangements. Work was also underway on the 

potential nature of supply contracts. 

MI Neill said that it mjght be difficult to secure a contract that involved a pnvate f1m1 takmg on 

the Bank's final salary pension scheme. Mr Clementi said that would need to be renected m 

the contract price. There was no intention of changing the pension ruTnngements for staff ln 

response to M s Blow, Mr Clementi said i t was env1suged that the length of contract would be 

around 5-7 years but that was an area for d1scuss1on. There were also comphl:ateu issues 

concerning EU procurement policy which needed cons1dernt1 on. Su Neville Imms su1d 

potential purchasers should be gi ven room to make proposals before tlefinite plans were put in 

place. Mr Clementi agreed but said he wanted to establish the broad pm,Iuon the Bank wanted 

/ _A~,} ~ch detailed d1scuss1ons. 

r{..L-~~ 
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MANAGEMENT OF THE BANK 

The Bank's Budget for the year 2002/03 
(Messrs Plenderleith, Clark, Bean and Midgley in attendance) 

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

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

return and sought Court's authorisation for the Governor to wri te to the Treasury relaymg 

Court's conclusions in relation Lo CRDs and agreement to the proposed wording for Bank 

Objective 9. 

In relauon to the Bank's income, only a small part could be preclicted with certainty. A large 

part of the Bank's income was affected by nuctuations in short-term interest rates. On the 

expenditure side, the overall dtrection had been in place since 1997 and had included an 

expansion of anaJytical resources aJongside savings from process eflic1enc1es and reduced 

expenditure on overheads. There had been an increase in the headcount in the analyucal areas 

(offset by reductions elsewhere) and a reduction in overhead expenditure in line w1th the 

planned reduction of £20 million, which would be fully achieved when retrenchment into Head 

Office was complete in 2003. The ability to reduce expencliture further was inev11ably 

becoming more restricted. Overall, the changes in the budget for 2002/3 were relatively small 

compared to the previous year. Recurrent expenditure was lower. There were large 

expenditures relating to investment projects - such as C21 and Electronic Data M anagement -

within the overall nominal totals. There was a question about whether the totals should be 

presented including or excluding expenditures relating to B CCI for the purposes of ObJect1ve 9 

and the eventual publkat1on of the budget and the A nnual Rep011. 

Mr Clement, sard the current level of CRDs, at 0.J 5%, had been set m 1998 fo1 fi ve years 

Interest rates since 1998 had fallen but the impact on the Bank's income h • .1d been cusluoned b) 

investments m long-term g1 lls. He said the frumework continued to wo1 k well unu the Bunk 

wus not proposing 10 seek u change 1n CRDs ahead of the plnnned l1 ve-yetu review 1n 2003. 

Dr Julius asked how the current estimate for the I lead Oflice refurbishment proJect compared 

, -~the ong;nal budget Mr C lemenu srud the cost or the m,uul proiecl covenng noors 2-7 

LY- -f 



was broadly in line with budget estimntes. The cost of the proJect covering lower noors had 

been revised in the light of quotes being received above the original budget. He reminded 

Court that he had reported the previous year (Apnl and June) of the need to increase 

expenditure beyond the ongmaJ budget. 

Ms O' Donovan asked if the planned Health Centre was included in this year's expenditure. 

Mr Midgley sa1d around £500,000 would fall in 2002/3 but the maJonty was in 2003/4. 
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Mrs Francis asked tf the B ank was comfonable that the increase in staff working within 

Monetary Analysis compared favourably with mtemauonaJ comparisons, m addJLJon to the 

internal Justifications. Mr Bean noted that the totals for Monetary Analysis included staff m the 

Monetary and Financial Statistics Division. The increase in the number of econonusts since 

1997 renected operational independence and the work of the MPC. Intemat,onaJ compansons 

were not straightforward because of clifferent functions but he felt the current number of 

economists was a reasonably sensible complement. 

Mr Bailie noted that capi tal expenditure at the Pnnting Works was significant but product:Jvny 

gams were not apparent. He sa1d there was a choice between introducing new equipment and 

refurbishment , parucularly in the context of considering a private sector operator Mr Clemenll 

srud that It was not the intention to re-equip the Prinung W orks ahead of con ,denng proposals 

to contract out the printing operation, but neither was 11 sensible to spend nothmg 1e to run 11 

down. A 'middle road' to in vestment would be pur ued. 

Mr Nelli asked if expendJture and improvements in IT processes were being correlated\\ 1th 

productivity gains. Mr Clementi said that much of the expenditure did not transfer to 

1dent1fiable gains and savings - for example, the Head Office refurbishment created a better 

workmg environment; the EDM project would bnng good practice and hod delivered cleur 

gains for MA who already had systems in place. But 11 was dJfficult to see the bencltts 111 terms 

of budget measurables. Mr Neill agreed It was difficult and noted th.it he tel1 good progress 

had been made over recent years. But it was u good discipline to try to 1den11fy un<l measure 

expected gains. Mr Plendetlellh said IT und other proJecls unden ukcn 111 the Mat 1-.et Opernt1om, 

area were considered against expected gums • .ind suv111gs. 

o,:"YOVED the Bank's Budget 
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Turning to the level of CRDs, the Governor asked 1f Court was content for the Bank to propose 

mamtammg the ex isling level, ahead of the more in-depth review planned for the following 

year. Dr Julius said she supported the 5-year arrangement, so favoured the proposal. 

Sir John Bond declared his interest in the level of CRDs. 

In relation to the proposed leller to be wntten by the Governor to the Chancellor relaying 

Court's conclusion in relation to CRDs, the Governor asked whether expenditure includmg or 

excludmg BCCI costs should be included. Mrs Francis said she was uneasy with the exclusion. 

Excluding a known contingency could be cnlic1sed. Sir David Cooksey agreed and suggested 1t 

might be helpful for the public to be aware of the expenditure. Jt would be transparent and rn 

line with the pracuce of the recei ver. Mr B ai lie suggested 11 could be entered as an excepuonal 

llem. 

Mr Clementi remarked that the issue was how 11 was treated wtthin the contTol total, m \Iev, of 

the limited control over BCCJ costs, rather than the Bank's Accounts at this stage Sir Bnan 

Moffat satd there was some control l ink between Lhe budget and Accounts. lf there was a 

real1st1c chance the BCCl costs would be recovered Il was reasonable to 1dent1f) the nem a a 

contingent liability but meet the costs on a 'pay-as-you-go' basis. However 11 \\as treated, he 

felt it should be disclosed and controlled where possible. 

The Governor said it would be necessary to take legal advice on accounting treatment ahead of 

publication. Ms O ' Donovan noted that if recovery of costs was included as an asset m the 

Accounts, recovery had to be certain. Sir D avid Cooksey supported u transparent approach 

Sir Neville Simms noted that Ihe Audit Committee had not discussed the treatment of BCCI 

costs but he f cit the letter should include some reference. The Govcmor said there was a need 

for consistency with the wording proposed for ObJecuve 9, but the sequencing was important 

and advice would have to be taken about d1sclos111g charges. Mr M1dgle)' stud the leuer to the 

Treasury could mention both expenditure totals. The choice for ObJecuve 9 und the Annual 

Report would then depend on legal advice. Sir David Cool-.scy s:.ud rclemng to the totals 

separately would iden11fy the £20 mtll10n reduction in costs which would otherwise be clouded 

Q BCCJ cosis 



22 

Head Office Health Centre 
(Messrs Plenderleith, Clark, Bean and Midgley in attendance) 

In inlroducing the paper recommending that the Bank should build an occupational health 

facility, including a gymnasium, at Head Office, to improve staff morale and well -being, and to 

bnng the Bank 1010 line with other large City Finns, Mr Clementi said that the proJeCI would 

incur some 1mual expendjture 10 2002/3 but most would fall rnto 2003/4. 

Mr Neill supported the concept and, in the light of his own experience, was happy to offer the 

Bank advice. He said the projected capital costs seemed hjgh. To ensure good revenues over 

lime required a good management team to maximise staff involvement. AddJt10nal fac1hues -

such as vanous therapies - might be considered for only a smaJJ additional cost. Dr Juhus srud 

she was not convinced that other opt ions had been considered and put to the staff, parucularly 

opuons available in the City or local to where staff lived. There was a risk that an in-house 

facility might be initially popular but enthusiasm waned over time. She added that outsourcing 

the running of the facility needed consideratjon, with incentjves linked to usage. The Governor 

said the staff survey had been clear about the deslfe to have an in-house facility Mr e11l srud 

if the obJect1ve of the project was that staff used the facility as opposed to simply offenng 

another benefit , having the facility on site was crucial. 

Sir Neville Simms agreed that the costs seemed very high though he understood the high cost of 

refurbishment in the Bank. However, he felt uncomfortable and wanted to understand more 

fully the costs and the choice for charging. Sir Howard D avies said the FSA 's facility had a 

high u11hsauon rate on the basis of charging 1n the region of £18 per month. The Governor 

suggested the Bank bring a practical proposal back to Court. 

A Report from the Trustees of the Court Pension cheme 
(Messrs Plenderleith, Clark and Bean in attendance) 

The Governor noted that the M embers of the E>.ecut1ve hud an 111terest 111 the Court Pension 

Scheme and he requested Court 's ugieement that 1l wus 1101 neces-sary fo1 them to w11hdraw 



Mr Neill reported that the Trustees of the Court Pension Scheme had considered a Report by 

the Actuary on his annual valuation of the Scheme as al J M arch 2001 , together with a 

proposed Schedule of Contnbut1ons to the Scheme. 

Court APPROVED the nil contnbutions Schedule. 

A Report from the Chairman of the Audit Committee 
(Messrs Plenderleilh, Clark and Bean in attendance) 
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Sir Neville Simms introduced the Report of lhe last meeting of the AudJL Committee at which 

the main agenda Jlems were a report from PnceWaterhouseCoopers on their Aud.it plan for the 

forthcoming year-end; a discussion on accounling and reporting issues for the forthcoming 

Report and Accounts and, an update on the work of the MANCO Operational Risk Sub

Commitlee. 

Sir Neville said that M embers could perhaps receive a copy of the paper by on 

new accounting standards. The Governor agreed. Sir evi lle said the approach m relation to 

FRS I 7 was to follow rather than lead and to use the trans1t1onal arrangements. He srud the 

issue could impact on the whole macroeconomic environment so the Bank might\\ ant to 

consider a public positrnn regarding FRS 17. FR 18 and 19 did not ra1se moJor issues for the 

Bank. Sir Neville said 

Bank needed to consider. 
---- had said there were no major f orthcommg issues that the 

Mr Neill said many companies were having difficulties with the11 pension funds. Mr tretton 

said the public debate had not focussed on resolving the different interests of companies and 

trustees, and how these might be reconciled. M r Clark said that he did not concur\\ 1th page -4 

of the draft minutes of the Audit Committee meeting - that " the F wing ,,us b1oudl} 

supportive of FRS J 7". 

Sir David Cooksey said ex iting flnal salary schemes would affect investment decisions us nsks 

were transferred from employers to employees. I le smd pensions required a long tem1 approach 

but FRS 17 was forcing a sho1t -te1m approach us companies adjusted, p..trt1cularl) those 

j_~an1e, who had downsized over ume. 



Sealing Committee authorisations for inspection 
(Messrs Plenderleith, Clark and Bean in attendance) 

In accordance with the ter1ns of reference of the Seali ng Comnuttee, lhe record of authoriues 

granted by the Comrruttee was Ja1d before Court for 1nspect1on. 

Court was up. 

-
I 
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ACOURTOFDIRECTORSATTHEBANK 

WEDNESDAY 20 MARCII 2002 

Present: 

The Rt.Hon Sir Edward George, Governor 
Mr CJemenll, Deputy Governor - F1nanc1al Stnb1JJty 
Mr King, Deputy Governor - Monetary Pol icy 
Sir David Cook ey, Chrur111an, Sub-Committee of Dire tors 
Mr Bai)1e 
Ms B)o\.v 
Sir John Bond 
Sir Howard Davies 
Sir Jan G1b~on 
Mr I-Jail 
Dr Julius 
Dume Sl1c1 la M c Kecl1111e 

Sir Bnun Moff ut 
MrMonis 
Mr Neill 
Sir Neville S1mms 
Mr Strctton 

Absent 
Ms O'Donovan 
Mrs Franc1s 

The Mnutes of the Court of 20 February, hov1ng been c1rculuted, \\1ere apptoved 

MONETARY STABILITY ISSUES 
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The economic and monetar)' discussion~ including internntion~11 eco11on1ic de, clop111e11ts, 
together with the monthly MPC Report to Court 
(Messrs Clark, Bean, Bailey and Allsopp together ,,1itb Dr Wndl1,, :1ni ~1nd I · B11rher i11 
attendance) 

In introducing tf1e MPC Report to ourt , M1 But le) JJ1 ese11te d l11 1 nternt1tior1al Eco1101111c 

Dcveloprnents pape1. lie said JJrivute sector f orec,lsts no\v po111te<l Lo J · \ 1' sl1JprJ p4.ltte111 10 

economic recovc1-v f0J low1ng tl1e slo,vdo,v11 Tl,is rcllected cxpct' lt1l1<.1ns of st1<1nger \\Ot ld 

demand. ln ll1e United States, co,isu111c1 ', ()e r1c.l111g ~ J~ be, ng lJooslec.l by 010111.;tJr)' t1nd liscal 

po]icy, as well us lower ene,gy prices. 1"1ierc \VUS tt l,o ~• [)Os1u,c boost frt1r11 tl11..: 1n,•entory 

_ cym__ • ough tl11 s would be a one-o1·r cf feel 'I t1e 111ain question cor1ce1 ned tl,c sL1~t~i11abil1t) 01· 



any upturn. The latest FMOC staten1cnt J1ad said U1at the sustained nature of the economic 

expansion ,vas still uncertain. Mr Bailey said ll1e profitability of tl1e corporate sector and 

imbalances ,vitl1in the econo111y ren1a1ncd issues tl1at 1n1gl1t under1111ne recovery prospects. 

l f6 

In relation to tl1e euro area, 11.e sajd t)1ere we1·e positive spiJlover effects evident from the US. 

Japan remained negative. The crisis 1n Arge11ti11a and tlJe collapse of Enron did not appear to 

be having a wider impact on the global economy. He asked Court for any i11s1ghts in relat1011 to 

the imposition of U tariffs on imported steel. ~'1r Bailey also drew Court's attention to the 

discussion of tl1e ICT sector 1n 111s paper 

Turnjng to tl1e UK economy, Mr Bean discussed ll1e recent GDP data for the fourth quarter of 

2001 . He noted tl1at the \iVeakness of construction output was at odds with other sources such 

as DTI data - and lie expected an upwards revision in due course. He said the improvement in 

confidence amo11gst b·usi11esses might suggest that t11e fourth quarter ,vould be th e lo\\t point 1n 

economic gro,vtl1. On t11e de111and side, M1· Bean said U1ere \Vas some evidence that consumer 

spending ,vas slo,ving but nol s]1arply. He said t11at the MPC wou]d want to see a further c::asmg 

as the rate of gro,vt11 of t11e \.Vorld econon1y increased. Investment had been weak. It ,,,as 

unclear ,vhetl1er that renected a pat1se f o]lowing 11 Septe,nber or a cap1tal overhang but a 

recent survey by the Agents had suggested a fairly positjve outlook for 1n, estn1ent tl1is year. 

Mr Bean sumn1arised t11e latest Jabour market data, noting tl1at unen1ployin ent continued to be 

lower tl1an expected wl1ile underlyu1g ean1ings growth 11ad n1oderatcd sl1gl1tly, after tl1e 1n1pact 

of lo,ver bonuses had been taken into account. The MPC n1eeting in Marc l1 l1ad considered the 

more positive ne,vs on the global econon,y ,v111cl1 l1ad redt1ced do,vnside risks. Ho, e, er, tl1e 

Committee felt 1s was too early to tl11nk recovery ,vas fi rm ly 0 11 t1·ack and so decided 

unanimously to leave t11e official rate uncha11ged. 

Jn Mr Plenderlcith 's absence. Mr Bea11 desc1 ibed rece11l fi r1anc1al 111url-.el dc,1elopn1er1ts. ln t l1e 

foreign excl1ange n1arkets, l1e said tl1e eL1ro l1 ad stre11gt]1ened slig11tly, assoc1Jtcd 111ai11l) 1 \\'itl, 

merger and acquisition acti,,1ty. J11 tl1e 1110 11cy 111urkcls, U1erc l1t1d bce11 011 111c.. tl:JSC 111 ft.tlL11 c 
• 

interest rates tJ1ougJ1 not j 11 01a1·k.el exi)ectatjo11~ 01· tl1c oi'ficinl i11lerest rate - tl1e 3 111011l11 111Ler-

hank rate had bee11 largely t1ncht111ged 
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In response to Mr Hall, Mr Bean explained that interest rate expectations were denved from 

financial market prices, though care was needed m reading across to expectations of the MPC 

interest rate where term premta were present and not constant. Mr Badie said a pick-up 111 

economic activity was evident m Northern Ireland though the future of the Harland and Wolff 

shipyard remained very symbolic. He noted that there was weakness in the aerospace sector 

and amongst textile firms supplying the hotel sector. There was a great deal of spare capacity 

in the pnntmg and packagmg sector which meant investment remained weak. Growth in 

television adverttsmg was not as much below last year as expected though 1t was too soon to 

talk of recovery. He added that there wa some concern about the fall -out from the problems at 

Alhed lnsh Bank, in terms of the status of lnsh banks. Tounsm remamed weak, pamcularly 

from the US. However, bus111ess confidence seemed higher overall. 

Sir Neville Simms said construction outµut was growing year-on-year, borne out by the high 

levels of employment in the sector. New orders inforn1ation did suggest that fu ture grow1h 

would not be as strong but the impact of higher govemment spending was nO\\. becoming 

evident. This would offset the slowdown m industnal and commercial aclt\ ity tr evllle 

said a large part of the growth in employment was self-employed labour. Thts may affect the 

nature of the impact of the slowdown on employment levels. 

Sir Ian Gibson said the automotive secto1 was not optimistic. Im estment programmes 

continued to be cancelled and large component suppliers were not profitable. tocks \\ere 

thought to be low enough but there was now nervousness about oil prices. lndtcuttons from the 

Geneva motor show suggested little improvement in trading prospects over the year ahead 

Profitabihty was only being enJoyed by those producers benefiting from favourable e'\change 

rates, pnnc1pally German fim,s Ms Blow said demand grow1h in IT and bustness sen tees \\US 

split between pos1t1ve public sector spendtng and subdued pm ate sector spendtng. lore 

suppliers were attempting to secure public sector work 

Sir Brian Moffat outlined to Court the nature of the situation concemmg steel tariffs. I le said 

the 5t1uat1on dated back to 1999 when the US mmkct was flooded\\ 1th nc\\ sources ol supply 

from Asia, includ111g Japan There was n luck of competitiveness 111 the U tmluslry \\ 1th U 

Prices around $50 a tonne above Furopcnn p1 ices Accountancy changes relattng to heallhcare 

) pensions had put pressure on the balance sheets of US producers. He said too often 



bankruptcy did not remove capacity, \\ h1ch simply came back on stream with new O\\ ners The 

situation was now a political tug-of-war with US consumers facing a 30% pnce increase. 

Mr Hall noted Urnt unemployment in Yorkshire and Humber was now shghtly below the UK 

average. He said there were renewed d1 fficullies 111 the steel and coal industries but some 

aerospace firms would benefit from orders for the Hawk training jet and there appeared to be 

positive indications that tourism in U1e rural economy was seeing an upturn in v1s1tors. 

Mr Moms said pay sett lements appeared to be generally above inflation in both the public and 

pnvate sectors Mr Bean said the Bank 's pay databank showed that wh1le settlements had 

dnlled upwards over last year, more recent ly the distnbut1on of settlements had dnfled 

downwards a little. He said U1at pay settlements at current levels of a little over 3% implied 

earnings around 4.5% which was broadly consistent with achieving U,e inflation target, gi,en 

assumed productivity growth of 1.75-2%. 

Mr Stretton said banking contacts had reported that lugher investment mtenllons were not 

Justified on profitab1hty grounds, whi le high-technology companies reported Uiat financiers 

were being more risk averse. Mr Strellon noted that the level of the exchange rate .. ,as not 

bemg mentioned as a concern. Mr eill said the new car market had grown again in March. 

Car production had also increased rising 20% on an annual basis in January. llo,,eH:r. he 

noted that th1s output reflected model development decisions taken some 6-7 years ago so 11 

was not a current indicator. He said suppliers were very nervous about UK production 111 vie,, 

of the switch from UK to overseas sourcing. 

Non policy meetings of the MPC 

(Messr~ Clark, Bean and II opp together" ilh Dr Wadhwani and I Bar l..c1 in 
attendance) 

Mr King noted that the paper before Court listed three meet111gs held smce October 



(I 

Agent's 'Issue of the month' 

(Messn Clark, Bean, Jenkinson, lies and Pratt together with Ms Hyde in attendance) 

Mr lies, the Bank's Agent for the Centra l Southern Region. introduced the findings of the 

special survey conducted by the Agents in February addressing investment in the UK. The 

Governor said the survey had been a useful exercise and had informed thinking about 

investment in the forecast. Dr Julius asked If the survey had established whether the increase 

in investment intentions reflected a reversal of previously postponed plans or new replacement 

investment plans. Mr Ues said there was an element of catch-up envisaged this year but there 

was expected to be momentum carryrng through into higher investment m 2003. 

Mr Hall asked if there was a regional dimension to the survey and, given the survey's focus on 

private sector investment, how was intelligence gathered on public investment trends. Mr lies 

said there was little di fferent iation in the survey by region. The picture on public investment 

was part of the Agents' monthly reporting. 

Review of the work of the Agents 

(Messrs Clark, Bean, Jenkinson, lie and Pratt together 1s Hyde in attendance) 

Mr Jenkinson, in commenting on his paper reviewing the activities of the Agents o, er the past 

year, drew attention to five headings; involvement in the monetary policy process, the ,alue of 

economic report ing, intelligence gathering using the database of contacts, stamng and the 

establishment of worlcing groups to improve business practices. He noted the substanltal 

contribution the Agencies made to the M PC process and other areas of the Bank's work.. 

Mr Bailie said the Agency for Northern Ireland was a very posith e presence and the Agent, 

Nigel Falls, was domg an excellent JOb. 

FINANCIAL STABILITY ISSUE 

~rnestic developments and intcrualional issues 
essrs Clark and Bean in attendance) 

Mr Clark updated Court on cont111gcncy planning\\ here work u1 the public sector was 

continuing under the auspices of the Jrcasmy, Bank und Financial ervices ulhonty, through 

} lhc Slanding Comm11tee. He noted that a ,., ebs1tc had been launched the pre\ ious "eek S" mg 
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information about what was being done. The Bank had hosted a meetmg of about 40 finns, 

trade associations and mfrastructure providers to bnng them up to date, and another meeting 

was planned in late June or July. Mr Clark also drew attention lo the meeting of the Financial 

Stability Forum which was to take place the followmg week m Hong Kong. 

ln addition, he noted that the IMF/FSAP first mission had been completed, afier the last Court; 

drew attention to the Competillon Comm1ss1on report on small finns making clear that 11 did 

not relate to the supply of finance to small fim,s, which was judged to be satisfactory, but to the 

availab1hty and cost of other bank.mg services; and said there was work m progress m the Bank 

on FRS 17, and also on wider issues relating to company pension schemes. The Governor said 

that this work would be brought to Court. 

Sir John Bond said the Government appeared to believe that the banks made excess profits. 

But it was necessary to address the facts. The small business tariff in H BC had been 

unchanged for IO years. The return on equity m the FT E averaged 25%, and U1e banks were 

14th aniong 37 sectors. The winners from U,e Compell t1on Comm1ss1on report would be small 

business, and the losers would be those who received a lower return on their mvestments as a 

result, and employees of HSBC. To maintain profitability the bank probably needed fe\\er 

employees In 11 BC's experience, in the last 18 months, price regulation had onl) been an 

issue in Malaysia, Argenhna and the United Kingdom! 

The Governor said he had a great deal of sympathy for the banks' views. I le was concerned 

that if the criterion were to be a very fragile calculat ion of excess profits, rather than 

identifiable collusion or obstruction of market pressures, he was not at all sure,, here that 

would lead A reason for accepting the Compet1t1on Commission recommendations,, as that 

lhe Government had said that 11 was shortly to distance itself from the process, drowmg an 

analogy with the Bank of England. To pursue the analogy, if GoYemment ,, ere go111g to do 

that in the compellt1on arena 1t would have to tell the commission" hat the target ,,as It 

seemed to be that the basis on which the proposals had been announced '' as an acceptance that 

it was possible to measure excess profits, and that that was a suf{ic1cn1 cnlcnon 

Dame Sheila McKechme noted that the onsumcrs Assoc1a11on o,, ned 3 small busmess th31 

IJ>ccialised 111 recovering overcha1 g1ng by banl,.s Although 1t \\ as a small sn.ip shot, thcre were 



very few cases where the firm did not find that the banks had been guilty of overcharg111g small 

business. 

The Governor said that the Bank had held a seminar on small bus111ess for IO years, with every 

representative small business organisation attending, and this was not a question that had been 

raised at the meetings. He was sure that 111 a business as wide as banking 111d1viduals would be 

found who could claim that they had not been charged the nght tariff, or that 1t had been 

miscalculated. The Governor said he constantly saw references in the media which had 

influenced the process But the Institute of Directors, for example wluch represented many 

small businesses, did not share that impression. The Governor said he would be interested to 

sec the evidence the Consumers Association had acquired. Dame Sheila said the Bank was 

welcome to 1t at any time. 

Sir John Bond noted that many people failed to differentiate between banks. 2% of complamts 

noted were against I ISBC which had a market share of 16 20%. I le personaJly responded to 

every complamt. In response 10 a question from Mr Hall , the Governor said that regulatory 

responsibility for mdividuaJ lend111g 111stitu1ions with regard to small bus111ess lay with 

Sir Howard Davies Mr eill drew parallels with the Government's move against the 

automotive 111dustry, which was bottom of the profit league But politicians saw 1t as a popular 

move. The Governor said that the Bank had been focusing over l O years on financmg of small 

businesses and this was part of the broader third core purpose work on the effect1\eness on the 

financial system in supporting the wider UK economy. ln response to a quesllon from Mr eill 

about whether the Bank would try an attitude survey, the Governor noted that many of these 

were already produced by representative bodies of small fim1s. All the evidence was bemg 

disregarded. 

Sir Howard Davies said he wished to note two issues from the financial stabiht} perspectne 

The Allied Irish Banks case was depressingly familiar, 111, olving unexplamed large deahngs 111 

a remote location that was not prope1 Jy controlled. The F A had studied the report on 1B 

He noted that, s111ce previous incidents in London, responsibility for risk munugement had been 

tracked up through institutions to the top As fur as the nature of the incident itself\\ '15 

concerned h. • t is dad not amount to an 111te1 est mg 01 no, cl type of case 
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Turning to small firms, he said it ,vas l1ard to say that tl1e sum involved in the latest move were 

matenal in tenns of foregone profit, fro1n a financial stability perspective. He 1,ad a lot of 

sympathy with Sir John ~s point about price controls, 'A'l1ich were also appJied, tJ1ougJ1 111 
different circumstances, to IS As and Stakel1older Pensions. Tl1ere ,vas a growtJ1 of a kjnd of 

price control whicl1 potentially could be quite serious fTon1 tJ1e perspective of overaJJ 

investment in the UK financial systen1, a11d ,,1as potentiaJJy worrying. The FSA and the Bank 

would keep an eye on this. The Governor commented ll1at he foUJ1d it very difficult to see how 

the changes would be in t11e interest of sma]] business. Sjr Jolm Bond noted that it was strange 

that the moves removed the competitr c edge in the small business market of Halifax and 

Abbey National . 

FINANCIAL MARKET OPERATIONS ISSUES 

There were no issues to be reported. 

EXECUTIVE REPORT 
(Messrs Clark and Bean in attendance) 

The Governor infonned Court of the ear)y retireme11t of Ian P1enderleit11 at the end of Ma)' 

when his renewal on the Monetary Policy committee came up. Mr PJenderleitl1 l1ad said tl1at he 

would prefer to retire at t11 at stage. He noted t]1e appointment of Pa.ul Tucker as E'\.ecuti\'e 

Director for Financial Market Operatio11s a11d also to the MP . He noted tl1e retircn,ent of 

John Townend w}1ose functions wiJJ be taken over by Bill Allen, w l10 ,vould cornbi11e tl1e111 

Wilh being Deputy Director in Financial Stability. Ile asked Court ,vhelher it\\ as CO TE T 

for lhese changes to be imp]en1ented. Court was CONTENT. Tl1e Go en1or noted tl1at tl1e 
8

ank proposed aru1ouncing the 111 soon after Easler. 

Mr Neil reported on a n1eeting of the Remuneration Con1111illee ,vhich look place before Court. 

1'hc Committee recon1n1cnded that Mr Tucker should receive n salary nnd he 

lldinitted 10 the Court Pension Scheme It was agreed that Mr Plendei leith should be paid u 

further pa\/rtt t • • • . . 1 r. tJ "> Jot , of t1is rcl1rc111etl l, :1 11d J'••en 111 line ,v,th p1·ev1ous JJract1ce f 01 3 1110 11t 1s 1ro1n Je e 

that his C . 3 d t 
oun Pension Scl1eme be brot1gl1t into puy 111e 11t. For Mr To\Vllcll 1 \\.JS 

Cow·t ,,,us 

NTENT · 
With tl1e Remuneration 011u111ttec 's prOJ)osnls. 



The Governor propo ed that Court con t1tute an mfonnal ub committee to O\ ersee the BCCI 

case compnsing the Governor, the two Deputy Governors and Sir D avid Cooksey. 

Sir Neville Simms proposed that the Chainnan of the A udit Committee should be added Court 

was CONTENT with the proposal, including the addition of the Chmnnan of the Audit 

Committee. The Governor also agreed there hould be a presentation by the Bank's lawyers 10 

the Audit Commtltee 111 tjme for 1l next meet111g. 

With regard to the Pnntmg W ork , Mr Clementi noted the two current options of the status quo 

or pnvausa11 on with a contract to pnnt Bank of England nOLes. Court in ovember had asked 

the Bank to work up a pracucal propo 1110n and a teenng group had been established to rev1ev. 

this, chaired by himself. The adv1 ers were Close B rothers and the Bank was also taking legal 

and property advice. T here were three cons1derauons: the qual ity and secunty of notes, the 

interests of staff, and the pnce to be paid. Mr Clemen LI said a detru led paper would be brought 

to Coun m Apnl. He expected it would propose, as part of the second option, that the contract 

should be for seven years, of which fi ve year would be exclusive. This would give ume for 

the Pnntmg Work to adj ust. It would be effected by TUPE transfer of staff to a subs1d1af). 

,,h1ch could then be old. IL was nece ar y to consult the unions about the options and this 

consulta11on had tarted on 6 February. The re ponse from the unions was that their lm.t 

preference was for Bank owner hip with commerc1altsat1on. It had been explained to them that 

11 was not part of the Bank' s job 10 compete w ith the pn vate sector The unions' second 

preference was the status quo, which might have been 111fluenced by the lact that n large 

number of the work force wa corning up for reti rement over the next eight years and was not 

concerned with where the Pn nllng W ork hould be m ten year LJme, prefcrnng to ·ta) \\ 1th 

Lhe pos111on they knew. T he Bank would conunue talkmg to the unions about the opuom, 

In response to a question from M r e1II , Mr lemenll said that pensions and rcdundnnc.:) \\CR' 

key issues In response to a question from Mt M orns about whether the Bani,, had iden1tllcd 

any Potential partners, M r Clementi said a number ol 111terested parties had rung, 0nd Clo~e 

BroLhers had noted their names. Mr B a1lte said thut IL was 1111portunt thnt the union iue were 

not allowed t b 1 . 1 1 . . 1-ig·•incnt ucc1s1on fo1 0 e 1eve that they had the f 111ul dec1s1on," 11c 1 \\ Lis L1 mm• '" • 

Coun Mr C'I , . one ol Court but the cment, said that IL had been mu<lc clca1 th,1t the dec1s1on \\..IS ' 

lhrcc gtounds on which Court would tA e the dec1s1on had been outlinc<l 



Mr Clementi noted that six tribunal cases in which unfair d1sm1ssal had been claimed against 

the Bank would commence on 18 April, the day after the next Court Meeting. The Bank 

believed it had a strong defence. 

Mr Clementi reminded Members that Mr Smout would be taking over as Finance Director from 

Mr Midgley with effect from I April and 11 would therefore be necessary to transfer 

Mr Midgley's ex-officio responsibilities relating lo shareholdings and directorships in Bank 

subsidiaries to Mr Smout. As certain transfers required Court's consent, Mr Clementi drew 

Members' attention to the following Resolution:-

That consequent upon the retirement of Mr G MIDGLEY at the end of March 2002 and the 
appointment of Mr P A C SM OUT in his place, and with effect from I April 2002, the 925 
shares representing 92.5% of the equity in The Securities Management Trust Ltd held Jointly 
by Mr G MlDGLEY and Ms M V LOWTHER in a nominee capacity for the Governor and 
Company of the Bank of England be transferred lo Mr PAC SM OUT and 
Ms M V LOWTHER as a joint holding, in the same nominee capacity. 

That with effect from I April 2002 and pursuant to ection 375 of the Companies Act 1985, as 
appropnate, and until otherwise resolved by the Court of Directors:-

) (i)Mr PA C SMOUT shall become a Director of The Securities Management Trust Ltd m 
place of Mr G MJDGLEY. The Board will then consist of Mr TA CLARK, 
Ms M V LOWTHER, Mr PAC SM OUT and Mr G P SPARKES. 

(ii) Mr TA CLARK, or failing him, Ms M V LOWTHER, or failing her, 
Mr PAC SMOUT, or fai ling him, Mr Gp SPARKES, be authorised to act a representatJ\e of 
the Governor and Company of the Bank of England at any meeting of The ecurit1es 
Management Trust Ltd. 

2 (i) Mr PA C SM OUT shall become a Director ofHoublon ominees in place of 
Mr G MIDGLEY. The Board will then consist of Mr MA KING, Mr PAC MOUT and 
Mr PD RODGERS. 

Jii) M_r M A KING, or fai ling him, Mr PA C MOUT, or failing him, Mr P D ,RO~G~R • 
auth0nsed to act as a representative of the Govemo1 and Company of the Bonk of l ngla11d 

at any meeting of Houblon Nominees. 

~ (i) Mr PAC SM OUT shall become a Director of B E . en ices Ltd 111 pince of 
¼G MIDGLEY. The Board wi ll then consist of M M V LOWTHER and 

PAC SMOUT. 

(ii) Ms M V LOWTHER f: ·1 I M p AC SMOUT be authorised to act as a l"CJ>rcs , or a1 111g , er, r • f 1/ ~the Governor and Compan} oflhe Bank of England al any mecung 0 



4 (i) Mr p A C SMOUT shall become a Director of B E Property Holdings Ltd m place of 
MrG MIDGLEY The Board will then consist of Mr D C CLEMENTI and 
Mr p A C SMOUT. 

(ii) Mr DC CLEMENTI, or fail mg him, Mr PA C SM OUT, be authorised to act as a 
representative of the Governor and Company of the Bank of England at any meeung of 
B E Property Holdings Ltd. 

5 (i) Mr PAC SM OUT shall become a Director or B E Museum Ltd in place or 
MrG MIDGLEY. The Board will then consist of Mr PD RODGERS, Mr p A C SM OUT, and 
Mr J M KEYWORTH. 

(ii) Mr PD RODGERS, or failing him, Mr P A C SM OUT, or failing h1m, 
Mr J M KEYWORTH , be authonsed to act as a Representatwe of the Governor and 
Company of the Barik of England at any meeting or B E Museum Ltd. 

6 (i) Mr PAC SMOUT shall become a Director of Mmories Finance Ltd m place of 
MrG MIDGLEY. The Board will then consist orMs M V LOWTHER and Mr PAC SMOUT 

(1i) Ms M V LOWTHER, or failing her, Mr P A C SM OUT, be authonsed to act as a 
Representative of the Governor and Company of the Barik of England at any meetmg of 

Minories Finance Ltd. 

The Resolution was APPROVED 

MANAGEMENT OF THE BA K 

Payment to HMT in lieu of dividend 
(Messrs Clark, Bean, Midgley and Smoul in attendance) 

Mr Clementi confirmed that the arrangement with HMT remained that the Bank paid over a 

sum amounting to some 50% of post tax profi ts. It was estimated that the total payment for the 

Year to February 2002 would be £42mn, which would be finalised when the Accounts were 

approved 111 May. In the meantime, it was appropriate to make an intenm payment of half of 
that sum. 

Coun AGREED that pursuant to Section I of the Bunk of England ct 1946, un<l cctJon 8 of 

~ Bank of England Act 1998, an 111te1 im payment of £2 1 mn be paid to l ll\ l l . 111 heu 01 

dtvid d 
en • on Friday 5 Apnl. 
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Annual Report:-

Review of the Bank's performance 
Review of MPC Processes 
Objectives and Strategy for 2002/03 
(Messrs Clark, Bean, Footman, Midgley and Smout in attendance) 

Mr Footman introduced drafts of Sections 4, 5 a11d 6 of t11e Annual Repo11. He said a re-draft 

would be brougl1t to Court the followir1g montl1 but meanwl1ile be ,vas looking for comments 

,vhlch could be incorporated in it . Court wott ld also see the other sections including 

remuneration, in ApriJ . Dr Julius suggested two specific cl1anges in chapter 4. The 

fonnulation of l1ow closely the Bank met the 1nnation target was too casual, and the average 

RPIX over the years should be indicated ra1her U1an saying '"a little below the target'' The 

nun1ber, give11 for staff recruited ,vas 211 , but the report should also say the number \vho left, 

so that the turnover rate was apparent. Otherwise she t11ought tbe report was very ,vell \vritten. 

The Governor tl1ru1ked Dr Julius for l1er suggestions. Mr Footman also agreed a glossary mjght 

be helpful . Sir Brian Moffat agreed wi th Mr Hal] t11at the statement about the process 

appearing to \\1ork satisfacto1·i)y ~'at present'' ,\las not right and it would be better if the last t, o 

,vords \Vere taken out. He a]so srud tJ1at tl1e \\'Ords on the quality of sectoral infom1at1011 did not 

reflect the possibility tl1at jt could be better, wlucb was a sentiment he took from Court, 

specifically in relation to the ONS. Sir David Cooksey noted tl1at it would be best not to 

anticipate receiving a report by Adrian Pagan too soon, becat1se in the ligl1l of a con\·ersat1on 

with Mr Pagan he understood that J1e would ,visl1 to see tl,e ne,~ model working first, \\ l1icl1 

would not be until tl1e Autwnn, and the 1·epo1~t 111i gl1t cve11 be next year. r..~r Bea11 said tl1at 

Mr Pagan ,vould be expected to give a ,,erbal repo1i rather tJ1an a writte11 report ot tl1c 1ntenn1 

stage. The Governor invited n1embers of Court to give any other con1111ents direct to 

Mr Footman. 

The Governor extended hls thanks to Mi· Midgley. Meast1red by tl1e cl1ange bet,, ce11 tl1e ti111e 

Mr Midgley took over and tl1e t1n1e he lefl l1is area, tl1ere l1ad been an i11credible step fon J.fct, 

and he wished 1o tl1ank Mr Midgley for tl1at , botl1 perso11nl ly and 011 bel1al f of Jll 111cn1bcrs or 
Court. 

There be· 
ing no otl1e1· busi11ess cou1·L ,vas Lip. 

I 
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Sir David Cooksey, Chainnan, Sub-Commi11ee of Directors 

Mr Bai he 
Ms Blow 
Sir John Bond 
Sir Howard Davies 
Mrs Francis 
Sir Ian Gibson 
Mr Hull 
Dume Sheila McKechnie 
Sir Brian Moffat 
MrMoms 
Mr Neill 
Ms 0 'Donovan 
Mr Strcuon 

Mr Kmg, Deputy Governor - Monetary Policy 
DrJuhus 
Sir Neville Smuns 

The Minute of the Court of 20 March, having been circulated, were approved 

MONETARY STABILITY ISSUE 

~~e economic and monetary discu ion, incorporating the month!) 1P Report to ..,ourt 
D ~ri, Plenderleith, Clark, Bean and All ·opp together with Profc sor icl,cll, 

r adhwani and Ms Barker in attendance) 

In introdu . cmg the MPC Report to ourt , Mi Benn noted that the \\orld outlook ,,as mo1c 

comfonin h· • gt an previously expected and fo1ecuste1s hud revised up thc11 p1ed1ct10ns 10
1 

the 

United Stat h , , • h es, t ough there were issues o( sustainub1hty there The Emo J.f\;,I WJS sllll sluggis 

ind had " comr.cted m the founh quaner. but the,e wco< no" more posH"• sogns. 
th

ough not )'1 

blrong ill> f h or t e US Japan remJ1ned ,,,cal-. Oil pnces had pKl-.cd up but ,,ere still onl) JI 
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pre-I I September levels, though 11 was possible to paint cenanos involving a maJor Middle 

East confrontation and much higher oil pnces. UK GDP had been revised to nat m the fourth 

quarter. Services growth was steady and manufactunng weak, and the gap m growth between 

them was the widest since the depth of the recession ol the 1980s. Confidence had however 

picked up in the first quarter and manufactunng output rose in February. Both services and 

manufactunng appeared to be recovering omewhat. 

Turning to demand, there was a question about whether retail sales had really been easing, 

given the strong growth in February and the Brit, h Retail Consortium M arch survey, which 

implied that year-on-year growth had picked up. Confidence was robust and house pnces were 

strong, though the current account deficit had widened. Mr Bean noted that the MPC had not 

been bnefed on the Budget ahead of 11 la t meeting. This time the Budget was half way 

between meetings, and there was no particularly pressing need to bnef, because there would be 

plenty of lime to absorb the contents of the Budget dunng the forecast round Tum mg to labour 

and pnces, he noted that employment was sli II nsing, but hours were down and earnings gro,, th 

was weak Commodity and input price were up He noted that RPIX inflation was 2.3~ m 

March. The erv,ce component of the index was still at relatively high leveb In the context 

of the world economy starting to recover and po s1ble signs of a slowing of consumpuon 

growth, the Comm111ee had voted unanimously for no change in interest rates 

Turning to financial markets, Mr Plenderleith drew attention to the chart pack, and said that 

maJor markets had remained remarkably steady since the last Court meeting. 

Dr Wadhwani said that he would be interested in Court Members' views of the degree of pa ·s-

1hrough if 011 pnces hould increase s1gn1ficantly. I Its view was that 11 would be limited, but 

was th•s too complacent? 

MsO'Donovan agreed that the pass through would be limited. Mr eill noted that therc \\ere 

many co t ,. d ti e •e were 1n- mgcments to n racts whe1e oil was a sig111ficunt peIce11Iuge o costs an 1 1 • ' 

Pass them through. Mr Bailie noted that Iouns111 wm, still extremely sluggish for the llrSt hall 

and there h· d . 1 sm lor the second hall. 
a not been the recovery expected, but there \\JS some op 11111 

lie noted s S D · d Cool-. C} s~ud there •gns of more opt1mIsm m the advcll1smg business. tr a, 1 

Was a rnck 1 . companies though It 
er of posIt1ve news on the roll out of br oadband from te ecoms ' 



was very early days. Commenting on employment in constructJOn, Sir Bnan Moffat said that 

orders up to two years out continued to fall at the begmnmg of the year, but there were huge 

discrepancies between sectors. In cars rn pa111cula1, the huge demand at the retail end in the 

UK was not renected anywhere else rn Europe and there was a similar picture in construction. 

Mr Hall noted a decline in mward investment in the Yorkshire and Humber region in the 
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current year from the high levels in the previous year. However, a£ l 20mn investment in Goole 

was shortly to be announced. Mr Bean said he su peeled the level of the euro was part of the 

story but ll was also more than that. Rate of inward investment also reflected expectaLJons of 

profi1ab1hty in different part of the world. Even producers in the euro zone were lookmg to 

relocate in Eastern Europe and so Bntain wa not alone in having to struggle Lo encourage 

inward investment. Mr Morris sa1d he detected a greater sense of confidence about a wide 

range of business issues. 

FINANCIAL STABILITY ISSUES 

Domestic developments and international i ue 
<Messrs Plenderleith, C lark and Bean in attendance) 

Mr Clark drew a1tent1on to the key points rn his note related to Enron, the Financial S1ah1hty 

Forum, the Internat ional Monetary Fund and seminars given in the Bank ir Da\1d Cook e} 

said the seminar the previous week had helped very con 1derably in bnngrng out significant 

issues, particularly those the Government had to face up 10. Tummg to Enron, he said that he 

had been at a meeting on corporate governance in ew York the previous week where the true 

independence of the Enron director was everely 1n question. He hoped that the enquiry 

chaired by Derek Higgs would focus on tJ,e n ght issues. Enron was an e treme ca e lie also 

noted that in the pnva1e equit1es sector the insurance industry was w1LhdJuwing from the 

provision of professional indemnity insurance Lo hm11ed partnerships. In his own case there 

had been a 20 fold increase in premium, and now he had been told IL could not be placed at all 

This could lead to a snuauon where the pnvate equity industry swlled badl}. becJu-;e moSt 

tnveSLon, insisted that such 1ndemnrllcs were taken out. There was potenliJl for,\ real problem 

In response Lo a question from M s O' Donovan, M1 lark su1d that the enqull"y into rating 

llgencies would include d1scuss1ons w1 1h compun1cs Js .,.,,ell as banks und thc ugcncie In 

~Ponse to a qucsuon from Mi Moms. M1 lark noted that the fo1thcoming report on small 
1
rrns Would I · th B· nk me Ude two special chapters on the two semmurs in e a 
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Mr Hall, commenung on U ruvers11y spin-o ff, said higher business survival rates were the key 10 

success m the regions and h1gher levels of spin-off were crucial to that. The regional 

development agencies had raised th is as n key issue w11h Mrnisters. 

Sir John Bond commented that there was a huge opportunity for venture capital to relieve the 

funding of the NHS. T here was much more sub tantrnl venture capital fundmg for US medical 

research In the UK there was a need to break the mould. S1r John also srud tha1 he would be 

very happy 10 contnbute to the raung agency debate, and would be very happy to be consulted 

The Governor took note of those point . 

Sir David Cooksey said that medical research was an area where the UK had the greatest 

success. The Welcome Trust put more money into medical research than the Government. lt 

was the large~t investor m techno logy-ba ed venture capital m the country. A large number of 

the very best medical research based ventures were very well funded at the level of 

£20mn-£50mn. But there was a lack of debt fi nance, which m contrast was available m the US 

indeed the US could be crit1c1sed for funding too many research based companies He 

believed Sir John had overstated the pos1t1on. 

FINANCIAL MARKET OPERA TIO 

Current Issues 
(Messrs Plenderleith, Clark and Bean in attendance) 

Mr Plenderle11h noted that the date for the launch of the new £5 note would be 21 ~l a} I le 

also noted that the Bonk had been usmg 1he Po t O ffice and Marks • pencer to circulate 

CXtslJng £5 notes because of the dtfficult ies fot the banks m distnbuung them 'ta TMs I le 

also said that the Bank had abolished the Sterling Lead M anagement Gutdeltnes foi the Capnal 

Markets 
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EXECUTIVE REPORT 
(Messrs Plenderleith, Clark, Bean and Footman in attendance) 

Mr Clemenu tnfonned Coun of the ale and 20% leaseback of Lhe Leeds premises The 

leaseback was for the use of the Cash Centre. H e also noted that an offer had been received in 

pnnciple for the Bank's Gloucester premises and it was expected that contracts would be 

e~changed in June. 

Mr Clemen ti said that the Employment Tn bunaJ case against the Bank staned the day after 

Coun and was expected to last five weeks There had been discussions with the unions about 

the poss1b1llty of a seulement, and a dec1s1on on a respon e had to be made within the next few 

hours. 

The Governor said that a point of principle was invol ved. It was not JUSI a quesuon of the 

impact on staff, who would see those who refused to sign their contracts receiving more An 

Impo11ant con 1dera11on was that 1f an inst1tut1on like the B ank of England, which believed that 

II had behaved reasonably in the circum tances, was prepared 10 go down the route of settling 

because the economic cost of that would be lower than pursuing the pnnc1ple. It ,vould 

encourage similar behaviour by taff in the future. It would also offer general encouragement 

to employees to go to tribunals. This would be a retrograde step for an instnutIon like the 

Bank. Sir Ian Gibson said he thought It would be wrong to settle because an important 

pnnc1ple was involved, and Court had been fully behind the introduction of Benefi t elect. 

Mr Moms said he was neutral on the mailer but that this was fi nally a mauer for the Bank 

faecu11ve Mr Ba1lre said he was against e ll l ing because that amounted to saying to anyone 

else Lo go to a tnbunal in a dispute. MI eill said that the Bank had acted extremely 1easonabl) 

over a long penod of lime and employees were not disadvantaged He was agatnSL setthng. 

MANAGEMENT OF THE BANK 

Quarterly •~· • 
(M "mancial Report 

essrs Plenderleith, Clark, Bean and 'moul in attendance) 

In 1ntr0<1u I d Mr Smout to Court, in 
. cing the Qua11erly Financrnl Report, the Governor we come 

his n cw cap· 
acny .is Finance D irector. 
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Mr smout presented the Quarterly Financial Report. Jn response to a question from Mr Hall 

about the asset value of the Pnnting Works, Mr Clementi srud that the ki t was worth something 

in excess of £1 Omn. 

The Bank's Annual Report - in draft, togetl1er ,vith a Resolution to form a sub-comnli ttee 
of Court 
(Messrs Plenderleith, Clark, Bean, Footman and Smout in attendance) 

Mr Footman noted the change 1n the draft and also the issue of d1sclosure of BCCI costs. A 

clanfication on page 5 of chapter 4 was ugge led by S1r Davjd Cooksey and agreed. 

Mr Footman agreed to a sugge tion by S1r John Bond that banks should take advice on the 

question of declaring paid leave for JocaJ counci l work as a poli tical contnbuuon. Dame Sheila 

McKechnie suggested changes 1n the comments on the FinanciaJ Law Pane], goJd, the euro and 

the staff survey, all of which the Governor sa1d would be looked into. Ms O'Donovan srud that 

11 \Vas perhaps n little pejorati ve to refer to a ''clear'' decision on the euro, because 1t might 

imply that the Government might come out wi th an unclear decision. Sir Brian Moffat noted 

that in Chapter 7 it was not explained why the take-up on training was less than expected. 

In response to a que tion from M s Blow, the Governor said that it had been decided thut 

transparency was good wj th respect to BCCl fees, and the Bank should d1sclo c them 1n tl1e 

Accounts. There was a question about whether they should be included in tl,e budget for the 

year, because in a sense they were out ide the Bank 's control . M s O'Donovun said she ,vould 

prefer to see BCCI kept out of the table and put 1n tl paragraph undemeatl1 \vl11cl1 e plained ,vhy 

i t had been excluded from the cable. She aJso thougl1t 1t \Vas rare to sl10\v ,vl1nt un organ1 Jt1on 

was budgeting for the costs of a htgh-p1·ofile legal act1on. Mr Clementi thought that tl1e Bank 

should work to a control totaJ that renected its costs, 1nclud1ng BCC]. t r Bnan Moff~,t agreed 

the Governor said that 1f the Bank oversl1ot 1ts budget because of B I it 1,ould C\plain tl1at. 

He was rather reJaxed about the treatment. 

The Governor drew Members' attention to i1 Resolt1t1011 to apJ)rove tl1e cstnlJli 11111ei,t of ti 

sub-com ·t dA r on ·1d:1teJfte1 mi lee of Cou11 to meet and UJ)prove tl1e A 11nutlJ Reporl l111 ccoun ~ " l 

Coun had • A t • gency for tl1is met 1n May, should ci1·cumstances n1uke thttl necessary. s u con in 
Year a th • <l r 11 C • Lueeting had been booked on Friday 17 Ml,y Tl1e Resolution rea J::. 0 O\\.;i. • 
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ro~OLVE: 

that pursuant to Schedule l paragraphs IO and 11 of the Bank of England Act J 998 

(i) a sub-comm1ttee of Coun be hereby created and constituted, having powers and duties set 
out in paragraph (ii) of this Resolution, and consisting of the Governor, the Director of the 
Bank designated under subsection (4) of Section 3 of the Act to chrur the sub-commmee of 
the Court of Directors fthe Chairman of NedCo], the Deputy Governor with respons1b1hty 
for overseeing the preparation of the Accounts and the Director appointed chairman of the 
Bank's Aud1I Committee; 

(u) once Court has reviewed the Bani-. ' draft Annual Repon and Accounts, the draft Leuer of 
Representauon to the B ank's AudJtors and the final tranche of the proposed payment to 
HMT, m heu of d1v1dend, lo be paid the following October, in accordance wnh Section J 
of the Bank of England Act 1946, as amended, the sub-conuruuee be hereby empowered, 1f 
Court so determines, lo agree any neces ary further changes and give approval for -

(a) the Repon and Account to be signed and pnnted, 
(b) the Leller of Representation to be signed, and 
(c) the above-mentioned payment to HMT , in lieu of dividend, 10 be made at the 

appropriate time; 

(111 ) the Governor, the Chairman of edCo, or the Secretary of the Bank may, in wnung or by 
telephone, summon a meeung of the sub-commJltee at any appropnate lime on gning such 
notice as, m his/her j udgement, the circumstances may require, and the proceedings of any 
meeting be regulated as follows:-

(a) the quorum shall consist of not less than three members but a member \\ho 1s 
not present at, but Is m communication with, a meeting, Is to be treated us 

present al 11; 
(b) the Governor, or in his/her ab ence, the chairman of edCo. shall take the chrur; 
(c) each member present, or regarded as being present, at the meetmg shall have one 

vote and all mauers shall be decided on a simple maJority vote. In the event of a 

tie, the Chrurman shall have a second casting vote; and 
(d) the Secretary or his/her Deputy or Assistant shall be present and take minute of 

the meet mg which shall be recorded m a book to be 1-.ept for that purpose and 
such mmutes shall be produced at the meeting of Court folio\\ mg the meeting of 

the sub-comm1t1ee; 

(I\:) the powers and duttes of the sub-commI11ee be ltm11ed to the matters specified in 

paragraph (11) of this Resolut1on; 

(vJ the sub-commmee be known as 'The Annual Report and Accounts Comnuttce' • 

The Resolution was APPROVED 
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The Printing Works 
(Messrs Plenderleith, Clark, Bean, Thompson, Footman and Smout in attendance) 

Mr Clementi summansed his paper on the future of the Printing Works. He also drew Coun's 

auennon to a letter and paper from Mr Dubbins, General Secretary of the GPMU, representing 

the Unions at Debden. Copies had been circulated to Court. Mr Dubbins proposed 

commerciahsa11on of the Pnntrng Work within the Bank of England. 

Turning 10 the nature of the supplier contract, if II were decided to choose the opuon of a sale, 

Mr Clementi noted that Govco believed that a seven year contract would be reasonable, 

exclusive in the first five years. This would provide a fai r bal ance between the interests of the 

customers and those of the supplier and 11s staff. 

Mr Clementi invited Coun to consider Lhe proposal outlined in the paper and 1f so rrunded 10 

approve, ubJect 10 fu11her consulla11on with the trades unions on th is and the other optwns, the 

preparation and I sue of a sale memorandum for the pri nung operations. 

He noted that Mr Dubbins had put him on notJce that the unions wished fonnally to request a 

meeting wnh Coun 10 put their case before Coun. 

ln response to a question from Dame Sheila M cK echnie, Mr Clementi noted that 1f Bntmn ,.,,ere 

lo JOJO the euro area there would be a very big peak of bank note production for the changeover, 

whether or nOL Option B were chosen. The issue to consider was not that peak load but the 

continuing annual contract for banknotes. Mr Stretlon, commenting on pensions issues, aid he 

believed that the Bank should not be prepared to subs1d1se other compames' employees by the 

generosny of what ll was prepared to do. He believed it was important that the Bank should 

take great care 10 avoid giving guarantees to suppo11 decisions that might be made b} u 

subsequent employer Mr Foot mun said that the proposals m the anne:-. were mtended to .ivoid 

&iving guarantees that someone else could call in an open-ended way The Governor s.ud thut 

lhe Bank Would look agatn at the points unsing from the comments by M r tretton und 

Dame Sheila. 

In respo11 Id benefi t in terms 
se to a quesuon from Mr Bailie, Mr Clementi said the taxpuyei wou 

of lhe cost f o l on B Mr Bai lie 
s O the notes 1f the Bank were able to dm e a hard bargain on P 1 • 
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said that he thought the proposals for the length of the contract under Option B were good. He 

did not however believe that it was necessary to create eleven new jobs within the Bank tf 

Option B were chosen. Sir Ian Gibson agreed with Mr Bailie that he was uncomfortable tn 

offering better than TUPE te1 ins. He also agreed with Mr BaiJ1e that the total of eleven new 

jobs was excessive. Turning to tl1e suggestion by tJ1e uruons that tl1e Bank should own an 

operation compet1ng wjth the private ector, Sir Ian said that there might well be opportunities 

but the Bank \Vas not in a position to n1n a printing bu iness competing with the pnvate sector. 

The Governor noted that competition with the pri vate sector had always been severely 

constrained. as it had also been with bank.t11g ervices. Mr e111 said lhat ilie Bank did not have 

a statement in its core purpose that 1t wanted lo be a world c]ass manufacturer of notes, so in 

his view the answer \Vas that the unions' solution was not an option. He also be]jeved that it 

\Yns proper to protect pensions but the Bank should not go further than it needed to, because it 

\You Id aff eel the proceeds of the sale. 

Commenting on the request from the u11ions to make a presentallon to Cour1, he said Coun 

should be unambiguot1sly clear that in no circumstances \Vas that acceptable. This was a matter 

for executive management. After further comment from Members of Court the Governor noted 

that suppon for Mr Ne1IJ on th.i point was universal. 

In response to a question f1·om Mrs Francis, Mr Clementi said that it was very uncertain 

whether European procurement ru]es appl ied to central banks. No other central bank had 

followed them in respect of note printing contracts. Mr lemenll sru d that if Optiot1 B \Vere to 

be chosen the Bank of England intended to follow the sp1nl of tl1e rules \V1th on open proce 

and an auction which would be open to everybody. The Bank would be much closer to 

complying than other centraJ banks. Mrs Francis noted tl1at 1n the Annual Repoi·t no limc"cale 

Was attached lo tl1e penod of continuation of pnnting at Debden. Mi lementi swd tl1nt it 

Would be made clear that the commitment would be for the period of the contract only. Tl1e 

Go • k Vernor agreed that it was necessnry lo look ul the Annuo1 Report langtlage to ptc tip 
Mrs Fran • , 

c1s point. 

In respons . k' . se to Mr DublJ1 n'i. e to a question from Ms O'Donovt1n about tl1e B-.111 s iespon 
Mr Clern • . . d Id c0 nsult f urtl1er \1.·itl1 enti said that the Bank l1ad been consulting Ll1c u111ons an \\rOU 
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the unions on the two options proposed in the paper. 1n add1t1on he wanted to talk further with 

the Unions about the options set out in the paper for Tony Dubbins. 

Sir Howard Davies said that, given the background of excess capac1ty 1n the banknote pnnting 

industry a sale under Option B to a financiaJ buyer which mjght be a short term holder of the 

business would be sub-optim-aJ. The Govemo1· said the Bank would take note of that point. 

Mr Plenderleith , responding to points made about the proposed increase in staff jn the Bank if 

Option B were chosen, said that the Bank had been through tlus very carefully, and about half 

of the eleven would be in quality as urance. Mr Bai l ie said the cost lo the Bank would be a 

saving to the Printing Works, and that should be in the price. The Governor srud the Bank 

would look at tl1at issue as it went forward, if Court approved the next stage of exploration He 

asked Court, having considered the proposal, to approve, subject to further consultat1on with 

the trades un1ons on alJ the option , tl1e preparation and 1ssue of a sale memorandum for the 

pnnting operations. 

Compliance with Turnbull 
(Messrs Plenderleith, Clark, Bean Footman, Butler, Thompson, Smout nnd Hitchin 
(Price,vaterbouseCoopers in attendence) 

In the absence of S1r Neville Simms, Mr Clementi noted the points made 1n S1r Neville's lettei . 

They would be taken into account when the Bank lool{ed at the way the Tumbu11 ex.ercise \Vas 

conducted the followi11g year. Since the letter was wri tten, Mr Clementi hod decided to include 

examples of the JO key ri sks. Mr H.itchins said there were some issues tl1al tl1c Auditor!>' ould 

take lo the Audit Committee in ter1ns of areas that could be 1mproved upon, but they \\'ere not 

of a magnitude to affect the Repo11 to Cou1t. In response to a point made lJ} M O'Dono, atl , 

Mr Hitchtns said that the words ''not i11cons1stent'' in the PwC letter weae cl,osen becattsc tl,e 

audit had not been fi n1sl1ed, and would be changed to ''consistent'' \ l1e11 tl1at l1ad bee11 <lo11e. 

Sir Ian Gibson commented tl1at the Tt1Fnbull document was n good piece of ,vork Mt I-lull sJid 

he Was · d • d O\ ,r the }elir The impressed by Annex 5, wh1cl1 sl1owcd wl,cre pi oble111s lin appeaie t; • 

Governor said his sense \VUS that, on the basis of the report on Tut nbull issues it hid JUSl 

discussed c • l R, rt ' oun would J1ave no d1ff1cult1e5 s1gn1ng off tl1e Annun epo 

Coun 
was CONTENT. 
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There being no other business Court was up. 
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more moderate. There continued to be concerns about the extent of the capital overhang 111 the 

corporate sector and the level of hou ehold indebtedness, which were nsks 10 a sustamed 

recovery. In the euro area, recovery wns progressing although consumer price innauon seemed 

entrenched towards the upper end of the ECB 's tai get range. Some wage pressures could 

emerge if the current unrest in the labour market continued. 

Turning 10 the UK, Mr Bean noted that growth in the first quarter was weak and the earlier 

pick-up m manufactunng activity had not been sustruned in March. Survey 1nfonnation was 

more pos1uve, 111 both the manufactunng and erv1ce sectors. On the demand side, the 

underlying trend 111 consumer pending remained qu11e strong and there had been a great deal of 

media commentary about the strength of house prices. The main domestic news over the past 

month had been the Budget. The 111crease in government spending amounted to around 1 ~ of 

GDP rising to 2% in future years. The increase in taxes was partly predicated on an assumpuon 

of higher GDP growth driven by faster population growth, as well as the 111crease 111 auonal 

Insurance contnbuuons (NlCs). An issue for the MPC was the extent to which higher :JCs 

m1gh1 lead to mcreased wage claims by employees and pnce pressures from companie~ seek111g 

to pas& on the extra co 1 . MJ· Bean added that , although the mcreased government expenditure 

and taxation were largely off selling, there might be an impact on aggregate demand 111 \IC\\ ol 

the lower propen 11y 10 import from government spending relative to consumer pendmg On 

the labour market, he said weak earnings growth cont111ued to reflect bonus effects 

Tummg to financial markets, Mr Plenderlcith said that the main development over the paSt 

month had been the weakening of the US dollar. This had not been sevcie but'' a notable 

nonelheless. He said 11 appeared 10 rcnect a numbe, of factors - some shift 111 ·enument ..ibout 

near-term US recovery prospects, a reaction to a number of disappo11111ng corporate result · a 

focus on the persistent 1mbaJances m the US economy; and rev1s1ons to' iews about thc 
rned1um term outlook for the US. The question was whether this was a reudJUSlment 10 a mon: 

rcaltst1c I I 1· f U lono term eve or the US dollar or a more jaundiced underlymg 'ie,, 0 0 

fundamentals. 

Alongside th d h d 11 · . but hud "eakenecJ 
is evelopment. sterling had strengthened ugamst I e O .u 

shgtiuy aga1 h I •I unchanged This 
w nst I e euro, leaving the sterling effective e,chunge r.ite ,lrgc) 

• ~ as II l>Os111v d b I - At the same 11me, 
~( e evelopment in view ol the. UK's own economic 1m u ances 



thCl'C had been some easing in yield curves and equity markets were softer. This suggested 

financial markets were becoming more cauuou about economic prospects, more 10 line with 

market economists who had previou ly been overly pessimistic. 
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Mr Allsopp said that 1t was difficult to assess lhe Impuct of NICs. He thought the effect would 

differ from sector 10 sector, so he was interested 10 hear comments from Court. He was also 

interested m any thoughts about current consumer behaviour. 

Mr Bailie suggested that company respon es to higher NlCs would, m part, depend on capac11y 

pressures across different sectors. He said large retailers were already seeking to offset 

increases by seelung cost savings from uppliers. ln his view, few firms would be expecting 10 

pass on increases 10 consumers but rather they would look at their own costs. M s Blow said 

there was an expectation amongst some labour intensive services firms that around 50% of the 

cost increase m1gh1 be passed on to customers, but 1here was no particular reasoning for this. 

Mr Neill said mo t firms would try to squeeze suppliers but there would be long lags given 

existing conlract which would not have clauses ant1cIpaung such increases in costs He ·aid 

sectors such as banking, insurance and legal services were more likely to pass increases on to 

customers but elsewhere compe11tive cond11ions would not allow this. Mr e11l added that 

business opinion was ceptical that the ex tra resources for the health service would result in 

improvements. He said he had been struck by a chart shown at the recenl pre-MPC meeting -

which he had attended - showing no productivity growth in the public sector over a piolonged 

period. 

Sir Neville Simms commented that construction nctIv1ty remained strong'' 1th lengthenmg 

delivery limes and nsmg costs evident. But the order book was weahenmg 3nd publtc c;<.>ctnr 

SJ>Cociing remained subject to delays. He said the 1mposIt1on of the ta~ on aggieg,ucs '' us mote 

&1gn1f1cam i 
or the sector than higher NlCs. 

Ms O'Dono . 1 k I I nss on the cost of 
van said firms producing industt 1ul products were un 1 ' e Y O I• 

htghcr NJCs Th I ment und 
~ • e Governor asked ti h1ghe1 N lCs wou ld impact on emp oy 

Clementi . ·k d h . ncreasc Jnd n:ducL 

q cap as e if 1t ,,as likely to influence cho1ccc; Jbout w e1e to 1 

IICJty ar . e course nen 00nd lhe ,,orld. M s O'D onovun st11d 11 might be a considelilllOll 111 du g 
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that there had been no wage pressures over recent year and pnce contracts did not 

accommodate these kinds of cost increases. M s Blow added that ,t would add 10 a continuing 

process of reducing employment via automation and 111 that sense it was more of the same. 

Mr Hall said businesses would need to look al their total labour costs and seek off selling 

savings. Sir David Cooksey suggested that orne fitms were plannmg to reduce staff numbers. 

He added that many busmesses in the venture capital sector were clamung tax credits to the 

c,ctent that he questioned how reahsllc the lnland Revenue' £400 rrulli on hrrut was likely to 

be. 
• 

Mrs Francis said there was some downward pressure on wages to off set higher JCs JO the 

insurance ector. In relation to consumer demand, sa les of pension and savings products 

remained buoyant. Insurance prices were levelling off though lack of capacity JO the sector 

remained nn upward pressure on prices. Mr B ean asked Mr Monis about the potenual 1mpac1 

ofh1gher NJCs on wage claims. In reply, M r M onis said there was little sense It would feed 

11110 wage demands. Workforces were more concerned about the prospects for recovel) m the 

manufactunng ector. 

FINANCIAL MARKET OPERA TIO 

Current Issues 
(Executive Directors in attendance) 

Turning to current issues in the Financial M arkel Operations area, Mr Plenderlellh drew Court' 

attention to the launch of the new £5 note on 21 M ay He reported on progress ''1th the C2 I 

proJect Havrng adjusted the umetable (previously reported to Court), good progre~s hud been 

lllade and the team was on track to stai1 trialling the new banking systern shoitl} 

Mr Pl I B · 1-.' ne} 
encierleith also reponed the pubhcat1 on on 16 May of n new booklet on t ,e '111 mo 

111arket ope . . . d b •• g together mutcnul rations. Tl11S would update the cx1st111g pubhcnt1on nn 1111 

C>tplaining thc Bank's work in this area. 
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The Governor noted that this would be Mr Plenderle1th 's last appearance at Coun. He said he 

hod greatly appreciated Mr Plenderleith ' s service to the Bank over many years and expressed 

his many thanks on behalf of Court. 

FINANCIAL STABILITY ISSUES 

Domestic developments and international issues 
(Executive Directors in attendance) 

Mr Clark drew attention to the key points in his note to Court. It covered the latest pos1tJon on 

Argentina; progress in discussions about the international financial architecture- where he 

men11oned Mr Haldane's involvement w ith the IMF's recent work; the Th1F's second m1ss1on to 

undenake the UK's Financial Sector A ssessment Programme - wh1ch was moslly concerned 

with regulation and particularly the Lripru1ite aJTangements between the FSA, Bank and HMT. 

Mr Clark also summarised his note on the issue of FRS l 7 in the light of Coun's interest in the 

subJect at the Apnl meeting. 

In relauon to FRS l 7, he said there was not unanimity of views about the impact of the ne," 

accounting standard. Funher work was required in relation to the future provi sion of pensions 

aod the impact on the corporate seclOr's financial posi tion. H e had talked to the Accounung 

Standards Board, and had stressed the issue o f EU uccounung standards overtaking nutJonal 

standards in due course and the need to ensure a smooth Lransi t1on between regimes 

Dr Julius enquired about the relationship between FRS 17 and the planned ending of the 

minimum funding requirement (MFR) and asked 1f they were offsetlmg pressures 1r Clurk 

explamed that FSRJ7 was about disc losure mt her than funding per se. l t reflected a recognlllon 

about luture asset yields and likely demographic changes alongside the size of future lwbihues 

In 1h15 sense II was a more f undomental issue than changes to fundmg ummgcments 

Sir How• d O -I · on because 
ar avies said the removal of the MFR hLld not been brought 10 LI com: usi 

11 Was hnke I LI d 10 the d1scuss1on on the Eu1 opcan Pensions Oirec11ve. This was now reac,ing 

conclusion H , f ndamcntul. 
• e agreed thut the issues surrounding FSR 17 were m01 i:: u 
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Sir Neville Simms said he felt some of the empha 1 of the Bank's work should be on the 

impact on capital markets and ho\v funds \A.'ere likely to be allocated in re pon e to these 

changes. Mr Clark said that~ irutialJy, the consideration had been to a sess the potential r or 

large company deficits in the short ter1r1 but that did not appear to be a large issue on tl1e whole 

The Financial Stability area ,vas no\v conside1i ng Ll1e demand effects in fin,1ncia l markets over 

the longer term. 

Ms o·oonovan said the issue fo1· compnn1es \Vas not w1th disclosure itself but rather the impact 

the new standard was having on Ll1e speed of change. l1e \vas concerned tl1at it was 1nduc1ng 

on overly rapid respon e to a long te1m f und1ng issue. A steadier pace of adjustment was 

desirable. Sir David Cooksey said FRS J 7 was a catalyst for the pnvate sector. but not the 

public sector. He also said little attention l1ad been paid to tl1e representation of the Account1ng 

Standards Board. Tl1c credibility of the A B would be questioned if 1t was not a broad 

representnl1on. Sir David said he ,vus concerned about lhe impact of FRS 17 on tJ1e supply of 

higher risk equity finance, ,vhicl1 hod been an important motor of econo1n1c growth. There v.'as 

some evidence that the upply \Vas drying up. Mr Stretton said changes to current pension 

arrangements ,vould l1nve a long-term effect just as current pensions reflected what was done 1n 

the 1960s and 1970 . Altl1ougl1 the move a\vay from final salary schemes may be a rational 

response to expected future returns, the result would be a lower level of savings for pensions 

But lhis \Vould not impact on retirement incomes for some 20 or more years. 

The Go,,emor added to Mr Clark's remarks on recent JJrogress 1n the debate about ciis1s 

prevention and resolution following the IMF/07 meetings in Washington. He said 11e Wtl 

encouraged by the outcomes given the eru·l ier lack of progress. In particular the U posltJon 

was now more favourable on issues such as p1·esumpuve lending limits for counlncs 0nd 110\v 

the Private sector might respond when a country could not honour its borro\A. ing con1mitment') 

The Governor said the Bank of England and the Bank of Canada had been influeniial in ihc 
debate, in , . . . 

particular 1n ga1n1ng tl1e su1Jpo1·t of tl1e ECB. 

~XF:cl:1'IVE REPORT 
lecutave o· 

•rectors in attendance) 

1nc Governor . . B nk'. ptlrl~ Cll1h .ind 
had mentioned that he had recently chaired the AGM ol tl1e "1 

--:::=-, been asked . [ j l l1Jd a1 \..CI1 lO tl1e 
to con\'cy to Court the Club's np1Jreci~1t1on (or the suppoi 0 



• 

£)ub. He also said that Members of Court hould by now have recei ved copies of the Club's 

latest Annual Report and Accounts. Al o in connect1on '"'1ll1 the Sports Club, he reminded 

Court that Governor's Day would be held on Sunday 21 July, invitat1on to attend hnd been 

posted and he hoped as many M embers as po s1ble would be able to Join l,im. 
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The Governor noted the Report on gende1 equality by Op1)ortun1ty Now and also Lhe receipt of 

a Gold Performance Award for the first time. He asked that the Report be c1rculated to 

members of the Court . 

Mr Clementi reported on the BenefitSelect TnbunaJ, noting that the charge of conslJ uctive 

dismissal had been dropped, but tl1e hearing continued on unfair dJsmissal, claimed by six 

people, and on a tecl1n1caJ issue related to co11su]tat1ons with the unions. 

Mr Clementi noted tl,at tl1e Bank ,vas cont1nu1ng to work on the preparation of u saJes 

memorandum for the Printing Works and was involved in lengthy consultal1ons ,vith the unions 

about the option . 

Mr Clement, al o noted that Mr Butler, the A ud1tor, \Vas moving Lo a ne,\t JOb and it had been 

decided to look both internally and external ly for a replacement The post would be ad,,erused. 

Mr King noted that Mr Beverly was to retire at tl1e end of the year as Agent for tlie Sou ti, WeSl. 

Which gave an opportunity to thjnk about the structure of that Agency. An office ,vould be set 

up for the new Agent 1n Exeter, leaving the Deputy Agent in Bristol, and this would make 11 

much easier to do a proper job serving Devon and Cornwal l. Mr Butler was by far the beSl 

candidate for the Agent's JOb, and had been appointed. J-Je had been the Birmingllum Agent 

before bee . B stol Mr K111° oming Auditor. The present Deputy Agent would conunue tn 11 
• b 

noted that there might be a need in the future to discuss whether this or anotl1er Agcnc)' n1igl1t 

n~ an d d f. • t r·1te Job tl~ 
extra Deputy Agent. Sj r Neville S1m1n s sa1d tl1ot Mr ButJer htl one a 11 

l 

Auditor and h· d . M . B 11 t1e "lttd tl1,lt tl1e 
a got his teetJ1 into tl1e issues li e 1nl1er1ted 5 yeurs ago. 1 

l 

view of the b - I . ·tlso due to retire. 
USiness commun1ty Jn N orthe,11 lrelur1d was M.J· J◄aJJ s, \V 10 ,vu~~ 

hac1 done a e 11 . . Tl Go,,c111or sl1id l1c 
xce ent Job, anJ the Bank \Vas l1c]d 1n veJ'Y i11gl1 regard. ,e 

Would as 
p s both points on. 
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MANAGEMENT OF THE BANK 

The Bank's Report & Accounts, together ,vith a Report from the Chairman of the Audit 

Committee 
(Executive Directors, Messrs Smout, Darbyshire, Butle1·, Glover and J1itchins (PwC) in 
attendance) 

The Governor \Velcomed Mr Hitchin f1·om Pricewatcrhou eCoopers to Court. He said lhat the 

draft Report and Accounts took on board comment made at Court t11e previous mo11th. 1n 

Members' folders there were copies of a detru led breakdown 01· profit and loss together Wllh a 

year end valuation of unl1 ted securi tie , a draft letter of representation to PwC, a Jetter f ram 

P\vC in response and a letter from Freshficld covering statements on BCCI. 

Mr Clementi noted a number of changes 1n wordjng on pages 27, 30 and 35, inserted since 

Court last saw tl1e Re1Jo11 

Court \Vas CONTENT. 

Turning to the Accounts, l1e said tl1at there ,vere a smaJ] number of changes to the figures, and a 

schedule of these \vas in the folder, but none ,vere important. 

He turned to a number of key i sues on which GOYCO and the Aud1t Committee had spent 
• 

time, or \Vhich were related to formal opinions from membe1·s of Court Tl1ese included 

changes to the wording on responsibi Ii Li es of Directors: t)1e p1·ofit and loss account; tlie 

dividend; the balance heel. incl uding the effects of tl1c increase in tl1e Eu1·o ut progian,nic 

compared Vlith tl1e pre,1iou year; a cash now statement, wl11ch lie bellc\ed \'1,lS mcaiiii,glc~~ for 

a bank: the adoption of FRS 18, the incrense in pro is ion ror Court Pens1011 a~ u reSult 01 a 

change in th . . 67 of tl1c nppl1cation of e assumptions by the actuary; tl1e CAplunot1on on page 

FRSI?; thc FRSJ 3 disclosures on tJnges 71 -75; Ll1e vt1 luat1 or1s of tl,e in\ec;tn,cnts ii, tlie Bl 

and the ECB o11 page 80, which were dee111ed to be by 111e111bers ol ourt; tl1c ~tt1leJ11ent b) 

rnembers of C . . 1- ,t cl, tl1e n1ttin or1e \,,us 
t ourt on non consolidt1 l1on of very s1nt1ll subs1d1nnes, 0 \\ 11 

he holding • M . . I . t O 0 11 ector l1 i1d ttny 
•n i nor1cs F1 nt1nce, set ot1l 0 11 iJugc 8 J , I l1c d1sclosu1 e t 1'

1 11 

s1gn1ficant 1 . 1 ,,t 1,e ,15,t1n1etl tl1nt 
nterc5L or arrangement \V1ll1 tl1e Bunk on p~tge 88, 0 11 ,vt,,c 1 poi 

each Director h· d . 11 . tl1 it . und Ii nttl ly tl1c 
st a read the parag1 upJ1 und 'iU lis fied l11 rn~cl I or l1e1--se \Vt • 

atcrncnt o B 
n CCI on page 89. I le also noted the L c.: tter of Rep1·esentatior, to 
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PncewatemouseCoopers, which went back Lo the issue of FRS J 8, and a comfort leller on the 

same subject rece1 ved from PwC. 

Toe Governor invited Sir Neville Simms Lo comment on behalf of the Audit Commjttee. 
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Sir Neville noted that the Committee had spent more than 3 hours at its last meeting discussing 

the Accounts, including Lhe balance sheet, the Auditors Repon and programmes for the future. 

He said that the Report to the Audit Committee by Mr Jngram had been excellent, and the 

committee had had a long discussion with him and w ith the Auditor, and 

PncewaterhouseCoopers. The Commj ttee felt that the whole subject of ri sk was now bcLter 

understood and better managed. The Commjltee then took a detruled report from the Auditor 

and reviewed the plan for 2002/2003. Jt asked for certrun adrut1onal reportfog for the future. 

Although the M anagement response was not part of the Audit Commjllee's pack, he now had a 

copy. The Committee was broadly content. He w ished to leave in Court's mind the high 

importance of the C2J project, which should move the B ank foJV1ard and greatly assist m the 

modernising of its systems. 

Turning to the Accounts, he noted the importance of the BCCI issue. The Audit Comrrullee 

had mv11ed the Bank's barristers and solicitors to its meellng. The conclusion of quite a long 

discussion was that the Audit Committee was confident in the use of Lhe phra e "the Bank had a 

strong defence." He agreed wi th Mr Clementi that the wording in the note to the Accounts was 

m fact less strong than the lawyers had put the point to Cou1t. The Audit Committee had also 

considered whether a provision should be made, and its conclusion was that there was no need 

for one. Turning lo the phraseology of the quantification of the claim agmnst the Bank, wlm.h 

was m the words of the C lajmants, his opinion was that it was coJTecl, and renected what they 

were saying. He noted the letter from Fresh fields, saying they were content w•th the'' 0rd'"g 

Sir Neville noted that Mr Darbyshire had led a discussion on FRSJ 7. He ulso noted thal the 

Aud11 Com . G ffered his thunk~ to 
mmee had been content w ith the prov1s1ons. The ovemor 0 

Sir Neville . d • r· rk 
an Lo the other members of the Committee for thetr te111 ic wo • 

Mr Hitch1ns s· d h rrom Mi eil l, M 31 1 at he had nothing to add. In response to a quesuon 
r Clemen Li Mr p . . b l'lnlltll chnn °es 111 

• lendedc1th and Mr Smout noted reasons tor the su s • 0 

Profits • d I and cash b Th Go\'emor aorce \\ ,t , 
ct ween the cu1Tent year and the pie, 1ous one. e 0 
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Mr Neill that he was right to draw attention to the need to g1 ve a coJ,erent response 1 n Jayman . s 

tenns to questions about these changes. Tl1e Bank hould have a very clear explanation ready if 

asked. Mr Neill said he ,vas content if tl1e Bank handled 11 tl1nt way, rather than re-drafting the 

Report. Dr Julius agreed that it would be helpful to l1nve a few sentences explaining llie year _ 

on year comparisons. The Governor ag1·eed w1 tl1 Dr Juli u that the Bank would check whether 

it ,vould be necessary to refer in the Report to l1er e1nploymcnt as a member of the Monetary 

Policy Committee during the financja] year a an arrangement or interest. 

Mrs Francis asked ,vhetl1er the opinion on BCCI should refer to the fact that th1s was on the 

basis of advice received. Mr Clementi smd 1t would be very surpris1ng if Court had not taken 

legaJ advice and it wou]d always be assumed that that was the case. He d1d not bel1eve there 

,vas o good reason to cl1onge the ,vording. Mr Neill , Sir Dav1d Cooksey, Sir Neville Simms and 

Ms O'Donovan agreed. Mrs Frn11cis said she was content to stand by tJ1e general v1e\v on the 

subJecl. 

Mr Clementi agreed with a point made by Ms O'Donovan that Mr Goddard of Freshfield had 

been asked to addre s 111s letter to the Director , and had nol, and had instead sent it to the 

Bank. 

Following a suggestion by Sir Davjd Cooksey, the Governor agreed that the sentence on pnge 

38 at the end of the paragraph l1eaded ''actual spending in 2001/2002'' could be tukcii out . The 

sentence to be removed read '' Lower interest rates reduced the cost to tl,e Bank. of pen~toner 

Benefits." In response to a questjon from Mr Hall , the Governor sa1d tl1al Ll1c report \\'Ould be 

published on 23 May. The Govemo1~ aslced ourt whether it ,vas prepared to ng1ee tl1t1l, subject 

to resolving a number of small points out idc the 1neet1ng, the Report nnd Accounts could be 

signed aoci printed, the Letter of Representauon be s1gned n11d tl1e final puyn,crlt of £21 •396•000 

lo liMT O 4 0 d ti t ·r UO\'ll1i11g tllO C ex n ctober. should be made in lieu of d1 v1dend. He note 1a 1 1 

Post facto • · f C ·t 'it would be reviewed on 17 Mtty nt ti sub comn11ttee 0 oui • 

Coun APPR "1 . 

OVED tl1e sign-off process. 



rt Pension Scheme - annual adjustment 
:ecutive Directors in attendance) 

Tuming to the Report from the Trustees of the Court Pension Scheme, the Govemo, , having 

declared his interest in the Scheme together w ith that of the two Deputy Governors and the 

ExecutJve Directors, invited Mr Nei ll , in his capacity as a T1 ustee of the Scheme, to introduce 

the Report which contained the following recornmendat1ons:-

a) the annual pensions in payment to former Governors and Executive Directors and 
allowances to the widows of former Members of Court be increased, with effect from 

58 

I July 2002, by the amount of the increa e in the Retail Pnces Jndex for the twelve months 
ended 31 May 2002. 

b) surular increases be granted from I July 2002 to: 

i) the ex-gratia allowances payable to Lord Richardson, Sir George Blunden and Lord 
IGngsdown; 

11) the ex-gratrn payments awarded to widows of former Members of Court who reured 
pnor to 1978 and whose allowance were based on their husbands' pensions net of 
commu1at1 011 , 

Ill) the deferred pensions payable at age 60 or later granted to Mr Pennant-Rea and 
Mr Vickers. 

c) lhc annual allowance paid to Lord Richardson from the Cou,1 Pension cheme under 
special arrangements which were approved by Court on IO Febrnary 1983 be increased in 
accordance with those arrangements. 

Coun APPROVED the recornmenda11ons. 

The Ho bl (E ~ on-Norman Fund Report 
xecuttve Directors in attendance) 

Mr Bean ?QQ?(>Q0, t\\O senJOr 
reported on the wo1 k of the Fellows. I le noted thut lor the ye.tr - - -

Fcllowsh1p h d G . • Prnfes,01 ol l.:.c s a been awarded; they were 10 Pmfessor F1 .1ncesco 1•" ,in,, • 
0nom,c~ B . , I 1nictU1,tl 1cfo1m m 

' occon1 Un1versny, Milan, w ho would research the 11np,ll:I O s 

PrOduct and I· h I I:. t L !he sc ond 
a oui marf..ets, and the conduct of mac.JO cconom1c po icy 111 

1.Cnior fellow h . . unive1 sit) of w !> 'P v.as to Professor K enneth West, P1 ofcsso1 ol l!conomic-., 
l&cons1n rese· h I I 1 hau been ,1,h1rued 10 r arc 111g exchange rates ,111d monctury po lie) A Fe I O\\ s 11 I 

r I tor Richard R . . ,e e,1H:l1111g the 
obens, reader 111 Bu-.iness I hsto11 , Lnl\ersll) ol ussn. 
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t,reakdown of the Brctton Woods system, 1971 - 1973. Mr King noted how well Mr Bean had 

dollC 
10 

cncouragrng good people to come to the Bank on f el lowshi ps. He al O noted the 

difficulty of finding both older and younger tar in the profession 10 the United Kingdom 

ticcause so many had left for the Un11ed States, a11ractcd by the much higher academic salanes. 

Rtport from the Chairman of the Remuneration ommittee 
(Extcutive Directors in attendance) 

The Governor noted his interest in ht alary, which had been automatically increased in each 

)Car of his second tenn. 

In his capac11y as Chairman of the Remuneration Committee, Mr ei ll said that he would ltt-e 

10 make recommendat1ons to Court on behal f of the Committee. He said that the Remuneration 

Comm11tee was propo ing that Dr Wadhwani be paid the equi valent of three months MPC 

remuneration for the three month purdah penod. Although Dr Wadhwani had not accepted an 

appointment which could have commercial s1grnficance, 11 could be deemed that he had 

avoided takmg up any offers due 10 the market sens11I vIty of his work on the MPC. 

Turning to the appoImment of M an an Bell, who had replaced D r Wadh\\ ant on the MPC. 

Mr Neill said that he would be workm g a three day week, and tt was proposed to offer her thc 

Slandard 3/5 contract of £82,788 p.a. 

Mr Neill said that the Governors' alary wa due for review on I July, and under the 

arrangements agreed at the start of hts econd term. tt should be increased b) 2.5% to £
256

•
812 

Coun APPR OVED the recommenda11ons. 

Any 0ther business 

Theaove C I S11 C\ tllC 1mm~ 
rnor noted again that this would be the lust attendance at ourt 

0 1 
' 

iltJd Mr Plend I . . . d pat 111.:ularl) Im his 
er Cllh lie thanked Sir Neville for ht s wotk us u D irectoi •'" 

~t contnbu . • lUrt thut then~ " oulJ be 
lion to the Audit Comrntttee I le reminded M ember::. 01 

l 

illlothcr chanc 30 Ma 

/£/4,,,/4_ ~ 
v"/J✓~ 



A coURT OF DIRECTORS AT THE BANK 

WEDNESDAY 19 JUNE 2002 

present: -
The Rt.Hon Sir Edward Geo1·ge, Governo1· 
Mr Clementi, Deputy Governor - F1nancit1l Stability 
Mr l(jng, Deputy Governor - Monetary Policy 
Sir David Cooksey, Chrurman, Sub-Committee of D1rectors 

Mr Bailie 
Ms B]o\v 
Mrs Francis 
Sir Ian Gibson 
Mr Hall 
Dr Julius 
Mr Morris 
Mr Neill 
Mrs Po,vers-Freeling 
Mr Stretton 

Absent: 

Sir John Bond 
Sir Ho,vard Davies 
Dame Sheila McKechnie 
Sir Bnan Moff al 

Ms O'Donovan 
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The Govern . or extended a warm ,velcome Lo bot11 Mr~ Powers-Freel1ng and 1s Bell at tl1cir first 

meeting of Court. 

The Gove111 · 1 k 01 explained tl1at Mr Allen wus t1nt1ble to uttcnd ourt n11d so tl1e rc1)oi t 011 ttr ·et 

Operc1t1ons I wou d be taken at a Jatcr d,1te 

l'he t.•· ,v11nutes of 1 t 1e Court of 8 Muy, l1avi11g bec11 ci rcttl i.1tccl, ,vere t1pptO\Cd. 



61 

r,tONE'fARY STABILITY IS~UES_ . 
The economic and mone~ry d1scuss1on, mcorporating the monthly MPC Report lo Court 

d ·nternational econonuc developments 
;~rs Bean, Clark and Bailey together with Mr Allsopp, Ms Barker and Ms Bell in 
attendance) 

In introducing the MPC Report to Cou1t, Mr Batley presented hjs paper on Jntcrnalional 

Economic Developments. He said the world outlook had nol changed much over recent months 

and the outlook for the US may have remained one of graduaJ recovery, as 1t did for the euro 

area. He outlined how recent developments in the US interacted with the exchange rate though 

he shared the MPC's view that causes of recent exchange rate movements were difficult to 

Judge. In relauon to the UK economy, Mr Bean outlined the main developments 111 the data 

over the past month. A number of data puzzle were present, notably the absence of growth m 

the first quarter, as measured by the ONS, alongside more upbeat business surveys, mformauon 

from the Agents and employment data. He noted that there had been mJsleudmg medrn reports 

about house prices. He aJso said a faJI in the annual rate of RPIX inflation 111 M ay had been 

expected but not by as much as the outtum ( 1.8%). The MPC would need lo consider i f there 

was any news 111 the data for the innation outlook. 

Turning to the financial markets, Mr Bean srud exchange rate and equi ty pnce change had 

been the mam developments over the recent period. The sterling ER1 had fallen by around 2% 

from Its recent peak. The fall in the value of the dollar against the euro seemed to reflect both 

equity market developments and weaker US recovery prospects. Falls 111 equity pnce· 111 part 

renected concerns about corporate accounts and governance in the U S u well us concerns 

about the extent to which producuvity growth would translate into profitabili ty. ln the UK, 

FRs17 had also been a factor. 

Sir Ian Gibson reported that US car sales had fallen of lute. Inventory le\'els hud reached 

60 
days again and the outlook suggested they might reach 65 day - their le, el pnor 10 the 

l'eccnt bout f d • 11 b k th '-C'lr purucul.u I) 1n 0 estockmg. European sales were li kely to In ac 1 ; ' • 

Germany. C· 1 ., d h,,lf of the year 
at output wou ld consequently be sculed buck 111 t 1e sccon 

111Pancse c 1 1 1 J-,puncsc producuon 0011ume1s continued to trade down to sm,11le1 models u t , oug ' ' • 
for the US , 

/; market remained high 

/' ) 
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Dr Julius said a continuing US equity murket ad.1 ustment mI ght I mp! y a f unher fall in the value 

f
.r..dollnr She asked 1f the Bank had undertaken work on equ1hbnum dolla h 

0 
u"' • r cxc ange rates. 

She added that the puzzle between stagnant output and nsing employment might be explained 

by higher public sector employment. Mr Beun said that was part of the story but he noted that 

average hours were also rising, including in the munufactuiing sector. Mr Batley agreed that 

the dollar might fall further with equ111cs. He said measures of equ11Jb11um exchange rates were 

hazardous and different concepts could be employed. A short-run equ1hbnum measure might 

suggest that the dollar wa not overvalued in the light of recent produc11v11y growth. But over 

the longer tenn that wru; unlikely to be su tamable in which case a long-run equllibnum 

measure D11ght suggest the dollar was overvalued to a greater degree. 

Mrs Powers-Freehng srud retail demand had fallen in May compared with April. although 

'home' sales had held up. Although sales to date in June had picked up, gro\\lth appeared to be 

on a different traJectory over the recent period compared with earher m the year On the 

consumer lending side, she noted a shift from personal loans to credit cards, perhap reflecting 

some shift m confidence. 

Ms Blow asked 1f there was a lack of confidence in ONS product\\ 11y estJmate ~lr Bean :ud 

the data were odd but renected higher employment alongside Out output A Uo,chff B -,une~ 

- based on CIPS survey measures - showed nsing produc11v1Ly He <.hd not ho\\eH!r thmk 
th

e 

meth0dology used by the ONS was infenor 10 other countncs. Thc1e were genuine ditliculue • 

Invol d I 1
• O' tl ve m measunng service sector output, something the O S wus a ti\ e ) " 01

~
1 

g l 

improve 

Mr Bailie said manufacturers' confidence had tullcn smcc Murch. Im gel) h c.iu,e of 
th

e imp:id 

of Budget . , •1 )r •ompJnIe~ stemi:d 
proposuls for National Insurance contnbut1ons crv1cc st:

1,; t 1,; 

more expe. . \Jnul c1u1tr:; J1d 
ctant that they would be i.1blc 10 puss rncrc,1scs on to cu tome, 

expect Pos l h ,h th It "as ulll)\\ ing debt 
I J\•c gro\\th ahead Investment \,ould 1cma111 \\cak t oug 

lc\cls lo tall M 11 I )CJI nn-~car 1ht 
• 1 Bailie <1dded tht11 tounsm dcm,111<.I 111 the Uk v.Js •1 

• 

contraMed \lo th . . , , J to I eco1J g1 ll\\ th ol 
1 giowth 111 nauonJI f\ 1d,·c111sing \\ h1ch "as e,-.pcdt' 

Co ' • lllpared \lo· I . -J k ,,. An e,cn uongcr 
Ptct 111 a year CJll1er in Jul) .tnJ August. based on ton,a1 boo ing 

urc ,,.,as em . lu nuuonal ~tarted to 
1Tlt cigrng in the US (+16", an11u11atc<l in 2002 QJ) as mu 

;rcilic 
,.. !>Cotling Mr c111 sa1<l L K ~ JI saks h 1d been llat to <late 111 June 
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Mrs fraJ!CiS said there were important questions relating Lo the longer term prospects for equity 

markets. The outlook was unlikely Lo be one of strong growth as in the past, yet lower growth 

would talce place alongside increased call for pnvate pension provIsIon. Mr Bean said there 

was a short term question about further falls in equities, particularly in the US. Over the longer 

tcnn, the increased upply of fund to the market should boost share pnces. At the same ume, 

there ought be a fall m the required rate of return which would be posI1Ive for companies 

though raised issues for pension provision. 

Mr Morns said 11 was a concern that investment had not picked up at this point m the cycle 

Mr Bean said the MPC hoped to ee the recovery in ex pons leadjng to some increase m 

mvcstment, alongside moderation 1n con umer demand. Mr H all commented that it would be 

useful to look at regional development agency strategies when they are published m September. 

This would provide a view of how regional investment would be managed within the overall 

economic outlook. He srud the Government was committed to ahgrnng I1s policies w 1th 

regional strategies for economic development. 

Fl A CIAL STABILITY I SUE 

FS Review together with domestic development and international i ue 

(Messrs Clark and Bean in attendance) 

Mr Clark introduced his half-yearly review paper on F 's activity. First, he noted that the F 

area had existed 111 Its present form for around five years. Over that ume, one obJecuve had 

been to h • ged that "5% of the increase the research output of the area. ln broad terms, e envisa -
area's b po 1ed b) u number 

resources should be allocated 10 such work. The effort was erng sup 
1 

of c,ctemal. d G dhart A second pnonty 
aca emIc consultants, including Professor Charles 00 • 

is~Ue "-as t d Th ht10nsh1p operated at 
0 evelop and reinforce the 1ela11onsh1p with the FSA. e ie • 

rnanyd1ffe I the two insu1u11ons 
rent evels, but II was important that close ~ontuct between 

became a hab 11 of mind among stuff generally. 

In relation to h I . L a round-tJble mee1111g 
w th I e lorthcommg pubhc.111on of the FSR . tr lark said t ,a 
i rnarkct pract t . I ubhcauon I le noted thJL 

1 Ioners would take place 1mmed1utely l ol owing P 
"&st curren d d bl f1 agility Ill equity 

~ t issues were high levels of corporate und househol e ' 



64 

_.l, ts and a dcterioratrng situation m several emerging markets In relatio 1 m111,.c • n o equ11y markets, 

()tcfC was a concern that regulatory rules should not exacerbate the posttion. Mr Clark said that 

the FSA was alert to the issue. He added that there were distinctions between the impact of 

equity pnces over the near tenn and the longer tenn. ln relation to the latter, the Bank had 

contributed to an FSA study on the effect of an ageing population. A Bank working paper 

would be pubhshed shortly. 

Mrs Francis said that the life insurance sector was at the heart of equity market developments 

and was subJecl to stnngent solvency rules. She said that the FSA ' s ' resilience test' was bemg 

applted flexibly. But she was concerned that addressing the problem of faJJmg equity prices 

could 11self add to the problem, given market sentiment. The Governor said that 1f the FSA 

relaxed the tests again, that would be the third occasion since September 2001 . He said this 

raised a question about how sensible the process w as. H e was aware that the FSA was 

cons1denng altemauves. Mr Clark said the resiltence test was an example of a regulatory rule 

which made sense when applied to one institution in isolation but which could give nse to 

perverse results m aggregate. 

Mr Streuon said a key question was how rest lience tests should respond to events. Mr Clark. 

said there was also a question about what constttuted an 'excessive' market movement. 

Dr Juhus asked if there were any lessons from the Japanese insurance sector, which eemed to 

have avoided systemic collapse. Mr Clementi said this largely renected the presence of 

government guarantees. Mr Clark added that is aJso renected an acute lack of transparency 

EXECUTIVE REPORT 
(Me.ssrs B c ean, lark and Footman in attendance) 

Mr Clem d h l es for spending 
emi rew Court ' s allenllon to his paper on 1ntemal budget uut on 

1 

ltnu1s 
00 

p d h new umingements u • 
TOJects and the new arrangements ii proposed. Court note t e 

~tout in the paper 

MrCtcrnent I l1 bun 11 case but hud 
no I said he had planned to tell CoUI t about the Benef1tSe eel 

1 
• 

w heard that d ud1c·11ed und he would 
re 11 would be several more weeks befo1e the Tnbunal J J • • 

Pon to c 
~ oun when " hud. 
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Cl 
enti described developments since April with respect to the Printino W k Mr ctn o or s 1nclud1ng 

.1 d discussions with the unions on 9 May and 27 May. The second meet· t k det&J e ing oo a paper 

d by the Bank which set out some of the concerns of Court on how far a c prepare ompany 

owned by the Bank of England could com_pete with the private sector. Anotl,er meeting Wlth 

the unions was planned f'or the Friday af ter Court. It was important to continue ,vitl1 these 

meetings. He noted that the unions continued to have a strong p1·ef erence for Option A. ThJs 

was interesting since there was a recognjlion from the Union that the long term viability of the 

Printing Works (with one product and one cu tamer) ,vas in doubt. The Bank was working 00 

the sales memorandum, which it expected to send out 1n the next few days to a sma]l number of 

,ntcrested parties, to obtain feedback on the three cri teri a by whjch a decision would be made: 

the effect on quality and security of notes; the effect on staff; and the eff eel on pnces of 

banknotes. No decision on opt ion B cou ld be taken until \Ve had received th1s feedback. 

Responses were ex peeled between August and October and it was anticipated bringing 01e 

matter back to Court for a final decision towards tl1e end of the year. 

In ans,ver to a question from Mr Bail ie, Mr Clementi said there were four or five serious 

e~press1ons of interest and a mall number of others, about wh1ch the Bank ,vns doubtful. The 

Bank rrtight not send the memorandum to the latter category, which comprised venture cnpilal 

finns, because of insufficient confidence that they knew enough about printing, and the 

possibility that they \VOu]d have dif fjculty meeti ng contingency planning requiremenl • 

Mr Neill said that, while not making a case for venlu1·e capital involvement, hnving ome. 

venture capital firms in the contest mjght help tl1e Bank get better proceed fron, any ale, if 

one went ahead. The Governor srud the Bank would bear that in ITllnd• 

Mr lGn • . • I h us ,, ritten for 
g introduced the Bank's pamphlet 0 11 the benefits of lo,v inflation, ,v itc \\ 

business pe I b Id u const1tt1enc)' for 
op e, and was the latest contr1but1 on to the programme to ut 

low inOatio T 1 . ould be tecdl1l1c" 
n. he reception to the pampJ1let would be monitored, t ,eie \: 

frorn lhe A f I Tl,c pampl1lel \\•~1s 
an gents, and any feedback from Cot1rt would lJc extremely l,elJ) u • 

experiment b . . , 1, . bout ,,,t1tll otl1c1 
' ut if it succeeded tl1e Bank migl1l 111ove on to l l1111 1U

11g u 
Patnphfcts could b • fl t1on 111 rc~pon".>c t{1 
c e produced to get across tl1e 1m1Jort..ince of IO\V in u • 
ornrncnts by M . . n1ade ol que t1or1s ur1d 

anaw r Ne1JI, Mr King said lh,,t i 11 future 111ore use n,1gl1t be 
crs, J)Crhaps . . , . ect issues ru1<;1ng al 

Plni •n bnefer material circulated for a 11 m1 tcd time, to m 
~ cu1ar 

PC>tnts of the cycle. 
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~AGEMENT OF THE BANK 

ual report on the Printing Works 
:essrs Bean, Clark, Thompson and Ms Lo,vther in attendance) 

MrThompson introduced his paper on Debden Security Printing. There were no questions. 

MrThompson then introduced his report on the Pnnting Work . He noted lhe probJem that had 

occurred with the ink used to number the new £5 note. He de cribed proposals to fi x the 

problem by changing the process, putt ing vam1 sh over the numbers; he also explained why it 

had been decided to do it the otl1er way round with the new note. Mr Thompson said he 

expected to be able to re-launch the £5 note towards the end of Ju]y or in August. Of the 

200mn notes already produced, nJJ would be salvageable, because U1ey wou]d dry w1tl1 time 

Initial trials indicated tl1nl the ink fully cures at a temperature of around 35 degrees centtgrade 

for approximately a \Veek. The \1/01·st case cost would be less than £200,000. 

The Pnnting Work ,vu till analysing the lessons. ln the short tenn, extra controls were 

needed over the ne,v procc s. In the longer te r11~1, more thought had to be given to mak.Jng 

systems for the introduct1on of new products more ngorous. In answer to a quesuon from the 

Governor, Mr Tl1on1p on agreed that without the varnish on the notes there would not have 

been a problem. It required a cLifferent ink for the varnish. In response to a queSlJOn from 

MrHall, Mr Thompson srud it was ikely in practice that the cost would be considerably les 

lhan £200,000 and the Printing Works would expecl to make that up. 

Mr Neill noted that it was possible to rub the ink off Scottish notes with great ease. l-lc also 

notec1 that 1 se they liould be 
one of the lessons learnt from Japan was that when prob ems aro 

l1SCd as an o · Mr ·11 Mr Thompson 
pportun1ty to improve the business. 1n response to ei ' 

confinned th· . . Mr Bailie extended his 
at the Pnnt1ng Works was moving towards Six Sigma. 

Pmfcssional h e roblen1s 1-Ie believed 
lh sympathy as a printer. He was very oware of many oft es P 
ts one could b d ub off tl1e nt1n1ber 

Whc c soitcd out . He noted that the public wou ld try l1a1• to r 
n the new bl c relut 10 11s perspect1 ve 

lie. notes were issued. That ]1ad to be denlt w1tl1 froni a pu i 

a&rccd With M . . tl1e nun1bcrs \V,1'i better. 
One 

O 
r Thompson that putt1ng the varn1sl1 on ofter pnnung _ ~ 

Plion could be . Bunk \vould rcco1 d tlic 
I\Uh,1.._ to sw1tcl1 to non-scquen t1 al numbering, ~0 tile B 1 

- -..'UCll of the sh l . uest1on from Mi a1 ie 
•L- eets that had been destroyed. In response to anot ,er q Id 
"JC Indest . I Bank sJ1redded o 

ructible nature of the vam1sh, Mr 1"1101npson srud th3L t ,e 
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... , ... Blow also commiserated, and noted the management challeng f h p . . 
-· r,~ e or t e nnt1ng 

..l,r and the uncertainty hanging over the Printing Work . Sl,e asked what . 1 Wo1JJJ, m1g 1t go wrong 
_, fell Mr Thompson said that the £5 p1·obJem could not be blamed on h . 

1
rmo1.ue • • sue issues. 

I GJ'bson who also sympathised, said he was inclined lo agree witl, Mr Tho h Sir an , - mpson t at 

Six Sigma should be introduced a bite at a time 1·ather than too quickly. He noted that the UK 

had a worse record than Germany and Spa1n even among mu]t:Jnat1onaJs on new product 

launches. He suggested that the Printing Works should look at some of the work the DTJ was 

doing through the Regional Development Agencie on the question of new product 

development. He also believed that it wa important for the sake of the Printing Works thal the 

Bank should reach a conclusion qujckJy about the fu ture of banknote printing. 

In response to a question from Mr Ha11 , Mr Thompson said that Printing Works health & safety 

standards ,vere among the best he l1ad ever come across and were getting better. Mrs Powers

Frccling noted thnt her organisation ,vas initially a distributor of the new £5 note and she asked 

whether there were any d1 tribut1on and supply issues arising. Mr Thompson said there should 

not be, because the relaunch \.\'ould not take place unless it was clear these had been re olved. 

An issue that was being checked was third party 1nach1ne vendors Ms Lowther srud there \\US 

a trade-off bet\veen getting the notes back out as soon as poss1bJe and being I OO o/o afe. The 

Bank was ,vorking very closely with the majn issuers to ensure they had a supply of exi ting 

notes and 1 th • , a e moment, 1l was comfortable. ]n the timescale the Bank \l/US talking nbout 

supply should be acceptable. 

Dr Julius said she commiserated witl1 her busi ness hat 0 11, but as a member of ourt her 

reaction w h· . 1 • t s relating to the as t at she was d1sappo1nted at the outcome nnd she a so sa,v 1 a 
future of D bd 1 k 1 The matter also 

e en. Quality would be a key consideration for Court to 00 0 
• 

rtlalcd to th d l d t l1e e general reputation of the Bank. Jn other a1·eas sucl1 as gol sn es an 
management f i . tl reputation of tl1e 
8 

° oreign excl1ange reserves, the1·e was n cont11bution to ,e 
artk. This c, . . l\1r t1cttol1 bel1e\ed 

the ase was disappointing because it went in tl1e otl1e1· d1iection. 
Baok had . s 1 t it l1 t1d been ,,,el I 

ban got off comparati vely ligl1tly 1n the JJress. It looked to 111111 
u 

died. lie ass d tl1 ·1 posl•morte111. Tl1e 
Gov urned the Bunk was look111g at tl1e lessons letu-ne , ,vi ,. .. 

crnor noted th· . , l ves and tJ1e Bunk \VUS ul 
__ hairulllc at Wllh respect to the media 1! was a gmne of (\\O h,l 

• 
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Lowther introduced her report, and drew parucular attention to the scale of ch ki Ms anges la ng 

~ace in her area. The Governor invited question and comments, and there were none. 

The Bank's Insurances 
(Messrs Bean, Clark, Smout and Evans in attendance) 

MrSmout introduced Mr Evan , who rev1ewed his paper. Mrs Francis said the Bank's 

experience of higher premiums for lower cover was not unusual. The si tuation on commerc1al 

insurance rates derived from a number of factors. The industry was ve1~ cyclical and 

competitive. It was not making a l1igh rate of return . But if pnces were nsing excessively then 

there \Yould eventually be undercutting, and that dtd not seem to be happening at the moment. 

This was probably the ,vorst year, because of l l September, and there may be some flattening 

out or reduction 1n prerrua going f onvard . Mr l-Iall said there \Vas a case for looking at self 

insurance particularly for director and officers and vel11cles. He also asked \Vhether then c in 

prcrnia affected the case for off shore captive insurance veh1cles. Mr Evan repl1ed lhal lhe 
• 

issue of captive insurers had been looked at before. He would look ol it again, aoci al O ot 

whciher cover was indeed necessary for small insurances such as directors 0nd officer 

professionaJ indemnity at DSP. Mr Nei ll said that if other industries faced uch ,ncrea e they 

would take costs out of their suppJy chain . Such huge increases tn premia represented a very 

iggrcssive att·t d • the earlier 1 u e to custo1ne1·s. Mrs Francis sru d that, as l1ad been seen in 
discussion ab h . f ease and actual 
1 

out ouse pnces. there was a d1ff erence bet ween rates O incr '" 
cvcts. fflev J h J rem1un1of £123.000 

e s were examined at the moment 1t could be argued t at t 1e P 
in 20ouo2 wa . l been ,\S n las~ leader. 
In s very low. Mi· Evans agi·eed, und suggested 1t might 1ave 

l'tsJ>onse to . . 1 e t1old inSllJ nnce 
Show a queshon from SJT David Cooksey, Mr King smd that ,ous 
~ up directl · d d rectly tl11 ougl1 

inc Yin RPIX, and otl1e1· f 01ms of insurt1nce st1owe up 1r1 1 

~COsls. 
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IJDIPI"'-o .. an and Clark in attendance) 
(ftl•rs ~-

Tufl\ing to matters of a domestic nature, the Governor said that fallowing the departure of 
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Sir Neville Simms it was appropriate to consider revisions to the membership of the Ba,1k's 

Standing Committees. He drew attention to a note in f alders detailing proposed revisions to 

Court's Standing Committees together with a Recommendalion relating to a proposed change 

of directorship for one of the Bank's subs1diarie , Bank of England Nominees Ltd, following 

me retirement of Mr Plenderle1 th . 

On the Committees, he proposed that:-

Ms O'Donovan replaced Sir Neville Simms a Cha.i r1non of the Auclit Committee and 

Mr Stretton moved across to Audit from the Remuneration Committee, and, to return the 

Remuneration Committee to full strength, Mr Bai lie and Mrs Po\vers-Freel1ngJ01ned that 

Committee. 

The Governor also proposed that in h1s role as Chai rrnan of Ned Co, Sir Dav1d Cook e) should 
re . . main entitled to attend any of the meet1ngs of the Audit and Remunerauon Cominittees. 

Turning to the vacant directorship on Bank of England Nominees Ltd. the Governor proposed 

Ms Lowther for that post. 

CounAPPRO VED tl1e changes. 

Coun also needed to appoint a ne\v Trustee to tl1e 1-:loublon No1•1nun Fuflci. 

Written lo M O' d d s Dono\'a11 , \Vl10 was ubsent, but sl1e l1ud not yet respon e 

The Governor n t,d t ~ 11d bu")i11ess eo O e t)iat details of ull tl1e d11·cctorsl11ps, t1p1Jo1nt 111en s 
11 

lllrnitrncnts of M . d d D . ->ct ors to i1oti t\ tl1e 
Secrc embers of Cou1i. \Vere in folders. J·lc 1c 1111n e 11 c . 

lary, Mr Ro . . ' fL111l1e1 <l1r\!clotsl11ps or 
lnyco dger5, at least seven \vork.ing di.ty~ bef or~ ta~1ng on an~ 

llltnatmcnts h' . f Cou1·t. 
w tch m1gl1t aflect tl1e1r positions Js ~1 tvlc111bcr 0 
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The Governor noted that his final Governor's Day at tl1e Sports Club would be on 2l July and 

all Members of Court would be extremely welcome to come and watch. 

There being no other business, Court was up. 

~--2-
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The Governo ) • r we corned Mr Tucker to his first meeting or Court as un Execut1, e D11ecto1 

The Minutes f h 0 t e Cou11of19 June, l1oving been ci1cult1ted, \\ere approvctl 

MONETAR , The y Sf ABILITY ISSUl•, econ · J (Mess Bomac aod n1onctary discussio11 inco1·1101·11ti11g tl1e n1011tl1I)' 11> lte11oi·t to t)tii· t 
rs ean T ' • d - ) 

' ucker, Allso1111, J>1·ofesso1· icl (lll, l\l s llt11·l{er 11ncl ' I s ll c ll 11
1 

tltten o itct.• 

In • •nlrodu • econo . cing lhe MPC Report 10 our l. Mr Benn s,ud th.ii there' us a contn1s1 between the 
lll1c data rel . • • ::. • • d un al!ng lo the recent past - which had been cncoun1g111g - und 

111 
icn c 

ccna1nt . Y about tile e . • u •ard rcvis10,1 to 
GDp . cono1nic outlook, cen tred on falling equity pnces. P\\ 

data had brou t . . • - • • l·lc odded 
g 1t the offtc1al data u l1Ltlc 11101e 1n line \\1 1Ll1 otl,er 1nlotni.lltOtl . 
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h fall in annual RPIX inflation in June, to l .5o/o, was more than had been e 1 d . that t e xpec e in-

house but the causes were likely to be lempor,1ry influences. He expected inflation to rise back 

ards ?% over the course of the year. 
LO\\/ -

Commenting on the financial markets, Mr Tucker said that lhe 1ise 1n the vol atilily of equity 

pnces was accompanied by heightened uncertainty lookJng fo1w ard. Option prices suggested 

thal the market was more likely to fa]) funher rather than ri se. Mr Tucker noted that insurance 

company shares had been hit badly and were till v1e,ved as a ri sk. A longside f all1ng equity 

pnces, tnggered by corporate events in the US, the dollar had weakened by around 5o/o since the 

previous Court meet1ng. TJ1e sterling ER1 wa around 1 o/o higher, reflecting gruns against the 

dollar. At the same t1mc, intere t rate expectntions had fallen, particularly at the short-end of 

the yield curve but also more generally Mr Tucker added that corporate bond spreads had 

\V1dened, pnrt1cularJy at sub-investment grades. 

Dr Julius satd she believed that the key issue was the extent lo which falls 1n equity pnces 

impacled on the consumer. Mr I..JaJl asked about the impact on the MPC's assessment of the 

large increase in public pending announced in the Comprehensive Spending ReV1ew (C R). 

~1r Bean said the CSR did not contain addJtiona] relevant 1nfora1ation from thaL pre ented in 

the Budget. Of interest to the MPC would be tl1e eventual way the money ,vns spent by 

go,,emment departments, specifically the spl i t between expenditure on goods and serv1ce 

versus ,vage costs. In relation to equit y mru·kets, he sa1d it was a puzzle tl1ot falls in the UK hild 

exceeded those in the US, given the US specifjc factors involved. 

Mrs Francis said changes to the FSA ' s resi )ience test for Insurance companies 11nd n1Jde J 

difference and had reduced selling. However, if the market continued to fall tlie in,p:lct of tl,e 

change (to , 3 . Id b trul'Cd ln I es•Jo11sc to a -month rolling average measure of p11ces) wou not e SLIS ' • r 

Mrs Fran . , l ·r lllC ~quit\' . c,s s quesuon about the impact on consumer spending and 1n\,eSlnicn i c J 

Pnces co t I I Id \\1ealtl1 UJ1d n inucd to fall , Mr Bean swd that tl1e trndi t1 onnl cl1a11nels ,vere 10t1se 10 

lhe c 0st of ca • 1 , 87 1 d l , 1, ·1d ' l n1ocle"t pita · l4e noted tl1ut tl1e stocl< 111urket falls of 19 1u 011 ) 4. ' 

Subse • quent err 1 1 p•ict of t111certu1nt)' 
cct on the real economy. Mr Bet,11 su1d, l1owevcr, L l ttt t 1c i n, ' 

and falling C f d b U rr~ · •nl Ill e,1cl1 cycle!. 
1 on 1 e11ce hud been d1ff1cult to ussess 11nd \\JS li kely to e 1 

l:tc 

heMJlc 
Would need to make c1uul1tat1 vc j udgen1ents ,1bout tl1ese effects. 
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Mr Neill said car sales \Vere rising by 5-7o/o on an annun1 basis in July to date. Car output 

continued to rise strongly1 though he cautioned that current production reflected corporate 

decisions 3 number of years ago. Mr Neill asked how the Bank viewed the quality of UK 

corporate accounts. The Governor noted that there had not been disclosures in tile UK Slmilar 

to those in the US, and he took some comfort from ll1at. Sir Howard Davies said he thouglit it 

,vas a difficult question to answer as there wa no pro-active assessment of corporate accounts 

in the UK. It was entirely reactive, unl1 ke the SEC 1n the US which did review compliance 

among a proportion of the top 500 companies. In tl1e context of the debate on 1ntemationa1 

accounL1ng standards, a relevant que t1 on was how rigorous enforcement of standards shouJd 

be. In relauon to insurance compan1es, Sir Howard said i t was not easy Lo disentangle the 

regulatory impact leading to the forced selling of sl1ares (of whlch there was not a great deal of 

evidence) and a broader strategic view of tl1e outlook for equities and their asset portf ol1os. 

Pension funds \Vere similarly looking at the baJance of assets and risk in their portfolios. 

Overall, tl1e den1and fo1· equities wa faJ l1ng in response to some underlying factors. At the 

same time, price-earnings ratios were no\v below the1r ten year average in the UK so there \Vas 

perhap a greater prospect of a recovery compared with the US, where ratios remained abo,e 

average. 

Mrs Po,vers-Freeling said higJ1 street spencLing had been vo)at1le over recent months, though 

remained ahead of retailers ' expectations. She said discussion wi th consumer focus groups 

had reveaJed little understanding about financinl market developments nnd on inclinolion to 

carry on as before in the absence of any maten aJ 1n1pact on their individual finoncin) po 111005
• 

Dame Sheila McKechnie agreed that consumers, i n general, had very little con1prelien5100 of 

fina • n ncial market developments. She fe]l employment and interest rates ,vere k.ey 10 ueilces on 

consumer fid . . • •1 t But 1l ,, ould be con 1 ence given the Jack of ctirect exposure to equity mru"'e s. 

interesting to see if consumers responded to 1nfo1mnllon t1bout falling capiltll \:tllue in 

guaranteed income bonds, which would become uvailnble to,vards tl1e end of Lhc yc,1r. l1e 

addedthatl f t 'me D t1n1c l1c1lJ 
etters relat1 ng to endowme11t invest mer1ls were nol due or son1e 1 

McKechnie sa·ct . I d a tl1c ft1ilt11 c of t1t1 
. 1 any event could trigger ll co11st11n er re t1c t1 on, inc u 1no 
institution. 
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Mr Tucker commented that, although so far there had been no Enron-type case 10 the UK. the 

Elan case in Ireland perhaps raised question for the UK und Europe about the abi ll ty of firms 

to flatter profitability. 

FINANCIAL STABILJTY ISSUES 
Domestic developntents and international issues 
~1essrs Bean, Tucker and Allen in attendance) 

In introducing his bullet point note, Mr Allen dre\v Court 's attention to l\vo issues. First, Lhe 

JW's UK Financial Sector Asses ment Prog1·amme (FSAP), which was now complete. The 

drafLconclusions were generall y posi ti ve. The lMF had noted two particular concerns related 

to the Bank's re pons1b1 lities: tl1e potenllal for contagion in the large unsecured inter-bank 

segment of tl1e money market, although exposures had been reduced by changes to market 

structure and payment systems; and the need for a more for1na] statutory basis for the Bank's 

responsibili t1es 1n relatjon to cntjca] payment systems. Second, Mr Allen dJscussed the 
• • 

s1tuat1on 1n two emerging market econorrues, Braz.11 and Turkey. 

Dr Iul iu asked 1f the IMF team l1ad looked at corporate governance and, particularly, the role 

of audit committee . Mr AJJen explained that the IMF team had considered standards and 

codes but the \Vork covered the financial sec to1· only and not corporate go,temunce. 

~iARKET OPERATIONS ISSUES 
Current Issues 
~fessrs Bean and Tucker in attendance) 

Mr Tucker reponed that, in his first weeks, he had been looking at p 1 ojectS, 11 k 111tin1.tgenlent: 

training· a d h , • 1 1ark , t • \\ c1 e ' n t e area s market intel l igence network. The proJects 1nvo ving n c 

essentiall y d. , I no fro11t n11d<lle 
irected at the development of straigl1l tl1 rougl1 process1ng. ,n,o \l b • 

and back or1·· . d t ' s ,,cro~ tl1e nre,1. C:,o 
ice operations; and tl1e rnensutement of e posurcs a11 po51 iorl " 

furash • c could JI 1 • \\'US 011 cr1~u11 ng co-te , good structures seemed lo be 111 place. T l1e e1111J 1t1515 

orct1nution uc . h . d I◄RPD On r1';)k 
ma . ross t e Markets ttren, Bank111g a11d M urkel Services tln • . 

nagernent h .. . . k t n s k strul-k 111 rn a • 
hav· . ' e suid the mecl1a111sn1s for 111or11t or111g crcdt t ttr1d n1ur e ~ . 

ing irnprov d t ' • ol ten vin operat1onul 
c over recent yea1s. But 111~1n1testal1o n s o J st1ct1 r tsl\. \\ere 
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risks, and 50 for each division in the Markets area he had asked for a Risk Of fl eer who would 

be responsible for ensuring that operational nsks were tracked and managed. 

On training, Mr Tucker said he intended lo introduce individual training bcncl,morks for staff, 

similar to those employed by the Financial Stability area (5 days non-IT trruning; 3 days IT 

Lrruning). Finally, the area would review its network of contacts, both 1n the UK and 10 other 

pnncipal financiaJ centres \.vor]d-\vide. 

EXECUTIVE REPORT 
~tessrs Bean and Tucker in attendance) 

The Governor reminded Me1nbers of Cour t that Governor's D ay was on 21 July and he would 

be pleased to see a many of them there as were able Lo attend. He also drew Members, 

attention to a late start for Court on 21 August at 11 .00am, because attendance wou]d be 

relatively lo,v and the agenda light, a usu a] for that month. 

Mr Clementi noted that discussion with L11e L awn Tenn1s A ssoc1auon about bu1ld1ng a national 

tenrus centre on part of the site of the Bank's Sports Club at Roehampton had come back. to ltfe 

a year ofter they had been dropped. The previous discussions had halted because of the 

unwillingness of tl1e Association to give the Bank the final say on who Ll1e property miglit be 

sold lo at a future date. The All-England L awn Tennis Club at Wimbledon was 1n,,olved in the 

rene,ved discussions. A meeting w1tl1 the Club wouJd take place the fo)lo\ving day. 

Mr Clementi said the Bank hoped to make progress 1n g1·anting a long lease to a Joint venture ot 

th
e LTA and W1mb1edon in return for a substant10J capi la] sum. 

Mr Clementi noted that the resuJts of tl1e BenefitSelect TribunaJ had sulJ not been tltinouncc<l. 

MrClerncnt1 also noted that M s O'Donovan l1t1d t1greed to be tl1e tl1ird T11.1stee of tl1e I·lot1blon
N onnan Fund. 

T.u1111ng to th £5 . l l· · t ourt 1"11e t~suc 
w e note, Mr Clemc11t1 noted tl111t tl1is wni; d15cusscd nt t ic ,ts • 

as that the B· k h· . l ., d ti ,n not left cnougl1 
l 

an ad cl1osen to print tl1c 11un1b~r O\ 'e 1 tl1e vam1s 1 il11 ie 
lflle l o allow th . l ;, l Lion ,v..1s to put the 

e numbenng ink Lo dry or cure 1nto Ll1e varnish. T le ~0 u 
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"arnish on last, over the number, \vhich was straight forward, although Jt l1ad required a change 

to the production sequencing which was slightly complicated, which was the reason the 

Printjng Works had not done this in the first place. He advised Court that there would be an 

announcement the following day that the Bank expected to start re-issuing £5 notes in the week 

beginning 19 August. F0Jlow1ng extensive tests, the Bank was aJso satjsfied that the existing 

stock of new Elizabeth Fry notes would be avai lable for issue to the public. Jt believed the cost 

of treatment would be small , largely in the fo1111 of handling charges, and below £250,000. 

~1ANAGEMENT OF THE BANK 
Quarter))' Financial Report 
(Messrs Bean, Tucker and Mr Smout in attendance) 

Mr Srnout introduced the Quarterly Financial Report covering the first quarter of the financial 

year. He advised Court to be cautious about drawing too many conclusions from the report 

about expenditure over tl,e year a ,1 wt,ole. T l,ere were no questions. 

Update on IT 
~lessrs Bean, Tucker and Brookes in attendance) 

Mr Brookes introduced his paper on IT and expressed his grautude to Members of Court for the 

advice and input they had given. He 1n v1ted M embers of Court to spend time \V1th h1 Di, tsion 

3nd to meet some of his team. 

Mr SLretton noted that a number of instjtulions had had difficulties introducing EDM and lits 

organisation had concluded that there was less value in il than first tl,oughl. Tl,ere migl,t nlso 

be difficultie in getting people to accept the necessary level of change. Mi· B,ooke aid thnt 

there was a third expJanation witl, respect lo tl1e Bank ,vhtch ,vn~ probol1ly too nn1l11tiou , \\ l1en 
• 
it started J , d tl did not ,,,ork • t tried lo introduce a portal alongside document managen1enl ~111 11s 

~ery Well. No\v the Bank was concentrating on docL1n1ent n1:1nagement Tl,e Bank' .lpproucl, 

included a central standards comtni t tee and locul O\vnersl11 p of doct1111cnt n1t111~1gc111ent. He 

acknowled d 
gc ll1at some bet,aviou1·nl cl1 t1 11ge ,vould be 1nvo1,,ed. 

Sir David Co k . t· t g tl,nt Bunk l T l1ad 
• 0 sey noted tl1ut Court's 1nvolve111enl in IT n1o!)e lrom u ce 10 ~ 

Slipped behind 
1 

I· to ell Li re tl,ut it ,va!) 
I 

· ·Ie asked 110w tl1e Bunk bcr1cl,n1u1 kcd ur1dcr tl1e ne \V P ans 
ead· 

tng edge M. B k . . tt ... ,-s including tl,e 
• 1 roo es said tl,ere \\'ere a numbe1 ol relevant rnu c 
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. t-. trUcture review and discussions with similar orgarusntions outside More was 1 b 
1n11uS • a SO etng 

invested in external research. Responding to a question from Sir David on risk measurement, 

Mr Brookes said that measuring things that had not happened wa difficult. But when a proJect 

,vas scoped, the benefits were examined closel y. Some th1ngs could be measured in terms of 

nsk reduction, for example in the error rate in statistics. But \Vhere there was not a welJ 

developed probability distnbution it wa quite difficult to measure ri sk reductions. The Bank 

had been looking at other organisations which ,vere further ahead, and this encouraged tJ1e 

investment 1t was making. It ,vas also very aware that with accounting projects the point of 

entry of the data was crucja], and thi issue \Vn di cussed with PricewaterhouseCoopers and 

,vas one of the areas whe1·e risks were examined cJosely. Mr Clementi noted that there was a 

family of proJects aimed at improving back office work among which C21 was the most 

important. Co-ordination was essential because of U1e interdependencies. These had been set 

out very explicitly by Mr Smout. They were reviewed in a quarterly 1neeting which 

Mr Clement, said he cl1aired. Tt1e Bank reported to Court, through tJ1e proJecl rev1e,v process, 

on how it \Va doing on these project . 

In response to a question from M Blow about how the Bank decided ho\v much to spend on IT. 

the Governor said a gen enc problem for the Bank was that the measure of its output \\'ns not b)1 

numbers. Mr Clementi said. there was a perception severaJ years ago that the Bank \\ a 

un<lerspending, and Court had called for a review from the Bank's consultants. 

Mr Neil l said he was c1itical of IT in the Bank before Mr Brookes an,ved but t,e and his team 

had in1pressed him with what tl,ey were doing and l1c noted that tl,e stuff survey pninted a good 
• 

picture of staff attitudes towards lT 1n tl,e Bank. They were generally sattsf ied. Tl,ts ,vus 

difficult to achieve and he congratulated Mr Brookes. In response to O que5tton from tvlr 'eill 

on Microsoft, Mr Brookes srud that despite the issue of l1cens1ng fees the Bunk \\ oLild probably 

become more rather than less of an 1ntegruted Microsoft Office. In respon e to a qtie'llton fron1 

Mr liall J1e said that a number of JT services we1e OLtt-sourced, ,nclud1ng ,nte111ct security 

~erv,ces Th t b • Id soft\vare For 
• • e Slurt1ng )Joint wi tl1 projects was tl1 t1t tl1c 8 11nk did ,,at \\' ttrlt O Ltl • 

example it sp ,. . t n tor settling repos, but 
~. er,t n1r1e 1nontl1s looki11g for t111 outs1dc suppl1e1 o O S)' '> et 
~1thou1 sue ~, d , d ti ey l1tld do11e \\ell. 

cess. The Governor thanked Mr Brool es and t11 s teum L111 5
L
11 1 
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The Bank in the Community_ _ 
(Messrs Bean and Tucker, and in attendance) 

introduced her paper including her desc11pt1on of the new Court Awards. 

Mr Bailie said he was very impressed and he congratulated , on cont1nu1ng w1th 

'"hat she was doing and expanding into tl1e Court scheme. In response to a questjon f ram 

Mr Brulte, confir1ned that the IASC was not a registered ct1arity and also the cost 

of ho ting Director ' charitable event wa included 1n the overaJl count. The Governor agreed 

,vith Mr Bailie that where the Bank was involved in events it was ,vorth asking one or l\.\'O of 

committee as guest of honour. Sir David Cooksey said 1t would be a good idea 

to get feedback on how success ful event had been. He noted that the Lifeboats appeal rrused 

£5mn 1n the 18 montl1s after i t had been launched successf ulJy in the Bank Dame Sheila 

McKechnte srud she was impressed with what the B ank was doing 1n the business links 

programme. She noted the Bank worked cx lensi,,eJy with schools - there were a lot of olher 

charities in \Vhtch it m1ght be appropnate to be involved. sa1d there was a scheme 

,vhere en1or people 1n the Bank could net as 1nenlors 1n a partnership role and tl1e Bnnk also 

encouraged staff to be trustees of charities. Dr Ju]jus said she was very impressed'' 1th\\ hat 

I and her small team had achieved. She said it would be helpful in future to ha\e n 

htlle historical data in the paper for Court. She also asked whether the 1nclus1on of the IA C 

donation \Vas right in ter1ns of the Bank 's internal accounting for chnntnble ,vork lie al 0 

made a similar point about the Target 2Point5 pnzes for scl1ools. • conlinned thut 

donations lo schools were included in (he numbers. This was the pnze money. Mr ei ll 5rud n 

lernfic Job was bejng done and that it was more important an ever tl1at tl1i \Vork cont1nues He 

noted in the staff opinion survey tl1at morale was lo,v and tl1at community in, al, en,ent llad a 

pos1t1ve effect. 

Sir David Cooksey said he ,vas well awnre of tl1e caution of Bank Agent \\'i tl, rcgarcl to 

Regional o I B • , l c tment 1"nsk Force eve opment Funds. But us Cl1t111mun of tl1e n1ull u 1ne~s n, s 

he noled th· l . • 1 bo,11 <ls of tl1e a a problem was tl1e lack of l11gl1 grude JJeOJJle ~1lt1ng 0 11 t ,c 
organisut10 . H d coiJte t t1 fJ!lt ticip~1tc in 

ns. e asked wl1etl1er it \1/0uld lJe JJOSS1ble to persua e so111e P 
u I>ersonu] ca 1· l • ti , credibility of tl1cse 

pacity \vl11ch \Vould be enorn1oui;ly l1clplt1l in estab ts ,ing ,c 
f Und manage l tl1 t1t Lhe 8Jnk could 

ment organisations The Go\ c r,101 said that \1/tlS ~ornet 1ing 
expJor • I • l e. Re v_,. • nuge111ent not .. 1 eg .. 1 

as not sure 11 ,vas 1nl11bited 1n tl1at respect. It \VUS a ,nu 

.. 
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The Bank could draw to the attention of Age11ts the fact that they should not b h b d 
1ssue. e 1n 1 1te 

by Bank policy from acting in this way. Tt1e Governor thanked and 

Report 00 the Staff Survey 
(Messrs Bean, Tucker and Footman in attendance) 

Mr Footman introduced his paper. He believed tl1at the survey work was good and 11e was 

m tef uJ to Mr NeiJJ for recommending tl1e firm thot undertook it. The Governor said he was 
0 

encouraged to think that by conducting a regular survey on thjs basis the Bank wouJd get a real 

sense of the mood. Sir Jan G1b on srud the Bank should consider do1ng the survey annually 

both for feedback a11d to reassure people that thei1· views were bejng sought. There should not 

be too much concern about the detail because it was the trends that were 1mportanl. He noted 

there \Vere some very good numbers in the survey, for example faith 1n the perf onnance of the 

appraisal system. Tl1e comn1ent that se11ior management were less liked by staff than JUruor 

ones \Yns the reverse of the attitudes he had seen in many other p]aces. Mr Neill also noted the 

importance off eed1ng back the result , which the Bank had done; and the importance of be1ng 

seen to do ometh1ng about the surveys in areas where tl1at was possible. Mrs Powers-Freel1ng 

said that Marks and Spencer clid a very similar survey using BMRB every six months. It'' as 

absolutely transparent because the company wanted those involved to address tl1e issues The 

company incorporated into accountabi lity Largels for 1nanagers some improvement in scores in 

the survey if there appeared to be a proble,n. Dr J u]ius said she agreed \Vtll1 mo t of ,vl,at ,,,as 

said. The divergence between managers and senjor managers ,vns tl1e opposi te nt Bntisl1 

Airways. She was not sure if the results were typical at the Bank but 1t \VOS ,vorth ,,,orking on 

as S1r lan had suggested. Sl1e did not agree with the conclusion in Ll1e cover nore tl,at tl,e 

survey was a baseline for the ft1ture with no need for immediate action. One ore,1 sl,e noted for 

possible action was the response on internal promotion and unotl1er ,vas tl,e queStton about 

strong capable management. She said that one poss1bility nugl1l be an external ie, ,e,v of the 

Process of I · } Id be n1pro,·ecl. se ect1 on of manugers Lo see if tl1ere was 1.1 ,veukness t 1nt cou 1 

Mr Hall d fi d h· t tl1e B·1nk \\'US note the usefulness of 360° up1Jrt11st1ls ,,1,d Mi Foot 111t1n con 11111c t 4.
1 

l 

piloting th. . d 1·1 ,. tl1 ... co1n111ent 
cse witl1 J 8 people. T l1e Gover11or st1ic.l tl1e Bt111k ,voul re Cl:l 

011 
1.: 

lllade. Thee , =- irs Courl tc111bcrs 
xpectut1on was tl1at another survey woL1ld be done 1n t,, 0 ye, 

had suggest d h . . k Id look Jt tl1nt und e t at 1t ,vould be better to do 1 t n,ore of ten nnd tl1e B,1n \ VOU 

also at Whcth 
er there were cross-Bil11k uction points it could pick up. 
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ff d Office Health Centre 
C:essrs Bean, Tucker and Footman in attendance) 

The Governor noted that there were concerns expressed in Court in February about Lhe cost and 

the Bank had looked at them again. Mr Clement1 inLJ·oduced the current proposal, noting that 

Mr Footman had become responsible for PSSD in Apnl . Mr Footman described the paper, 

noted that the Bank had looked at whether it would be eas1er and cheaper to pay for staff to Join 

a gym, ,vh1ch led to a tax liability, and also noted that 85 o/o of the staff surveyed said they 

,vould use an in-house gym. The con ultant had srud that typically in other companies the 

number was 50o/o and at the FSA it was 40o/o. The as umpu on in Lhe paper was 50o/o and that 

hnd been used for the calculat1ons. He drew Court's attention to the 1mportance of the 50% 

usage assum1Jtion and recon1mended on balance thnt the Bank should proceed with the 

investment but noted thnt tl1e usage estimate ,vas a leap off ruth. He confi1111ed 1n response to a 

question by the Governor Lhat a]J the numbers 1n the Court paper were 1n addition to the cost of 

moving the Dentist and the Medical Officer to the same area. 

ln response to a question from MJ· Moms about the subsidy costs of Roehampton. Mr Footman 

said there were a number of ways of approaching thi s: staff prud £35 a year and commercial 

members were prepared to pay £800; alte1~nati vely the deficit at Roehampton made up by the 

Bank \Vas £800,000 and this supported Bank employees and their families and pen ioners, use 

of the facilities. 

Mr Hall said that the Bank was a people bu iness and he fully supported tl,c proposals. ln 

response lo a question, Mr Footn1an said tJ1al the proposed investment \ as not currently in tl1e 

Bank's investment plans but 1f 1t were approved today it could be finished in October 2oo3• He 

also con finned that there was room f 01 a sauna and steam room ,vl1ich '"ere in tl,c propo ed 

budget but the Bank had not decided whet her to 1 nco1·porute tl1ose. Di J ttli u~ 5aid ')lie sup1Jorted 
thc proposal. Tl1c cost was not excessi ve. She 11oted tl1al tl1e 5tud10 pru·t or tlie lucilit) '''1~ Jtl 

Odd sl1ape Jor a b' .. d I ti Bn 1k l1 ·1d been t1nd \vould cro ics classes. Mr Foot111u11 con f 11 n1c t 1t1l 1c 1 ' 

continue lo d d ,e ·y t1n1el) 
consulL users. Mr Bailie suid tl1c JJtO()OStll wt1s 11 good 1 ea tlll ' 

1 

Mr Ne, 11 sa d h I I JJ llC p1 occss tlnd 1 e strongly supported 1t. 1-lis con1JJi\11y l1ud bee11 tl11·oug 1 l 1e 5 

had 1 eamed . I . . , tlic beg11111111g. Ll1ougl1 

a ot. He advised not to n1ake use of tl1e l i.1c1l1ty tree, eve11 ul 

perhaps a dis , ,· g by event. I {15 
count was appropnate in1t1uJly lfe also advised JgainSl p:.i)tn 

437483
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Y 
had achieved 80% usage. A board had been set up including the cl1rurman of the 

compan 

Y 
and that had helped the project to come alive. People were also allowed to use the 

compan 
fuciltl}' at 30y time, which sent a message about trust. But he questioned tl,e proportion of the 

cost allocated to consultancy fees and recommended n tough approacl1 to consultants' charges. 

He aJso said u1at his organisation ran its gym f 01 1,000 people for hnl f the annual running cost 

proposed by the Bank. He recommended that a further look was taken at that issue H.Js 

Company's experience \Vas that it ,va better to buy rather than lure equ1pment. The Governor 

said the Bank \Vould take account of the points mnde and Mr Foot1nan would, he ex peeled, 

\Vant to talk to Mr Neill. 

Matters Reserved to Court 
(Messrs Bean and Tucker in attendance) 

The Governor reminded Members tl,at Matters Reserved to Court was an 1ntemal document 

,vh1ch detruled topics brought to Court 's altenuon. ll ,vas subject to annual revie,v b)' Court. 

and this year, there ,vere no revisions required. 

Court APPROVED the proposal that no revisions be made. 

A Report from the Chairman ot· the Remuneration Con1n1ittee 
(Messrs Bean and 1'ucker in attenda11ce) 

Court APPR OVED botl1 recomn1e11dat1oi1s. 

l'hcrc b • 
eing no otl1er business Coll t1 \Vt1s Ll jJ. 
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l\10NETA 
The I n .8 y ST AB lLITY ISSUES 

n ataon R the rnonthl eport, together ,vilh the econon1ic and 1nonetar) di cu ion, incorporuling 

(t\1essrs B Y MPC Report to Coua·t 
ean a d C 11 lark i11 atte11dL111cc) 

Mr Beu n introd en uced h Is MPC Report to ou It co 1nn1en ting on the I n1.:ni.1u onal econonuc 
v1ronrn :. , 

ent - \Vl1c . LI • devclo i e iere had been sonic ,,eakening - ,ind 111 part iculnr, ssct pnce 

Pments and bl b re,·ised d ' Slerhng' s recent , olall lity. lie udded thJ! the output datu would probn Y e 

---- O\\n tn ll1e . • • • • J hou h second quarter follow111g the sharp !all 111 n1:inufuc1unng output 
111 

unc, 

g that '"as lik , • • , ely 10 have been the result ot' the Jubilee ho1td,1y. l he outlook 
101 

dc,n.i
n

cl, 



83 

in part, depended on the relative strengtl1 of the impact of hjgher house prices on tt1e one hand 

and lower equity prices on the otl1er. Mr Bean a1d the influence of equity price falls was likely 

to be more lagged given their more indirect innuence on current spending. The August 

J,,jlatio,z Report projections reflected tl1e impact of those fall s 1n equity piices and sliowed a 

flatter profile for inflation next year. TJ1e tenor of tl1e Co1nm.ittee' s deliberations liad, as a 

consequence, shifted from d1scussion about tl1e appropriate timing of ru1 interest rate increase to 

a more neutral tone. 

Turning to the markets, 1n Mr Tucker's nb ence, Mr Bean said U1at the main exchange rate 

movements over the past month had jnvolved sterling, especial]y against the euro Yield curves 

had fallen at both tl1e short and long end internationally as expectations of future monetary 

policy had changed. Creclit spreads had generally widened, particularly for sub-investment 

grade bonds. 

Mr Neill reported that the car market l1ad been strong to date 1n August. Forecasts f 01 2002 as a 

,vhole uggested a record year. He srud there had been a shift from used tone\\' cars \\rithin the 

market uch that a 1neasure of total car sales mi ght prov1de a better reflection of consumer 

confidence. Commenting on the issue of how )1igl1er National Insurance Contnbut1ons ( ;JCs) 

might be accommodated by business, he srud the s1tuauon was 1ncons1stent \v1tl1 the 

Chancellor's objective of improving product1 vity. It would necessitate a reduction in l,endcount 

in the rnanufactt1nng sector to transfer resources to tl1e public secto1· where product.iv1tY \Vas 

lower. Firms would not be able to increase prices or pass the bu1·den onto suppliers. Mr elll 

asked 1f more could be done to measure sectoral p1·oductivity performu11ce Mr Benn snid tlie 

ONS \Vere looking at more sophisticated y,1ays of 1neasuring public sector producti\ ity. He did 

not th ink the Bank had a comparative advt1ntage 111 tl11s area. 

Mr Ba.1l1c said it was possible Ll1at lhe impact of h1ghe1 NI s migl1t stLu·t to becon1c n1ore 
a PPa.rent fro O b . f t e 11 He suid pt,ckagi11g 

m cto er as firms started their budget pl i111111ng or ne • ) t 

finns were b • B I Isa 1 eported tl1.1t 1l1ure 
eing pressured by Ju1·ge ret t1i lers to reduce JJrtces. Mr tll ic l

1 

hact been a Ju f 
1 1 l . •encct con1n1c1c1ul 

. rge u Jin TV adve1t1s i11g i11 Se1Jten1l1e1, tl1ot1gl1 t 1a n1
l
1Y 1 

Pos1tion1n al 
,.- g • iead of new contract 11egot1ul1011s 1n Octobe1 • 
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Mr Stretton noted the fall in Scottish GDP in 2002 QI, wl11ch had prompted some concern and 

uncertainty. Fal]ing inward jnvestment - to it lowest level since the early 1990s _ particu]arly 

from the us, was adding to concerns. Commenting on oi l prices, Dr Julius saJd tile lndustry 

beheved there was ample supply even \.Vitl1out Iraqi output . She added that retai l petrol sales in 

the US had been weak over the summer, a possible coi·ncident inilicator or demand. 

Sir Ian Gibson agreed that manufacturing output 1n June l1ad been ctistorted by extended 

holidays. Companies had taken the opportunity to bnng fonvard holidays and also destock. He 

srud confidence amongst US manufacturer had fa ll en quite nouceably W1th1n the automoti\'e 

sector, there had been a marked fall in new design progiammes and designers were being laid 

off. 

Mrs Po\vers-Free]ing said clothing and footwear relai I sales growth had fa11en back 1n August. 

Retrulers were looking closely at all aspects of the wage bill , inclucling staff benefits panJy in 

response to higher NlCs. Dame Sl1eilo McKechnje noted the contrast between consumers' 

confidence in lhe overal l economy and tl1at in their own financial pos1t:1on. Th1s \Vas obviously 

nol sustainab]e. Mr Bean said unemployment prospects were probably centrc1] to confidence 

Sir David Cooksey said he was concen1ed about prospects for manuf nctunng based on the 

experience of a range of smaller companies that he \Vas 1nvolved with. He did not sense 

activity \Vas likely to bounce back quickly. He added that there seemed to be little capttnl 

expenditure being commjtted and further inventory adjustment in some ru·eus 

Ms O,Donovan said she also fe]t the situation was downbeat. Fe\V ne,v contracts ,vcrc con1ii,g 

forward in the gas and power generation sectors, lT services \Vere experiencing rene\\Cd 

\veakness and US commercial building acti vity ,vas also weakening. She said it ,va~ o{ concci,i 

that there w . . . 1 , t) t n11• gl1t be ex1Jected to ere no signs of increased spend1ng 1n 'eo1·ly eye e areas 13 

lead to a wider recovery. Ms O'Donovan added that producti vi ty gu1ns could be ncl,,e,ed 111 

waysott1erth ll I ·t•i funi11 ing1111cljol1 
an reducing numbers employed. for exn111ple 1roL1g 1 s a 

respeci fication. 
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[NANCIAL STABILITY ISSUES 
F ta·c developments and international issues 
oomes . {Messrs Bean and Clark 1n attendance) 

Mr Clark highJighted some recent issues, ref errjng Lo his note to Court. First, the reeovery in 

the equity market had relieved some of tl,e pres ures facing the 1nsurance sector. A number of 

strUclural i sues remained to be conside1-ed, including tl,e design of regulatory tests for 

insurance companies, \Vhich the FSA ,vu considering. 

Second, the pos1t1on in Brazil had deten oraled. Underlying the pobuca] s1Luallon, there ,.,,as a 

deeper problem regarding the structure of Brazili an debt and 1ts sensitivity to shon-Le1m 

exchange rate and interest rate movements. T he IMF had agreed to further lending to Brazi l, 

equ1vnlenl to about 900o/o of Brazj]' s IMF quota. ln1Llnll y, the announcement had reduced 

Brazihan spreads but that p1·oved short-Ji ved. l n terms of UK banlcs' exposures to Braz.tl, these 

\Vere greater than those to Argenlina but would not 1n themselves prese11t a senous problem. 

US and Spani h banks were e posed to a J arger degree. 

Thtrd, Mr Clark discussed the revie\v being undertaken by Derek I-Iiggs concerning corporate 

go\'emance and the parallel exerc1 es on account1ng. He said an 1ntenm report fron1 rl1e 

Co-ordinating Group on Audit and Account 1ng ]ssues had been encourag1ngly n1ea ured, for 

example in its npp1·oach in relation to auditor independence and the role of audit commJttees. 

Fourth, Mr Clark reported tl1a1 the Continuous Link Settlement project - repot led previou~l) to 

Court - was now close to compJetion. lt wns ]1 kely to be launched in early or mid- eptember 

The proJect aimed to improve the security of foreign exchange settlen1ent by reducing intltl-d~l) 

exposures t . • 0 counterpart.Jes - known as ''Herstattt' 11sk. 

MsO'Do • t· du•d" '''~lS novan said she sensed that tl1e panic over corporate accountings ,ln ~ ~ 
subsiding Sh . "' u d UK ,1ppro~1ches 

• e felt tl1ere wns a need to stress tl1e d1f fcrences bet,vecn at) 

to their 'gen · JI >d tl1ttt 11l t111s to int1 oduce 
era Y agreed account111g practices' (GAAP). Sl1c ulso note 

Fils l • 7hadbe ,. ·1r It s li r111'i ,, ere t,1c1ng 
en JfOZen . M s O' D011ovun t1lso referred to tl1e d1 tcti te 

\\'hen b • • I • 0 laining liability insurance Pren11un1s l1ttd 11 scn dran1Jt1cully Tl,ere ,vci~e ~
11111 

ui 
issues . with ins . . SI aid sl1e \\ 41:, tll!)O 
, urance to cover pe1·1·011nuncc bonds lor co11tructs. ,es 
concerned about h . h ~ fi ,uncial ysten1, gi ,•en Ll1ul 

t e impact rating agenc1e~ appcn1e<l to l1a\ e on l ~ 11 
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there \vere only two major fi1n1s globally and there was littJe transparency about therr activities 

and governance. 

Sir David Cooksey said there was a need to emphasi se nationally the posit1ve attnbutes of UK 

accountancy practices yet the accountancy bod1es were largely discredited. Tile destabilising 

effect on the market could cont1nue without some cl1eck to the negative tones of the current 

debates. The Governor said he was confident that the differences between US and UK 

accounung and governance standards were beg1nning to be apprec1ated as people thougl1t about 

Lhe realities. In this sense, he felt the problem would prov1de 1ts own solution Ms O'Donovan 

said 1t was significant that tJ1e major corporate fru lures 1n the US ,vere new companies 1nvol\ed 

,n ne\v ~vnys of working and technologies but without equivalent accounting and governance 

frameworks. 

rt1ARKET OPERATIONS ISSUES 
Current Issues 
(rvfcssrs Bean and Clark in attendance) 

In Mr Tucker's absence, the Governor noted there were no issues to report th1s month. 

EXECUTIVE REPORT 
(Messrs Bean and Clark in attendance) 

This be1ng his last attendance at Court, M1· len1enti took the opportunity to briefly revie\V Llle 

main management issues that would be ha11ded over to his successor. First, tl,e outcon,e of tlie 

Benefi tSelect employment tnbunal \Vas ti ll outstand1ng but was imminent. l·Ie believed the 

benefits system 1tself was now well ancl1ored and accepted by Bank stnff. 

Second th B , d -- t lnretely of l·Iead 01 lice • e ank s property po11fol10 l1ad now been sl1mme to consts ~ e 

and Bank Bui I dings. Tl1e Head Office ref u1 b1sl1ment f)l oJcct ,,•ot1ld be com1Jlctcd b}' EaSfer 

2003. The B k d ~ • tl1. c·t11 \, purl of nc,t 
an would need to consider 01,t1ons for Bu11k Bu1l 111gs in c ' J 

Year. Tl11rd M.r C l ~ B k's i1sk l111d control 
' lement1 com r11entcd on ll1e ,vork to 11nprove t 1c 311 

systerns. N . .. l u(l bee11 in1p1 O\<Cd. 
ew checks and balances were In 1Jlt1ce ,111d rc1Jort t11 g sySleni~ 1 

The Bank's m· , 1 . b ·lSt~ ' " t t \ l1nu11ciul anagement accounts \Vere now con1p1led 011 t 1e ~u111e ' .. 

accounts lie . • rOJCCl~ linked to tl1e 
1' • said work on ri sk asses~n1e11t \Vas continuing. T,vo or1go,ng P 

Urnbut} exe . ,. . ,d pre autio11s 
rcise needed progress1ng - work on business cont1r1gencic1:> JI 
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. g 
10 

the Bank's IT firewall . In addition, the work to develop strrught through • rclaun - processing 

in the Bank's banking and market services was ongoing. Thjs would reduce operating risks. A 

great deal of progress had been made, thougl1 tl1ere was a great deal more to be done .. 

The fourth area rughJjghted by Mr Clementi was tl1e Roel1ampton si te. The strategic aim for the 

Bank had been to extract more value from the sports facility Discussions w1th the LTA had 

been on and off over a prolonged period but more recentJy progress had been made f ollo\ving 

lhe involvement of the All England Club (W1mbledon). Mr C]ementi said a pnce of £9 million 

had been agreed witl1 the LTA for a part of the Roel1runpton site. The deal was finalised subject 

to t\VO caveats. First, the LTA understandably wanted to ensure Lhat planrung pe11Illss1on to 

develop the s1te could be obtained. Second, dealing with the LTA \Vas problematic. and the 

deal could be upset at this late stage. 

Fifth, Mr Clementj outlined the pos1t1on ,vith the Registrar's Depanment in Gloucester A 

\vork1ng party led by HM Treasury wa look.Ing al how the gilts registration process could be 

re-engineered and \Vhat practically needed to be done. In the intenm, th1s presented a difficult 

management issue given that staff were fully aware of developments. The Bank \Vas 

considering a loyaJty bonus scheme for staff 1n Gloucester. The s1x tl1 area was the Pnnting 

Wor~. Mr Clementi noted that the Bank was resumJng the issuance of the ne\v ·EJiznbeth Fry' 

£S note f ram today. Options for the Printing Works - previously discussed ,vitl1 Court - \\'ere 

unciercons1deration. In tl1e event of choosing to sell the operat1on, t,vo or tl1ree quality bids 

\Vere likely. Mr Clementi sa1d it was not st.ra1ghtforward to compru·e opt1ons on 3 coSt basis 

given the differing treatment of personnel costs in each scenano. In the meantime tl,ere ,vu 

understandably a degree of uncertainty in the Debden workforce. 

Finally, Mr Clementi noted that tl1e BCCT trial hnd been rescl1eduled to October 2oo3• He ~(lid 

he expected th • i h l . 11c ,, "1~ co11cen1ed e costs associated \Vith the lnal to be ongoing unt1 t ts 1111e. 
about the r dd dd d l t l ,, JS a ed stra1n this delay would place on Bt1nk ,vit11esses. I-let\ e l lU 

1 

rcrnarkal)lc th· l rr· nted to l1tlU still t10l 
at t 1e legal issue of wl1at misfeuso11cc 111 pul">ltc o 1ce nmou 

been. d 
a equatel y denned. 

Mr Clementi e d . • ven by our:t for tl1c 
B 

n ed by saying tl1al he was very !rrutei ul f 01 tl1e sup pot l gt 
ank• c 

~ s Work on lh ~ . . D ty Governor ese management issues during 111s 11n1e as epu 
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Mr Stretton suggested that the i ssue of the Pension Fund's investment strategy mJght also he a 

subject that Mr Clementi ' s successo.r could be alerted to. The Trustees would \Ve]come input. 

Mr Clementi said Mr Smout was preparing a paper 011 risks and tolerances for the Fund. This 

,vould be brought before Court, possjbly in the Autumn. 

On behalf of the non-executive Directors, Sir D avid Cooksey thanked Mr Clementi for his 

conLJ1but1on. He said Mr Clementi had brought a refreshjng management approach to the Bank 

alongside a respect for 1ts culture and b·ad1tions. 

The Governor expressed his thank and gratitude on bel1alf of the whole of Court for 

Mr Clementi 's \Vork during the past five years. 

The NEDs' dinner planned for early autumn l1ad been postponed and a winter date was now 

being explored. He added that l11e quest1on of succession was not resolved. Consequenl1y, the 

Bank ,vas considenng plan to cover any period before a successor was able to take up the post. 

lhough those plans \vould depend on the length of the prospecave gap. 

MANAGEMENT OF THE BANK 
CCBS Annual Report 
(Messrs Bean and Clark and Professor Sinclair in attendance) 

Professo s· I • • r inc air introduced hjs paper to Court . He outlined the Centre's vru1ous t1ct1\ 1t1es, 

BS was increasing tl1e number of advisors both 1n L ct on on and abroad. I-le noted that ll1e C 

covenng lechn1caJ aspects of moneta1)' pol icy dec1sion malong, including econon,etncs ao<l 

forecaSLJng. He also noted the 1 ncrease in the number of '1 eg1onal' e,·e11ts 111 dJffercnt IJt\rt , of 

thc World. Particularly East and Soutl1 Asiu and Lat 1n A1ne11cu. Links \Vttl, Ioclio llt\d been 

gTeut]y l l increased thougl1 the 1·elationsl1ip w1th Russia required fu11l1e1 de, e opi,,en • 

Ms O'D t otl1er centrul 
onovan asked if the CCBS w,1s tl1e only ft1c1l1 ty JJ1oviding SltCll sei ,,ices 

0 

banks. Prof e . t ·"s Tl1c Bu11(lesl,a11k 
ssor Sinclair said n nun1ber of central bu11ks l1:.1d trru 111ng ccn 1~ • 

had. u large ce , . > 1·11e Bat1qu~ de 
'-' ntre though 1 ts focus \Vas [JUI Lic t1 l t1rl )' 011 st1pe1 v1 son i sSltes 
rran • ce, Fed I b' I t , l11sL1tute (l ·Sl) 111 
B cr&1 Reserve Bank of Ne\\' Y 0 1 k, JM]~ und tl1c Pina11c1Jl St~l 

1 1 
) 

ase1 a • 1
4 

tl1 ~ , mong th B • t ,,fus 11,e u101 o l: 0 ers, a)J provided t1·ain1ng to otl1eJ· ce11u al banks ut 1 
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developments. 

89 

oame Sheila McKechnie asked about the cost of the CCBS. Professor Sinclair swd totaJ 

expenditure in 2001/2 was £1.3 mi]ljon (£1 .15 m1llio11 net after income). Around £850,000 was 

devoted to staff expenditure. This dld not include U1e cost or the time spent by other staff in the 

Bank \Vho contributed extensively to the Centre' speaking programmes 1n London, nor the 

nouonal co t of space. 

Dr Julius srud the activities of the CCBS were beneficial and also prov1ded sp1n-off benefits in 

tenns of the development of Bank sta ff who contnbuted to CCBS courses. She srud there was a 

question about the appropriate size of the CCBS relat1ve to demand and what other central 

banks ,vere offering. She asked if further expansion could be funded by the Department for 

lntemat1onaJ Development (DFID). 

Professor Sinclair said there was exces demand for places on CCBS courses Th1s \vas 

managed 1n a variety of ,vays lo ensure applicants ,vere well suited to courses. Add1t1onall)', 

exun resources allocated to econometncs within CCBS would enable more den1and to be met 

in this area of work. In relation to DFID, Professor S1ncJa.tr said more money l1ad been 

allocated but was largely accounted for by new actj vit1es and programmes. in particular tl1e 

FIRST initiative, wruch would tend to usurp existing monies. Indeed, the CCB had JUSl been 

laid that some fundjng was to be withdrawn. CCBS would be giv1ng furtl1er cons1derat1on a~ to 

how b bl • 11 might access DFID>s resources. Professor Sincln11· also said that it might c possi e tn 

Lhe future lo increase the amount of work unde11aken witl1 the FSA. notabl)' on is~ues al 
111e 

• 

interface b t e ween supervisory and systerruc issues. 

The Governor noted that tl11s would be tl1e last occns1on Prolessor Sinclti.ir rcpoited to outt 

Whose contract ended in November. The Governor thanked l1in1 for 111s contribt1t1011, \\'l1icl1 l1ud 
elevated lh . d ~ • t' 011 ·1·11c 

e Slandurd of the CCBS and f oct1scd I l on l1igl1 level assistance tln tnSll uc 
1 

• 

Goven1or adcJ d 
1 

. ,. ,f • B tcJCI o ror111er 
e t 1at ll1e Bank was in 11egot1ali o11 ,v1ll1 J)rofessor 1v10110 • 

Governor of th C . ,. . Director of tl1e CCBS 
.--,1.. e entral Bank of tl1e Argenl111e Rcpt1bl1c, to ta.k~ ovet "1s 
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seaJing Bean and Clark in attendance) 
(Messrs 
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The Governor reminded Members that under the terrns of reference of tJ1e Sealing Committee, 

the authorisation of all orders, resolutions a11d transactions of tl1e Con1mittee were recorded in a 

book \Vhich \VOS produced at Court twice-yearly for inspection. He invited interested parties to 

view the book, which Mr Wardlow had to hand. 

There being no other business Court \vas up. 

, 
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or note tl1at Sir Andrew Large l1ad bee11 a1Jpo1nled as succe sor to Du, ,d Clementi The Go ve111 d 

Even 1f the d I • • e ay tn the appo1ntment had been regre' table tl1e fuel of il l1ud been ex tren,~l} ,,ell 

received and I b • k ' ie el1eved Sir Andre\v would do i1n eAcellenl JOb. 1-Ie ,vot1ld JOtn tl1e B~in on 

23 September t fi b 1 t=. b , 11 s co,, 11mat1on hea11ng al tl1e Treastir) 01nn11ttee ,, ould c 0 11 -
1 

c1>ten, er 

and he would . attend the WashingLon Annual Meetings of the IMl: and the \Vorld Bunk 
0
'~

1 th
e 

folio • \v1ng \Veekend. H e \Vould be present i11 l1is off ice t ron1 2 October. 

1'he M· 
111utcs ot ti I 1c Court of 21 At1gu st , l1uv1ng lJct~11 t 1rcL1l t1tcd, ,vcrc ~•1)1110'cc . 

-
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~·tONETARY STABILITY IS~UES. . . 
The economic and mo~etary d1scuss_1on, 1ncorporat1ng the n1onthly MPC Report to Court 

d. eluding international economic developments. ;~:rs Clark and Bailey together with Ms Bell in attendance) 

In introducing tl1e MPC Report to Courl, Mr l(jng noted developments in RPIX innatton and 

also the fall in share prices wtuch \Vas the biggest development since lhe last ourt meeling. 

He noted that tl1e Monetary Pol1cy Comm1ltec u11 expected a gradual recovery. A key 

development wa that expectation off uture hort interest rates l1ad fall en back sharply, b)' half 

3 
percent, since the Spring and there had been a n1onetat)' pol1cy response to the change 1n the 

outlook Not only had Ll1e forecast cl1anged, but the interest rate paths the markets expected the 

Bank 10 follo\v had cl1anged s1nce the Spring. Falls in equ1ty prices had brought the forecast 

more 11110 line with tl1e target. The potenti al rise 1n interest rates that had been implied\\ as no 

longer cen to be necessary. Mr King noted tl1at tl,e MPC Wt\S struting to see mixed s1gnals 

about the future pace of co11sumption growth, and a maJor question was the pace at \.\l11ch it 

,vould lo,v. l-Ie noted the first i gns of a slo\vdo\Vn in the very rapid rate of house pnce 

inflation, and 1n due course he believed the 12 mo11lh rate would come do\vn as \\ell . 

Manufactunng output had rebounded in JuJy, 1mply1ng a sw1tch of producuon from June, the 

month of lhe Jubilee celebrnuons. Tl,e MPC's vie\v was that underl}tng manufactw1ng output 

haci been broadly nat since tJ1e Spring, perl1ap ns1ng sl1ght.Jy. Mr l(Jng noted tl,at tt,e ,ote .it 

the previou meeting had been unanimous, but tl1ere were clearly many uncertaint1es He 

\Vould value Court' advice on two matlers in particular: the speed of anv slo,ving of 

consumption and the quesLion of the weakness of demnnd in the euro oren. 

Mr Bailey introduced his paper on inlet-national econo1n1c deve)opmeiits. 

Sir lan Gibson noted that In the US aulomot1 ve i ndustt y tl1e biggest 1nc1 C,lse 113d been t\t 

GencrJI Mot . . • 1 re ') ' sioni(ict1nl 
d' ors, which had been doing very well rn volun1e teJT11s, '' JI 1 

' 
1 0 

tscount111g Th 11 ... onlp 1r1, , \Vtl l1l111ost ouL 
• ut wns pay1 ng off in inc1·eased p1 oduct1on, bect1use 1c c ~ ., 

of stock G b t ti e 111tlt1st1) beli vctl 
• eneral Motors clu1med 1t \Vtl~ gi1i 11 ing 1nc:1c111cn tt1l lJU5I11es<, ll 

1 

tl ,vu I st 1~ result i l I E ro11c totul s~1lcs ,vcre 
• OJ u11derpricing t1 11d wus not u ge11erttl g 10\\' l, 11 u 

forecast to fall 4 '" ' l r ,,,estern Et11<Jf'C 
.?o/o but takJ11g out tl1c g 10\\.Ll110 ll1e UK 111urkct ll,e 1~s O 

• 

could be down b • > t· lki110 ubottl l1t1,•111g 
.-,.~ Y as much as 6'!b. Sorne Gern1an ,nanu [JJ.;turen, were '1 

<> 

c d the bo . tet fvlJ.t'k'-'ts , .. ere 
ttom and bc111g able to ~tabil t".IC pro<luct1on 1n tl1c ne\ t quJJ • 
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declining in Italy and Spain . There ,vas no optimism about next year. Mr Neill said that ,n 

August the UK market had the hjghe t ever import peneLrat1on, ,vith 80o/o of al] cars sold 

unported, thougl1 it was not a big monll1 for ale • The market was up J 3o/o. Fjgures so far for 

September, 3 big snles month, were l 5o/o do,vn compared \¥ilh last year and 21 o/o down 10 tlie 

private sector. The industry thougl1t Ll1e out-tum \vould be a f au of a couple percent. The 

feeltng was tl1at next year \¥ould not be a good us t l1is, which l1ad been better u,an expected. A 

couple of manufacturers were now tl1i nk.i ng of reducing J)roduction capacity The1 e ,vere 

tart ing to be ign of a slowing of confidence. ln te1 ins of overall business confidence, rnosl 

people ,vere worned, and the stock market s1 tuotion was pretty depressing. UK pnce earnings 

ratio were ,vei l above hJstoric average , and companjes that had had pension fund holidays 

\vcre f1nd1ng tl1nl they were over, and that wn going to hit profits1 at the same ume as national 

insurance incrcu e . There wouJd be a lot of pressures on company cosLs 

Mr 1-lnl l noted Ll1at on tl recent vjsit to Chinn he l1ad ga1ned the impression that big companies 

,vere gro,v1ng at a very rapid pace \Vh1cl1 supported suggest1011s that the Cl11nese econom} \\ as 

gro,,1ng by at lea t 7% a year. He noted the range of opportunities available 1n Cl1inn, 

including tt1e 1nob1le telepl,one business. He supported the first opt1on in the cons1derat1on of 

China in Mr Baj ley' paper. Mr Bru ue agreed ,vith Mr Neil I on costs, part1cu]arly national 

insurance, and noted that i l was now tl1e time 1 n ,vh1cl1 company budgets were being dfU\\'n up 

CosL savtngs were going to be implemented, and the figure that \VouJd be coming out ,,ould 

not be particular] y .Pleasant. 1 n Nortt,em Ireland, tl,e consumer \Vas st 111 a good ne\\ s Slory but 

thcre \Vas also evidence of a slowdown. BT hod sai d that the number of pl1ot1e calls lioci ft,llen 

for the fi t t· • rs 1me and energy consumption was do\vn. He noted Mr Ki11g's , 1s1t tl1e prcv1ot1~ 

\veek lo Nonhem lreland. 

Ms Blow l d h b t Jubli no c er conce1T1s aboul unemployment. lr1 the lT 111arket tl1ere ,,·n'i a Ul)) ,tn I 

sector but d I b • • to l1itc tl1c bttllet u ec ine 1n the private sector. Service con1}Jt1n1es \Vc1e eginn111g 

u11d there would be more redunda11cies to con1e. M., 0 , D011ovt1n co1n111c11ted tl1 ttt tl1crr ,,,u no 
I' Ink between h . . , I t <lt<l 1101 c,e11 rcud 

1stor1c accounts and nsset vt1lut1L1 on~ ur1d n,osl equal)' ,111 ~l ys 
cornpuny . l1e 411 o tttlded 
th I epor(s and uccou n ts ahead or thc1 r eq u tty bu yr ng I eco m n1endali 011 

~-

at tt \\'as "'' • 'd I o111p·1111cs to(letl1er, 
be rong to add ant1lysts' expe~tt1l1011s ol tl1e g10,vtl1 of 111d1v1 ttu c ' 

0 

cause each , ~,. ·ned ,, ould be '"1ble 
co,,,pany l1ud 1n,,estors \\ l10 l'>cl1e,1cd tl1ttl Ll1c con1pt111) conLel 

• b addition· I I . k ng bets on ,,•l1icl1 
a market share. A ,1eruges were d11 ve11 by peop e ma 1 
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companies \Vould succeed in \\rinn1ng tt1at extra hw·e. Mrs Francis said that, if ne\vspaper 

advertisements were a good indication of busines co11f1dence, they had been shrinkJng at 

broadsheet most of this year, but in the mo t recent weeks at the Fjnancial Times and one or 

t,vo others tl,ey t,ad completely col lap ed. Sir Jol111 Bond said that HSBC would have lo add 

9
o/o 

10 
it.s salary btll in national insurance cont11IJution ar1d pe11s1on payments, quite apart from 

any pay nses. The counterpart was that someo11e' s 111come would go down. 1-fe aJso 

commented that 1f acqu1s1tions were bipped out from some well kno\.vn large companies it 

,vould be found that far from out-perf orm1ng they ,vould be grow1ng al tl1e nominal rate of the 

economy as a wl1ole. A ea change was required in investor expectations This had not been 

priced 1n by tl1e markets. 

Sir David Cooksey noted that lie had been sho,vn data on the clothing retail trade 1n reGent days. 

A huge overhang ea1·l1er in ll1e year l1nd been sl11 fted by massive discounting. But ne\V season 

sales ,vere 15-20o/o down compared ,vith last yeru·. Real1ty was coming back into the5e markets 

and 1l ,va li ke ly that con umer expenditure would drop. Tl1e buying earl1er 1n the )'ear\\ Js all 

to do ,v,th stockclearing, not new ales. Mr ei ]l noted the effect of interest rate changes on 

pen ion fund valuation , wt,ere defici ts increased every ti1nc rates dropped lf interest rates 

rose ome of tl1e e deficits would reduce. Mr K ing said tl1at Sir John Bond l1ad identified one 

of the MPC's major do,vns1de ri sks, wh1ch \Vas e.quity values. ln response to Ms Blo,,', 

Mr King aid he had not referred in l1is own remarks to the labour market and unemplo)rrncnt 

becau e they had been unchanged montl1 by montl1 for n1osl of tl11s year. Uneinplo)'ment ,va5 

broadly Oat ,vl1ilc last Spring tl1e MPC 11 0.d expected an 1ncret1se by no\.v. But l,e noted lllat tlle 

labour rnarkets statistics did conceal a s,vi tel1 from pr1 vule Lo public sec tot en,ploy,,,enl '-'l l1icli 

,vas likely lo continue. An interesting number wl11ch ,vould appear over tJ,e ne\t ii,ontli \\' tls 

lhe ne,v census. This would take account of in1m1 grants, and it might be tl,aL tlie 11u111L1e1
~ \\'eie 

different f rorn tl1ose which had been ex JJectcd. 1 Je noted Ll1nl on hts ortl1cn1 l rell1nd \ 1-,1t lie 

had spoken 10 two employers who had had d1ff1cu lty 10 1ec1uiting and bolll had f oull<l tnff in 
Easten1 Eu .. , .. f ti , lobotir 111t1rket 

rap!.!. T l1e Bank would very rnt1cl1 Vi.lltie Cot1rt s ,ts es~111ent O ,c 
ove th • r enexttl . . ~stotl1c1nc1tascs1n 11cc to four 111ontl1s us fi1111s stn1 tcd to pl t1n tl1c1r 1es1Jon~c 
nattonul • 

insurance co,1t11 bt1l1ons. 
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NANCIAL ST ABILITY ISSUES 
:mestic developments and international issues 
(r.tr Clark in attendance) 

Mr Clark reported on financial stabi]1 ty issue o set out In t11s bullet IJOi nt note for Court He 

ulso noted th,it the IMF annual mect1ngs, 1n additi on lo tack.Jing a number of the issues he had 

n,enuoned, would also look at acces to IMF resources. 

s,r John B011d asked \Vhether Mr Clark could rru se on rus v1s1t to Wasl11ngton Lhe issue of lhe 

Sarbanes-Oxley Act. A ll the top management of HSBC were having to go to other banks for 

their per onal loans and these issues affected anyone wi th US listed secunues. Most US banks 

10s1 ted lhat tt1c1r stuff banked outside their o,vn banks. HSBC took exactly the opposite vie\v, 

\Vhich \Vas tt1at it wanted to know what its staff were doing w1tl1 their money Mr Clark noted 

that the issue l1ad been discussed at the Financial Stab1l1ty Forum. Sjr Howard Davies srud he 

recognised tl1e concerns. The SEC's private line was apologetic about some of the issues 

involved. lt cl:11 n1ed, sligt1tly on the opti m1stjc s1 dc, that there would be some exempt1ons 1n 

the Act f o, certrun provisions reJaled to overseas companies bul these ,vould not be 1n the gift 

or the SEC but of a publ1c oversight board that would be set up. It was n little difficult to 

pursue negol1 at1 on on the i ssue because tl1ere \Vasn ' t anyo11e to pursue then1 ,vith at tl11 

moment. The FSA ,vould be taking i t up at tt,e IMF meehngs. The Govemo1· noted tJ,at 

reactive legt lat1on had i t.s dangers. 

'fhe Ba 11k And The Euro 
~1essrs Clark and Allen in attendance) 

The Gov . . b , t t ,t 11 1 

ernot noted that the Bank would be bringing forward to a su seque11 our 111el: 1 0 

the paper on the 1mpl1cat1ons for tl1e Bnnk of tl,e euro, going f or,,,ard. 1t Allen iiitroduced hi 

paper. ln response to a quest ion from Mrs Francis aboL1t t10\v real1st1c tile 24-10 nioritlis period 

\\'' M 
c.1S , r Al len said that the Bank did not l1nvc n v1c\V Itself but ,, n5 sponsoring ,l deb,ttc. It \\ rus 

not for the B· k 1 . . s, tl1e fit L ,,,ave or 
an Lo say \¥hat the Gove11111,ent 110s1 t1011 sl1ou Id be n '-1 sen c, --

countries hud . I , I ccli ,,c \\' tl tu J0111 
much longer lo pre11urc bect1usc 1t \ t\S cleur tl1nl tl1e1 r 110 icy t) )J 

the eu • • • l 
ro. l·Jo,vever, it wus tl,c case tl1 t1 l so 111c ,,,c 1e 11ot cc11t1in tl1 t1t tl1ey ,vcre r0111r to JOln uiiti 

May 1998 sl1 . I ~ I ·t notice 1~1,e Go\ emor 
'· 01 t Y bet ore tl1e curo \Vas i 11t1 oduccc..l, ,, l11cl1 \Vll '; t1u1te s 101 

noted th 1 at tt,c1e • 1 •ly 1otcs und l.01115 • l ,e 
lJI( \vas a sense that 1n so111c us1JeLtS ol Joining, paJ·t1cu 31 1 

---- could r11ov . . J It: nt1tcd tl1:1l '' 1tt1 
e mo1e rapidl y, based on eApe1·1ence ,, 1tl11n tt,e eu1ozone 
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regard 
10 

the timetable, the Bank had stood very firmly on its statement of minimum and 

maximum times. 1n response to a que t1on from Mr I-Jail about managing the transition in Lhe 

public sector, Mr Allen said that the Trea ury was very concerned tl1at a lot of the issues ,vere 

,vithtn the public sector as \Veil a w1Lhin the p11vate sector. ln principle tl,ey had certa,nly 

covered these 1ssues. Ms O'Donovan, 11ol1ng tl1al tl1e five tests were the sole responsibility of 

the Treasury, asked whell1er other countrie had 1nvolvetl their cenu·aJ banks. Mr AJlen noted 

thul the central bank of Sweden and Denmark had for a long Lime been in favour of entry bul 

Mr K.Jng noted tl1at other countries did 11ot have the fi ve tests. Mr Allen srud that the Bank of 

England ,vas not takJ11g a pos1t1on 

EXECUTIVE REPORT 
(Messrs Clark, Footn1an and Smout i11 attendance) 

The Governor noted ll1,1t it was proposed to ap1)oint Clru·e Brady as the new internal Audltor. 

Mr K.Jng and M O'Donovan as well ns the Governor had spoken to her. She hnd had o very 

extensive background in commercial audit with First National Bank of Cl11cogo, Republic 

ational Bank of ew York, a hort period \Vith 11 B and then a move to Barc]ays Cupital 

,vhere she \Va head of internal at1dit . The Governor believed that she \Vould bcing external 

input to the Bank audit which 1l had not had before. ~1s O'Donovan said st1c l1ad a perfect 

co,nbinat1or1 of style and cl,aracter as well as a l1 fet1me grounding in bnnl-Jng Court \\'OS 

contenl. 

Turning to the employment tnbunal , Mr FooL111an noted tl,at tl1e Bank l1ad won on all count~ 

He said that the Union c )a1m tl1nl the Bank l1ad failed to consult, ,vl1en il lind u plnn in,,olvtng 

more lbat 20 redundancies, had been reJected. Tl1e T11 buno1 decided tliat tlie Bunk 11Jd 
11e,,cr 

intended to d1sm1ss more than 20 people and had only decided on dismissal "hen the nun1bcrs 
• 

\Vere dO\\'n to 12. It had also decided that even If tl1at purt1cL1lur pro\ 1s1on of cn,1Jlo) n,cnt tu,,i 

had apph >d h t '' --1 t 111·1nl • e ' t e Ba11k l1ad consulted adequately Tur11i11g to tl1e 31 ,.,,,11tle 
01111 c "

1 
.. , 

Mr r· ·ootrnun su1d that tl1e T1ibt1nul l1t1d decided tl1erc \V,\S no ICJ)Udiut1011 ol co11tri1cts i11,d tl1e 

Bunk h d ad not th , . . . . , 1 y ,cs ,vtio 11 .. l<l cl,l1111c 
reute11cd d1sm1ssnl. Tt1111111g to t11e sc,1c11 fo11ne1 c 111P O 

c 

unr u,, <l1~n1i ss· I M I B tik 11·,d a sul')stt1ntiul 
'· u ' r Pool1nan 11oted tJ1,ll tl1c T11l1t111 .. 1l . ..1ccc1Jled ll1t\l tie J " ~ 

~a, n .. on for dis . , . 1 • I l ' lU bu~1ncs!'l bene tls, 
h missal - the introduction or tl1c nc,v l)encl1t ~cl1c1ne - \\ 11c 

1 1
" 

nd been pro 
1 

• 1 • r I n1:.tti o 11 an(l 
~"t---. co per Y ncgot1uted, and ,,1u5 a~co111p,1n1ed b} u \ ery substantt tt ,n ° 

nsultut1on exe . ' . o11 tl1al tl1c1c.:: \\ l!l l" ,10 
rcise. The Tnbunul l1ud also a~ccptcd 1l1e B .. 1nk ::> a seilt 



97 

clear losers from Be1zefttSelect whicl1 \Vas i111ply providing the benef1ts in a different way with 

• te compensation 1n the f 01m of lump sums. 1:.ie noted tt1at there was in the 90 paoe 
adequa o 

document criticism of some of the Bunk' commun1cat1ons effort and the suggestion that the 

Bank had not succeeded in persuading enough of the recalcitrant employees to sign up r or 

BenefitSelect. These cnt1cisms were mjtigated by other pruts of tl1e re1)ort. prrusing the Bank's 

effort to commun1cate. There were also sl,urp cri ticisms 1n the Report of Unifi and of some of 

the Claimant . Mr Footman said that the T,ibunal clearly took the view that the seven had not 

been prepared to listen and had f 0 1 rned a settled vie\v rigl1t from the beginning, and that their 

minds were closed. The Governor noted the Un1 f1 staff notice, \Vh1ch had got into the press. 

J1e srud the Bank had been very careful not lo react. and was taking tl1e line that 1t was a sad 

even! and a line hould be dra,vn under it, and the Bank and its staff sl1ouJd move on. The 

Report of the Tnbunol had been made available to staff, and a number had seen it It was 

available lo any Members of Court wl1 0 would l ike lo see it. Mr Nei11 srud 1t v1nd1cated tt1e 

Bank ' po it1on, und it was 1ight to take n fim1 decision nnd pursue 1l strongly. It was an 

excellent outcome and a credit lo Mr Footman wt1om he congratulated. The Go\ emor 

commented that 1t gave him a glimmer of opt1mJsm about the Bnush legal system. 

Turning 1 1 
I l d progress 

t) 1 i e Sports Club, M1 S 11,ou l 11otcd l l1Jt Court l1ucl l1et11d lttSl rnoiil l 
O goo 

1n an• t n ung111g a I I I 'n Tc11ni5 t\ ~soc1 .. t to 
. ong lc rn1 lease of [)ill t of tl1c Rocl1t11111)to11 s1 te to t ie .. U\\ 
illld the All Et I I . d bec11 ulcrtcd to c,,,o 
• ig and Lu,, n Tenni s Ground Corl1JJ:.tn)' lor £9 11111 . Court 13 

11sk : • • l s. The th . . , d tl1cre \\' tts tl t t k t 1:.it 
fUSt \Vas tl1ut the lca'-le was subject to tJlann1ng 11erm1s~100 an 
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such issues might be used to renegotiate the p1ice later. Nevertheless, professional advice 

suggested ,ve might do better if we tarted from a pnce of £9m11. The second nsk \vas the 

approval procedure of the LTA, which had more than 100 Counci l members. They were 

meeung 
00 

26 September. There mu t be a good cl1ance ll1at the proposals \vould be approved 

becou e they had been approved by tl1e LTA Board Nevertl1eless there rnighl be soine nsk that 

some member of tl1e Council, \Vho came f1·om all over Ll1e UK, would see a stte so close to 

\Vtmbledon a not appropriate. 

Mr Smout introduced his note on recent developments and next steps at the P11ntjng Works. 

He noted that a provisional date of ovember had been set for the matte1 to come back to 

Court Mr Neill asked whether the Bank had cons1dered tl1e issue of protection 1f the successful 

bidder fu1led a a corporation. Mr Smout said tl1al the Bank's lawyers were g1v1ng qui te a lot of 

thought to tl1ol sort of issue. There had been suggestions that in such an eventuality the 

business should be put back into Ba11 k O\Vnershi p, but that was not a particularly attractr\.<e 

option. The que tion would be ]ooked al carefully. Tl1e difficulty was that the Bank had an 

1ntere t 1n cont1nued upply ratl1er than, for instance, i11 taking collatera] or rece1ving payment 

up front The Governor sa1d tl1e Bank \.\,ould come back Lo that quest1on with a lot of othc~ 

,vhcn there had been f unJ1er exploration of tl1e opt ions. Sir Ho\vard Da,,1e said that the 

proposal ,vere very sensible, and the two companies looked like the be5t bet for f urtlier 

negoltat,ons. Sir Jan Gibson srud that it ,vas best to be transparent once tl1e four l,ud been 

reduced to a field of two, and tell t}1e remaining t,vo b1dders that 1t \Va JUSl tlieni. He ulso 

commented tl1at any com1nercial bus1ness sl1ou]d 11ol expect n take or pay controct beyond year 

l\vo, so the uggcstion that tt1ere should be 011e for seve11 years did not 1ne11 l considertltion 

Mr Bai lie said only two bidders ,vere needed for a compeL1Lion. Tl1e Go\eti,ot noted tl,at \\'
1111

e 

there \Vas J poss1bil1ty that one of tl1e remaining t,vo might drop out, so tl,e Bt1nk \\'ould be ll!ft 

Wilh one bidder, option A also remained on the table. 

The Gove • d t • I 1110r noted thut M s Lowther l1 ad outl ined u JJrogrun1111c of pro ttcti, 1 gt,ins J ill 

increased au101nat1on und processing ol custo111er sci vices unde1 tl1c 21/Glol)US 1J1op.111n1n1ct 

but that had b t I ~ -)tesse~ up to 
cen delayed. 1"'11e Bt111l 111\d not bcc11 t1l1le sufi 1c1e11Lly to tc~ t l c P1 

l • 

no,v . It wast h· . . I 1 n 1c1 it \\.ou ld tLLk.c to 
0 ave gone live 1n Octol:>cr lJtll l1c \VUS 11o l s t1rc 110\v mtlC 

1 0 g 
reach that 

poin t. Tl1e Bank \Vou Id c o 111c buck ~1nd rc1Jo1t 111 ogress. 
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MANAGEMENT OF THE BANK 
A Report from the Chairman of the Ren1uneralion Committee 
(~1r Clark in attendance) 

Mr Neill introduced the report of tl1e Remunerati on Committee 1neeting wl1ich took place 

before Court. Noting tl1al Mario Blejer hnd been rec1-uited as Head of tl1e Centre for Central 

Banking Studies, he said that nor111ally payment ,vould be on the 1-Jead of Di vision scale but 

given hi experience and tanding and the wider role he could play in the Bank, the posi t1on 

,vas niore like that of an Adviser, and tt1e Remuneration Committee recommended a salary of 

Court \Vas CONTENT. 

The Go\1ernor said he tt1ougl1t 1t wou ld be a good appointment. 

Before he, MJ· K.Jng and Mr Clark \Vithdre,v for tl1e seco11d item, the Go\emor asked whether 

lhere ,va any other bu 1ness. There was no other business. 

The Governor, Mr King and Mr Clark lef t the meeting. 

Mr eitl said ll1at RemCo's recommendation for the salary of S1r Andre\, Large \\O £11 l ,i8:! 

the same as Mr Clementi l1ad received and also lhe same as M r K ing' cu11·e11t salary. RcmCo 

also recommended that Sjr A11dre\v Large be admitted lo the Court scl1eme. Tl1ere \vould be "t 

pension cap at about £97,000. As \Vi th other Court 111embers, tl1e benefit the scl1eme would 

hove provided on the fu ll saJn1)' wou ld be provided via un unfunded u11appro,·cd ret1rement 

scheme. Sir David Cooksey noted that Str Andrew ,vus over tl1e age of 60 und contnbutions 

couJd be quite substantial . The Remu11era11on ommittee did noL knO\\ tl1e nun1bei ') at tl,i~ 

Slage He proposed tt1at Court approve tl1e saint)' w1tl1 the understnnd1ng tl1at ir ociie\\' 

would be a member of the Court scheme, bL1L tl1~1t tl1c Bank ,,,ould co111e l)~\ck ao<l tntoml Coui
1 

of the co ·t l s lo l 1e scl1erne of that men1bersl11 I) 

Court AGREED. 

' 
Court \Vas up rJV 
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~ couRT OF DIRECTORS AT Tiffi TOWN l{ALL, LIVERPOOL. 

\\'EDNESDA Y 16 OCTOBER 2002 

Present: -
The Rt.Hon Sir Ed,~ard George, Go,,emor 
Mr l(Jng, Deputy Go,1emor - Monetary PoJ1cy 
Sir Andre,v Large, Deputy Governor - Financial Stability 
Sir David Cook ey, Chairman, Sub-Comirutlee of Directors 

Mr Brul1e 
M Blo\v 
Sir John Bond 
Mrs Franc1 
tvlr Hnll 
Dr Julius 
Dame Sheila McKecl1nie 
Sir Brion Moff al 

Mr Mo1Ti 
Mr Nci1I 
Mrs Po,vers-Freeljncr b 

Mr Stretton 

Ab ent: 

Sir Ho,vard DaVJes 
Sir Ian Gibson 
Ms O'Donovan 

e ourt of 18 September, havi ng been ci1·culated, ,verc approved. The Minutes of Lh c -
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~10N}:l 'ARY STAB1LT1,Y ISSUES 
The econo • 
(M 

mac and monetary discus ion inco1·1Jorating the n1011thl • 1JP Report to ou1·t 
~srs CI ' Pro~ a~k, Bean, Tucker together with M Barker, J Bell ·Ir All~ot>P and 

essor Nackell in atte11dance) 

l'he G over 110 1 ex d • L I presse 111s apJJrec1ul1011 to ul l tl1ose prese11t I or co1111ng ttp to 
1 
"erpoo • 

In introd • the ucing the MPC Report to oUtl, Mr Bcun smd thnt the 1eco~e1y rc1nuined muted :md 

tnd1cato -1~ were pretty 1n1 xed ,ind on the downside within the Euro ,uen U growl
h 

looked 
ieaso b ' na ly solid 1 • • n the ll11rd quru·te1 but tl11s \Vill> la1 gely due to cor1t111ued st1ong con~un,er 

____._l!e n di 
g Underpi11n d b e Y h1gl1 t1utomot1 vc st1le5 

onsumer con11dencc \\' US do,,'n i11 October, 
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w11h 1he 1a1est unemployment figure showing a mall fall. US economic performance was 

much what would have been expected at the bollom of the business cycle and he hoped that, 

going forward, the recovery would gain momentum. Bui a lot depended on the conllnued 

confidence of the US consumer and that wa one of the n ks on the downside Euro area GDP 

was up 0.3% 10 the second quarter but performance was d1sappoin1i ng, particularly in Germany, 

and busines confidence was down. There were increasing concerns about the health of the 

Gennan financial sector, and a po ibility of adverse effec1s of that on corporate investment 

There were ten1auve positive 1gn in Japan, including igns of political will to tackJe 

non-perfonning loans in the banlang ector. Other A ian economies were more buoyant than 

Japan Mr Bean noted that equity pnces fell another J 0% between the eptember and October 

MPC mee11ng , though they were down by a mailer percentage between the two Court 

mee11ng . This was followed by a frurly strong recovery 1he day before Court. But the 

weakness of the last six months would depress demand going forward and probably retard a 

recovery In the UK con umption was till trong though there was a stausucaJ fog of special 

factors. Underl ying retail sale growth wa still growing reasonably steadily, and consumpllon 

\\as upponed by rapid house price innauon, off selling weak equity pnces. The ke} dnvers of 

consumption 1111 eemed to be reu onably finn. Unemployment had remained teady and 

hou e pnce were till growing quite robustl y though there was a little evidence in some 

leading indicators 1hat act1 v1ty was beginning to slow. That would neverthele s lea,e activtty 

sill! ai a relatively high level. The CommJttee had been trying to keep con umpuon reasonobl} 

robu5t Lo make up for weak ac11 v11y 1n the rest of the world. A key que t10n for Court was 

wheiher Members had any indications to gi ve of 1he trength of con umer demand O\er 
th

e next 

few momhs. 

Turning to output, Mr Bean said this had been vol all le in recent months becuu e 11 hu
d 

been 

Slrongly affected by the Jubilee. Munufactun ng wus unchanged in Augu I despite large nses in 

rnotor veh I . , n ces ice P1oduct1on U nde1 l ying output was flat. There had been n strong se 
1 

bounce back • I d Bu incss 
since the Jubilee, and underlying growth in that sector ,.,us so 

I 
s 

confide 
nee was steal.ly. 

I urning to lab . · ~ . bl hell 1hat morning 
anct . our and pnces, he noted 1he new unemployment t1 gui 1;s pu 

1
" 

~a,ct lhat th I po1)u1'lt1on " us a 
e picture remained reasonabl} flal The ccnsu5 had shO\\ n 

11
e • 

lt1Jl110 I n ower th· t utcl.l amongst pnme .J an previously thought , w ith most ol the reducuon concen 
1 
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age males. One explanation put forward by the ONS was that the extent of em,gral!on from the 

UK had been underestimated. There wa a Jot of uncertrunty about the 1mm1grat1on and 

emigration data and some questions about l1ow the ONS was going to incorporate these 

estimates back into the past. He be11eved tl1at n far i1s the MPC was concerned the revisions 

should not have any significant impl1cat1 ons for monetary policy. Mr Bean noted tl,at pay 

gro\vth fell slightly 1n the three months to Augu t and producer price pressures 1,emained 

neghgtble. RPIX inflation rose to 2. 1 o/o in September. 

Turning to Cl1art 1 of the markets chart , Mr Tucker noted that the main US, Ge1111an and UK 

equit}' indices were back to wt1ere they ,vcre at the beginning of 1997, when there was ''lift of-f' 

,n the TMT sector. In the US il was guile dtfficuJt to 1dentjfy reasons for the recent fa]] that 

,vere reluted to adverse macro economic news. In Europe and perhaps espec1ally in Ge11nany, 

equity falls had perl1aps been more related to the adverse econonuc outlook. Mr Tucker noted 

lhat 1n tl1e pa~t couple of days share had been ri 1ng sl1arply in ti1e US, the UK and Germany. 

He noted the sen 1tivity of the markets to corporate news such as the one to one and a half 

pcrcenl fall in the US markets tl1at morning as a resu lt of the outlook published by Intel 

'ot,vithstanding the very hjgh volatil1ty, conditions had been frurly orderly Price adJusm1ents 

had been harp, but the markets had not been clisorderly. 

Turning to Chart 3, he noted there had been a comment in the F1na11cial T1mes that the Bank 

focused on equjties at tl1e expense of co1-porate bonds. 111 fact, tl1ey were folio, ed cnrefully. 

The Cl1art sl1owed a general ri se in credit spreads si11ce the last Court n1eeting. Turning to 

Chans 4, 5 and 6, he noted that money market yield cur,1es l1ad n1oved do,vn s1,arply, though 

the mov 1 • h l l • ements had reduced since the last Court n1eeting. There \Vere peop e in l e er tng 

money mark 1 • Jd els oolong f 0 1· a cul, thougl1 Ll1al \VUS not n ,v1de)y l1e vie, • 

Ms Bark d ti ;I, Pttro er noted that one of the fentLtres 01· tl1e datt1 was tl1 t1t bt1s1ness conl I c,,cc in le: 

a1 h cu ad not I I d l , ked out t Me111bers 
pu e back much despite l)tg ft1ll s 111 equity n1nrkets. 1e as 

how they felt . b d I t dee.I to ~l1t1t l11s e)1
C!'> 

u out ll1e prospects Jor tl1cir bus 111esses Mr Neill Sllt 1c e,, 
JO<.! • lorget ab 1 I ... ~ is concen1ed 
. out the equity ma1 kets 111 tl1e l1opc tl10y \vould get bettei, ital 

1
1.: \ ~ 

about lh c effect p b ~ o/o do\Vll ttnti 
____.u ,.

1 
b on ens1on Funds. In the motor 1ndustJ), Septem ci \\ JS -

o er so fur w, d . , tJ , bet\\ cer1 l 7 5 .000 aJtd 
as o,vn So/o. The tndu~try lorccasl for the mon 1 \.VCft; 
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195
,()()(), against 185,000 a year earlier. This in1plied that some were loolang at real underlying 

demand and others were factoring in the incentive actions they k·new they were going to talce in 

the last fe,v days of the month to push the numbers up. Very aggressive pricing was being seen. 

His vie\V was that October sales would be about tt1e same or sl ightly Jess than a year earlier, 

,vhich had been a strong month. He a ked for the MPC's view on where interest rates were in 

real terms and also on the issue of deflation . He srud he was concerned to see a descnption 10 

the Financial Times of the state of Ger111an banks, and uggestjons that this was echoing 

Japanese bank , and he asked whether there were parallels. Were there implications for activity 

10 
corporate UK? Mr Brul1e said 1l \Vas a question of half empty against half fulJ . Most people 

he spoke to did not anuc1pate that it would get much worse or indeed much better. There \Vas a 

v,e,v thot there was orne fonn of equilibrium. He noted the issue of Nat1onal lnsurance and 

also of tn urance costs. There wa very little evidence that people bel1eved an interest rate cut 

,vould make any difference. He noted a maJor review underway of local Government in 

Northern lreland. Most of business in Northern lrelnnd felt too much was spent on local 

government, and the number of people going 1nto it \Vas to the delrlment of the pri\ate sector. 

Ms Blo,v noted tl1e importance for IT and support companies of hav1ng a good public sector 

customer ba e, because there wa o problem for tl1ose dealing only \Vith the corporate ector 

She also commented that the market was not d1 ff erenliat1ng proper.I)' bet,veen businesses 

perfonn1ng \Veil and those that we1·e depres ed. Mr Fran 1s noted that the \\ ny tl1e ~01, enc)' 

regime Jlroduced a clear point at whicl1 there was a need to sell equit1e to buy bond for 

Slability There wns very much less clarity ove1· when tl1e 1·everse rrugl1t happen, ,vitll purchnses 

of equities again. Companies djd not wish to pay u·ansnction co ts till tl1ey were sure tl1e 

market had a clear upward trend. As and when that happened, tl1e bel1nviour of inSlitution 

could drive the market up agajn guite rapidly, thougl1 tl1at point l1ad not yet been reacl1ed. A 

longer term question ,vas whether 1nstitut1ons would feel thal ns a result of tl1e lJSl couple of 

years lhcy sh Id h • ld. ou ave a smnller percentage of equ,ues ,n Ll1e1r ho ,ng~. 

Dr Juli us d . • • , , t l l l note a possible structural change 1n tl1e l lK markets. Tl1ose corl'l[J"\nie 4.\ t 1e llltl 

end of med . . I i not . tum were find ing 1t vc1·y difficult ttt tl11s stage lo rn1se n1011ey 1 1c 111
t
1r~et!) ,vci 

dil fcren11ating . Tl . , , ,,ccrbuted by fim15 
an,ong co1npan1cs tls 111ucl1 tts tl1ey 11or111t1lly do. 11 s ,vus e,

4 

SUchnsGoldma S h . . .,, 1 • I ' 1b1l1t\, so tl1cyd1dnot n ac sand Me11·1ll Lyncl1 do,\1 11s 1z1 11 g tl1c11· unwyt1c1el cup.. J 

cover so n1uny ll l • tll .. U and tl1e 
'i sma er companies Sl1e 11o ted tl1t1l sl1e l1ud ~pent n n1oi1t 

1 111 
c 

..----c=-\ ew on the West C Id of an in11>10,e111ent. 
· oust \Vas tl1at tl1erc ,vus 110 sign in the corpot ate wot 
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in washinaton \Vas different, indeed complacent. Thjs was he]ped by the fact that the 
The v1e\Y o 

I
. ector was insulated. The New York view ,vas much more pess1nust1c and she noted 

pubtC ' 
the Job losses in the financial sector there. In the Mid West st1e detected a feeling that 

everything was on hold until things got better. What wo11ied her in the US was that tliere was 

no posi tive news on the horizor1 and confidence was fragile. The Governor agreed that there 

,vere different attitudes in clifferent parts of the US. In Washjngton economic anaJysts 

dominated the vie,v, New York was suff enng its own particular difficulties but he thought that 

the West Coast views were more po it1vc. It wa 1nev1tab]e with th1s uncertainty that different 

,mpress1ons ,vere gained. 

Mr Hall noted the improving perfon11nnce of financ1a] services jn Yorksmre and the Humber. 

Mr Morris said that the picture in the Jabour market \1/as frurly steady but he was not sure 

,vhether this was deaJ ing with perception or renl i ty. People were expecl1ng the economy to 

perform a lot war e. Key opinion f 01 ,ners sucl1 as the CBI were making gloomy predJctions 

and that was 11npacting on deci 10n to be taken. onf1dence was beginrung to be at the lo,ver 

end of expectatjons. He did not believe tl1ese pessim1stic Judgements ,vere being made on clear 

hard fac ts. Tl1e numbers did not indicate that economic perfo111Jance was any \\orse. But there 

,vu a feeling that it \¥as gelling worse and may get a lot \Vorse. At some point a more 

optimistic mes age needed to be given. Mr Powers-Freel1ng noted that J1cr organ1snt1on t1ad a 

monthly set of focus groups. These showed scept1c1sm nbout investment. They also indicated 

th8t people expected to spend more at Chri lmas, \1/hich was a surp1ise. Tt1is migl1t be becau e 

people expected the ouUook lo be muci1 ,:vorse nex t yeru·. Tl1at 1mpl1ed thot spending migl,t go 

up because it was about to drop off. T l1e Gove1·nor noted tl1at that ,vas \vl1at tl1e MPC \\ 1sl,ed to 

see in 1he event that the global economy picked up. Sir Duvid ooksey said tl,at in some areJ 

of business lh 1 • t 1 ere was a complete drought of 1nve tn1ent eve11 for equipment t 141l \ as rong Y 

producL,vity improving. Decisions were being delayed. Tl1al \: as seen Pl\rticulurl)' omong tl,e 

tn\eSLrnent banks. He noted that tl1ere wi1s an issue of wl1ett1er the lt1ck ol conf ,dcnce in 
th

e 

City and I _, l le impact on investment wus rel ttled to tl1e t t1ct tl1ut I LY 1ob5 ,vcrc 1110~t ~1l ns"'. 
l>rofessor N' l\~ B ' ickell , responding to Mr Neill 's question, 11oted tl1nl tl1e ltl~t pllgc t)f tv r e'-

10 
s 

had n out wus - · . • t e vci y 1•1fo1mat1ve 1n thtlt 1l sl1owcd tl1e prices of good t'tt ll i1ig into 11egc.l 
1
' 

ten·1to1 b -Y ut serv1c n • 93 T • to 1·e 11l ·111tcrl!sl rule':i, he 
s· es tn al.1011 be111g tl1e l1igl,est st11cc 19 . u1111ng ' 
aid tl1c MPC . had to look at the uvert1ge, bt1t ,n tl1is res11ecl et vices and m1111ufucturittg \\ ere 

- .n1ov1n f - ) & Urtherapart. 
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t's , Issue of the Month' 
Agen (Messrs Clark, Bean, Tucker, Ms Barker, Ms Bell, Mr Allsopp, Professor Nickell and 
Messrs Jenkinson and Strachan in attendance) 
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Mr Strachan presented the fincting of a survey canied out recently by the Agents concerning 

prospect for the ervice industry. In re pon e to a que tion from Mr Ne1ll, Mr Strachan srud 

one of the maJor contnbutors to the transport ide of the survey covered airline passenger 

numbers and there ,vas a general feeling that busine s was tough, due to compet1uon rather than 

volume Mr Jenk1nson noted that transport sector output had fallen l .9o/o over the year against 

a ri e of J .9o/o 1n services and the sub-sector was clearly under pressure. Mr Morris noted a 

chronic shortage of dnvers and engineer i11 the transport sector. In response to a question from 

Mr Hal l about the size of tl1e service ector, Mr Jenkinson said it was two-thirds of the whole 

econon1y. Mr Strachan noted lhat there was a higher 1·esponse rate than usual to the survey and 

it \vas broadly representative of uh-sector outside public services. The surveys by the Agents 

tried lo capture start ups and young companie . 1n response to a question from Mrs Francis, 

~1r SLrachan aid that there would be companies in tl1e survey whose business \\ as influenced 

by public sector order but which did not regard these as their principal source. Although the 

survey was primarily of private serv1ce it did upport the point that nct1v1ty \\.JS mo, 1ng from 

lh • e pnvate to tl1e publjc sector. 

Non-Policy meetings of the MPC 
fMessrs Clark, Bean, Tucker, Ms Barker, Ms Bell , Mi· Allsopp and Profe or ickell in 
attendance) 

Mr K111g d note that the paper before Cou1·t listed three meetings held 

~'INAN 
Do 

1 
~IAI.J STABJLITY ISSUES 

me~t1c dev 1) (Me e opments and internatio11ul i ·sue 
~srs Clark 8 , ean and 1'uckea· in utte11<la11ce) 

1nce pnl. 

Mr la k. r tnLroduced l1is bullet point note. Dr Jt1l1us ugreed \V1tl1 lr Cltlrk tl,at tliere \\'tts not 
rnuch d etnand r I . • G ~ • y tl1at - de or oans 1n Jupun and asked v.helher the1c was evidence tn ermun 
.,1 ll'land f o · h l lliere '" ere concerns 

Get m:.iny \V'1S tl1e 11c l countr)' for \V tc 1 
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d fl
ntion Mr Bean noted weaker investment in Germany as a result of the nor,rial 

abOUl e • 
detenTllnants of demand, but in add1llon there may have been a Jack of supply of loans, further 

S
,ng 

10
vestment. The ECB vie,v wns th,1t part of the weakness of investment had to do 

depres 

h Cre
dit crunch effect. The Governor said thot this pan icu]ar)y affected the Mitlelstand 

\Vil 3 • 

Mr Stretton said that th1s went lo the other Bank purpose of ensu1ing tt1ere was adequate 

infrustructure rn the UK for supporting the provi ion of fJnance. The regulators had a clear 

mandate that they should be seen after the event to have acted in a way that made f ru1 ure less 

likely. The fall 1n equ1tie had an impact on the way businesses could raise money. Part of the 

Bank of England' job was to ee ho,v the whole structure filled in wi th the th1rd core purpose. 

He asked whether the Bank wa doing work to see 1f the \1'ho]e structure operated 1n a ,vay that 

helped the economy, or was it hands off 1n that 1l was leaving the issue to the regulators to deal 

,vilh? Mr Clark srud this is ue was regarded as part of the Bank's brief. On the insurance 

seclor and tl1e resilience test, tl1e Bnnk had had extensive tall<s with the FSA. There were 

questions about \¥l1ether regulatory requirements could be designed 1n a better way. lt was 

important that in the long ter111 there was no impediment to the availability of cap1tal. With 

re peel to the flo\v of savings from instjtt1t1ons to corporate borrowers, the Bank had an 

extensive exerc1 e looking at how the ituation had evolved. The Governor noted that 1n 

relntion to banking regulation, there was bound to be an element of procycl1calit)'· The t sue 

had been v1 ited in relatJon to the Basel Rules. 

Dame Sheila MrKechnie said that the retail f1nanc1al sector ,vas perceived to be extremely 

unslable. She noted the potential effect of one or two sig11ificanl failt1re on consumer 

confidence. Mr Clark said such issues t1ad been addressed by tl1e tanding Committee 

throughout the penod. Tl had had in mj nd the poss1 bi Ii ty that a s1gn1 f1cant upset ,vould not JU t 

aflect the l l l f company concerned but \VOU]d ,llso affect tl1e attitude of savers to a ,v 10 e c n s 0 

1nst1tution T • • • t s. urning to contag1on, t1e said it ,vas conce1v,1ble t11ut 1n e · t1 e111c c11cum~ ance 

Policy holde · · · • • d -- , ti ulti ~s l ,s in an insurance company would cash in their po!Jc1es un ,1cccpl ic pen " • 

hc,e Was · l I d 1 · un urgume11t that wi tl1 te11n1nul bonuses down tl1e cost ol tl1t1t IJenu ty lt\ 
0 so 

deohned. B • . . , • • al ut tt wus necessary to worl\ l1urd to co11SlrL1cl u sccnu110 \V l1e1 c tl,tll '' tls 
111

tion • 
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RKET OPERATIONS ISSUES 
~tA ly report on current developments 
Quarter • 

Clark Bean and Tucker 1n attendance) 
(~1essrs ' 

Mr Tucker introduced his paper. The Governor asked Members of Court to raise any points 

they had directly with Mr Tucker and 1f they wi lied lo bring any issues back to Court t1e would 

pul them on the agenda for another meeting. 

EXECUTIVE REPORT 
(~lessr Clark, Bean and Tucker in attendance) 

The Gove111or aid tl1at tl1ere were some domestic matters involving appointments to the boards 

of t,vo Bank subsidiaries and one cl,airmanship which, in accordance \Vi th Matters Reserved to 

Court, required the consent of Courl. Tl1ese resul Led from the change over of Deputy Governor 

for Financial Stability the previou month. He dre\V Members' attention to t"vVO resolullons in 

their folders - namely that consequenl upon the appoi ntment of SIR ANDREW LARGE to the 

P0s111on of Deputy Governor, Financial Stability and pursuant to Sectlon 375 of the Companies 

Acl 1985, a amended and extended by the ompanies Act 1989, and until othen\11Se re ol,ed 

by the Court of Directors:-

1 (n) SIR ANDREW LARGE should become a Director of Bank of England ominees Ltd in 
place of MR DC CLEJvfENTJ. The board would then consist of Sir Andre\\ Large, (Chrunnnn) 
aoct Ms M V Lowther. 

l
lh(b) SIR ANDREW LARGE 0 1 failing hin1 M M V LOWTHER. lJe t1utl1onsed to act as 
ere ' ' 

B 
presentative of tJ1e Governor and ompnny of tl1e Bank of Englt1nd at any n,eet1ng of 

_ank of E 1 J ( ng and NomJnees Ltd 
.. a) SJR • • of M ANDREW LARGE hould become a Director of BE Properly Holdings Ltd tn plJLC 
Mr pR DC CLEMENTI. The board would then consist of SIT A ndre,v La,ge, ( hainnun) a

nd 

AC Smout. 

2 (b) SIR • , , 
repres ANDREW LARGE or fuil1ng 111111 Ml"{ P A SMOUT, be 1.1tithoi ,scd to ltct .. t~ tile 

entat1 ve f I ' ' .. ,t ,got BE 
11!..Qocrt,, ti O tie Gove111or and C'on111tt11y of tl1e B t\11k of Englu11d ,it ~111Y mcc 

11 

~oldin s Ltd. 

It Wa\ f • Urther recom r I T t Deed ot the 
lioubi mended to ou1 l tl1ut, pursuunt to luu~e 1 o L 1e ru 

;-nt-N~otirmrua~nUF:!:umg,1 . ~ . ., ~ l ~d by 1l1c Court of ~~ n~ with immed1ate effect ,1nd unL1I other\, 1se 1cso vc 



_ SIR ANDREW LARGE be appointed to succeed MR D C CLEMENTI as both a 
o1reotors, 

f 
the Fund and the Chainnan of the Trustees. 

rrustee 0 

rt APPROVED the recommendnt1on • 
cou 
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s,r Andrew Large noted that UN1Fl with regard to the BeneritSelect Tribunal result earlier in 

the year had decided to appeal in relation to the issue of proper consullation. The text of the 

appeal had not been seen yet but the lawyers felt that it was unlikely to succeed. However, 

Lhere ,vas l1kely to be quite a delay before JinaJity. 

The Governor suggested that 1n v1ew of the sho1iage of time the Quarterly Financial Report be 

po tponed. 

Refernng lo the Parliamentary answer on Non-Executive Di1·ectors' appointments at the Bank, 

pubh hed tl1e day before and circulated to Court Members, Srr Bnan Moffat said that in a 

normal gove111ance s1tuat1on the Board ust1al ly had a v1ew on Board perfo1111ance and he hoped 

the Treasury, if it \Va consideri ng introducing for1nal perforrnance assessments of 

on-Execuuve Directors of the Bank, would con ult wilh that body. The Governor srud he had 

made the point to the Treasury. 

M~NAGEMENT OF THE BANK 
fvl1d-Year re • f (M view o perf or ma nee against objectives 

essrs Clark, Bean, Tucker, Smoul and Footman in attendance) 

Mr Footm · . • • 1 an introduced the rev1e\v. He drew attention to the 1·ed 1nclicators nnd noted t 
1
e 

higher lev I • . c issues wh1ch would have to be commented on in tl1e Annut1l Repo1t Dttme l1eilu 

McKechn1e not d h • d b 1 e l at 1n the reference to statistics everything was me11t1one ut t 
1
c 

dependence h 1 l r d on I e Office for Nationnl Statistics, und that was a ,ery big fuctor. In the tg 
11 0 

evelopn1er1t · ~ • ~ s \Vitl1 tl1e census 1t would not be possible to go buck to tl1e TrctlSl.lfY '- omnltttet; 

Wi thout comm . M enting on the 5erv1ce from the ONS Mi Footnu1n smJ lhttl '' oulJ be ro, 
th

c 
P(' lltoces~ . I • I l l • l iss es section of the Annual Report. Mr Bean ~aid it was not de,ll' lo 

11111 
t iu 

11
'
1 

uc belonged . 0 , 
Pc 10 Mr Footman's rev I ew ,vh i ch w ,ts about the B ,10 "- ' 1 ,ll hci than 

th
e 

5 

-~!lnance. 
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1 

ming to Objective 4, asked to what extent the Bank felt it was responsible r or 
Mr Neil , tu 

. nd creating understanding and trust 1n the wider financial system. He noted a 
mcasunng a 

. •n public trost in financial institutions and company accounts. Mr Clark srud the 
reduction 1 • 
Bank did 

001 
measure it, but there were market mea ures of confidence 1n retrul financial 

Sand th
ere were surveys of att1tude to f111ancial sector companies. lt was not 

serv1ce 
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e~clusively the Bank's job to look at these issues but it was something that the Bank felt it 

should aim to contnbute to. There were other public bodies such as the FSA and the Treasury 

,vhich had a major cont1ibul1on to make. The Governor said the Bank's remit was very much 

focu sed on the stability of the financ1al system, not public confi dence. If the system were 

un table 1l ,vas po si ble that public confidence would decay, with an impact on the funct1on1ng 

of rhe f1nnnc1al system. He warned again t the Bank goi ng outside the remit. Dame Sheila 

McKechnie said that tl,e surveys were disturbing and she noted in particular the negative shift 

of attitudes on pensions. 

Dr Julius asked \Vhelher one reason behind the delay on Globus was the management effort 

required to sort out printing i sues. Mr Footman said that there had been a d1ver ion of 

re ource 1n the note i ue area but this d1d not aff eel Globus at all. It had cbverted attennon 

from the note d1stnbut1on scl1eme, not from Globus. 

Sir Andre \V Large said that with respect to Globus, Court should kno\V that a sign1f1cant 

exercise \Vas underway to identify the nature of tl1e problems and tl1e implications and to tr)' to 

minimise the k k f • • • • C noc -on e 1ect on otl,er proJects. He would l1ke to bnng n repo11 to ourt ns 

soon as possible. 

Mrs Powers-Fre J k • r • • l d e ing as ed wl1ether Cou11 could be given a metl1od o 1nterp1et1ng l 1e re 

boxes u little G more inf orrnally by, indicating the 1mphcalions for costs and for n ·k. The 

ovcmor said th 1s was a helpful point and it could certrunly be done. 

rherc being 
no 0ther business Court WLl~ llJJ 



UR
T OF oLRECTORS AT THE BANK 

A CO 

,VEoNESDA y 20 NOVEMBER 2002 

~ -

Toe Rt Hon s11 Edward George, Governor 
Mr King, Deputy Governor - Monetary Pohcy 
Sir Andrew Large, Deputy Governor - Financial tabil11y 
Sir David Cooksey, Chairman, Sub-Comm1nee of Directors 
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rnn e Members of Court for then support 10 Liverpool 10 October which he The Govcmor ti k d 

beh~ved "as a very successful v1s1t. He apprecrnted the presence of so man} D11cllOP, 1 he 

Bank was th k 10 ·ing of holdrng Court 10 the East Midlands 10 October 2001 The Bani-. would be 

c~plonng that option and would report bacl-. to ourt 

ll1e M 
le ourt of 16 October, having been c1rculatcd, were upprnvcd inutes of LI C 
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•ETARY STABJLITY ISSUES 
~ION_ Report and economic and monetary discu ion, incorporating the monthly MPC 
Jn0at1on 

rt to Court 
RtPo Bean Tucker and Allsopp in attendance) 
(Messrs • 

In introducing the MPC Report LO Court , Mr Bean s~ud thaL global recovery remained patchy 

Jnd us consumer confidence fell harply 1n Octobe1 , with reLrul sales flat, though Lhey were up 

Q?':t after excluding automobile . That wa not as bad as feared two Lo three weeks ago. 

Busine s confidence was muted in the U and euro areas Japanese GDP rose O 7% m the third 

quarter. 11h1ch wa a good sign. UK manufactunng output fell in September due to a sharp 

decline in motor vehicle output, but the underlying trend was flat. Services remruned buoyant 

and busmes confidence was JUSl about hold mg up. 

Turning to demand, he said consumption remained robust and confidence was sllll sLrong with 

borrowing growth up again He noted Lhal annual house price 1nflat1on was m the 25 ~0% 

range and hou e pnce rises were more widely spread. The Halifax house pnce number ,,as 

pubh hed the day after the last dec1 1011, but the MP had a prev,e,\ available for their pohc) 

mceung. 

Tummg to the labour market and pnces, Mr Bean smd unemployment , .. as rel au, el) flat,'' 1th 

pay growth Leady, while oil pnces had fallen back There was a blip in producer pnce due to 

the fall in oil prices last Autumn, and RPIX 1nflut 1011 rose to 2.3% in Octobe1 , due Lo petrol 

pnces and housing depreciation costs. 

Turning t h I 0 1 e nflat1on Repon proJecuons, Mr Bean said that GDP g10,, th ,, Ji> p10Jcctcd LO 

nse above t d b ren efore dropping back, and 1nflu11on would also nse above target tempoi,ml) 

WHh the rna1 d n nver of the near-lei m increase. being house pnces. The maJor nsks ,,c,e lrom 

the llorld . economy, from the consumer, and auonal Insurance contnhu11ons ,ind pa) gnm 
th

• 

lhe over.ill . llsks Lo growth were all on the downside and the n i>kS to 111tlut1on \\CJI! un 
th

c 

up~u.le 11 cnmcd1l1· t • II 1· 1•·
1

1h: !PC u interest rules hud been lclt u11ch11nged at 4% c II so 110 cu ' 
Vote of 7 to 2 in favo 1· I L"' r•lc l!>l:d that 

1110 
Ut o no change ut I ts last meet 111g, as set out 111 l 1c 1111 nu c.-:., l: • • 

ming. 



112 

I 
markets. Mr Tucker noted tl1at expectations of an interest rate cu t rose on the eve 

rurn1ng to l ,e 
et,

110 
after tl1e FOMC'' s 50 bp CLll, bL1l si 11ce tl1en the market had concluded that a 

of the last me c, 

t O 
prospect. He noted tl1 t1I dollt11 interest rates had sl11fted down as a result of the 

cul ,vu no , 

b 
ta n,ore intere ting 111oven1enl wt1s tl1e sl1i fl downward 1n the curve of curo interest 

Fed cut u 
. re ult of t1u1tc a st1·ong e pect~1 t1 on of tl ct1l by tl1e European Central Bunk at its next 

ru1es a a •1 

. Until about 9 Octobe1 111 > JJtob:1b1l1t1es or u 111oveme11l e1tl1er way in the S&P 500 
mreung 
index had hown that an increase was more like ly than a decrease. Since then, the probab1bues 

of up and down mo,e had become more equal and unce1tainty about equity market levels had 

reduced ~1r Tuc~er al o noted that U bond market borro\ving conditions had remained 

d1ff1cult. 

~1r Allsopp said l1e ,va.s particularly interested in the news from the eurozone as \veil as from 

the US I-le noted that on several recent regional vi si ts l1e had found the attitude 10 house pnce 

nses different from that in London. He asked for Court's comment~ on regional house pnce • 

Sir I-IO\\ ard Davies srud that nervousness about f 1nanc1al pro~pect~ \\ a~ ;reat and he expect d 

further ne\VS to worsen the picture 1n the short run . ln\ estment bank, had \..On luded that the 

upturn \Vas further away and sulJslanl1 al JOb culs n11 gl1t be een in tl1c C1ty, ,~ hich ould hn, n 

confitlence effe~t. In add1L1on tl1c fi nancial JJrcssurc 011 tl1c ttl\ e"itn1ent , in ·ur..1n ....... nnd pen ion 

fund 1ndustrie • ' 1 s remwned st.rang, w1tl1 conl111ucd u11co111l orlLLblc fl(..\\, cn1 rg111g 101 1 ~ttu 

invcSlors. Th,s had 11ot so far 110d tln 1111p,lct 0 11 ~11e11ding, bttl it n1igl,t ~•t "t)tll~ \lOtnt . .. l P opl~ 

sa\v !hat Lh • cit \veultl1 was decl1111ng. 

1urn1ngtoG" . . ~ •• fi· l crmany, S1r 110\\' tlt'd ~u ,d COil ( 1de 11cc \ \ 1~\ ~ tll tl ll)\\1 nl'll) ,\t\d b,\llk \\ ere tg.lll 
1 

.. llll 

" Orsc cu • l. I pi u t,cd tl1an tl1eir U1( cot1ntcrpt,rts; i\ l,,cl ,,,11,cll l1t1d t1~c11 ~1 ottcd li)' tllc 111,liket 

Gerrnun • in~ur~rlcc con1punies ,,,c, c nlso , n co11s1del'tt\))t' J1 l ficltll)'· 'l''h onl) '' l_' llle~ l·c,uld 
ease Lhc1r 

J>OSlltoi, ,,, tl1e sl1ort ter111 ,, ,1, \))' LOSl c t1tt i11g, ,, l11cl1 i1111>licd ·tg111ltc ,nt JOb 10
~~1.. 

s,, 11 
lJ\\aid asked ~1 - i.:> . 1-:, 11~ ... " 1 B 1n 

1' 1 ::>cun 110\\' l1c 111tcr1Jr;">tcd tl1e 1110, c- l>}' the l 1 F t l:fU c: 
1 

c 
1 

' 
n1d tl1 • eic \\'tt!) tc

1 
h t l I , .. 

J>roin is ion bet ween the pub h c c • p I unat ion n nd " hnt 1he LP thoug 
I 

nug 
1 

i.i " 

Ptcct tl,e C' ' l . ~ l h J oj\ " · 1 he l ·ed S1:ite1ne111 aid ii "u d 1gncd to gel the LI conont 
1 

,r.iu 
Pate\, llut 1r l.10 

Gib ' 1110 t 01 1 he l\·tP ' a" 1 t u • a 1110, e to a, 01 d 111y h k • h hood 01 deflation 
\on not d 

fater,
0 

e co,11 mu, ng opt 11111 &rn .u nong S p,1111 h bu In" c , though It '~ u di fficu 
I
t to 

11,c ,~ t1\► tl1r>1·.. • I l i L1Jt1 '" i11ti 
J .... c \\~Cl\1 dee1> co11 · c111s 111 l l~1J 1t111 t,u 111e u11 111g Irc>111 l ·i it lt 

1
~ " 
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, f·cturers aero s the automotive industry were very gloomy, which was reinforced 
(icf11lan rnunu a 

. uon of their own banks. 
by the ~11ua 

reg
ional hou e pnces, Sir Ian noted that in the north people were very relaxed about 

Turning to 
and took the view that they were overdue, not extreme and also a necessary 

increase , 

d en! 
rela11ve 10 the outh. There were no concerns. 

a JU 1m 

Mis Powers Freehng noted that a urvey by Marks & Spencer o f what people owed and \\ hat 

,hey thought the)' owed howed that there was a gap of bet ween 18 & 25% between the two. l n 

re pone 10 a que uon from Mr Hall about the impact of charging full council Lax on second 

home , Mr Bean said that the Bank had not yet done any work on that, but staff would anaJ)'se 

umduecour e. In rcspon e to a que tion from Sir Bnan M offa1, M r Bean srud thaljob losses 

11ere con11nu1ng in manufactunng but were being offset by recruitment m the public sector. He 

would not expect the trend 10 con1111ue indef1n11el y but the public sector would continue to 

rwu111n the near tern, Sir Brian noted that in Gennany businesses complaming that the cost 

of sheddmg labour wa prohibni ve. D ame Sheila M cK echme noted a sharp increa e 111 calls to 

'he nauonal debt line. The main problem was now credi t cards. There were also signs from 

con umcr advice bureaux of increa ing financial distress. She asked how important 1t \\US to 

~no11 II hen co fi • nsumer con 1dence dropped off a cli ff, and how good were the tools tor 

measunng ii. Mr Bean said that the real problem was that data was needed on ind!\ 1dual 

households Th I · e ikelihood of serious problems depended on the d1stnbut1on of debt across 

household if d b s. e tors were likely to loose thei r Jobs, that was something to worry about Bui 

there we re not many source of data and tho e which were avai lable came out \\1th a lag. 

Sir John Bond , h · in answer to a question from the Governor, said that no de1enorat1on in 

ou,chold cred ll quality had been brought to his auen11on. T he Go, emo1 said that" ,,s the 
la 

rne answe1 he h d w· a received from banks and building soc1et1es. 11 I Iowan! Ou\ 1cs s.iid theie 

a1 not much s1 gn i d I the n 111 icators such us mo11gage an ears. The wmst d1st1ess cunent) '' as in 

informal c d . 
dii tnb re ll scctoi , not the 1egulutcd secto1 . M s O' D onovan usked " hethei age 

Utiun had anyth . 1 I •d ti • l l 11"' corn ing to uo w11h the 1obustness o f consumer~ he a ~o noh.: 
1
•
1 

' :1: 

Pan1e~ and . d -,J u « n os,ng hnns ,ouunely sought detmled data on a11>1udcs tu spcn<long, 
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d 
that the Bank had a proJect in Mr Bond's Divi ion looking nt tl1e impact of ageino 

Mr Bean sa1 . o 
. spend

1
no but tl11s wa reaJly a long tern1 1s ue, not a qua1~tc1 to quarter question 

on consume1 e,, 

MP
C But 

1
n considering movements 1n av1ngs rates over pe11 ods as long us a decade, 

for the • 

0 
sible to avoid gelling into those so11 of 1s ues. Mr M o1T1s 11oted that a lot of 2 lo 3 

11 ,vas I n1p 

a
oreement ,~ere being settled , and the e guve some stability. 

\'ear poy o , 

rroducti\'ity in the UK 
(~le r Bean, Tucker AIJsopp, Bond and Jenlcin 011 in attendance) 

~lrBond introduced hjs paper. In response to a question from Mr Moms about companies' 

hurdle rates for investment, Mr Bond ajd tl1at fi rm-level issues were a b1g part of the 

Deportment of Trade and Industry's producuvity agenda. The DTI was looking closely al fi1111 

level compnr1 sons. Hurdle rotes of return were one aspect of th1s. Another \.\ as the role of 

entry to nnd ex it from 1ndust1ies. Jn tl1e U S, a big driver, was the ease witl1 wh1ch fi11r1s could 

be established and with wl11cl1 poorl y performing f1rms could shut do\vn. Mr Neill thanked 

Mr Bond for lhe paper, and commented tl1nt the most important factor dnvjng producL1\1ly 

perfonnance \Va competitive intensity, ,vhicl1 applied to the pn vate sector but not to the publ1c 

sector. 

Sir David Cooksey noted the att1·actions of h1na for the location of manufnctunng inve~t1nenr. 

,vhich he believed wa a huge danger for manufactunng in Eu1·ope as a \\1l1ole. including L11e 

UK. Tumir1g to lhe public sector, Sir D uv1d asked whetl1er Britain \\,as lagging on publ1c ector 

pioductiv1tyo· h h • 1 w el er the issue wns ll1e problen1 of meusunng 1t. l l e also noted tht1l 

contract1 ng h , . . • out ad largely stopped 1n tl1e public sector since J 995, tind lie beltc\e<l tl11~ '' ould 

be an issue lo . • • . tevis1t if tl1e UK were to re-establ1sh the productivity ga111~ 11ecded. 

Sir John Bo d • • • . n noted Lhe nnportance of producllvi ty gains as well as cost sa, 1ngs 1n bus1ne ~ 
decisions to , b . b egta hsh opernl1ons 1n lndiu Mr Hall noted (ou1 key obstacles to growth :i~ ~et out 

y the nine re • gional <lcvetopment agencies: transport, plunn1n°, ski I ls ,1nd 1 ed ltlp~. l·le t,sked 
\Vhethcr there . , o M was any way the Bnnk could help by h1ghhgh11ng son1c ol these ,,,ue~. 

, s Jlo\, crs-F reel ., . . ' 

I
>r ing noted that 1 1 chd not 11eccs\t11 ily change n f11 n1 11 ·11, Hies but 

11 
could 

O\ tdc 
rnclrc serv 1· tee 01 cu~ton1ers. 
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I
. tions of EMU entry for the Bank 

TheimP ,ca • . 
8 

an Tucker and Allen m attendance) 
(M~rs e , 

the paper addre sing Lhe impact of the introduction of the euro on the Bank 
following ' 

. din September Mr Allen introduced h1 l atest paper, which provided a broad outline 
ruscu~se ' 
of how the Bank would be affected were the UK to join the euro. 

In re pon e to a ques11on from II Brian Moffat about minimum reserves, Mr Allen srud there 

,,ould be ome effect on the Bank of the minimum re erve requirement, but 1t was not an 

intere t free deposit. Sir David Cooksey noted that the paper said that Monetary Analysis 

would continue to advise the Governor in a d1 ff erent role after monetary union. but he 

wondered whether over 11me there would be a shift of that work towards the ECB Mr Allen 

said that the Bank 's approach would be to make the changes needed when II Joined. but from 

then on to review the issue conllnually, adopting a softly approach. Mr H all asked whether. 1n 

parallel, the Bank should carry out zero based budgeting to see what 11 would need to do to 

sa11 fy 11s functions within the Eurozone. The Governor said he believed the Bank \\ ould ha\ e 

quite enough to do on the" oftly softly" ba 1 . Other central banks had adopted the euro and 

then asked themselves where to go from there rather than reinventino the central bank in order ' b 

to go into the curo 

Sir John Bond said that the key to the successful cash changeover in the Eurozone was that 

the1e was on 11· • f e contro ing en lily in each country, and that should be the role of the Banko 

England I th UK n e • The Governor said he found 11 very difficult to see that 1t could be an) 

body 0ther than the Bank because it wa a Euro system issue. In response 10 a question from 

Mrs Francis M All • · r en said that the Bank believed 1t could achieve\\ hat the ECB rcqu11ed 111 

the tune set f ouL. I Globus was delivered in piing 2003 that would meet the 11metablc 

In response Lo . • a quest10n from Mrs Powers-Freeling about nsk anal)Sts, t-.lr \lien sa11.I the 8.tnli: 

believed 1 1 could do what was needed tn the 11me1able set out 111 the report fhcic "ere prn.1cct 

ns~. but the Ba k . • . • d- n did not believe II was _1uslil 1ed in spenJ1ng money ahcaJ ol ,1 Go\ cmmcnt 
tci\1on S 11 l l ow,ud D . • 11 • • ll deh uvics said that l111anc1,1l stability 1cspons1b1li11cs wc1c ,1 mit e• l 

.ite ''1th111 the f:. . i count uiopean Union, Lind 1h1s \hts not made easier b) the lm:1 that no l\\l 

I ie~ \\c1e iden . . . J ~u"" ltcal 111 how they d1v1dcd 1cspons1b1llt1es lor lin.111ci.il ~t.ibilil) ,tn 

) 
1"-1\J~JO n He \\ •shed . I 8Jnl-. JnJ the .,, Lo put d0\\11 a marl-.er that .,t the point ol dec1s1on t ,e 

I 
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S 
ces Authonty would need to dev1 e a clear strategy a to how they would operate 

f1nanc1al erv1 

JO ~.)110US CO 
mmiuee • of the ECB. He wa not tal k1 ng about any sIgni fl cant change of role. 

I labihty wu a re pon 1b1h1y the Bank hould keep. But the1e was a spectrum of 
F1nancIa s 
rc.1pansibih1Jes, and so in certarn dec1s1on forums of the Eurozone the FSA needed 10 be 

lved and mothers 11 did not. 
IOIO • 

MARKET OPERA TIO S ISSUE 
Current issues 
(~lessr Bean and Tucker in attendance) 

\Ir Tucker introduced his bullet point note on cu1Tent issues 111 the market area money market 

ms1n1men1 reform, the Euro note programme, and the 1x monthly meeting wnh the Treasury on 

1he Exchange Equah a11on Account. There were no quesllons. 

EXEC TIVE REPORT 
(Mes rs Bcan,Tucker and M Lowther in attendance) 

I) The Governor said that due to time constrarnts at the meeting the previous month. Court 

had 10 postpone 11 d1scuss1on of the Quarterly F1nanc1al Repo11 covenng the penod June to 

Augu I. Coun had been 111vi1ed to contact Mr Smout with any issues rcqumng clanltca11on, 

and · 
some member had done so. H e hoped Cou11 was content that no fu11her 11me ncctlcd 

to be set aside to discuss the report further. Cou11 was content. 

2) The G . 
ovemor remrnded Court that Mr Kemsley, the Bani-. 's fo1111c1 Agent based 111 

Liverpool. had been a director of the Merseyside pec1al )11\ estment Fund ( I IF) "hid, 

provided II ., 
venture and loan capital 10 l111 gaps In the fund111g of in vestment to sma ,lllu 

medium s1z d •. I 
• e companies 111 the Merseyside region. Mr Kemsle) had ta"en on t 1..11 

responsibi lity Whilst workmg fo1 the Bank The view had been t.il-..en that to preserve 

~
0mmun1cat10 ., -. · t , ol 

m, oetween MSJF and the Bank, 11 was appropnatc l01 cl sci' ing mcm 1u 

lhl' Bank ' . · 
s stall 10 be the nominated member on l\1 lF's homd 11 11 achan, ,,ho 

~Uccceded M 1\ I , ll· 
r Kemslcy as Agent lor the No1th West, would no\\ succeed him on s 

board 
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, or reported that Lord 1-Iaslarn a former on Execut1 \ e D1 recto1·, had died 
3) The Go,em 

recently. 

4
) The Go\'emor noted tt1at 1n October Sir Andre,v La, ge l1ad reported that Unifi }1ad decided 

to appeal in rclat1on to tl1e 1 ue of ,vhether tl1ere wa proper consultat,on over tl1e Benefit 

Select Tribunal . Tl1e Bank l1ad now received tl1e tex t of tl1e appeal togethe1 with an order 

from tJ1e employment appeal tnbunal ett1ng up an ex parte heari 11g c.alli 11g for submissions. 

The Go,1ernot aid tl1at 11 ,va d, f f,cuJt lo u11der tand \\ h) n1fi ,vas pursuing tl1e case. But 

pcrhap 11 l1ad become a matter of pnnc,1ple O\er the interpretation given by tl1e Tribunal. 

,vh1ch could ha,e implication for ll1e application of the 1ndu tnal tribunal process in a 

broader ,vn)'. 

5) The Governor 1nv1 tcd Sir Andre,v Large a11d M s L owt t1er to 1nlroduce the pt1per on the 

dela}' Lo the Globu project M O' D011ov .. 1n noted thnt M s LO\\ tl1cr l1ad been in\'1tcd to the 

meeting of ll1e Audit Comm1ttec 1t1,1t aftcm oor1 he 11oted that the 1~sue t1ad impl1cut1or1 

for the cont,ol frame,\ork and ra1 cd quc t1011~ abot1t tl1e management of the prOJCCl 1t ell. 

The Go,emor a1d he appreciated the fact tl1aL the Audit Committee \VOuld pur ue son,e of 
th

c detailed rea on for the delay tl1at afte1 noon M1 e1ll said tl1at IT progrt1n1mc o\rer-run ~ 

\\ere un rne\1tablc fact of l1fe, and he reco1nmended \ cry detai led re1Jorts from ll1e supplier. 

aoci thc very fulle t of cu tamer te5t1ng. Ms Blo,v s,11d 1t ""tlS a ,ery l1onc1:,t 1eport of a 

fan1iliJ1 to Sh b 1Y e el1eved tl1e Bank needed ex ternal help to get the p10Jccl u11dcr control, 
anu su1d th · 

ere ,vere firms u ed to picking up t1ch 1tut1 trons To l1 t1, c .1 ·ccond lt1ok. on 

behal r or Coun wou Id be he Ip f u I. 11 I an Gibson :11 d he wou Id go one ~lcp further t hnn a 
•epon frt1 h 

ml c soft,l.-ure supplier lt wn , necesst11 y to 51( do\\ n u11d go tl1rot1gl1 tl1c 
supplier's I· 

P ann111g to ensure that 1t ,vns r1 gl1t . Tl1e B:_111k needed e. ternt1I st11111orl i<lr th~11. 
At the point ti 

ic Slippl,er\ \.\etc sc11t off to in11Jlcr11ent tl1c plt111 011cc i t l1 t1d bt:e11 tl f)f)ro,cd, 

the custorn . I 
c,s s lould be brougl1t i11 . M, I·l ttll \\clcor11cd Ll1c tCJJOrt. s.\\111g it ga,t ,l lot ol 

corn1 0,1 1·1 . 
• piogr:.1r111ncs did sl iJJ. Once Glol)us l1l1d l1ec11 dLl1,c1cc.l tl1et l1ottld I) tt t),llJ r 

on the lcs 
suns lcrirnt Mi s Po\\Crs- l~rceli11g i1id 1l looked tts ii' Ll1c j)l'OJCCt l,.id lot of 

O\\ 11,, ,. 
'" s and I • u ots 01 PCOJllc \vl10 cot1lcl l1~1,1e ,1 Stl)' Sl1c 11<>lcd tl1c i1111J<1rt:111c 01 sl,ultttl£ 

O\\'n ·1 
c 1angc dt l • 1 11 t t 11•1, c had 111 ng tl1r 11111Jl\:111c11t .. 1t1t)11 c1f i.t (JioJec t. 'J~l, i 011e lt1t1kcl ,, 1 11 tlllh 1 l • 

tronge, 111,, le c . I . . I d l 11 ·111 t J t1, \\' t t l1 
~. 0 t)n t1 0 511 Du\ 1d ( <Jok ·c)' noted tl1;,1t l1e 1a .s1Je11 • _, '~Ir I3ro ,. a 

t)r,.cs ~11ct h 1. d ti !l ""'tk lo.id 111 tJ1c / ts te;.1rn. Tl1c differ ~nee l)et \\1ce11 tl1c :1, ~rr1gc loal •111 1l:i t.:, 



. . factor of JOO and that was a problem for any IT ystem. He could well 
proce • "as a 

d ho\\ the problem had emerged. 
understan 

K g reported on the appointment on Mr Chilcott a 1 l ead of Risk Analysis and 
6) Mr in 

I 18 

Momtonng Div1 ,on following the change of re pons1bilities for Mr Ingram, who was 10 be 

Jppointed to a new post of proJect co-ord111ator for the Process Coalillon (Market, B&MS, 

and FRPD) 

\I\ \JAGEME T OF THE BA K 
The Bank's trategy and Objectives 2003/04 
(Me.m Hean, Tucker, Footman and mout in attendance) 

~Ir Footman introduced the Bank's strategy paper. ln response to a quesuon from Mr Bailie 

about Registrar's, Mr Footman noted th::it there was a problem 111 maintarn111g the commitment 

of staff when there were still two possible outcomes from the dehberauons. One \\.US 10 close 

th~ operauon and offer a redundancy package, which would give people something to aim Jor 

The 0ther might be to tr::insfer it to another operation, 111 which case TUPE would come 11110 

force, and there would not neces an ly be rcdund::inc1es. There was a further quesuon about 

whether unde TUPE r a uan fer to an employer at a different sJte would be acceptable He 

noted that the B· k I d b an 1a een con 1denng a long-term deal for staff 111clud111g retention bonuses 
to keep them 

motivated during this final period. The e issues were being discussed\\ Jth the 
Chiel Registrar 

Mrs Francis a k d 5 e whether in the contex t of Cash R atio D epo 11s the Treasury \\a e,pected to 
pu1 a squeeze . 

on at some point. Mr Smout said the Bank did not yet haYe clear 111d1cauons 
Iron, the T reasu . 

ry as to Jts plans for the Bank over the com111g fi,e years The n.!\ 1c,.., of CRD~ 
llould be . 

a nuturnl way to do that The onginal agreement" Jth the Treasury en, isagcd J 
rcircw' I 

a1erf1ve . 
1 . )'ears. It was open to question whe1he1 it \\US sensible lo ha, c a lund.1mcnt,il 
C\tc11 If 

\\-Jth1na I I ·1:. 
cn,I) num)ei of months the pos1t1011 \\OulcJ be clouded by the poss1h1 11) of ·uro 

I he Bani-. h 
med ad not )'Cl been able to establish l1om the T1 easu1y \\hut utt1lllde it tool-. 111 thc 

IUn, tern, 
fund But he hoped the Treasury accepted that 11 \\as not sens1bll: to h.ivc J 

Jlllt111 I 
a 1cv1ew I 1 ·r . , - 1 IJ 

11 1~h th 
8 

" 11 c the l::.uro outcomes \\ ere uncena111 He bclic\ed the i ca~u, > "Lu 

c ank to a~) h 
1nd1c- I ire to increase pruduc11" 11y 111 the long te1 m but he did not .I\ c an 

) atiun lro 
- rn thern as lo ,,hcthc, the} \\1~hcd to gl\.C that 101cc b) hj\Jng numcncal taig~h 
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ber of points about the drafting of the JO B ank-wide obJeCltves. Court 
court made a num 

P
osa( from Mr Kmo that obJect1vc 1 should be changed to read "maintain and 

agreed with a pro o . . . 
. bl enhance the quaJ11y of infom,auon and economic bnc fing provided 10 the 

where pDSSt e 

PI cyCommittee". The Governor suggested that the B ank come back to the next 
Monetary O 1 

Court meeung wllh a revI ed ver ion of the Bank-wide objecuves. 

The Printing Works 
(Messrs Bean, Tucker, Smout, Footman, Thomp on and Ms Lowther in attendance) 

Sir Andrew Large and Mr Smout introduced the paper on the future of the Pnntmg Works. 

Mr Srnoul explained that the proposals had been examined against three cntena: the interests 

oflhestaff, the secumy and quality of note supply, and price. One proposal. under which the 

operauon would be s1gn1ficantly expanded under Bank ownership, had been considered 

carefully but reJected. 

As far as the staff were concerned, the B ank had consulted with unions and staff and 11 ,, J 

clear that th r 
cy preierred to remain a part of the B ank of England, even though they kne,\ that 

would involve Ii 
a igni 1can1 number of redundancies. Oberthur' s btd involved no planned 

redundnnc1es h I 
• w I ea purchase by D e L a Rue might be more likely to lead to tensions. So far 

as quality and . 
secunty of supply were concerned, al l of the poss1b1ltLies appeared sat1sfuctof), 

although Obenl 
iui were the weakest financially. On pnce compan on \\US comple:-.: for 

instance O t 
Pion A (current ownership) was 1101 n firm pnce, and there were some upside n k.s 

lo II Final! th 

b 
y, ere was the question of timing, wi th lhe staff expect111g an unnounccment soon. 

UI Wh ere the1e wa 
s uncena111ty lmked 10 the poss1b1ltty of euro entry 

lhe Go, 
erno, said th 

w~ h ere were Lh1 ee quesuons· dtd Court ngree that the sale or the operutI011s 
t e bes1 opt101 '} G 

Wh h 1, ovCo was persuaded that that wus I he case. A subo1d111nte qucstmn ,, as 
ti er th 

e Bank I 
BuI hen s iould go straight lo De La Rue, s111ce the pnce advantuge "ns quite dl!,tr 

OLed that the .. 
forni . interests of Obe11hu1 and De L1 Rue In Debden wcIc dlflerent \\1th the 

er\ in 
te1es1 be1n 

4~k1n g more slI.11eg1c 111 natun.. o there ,,.is a cuse f01 going b.11..k to hLHh uou 
g "heth 

1 e, this Was th b I · · ·' ol II11c. e est pI ice they could o f fc1 , ,, h1ch would be done in a s 1011 \p.iu: 



120 

. ,:i,hether there wa an ru·gument for delaying unl1J mo1·c was k11own 
h rd quesuon ,vas ''"' fhe l I . 

d · ·on The Bank nnd tl1e bidders would then know ,vhnl they were deaJ1ng 
about the Euro ec1 s1 • 

G 
or said he ,vas not sure ,vhetl,er Ll1at was an advantage 01· cl di sadvantage. l f 

,v11h. The ove111 
L ,vere not to oo ahead wi th tJ1e euro tl1en the sale migl1L perhaps be a less 

the Govern men o 

. i-:oposttion since there would be le s scope for pnntjng the launch stock of euros, 
0uracll ve p, , 

,hough lhe pncing ,vould be more solidly ba ed The Governor said he would appreciate 

Court's advice. 

Mr Neill asked how much would be pajd for the pri nt1ng operati ons. Mr Smout said that t11e 

operation \\1ould be sold for net asset value to whicl1ever of the t,vo bidders was successf uJ. 

The advantage for tl1e Bank woL1ld be o seven year supply contract at a l ower o,1eraJl cost than 

in-house printing. Mr Smout also noted tl1at there ,vould be c1·edj t 1isk over that pen od. The 

Judgement bet\veen bidder would be mode on the p1i ce of t l1e notes. 

In reply to a qucst1on from Sir D avid Cook ey, Mr S1noul said Lhat t11e benefits of relea51ng 

Bank capitaJ lled up in pnnt1ng operations would be relatively small . Sir I-fo\\Urd Da\ 1es said it 

,vas important to et out the basi on which these public ec tor assets were being sold (ie at net 

asset value) for the record. Sir Howard srud that 011 the bnln11ce of advantage l1e ,vus 1n f ,l\ our 

of going ahead A d I 
• e ay would create co11 t1nued unce1·tninty for staf f u11d n co11t1nued 

opponun1ty f O . 
r canvassing of othe1· solutions. 

Mr Baille srud h f 
e ound it strange lhat tl1e gn}J bet vvee11 tl1e pnce at \Vl11cl1 tl1e Bt111k. could 

Produce no Les In th . . 
1 e inrtiaJ years a11d the open111g bids from D e La RL1e '-111<l Obc1 l l1u1 \\ ere !:>O 

arge. That needed d 
00 

ebate. But othe1·wise the commercial arguments ,,c1 e sou11d. t1ncl l1e ~ll ':)o 
led the capital J , . . . . 

the t n, estment 1mpl 1cat1ons of cont111Ltt 11g pi oductio11 \,\ 1 tl1111 tl1e B tt11 k. Turn 111g to 
in11ng of a sulc h I , 

sent ' e iad conce111s, rts <l1<l S11 l)owu1·d D t1\'1es, o,e1 \\l1 t1t 111c~sugc \\'Ould 11 
to Slafl tf C 

over ti ourt decided yes but not yet, ,vl11cl1 was 1l1e ,, orst pos1t1011 to be 1n. 11c. 1...1 tai 11l)' 
le eu,· 0 \Vas an -

there issue Jar lhe bLtyer G1 ve11 ll1 t1t i1 ue1t1y coLtld l)c tt 't l t111g [\S l \\ Cl\ e 111011l l1s, 
'"as ad a11ger tl1·tt LI b relutiu . l 

1e 1dders LOLtld ,, ttll\ ,t\1/tl ) '· ] le qL1cst1 011cd ,vl1etl1\;r l111 tl1c [) t1l1l1 c 

ns side tl1e Ban 
0cc,s1 k \Vould be sendjng u sig11ul 01· k110\\ ledoe or i11( luc11cc 0,•e1· tl1c L·uro 

0n 1f ·l :::i 
t Wc11tahe· . . 

change b . ad no,, · l t Wtts u b~1,1k11ote co11t1 ac, t \\ 1tl1 tl1e pos::,1b1l1L}1 o f SJ) c t i f iculion 
s U1lt 111 . 

~ ' 1Ltll1e r th· . · Id I ,,,._, _/ an a contract r or n<1tes o l tln) ' particular cun·enc)'. J t1d Ll1~1t cott 1c 



, public relations ba 1s. 
handled on a 

made by Court that day. 

12J 

Mi· Ba1l1e t11d l11 view wa that tl,e dcc1 10n sl1ouJd be 

M ff, . d t,e under tood the 1ncl1nal1on lo go back to tl1e bidders lJul l1e d1d riot 
Sir Bnan o al at 

d h, t le,·erage the Bank ,vould l1n,1e on Obcrtl1ur, g1 ven tl1e gap tl1ere was no,v on 
under tan '" u 
pncc . The be~l approach mu t be lo go lo tl1c f,1vounte b1dde1· and ask 1f tl1ey could sl1arpen 

rht1trproce \ a little. ~nd ay that if 1l1ey dtd o tl1cy ,vould get the contract. tl1ougl1 ,v11hout 

going further tl1an that . He advt ed the Bar1k not to ,va1t but to get on with it. 

s,r Jan Gib on aid 1t ,va ,vrong to contcmJJl ate po tpon1ng the sale until after the euro 

dec1s1on. That hould not be on the agenda In the automotive industry, a bid such as that from 

Oberthur ,vould be ignored, and De La Rue ,vou]d be approacl1ed witl1 the message that the 

cost 1n ye,1r J 3 ,vere loo high, and a 1equest to the company to suggest what tl1ey might do in 

order to clinch tl1e deal They l1ould be g1 ven only a ,veek to think about i t Sir I an ad, 1scd 

Compres 1ng the time caJc to de,11 \\'Jlh taff concern u quickly as possible. 

~irs Franci aid he upported going ahead he a ked \Vhetl1er tl1e ri sk \\. US that the Bank 

,,ould have to pa} De La Rue compc11 at1011 if tl went to omeone else for curo note . 

i\fs Lo,\ther • d h 
ui t at the contract com1111ttcd the Bunk 10 placing its rc..gt1l nr eu, o stock \\'tlh tl1e 

supplier The . . . . 
contract provided for change In the tec.l1 n1caJ specif 1cut1on, 1 nc 1 ud1ng tl1e s,,,1 tel1 

lo the curo and t I 
' 

1 a o provided tl1nt p1~1cc ,,,ould be re-e t1m1ned 1n ng1ce1r1g tl1e 11l.~,, let l1n1cnl 
specification fh 

• ere ,va a11 inherent unce1~tainty about wl1t1t tht1t pncc ,, ould be. De l .. a Rue 
had made al I th · 

e right noise Jboul the p11Le for tl1c curo note l)ut tl1ey l1Jd also Il li.l(lc tl1c point 
that thc1e \\'JS o, " ., 
,n et-capacity 1n the 1ndu try Jnd t1 lru ge nun1ber oJ public.. sector p11nte1 ~, ,,,111 11 

drratcd that the . 
Y 11 ad concern about pos Ible dumping. These \\ e 1 e 1 ..., ...,ue '· l3t1t l l1e1 e ,,,41 a 

lllecha nisrn 1n tl1e 
\V lh co,,tract for getting a fair price fo1 tl1c ct1ro note') for rcgt1lt1r st(1ck. l lo,,1e,,c:r 

1 reg• ,, 
aru lo ll1e l·1un .. , ' I 

lhe " c 1 stoc·I\ t 1c contt~tLI 111"1de 1101Jro1111sc.:~, • .111d tl1e B,,11k l1l1<.l ll1 ~cLt cd ,, 1tl1 
t\vo S 

ll Pf) I IC Is l) • 
on,h le optiori5 (01 dealing \\.1tl1 tl1"1t. 'l 'l1e JJr1c..es o(fe1c<.I 1cll ctt:·<.1110 co1111111tn1e11L 

e (>art ol tlic 13· . 
agrc••• urlk lo g1\'e a,, l)J"dcr for tl1e l t1L111cl1 \lock ~l~ Lo,,1tl1cr t1 11d 111 ~n1()Lll 

Cu \\'1th M . .., . 1 s f1 runc1s ti • 1· • • 1 e\r>e iat I tl \\'e 1c lou r1cl tl1itt IJlt} ti11g fro111 De I .. 1 Rt1 ,. \\'tt ~ t1n11c c l tn ) 
ns1 \'e t I (} 

le lat1k ''-' Id 
Oll l1avc Ull OJ)l l()ll lllldcr ll1c 0 11tr~1c t to 111() \ 'e t1ftc1 'C\ Cll ) tll 
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about 11,e euro, but did not . ee tl1en1 a. n1ate1·ial to 
.d l1e understood the argun,enl 

• Moms sa1 h. 1 • 
~1r . . . f O to Obertl,ur becau e one of the cr1 ter1 a on \V 1c 1 l11c He ,,·a. 1n favour o got no 
the dec1s1on. . . , . , 

. d \\a the 1ntere t. of the ltlff. Obe11hur offered greatc1 certainty 
ropcsals ,,ere he1ng as e se 

P d tl,e importance of c pl,11 n 1 ng L. ]earl y tl,e value of the bus1 ness. A 
10 1hem. I-le al o note . 

b d f ded SubJect to the econ 1derat1on he did not tl11nk tl1ere w,1s mu( h 
dec1s1on had LO e e en • 

d I. ,·no apart from 001no back to eek to i111p1·ove the pnce 
\alue 1n e J) 1 t>' 0 0 

~tr King aJd that 11c believed the right \\ J) to go 111 the long te1·111 \.\ J S to n1ove pri nting 1 nto the 

commercial ector. But. for the record, l1e \\ 1 hed to note that he had serious reservations about 

s,gn,ngbefo,e tl1e announcement on the fi ve te t 1-]e noted that he \\ as a minori ty of one in 

Go,co on th, \UbJect lf tl1e Bank kne\\' 1t \VJ going into the Euro area, the contract \\'Ould be 

d1ffcrcn1, bc~ause Euro note were very d1ffe1ent. If the Bank knew 1t ,vas going in, it migl1t 

also lake a v1e\v ll1at Debden did not t,ave a long term future and look for the cheape~t printing 

op11on ,vhe,cver tl could find 1t It \VOuld not have gone dO\vn thi s road of committing to a 

Slrategy for Debdcn So there \\ Cr e cnoLt diff1 ul t1e 1n tl11nk.1ng about tl,c co11tract t1nti] the 

Bnnk knc\\' \\hc1t1cr 1t \\ a going into the Euro or not ]t \\Ould also be difficult to eXJ)lain \\'11) 
th
e BJnk ,va paying compen at1 011 to a pn, ate ector company, if tl,at arose, if tl ,lppeared that 

1h
e compen iltion would not have been nece ary ,is long a the Bank l1aci ,,,,1ited a f u1tl1er t\\fO 

lo lhree month f . G . 01 a ovemment dec1 1011 . Fu, tl1e1111ore, the1·e wa an unce11a1,1ty 111en11un1. 
given th1: d1ff c · . 

tent co l tr ucturcs p11ced 111to the bid. A a n1alter of p11nc1plc tt m,idt sen~e to 
\V~it II 11 the dee 1s1on had been 1nade 1n order to be clearer about tl,c cont1 Jct He d1d not 
believe lhat o 

g ing ahead \Vtth De L,1 Rue ,voultl gua1 an lee tl1e future oJ Del)dcn for longer 1l1;.1n 
lhe c.ont , ract period. 

l.ook,ng at the 
u cost diagram 1n Mr S111out ' s pupe1, tl did not eem tl1~1t De 1 .. ~1 Rt1 ,,,:,s cl1enp r 

n111 Year 4 M 
c • ore \\'Ork should be done on tl1l! co5t 15~uc W1tl1out l l1e tts ~t,rtt11ce ol ge11t1111c 
os1 adv· ..... 

Payi untugcs it \vould be bclter to tlcJJy Ovc1 tl1e lifcti rnc of tl1e c..011trt1ct tl1c B,i11k 111i,,t1L l1~ 
r1g r11 o 

<li e tt,un 1 
rn,ghi ti . 

1 
,vould liave p,11d 1r it l1ttd go11 to st1rplt1s J)tOdt1cc1s in l~t1ro11c. 1>"01) lc 

lCI) Stty ,,. f 
\\•as ihut 

I 
only you li ttd Wltilcd''. 011 tl1c c) tl1er l1,1nd, if tl1c tl\':iC\ 'i111c11l of tile Ii , ~ LC ' l. 

1 l \Vas r1 0 1 yet l . 
\~ouJ<.J 1 

1111e to go l<J tl 1cfc1~11dt1n1, tl1c co111r~tl l \\'Ould l'lc et,~)' to 1>1 (Jttr a11d 1t 
)C si111pl 

c lo go f<)l'"'ard. 
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G vemor note 

. yment were trigge1·ed only if tl1e Bank we,·e unable 
d that compen at1on pa 

'J1le o . bd for reoular orders of euro notes. 
order "'1th De en ~ 

10 place an 

f b k t It was then a matter of ank should oulsource the printing o an no es. 
l1 HalJ said the B . . ''b "]di t o 
'' r . I Tl1e Bank-wide objecti ves 1ncluded UJ ng s rono 

a The key Lo him \Vas the peop e. 
um1n0· 1 ,, Delayino ,vould l1ave a negative impact on that. ]-le supported 
staff mot1 vat1on and mora e • o 

the opuon of moving no,v. 

~fu Po,vers-Free]ing saJd she agreed with Mr King on the liming JJ01 nt. lt was odd to go al1ead 

,vilh n decision when 10 a maLler of months tt1ere could potentjally be greater insight for the 

Banh She noted tl1at Obertl1ur was one of her cornpany' s supp]ie1·s. H e1· sense was that this 

,vas a strategic area for Oberlhur and that it could be pushed l1arder but tl1ey would not move 

unul there ,va u threat to walk a\vny. She ,-vas i11 the camp tl1at aid Lhat ourt should not 

dec1dcno,v. But ,fit did, she believed the Bank l1ould go back to Oberthur as well . 

In response too qucsl1on from the Governor about ll1e argL1ment f 01· c l100s1ng De La Rue 

immediately, Sir Bnan Moffat srud thal 1f tl1e Bank went back to both b1dders each of them 

,vould soon kno\v that tl1e other had been co11tacted. Sir Jan Gibson ag1~eed. 11· Da, 1d Cook.Se) 

noted 
th

e risks of di enchantment arnong tl1e b1dde1·s if tl1e pub11c secto1· delayed and 

procra
st

mated about l he sale of asset . lf the Bank wan led the best dea I it wou Id get i l no,v. n 01 
laler. 

Mr Neill said he sided . . 
R Slrongly \V1th S11 Jan G1bson on tl1e question of go111g bacl-. on11 to De La 

ue. He belie d h 
. vc 

1 
e Bank should go al1end. l-lo\\1ever, he did 11ot belie,,e Ll1al tl1erc \\ ou Id be ~1 cns,s of 

morale if the Bank d 1 d 
Broth e aye • He also advised tl1e Bank to negotiate fir111l) \\ 1tl1 lo\c 

er~ on fees and he wo l . . 
Coun. u d like Close B1 otl1ers to kno\v t l1 t1t tl1e fees ,,,0L1 ld be reported to 

l'he 
Gover11 • 

, 
0

' suggested tht1t 1
nlorin th OLtrt sl1oti )d lttke tl d ec1sio 11 t() go al1c .. 1d. "l''l1c Bi111l' l1~1<l t11c11 to 

e T.re·tsu 
th, l rythat1twas pl· , , ., 

c Possible irn . . at'lning to g<) 4,1l1cau . I lie 11·etisury n1~1y l1tl, t! ~1 c.011cer11 aboLtt 
to pl1cutions tor tl1, . d . 

express th· . e eu,o l!cti:,1011 , a11d tl,e B 1.t11k l1ad to g ive tl1c Tre~1sttl'\' u cl1t111ce 
at vie,,, ~ -

• 

7 ---
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d t
hat he \Vas puzzled by tl1c comme1·c1al log1c of going to one bidder 

rnor commentc n,coove d • h 
A siderat1on for the Governor, and one wl1ere l1c agree wit 

t,ut not the olher. con 

I 
\Va that for Oberthur Ll11 Vl,l u very important st,~a1eg1c rnatte1· because 

Mrs po,,crs-frcc ing, " 

d
. , , plant. So he could not . ce u di adva11tage 1n go1ng bt1ck to Oberthur as well . 

!ht) \\'ante :i ne,, 
'fht ley was that whoever the Bank went to, they hou I <l no I be g1 ven very I on g. It was not a 

m
3
uerof reopening the negot1at1 on but ·olely a que t1 on oJ d1 cussing pncc. 

~tr Baihe aid tl1at th1 pai·ucuJa1 a pcct w,1 a management dec1s1on 111 response to a question 

from the Go\ernor. Cou1t wa content to lea c tl1nl a peel to the Bank. The Governor said that 

he 100k 11 from the dt ·cu 10n that Cou11 \Va content to an wer that tl1ere c;hould be no dela)' 

unless the T,ea ury said 1t \Va concerned about announcing the dec1s1on in the period ahead of 

lhe dec1s1on on tl1e f1, e euro test . 

There heing no other bu tnes Coun \\ u 
UJ) . 

• 
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\\EON 

The Go,cmor 
\lr King 
ir Andre\\' Lai ge 

~Ir Ba1he 
\Is Blo\Y 
Su John Bond 
Sir Da,1d Cook ey 
S,r 110\\'urd Duv1es 
~lrs PrJnc, 
S,r Ian Gibson 
~1r I lull 
Dr Julius 
D.1n1c he1la McKccl1111c 
\Ir till 

~Is O'Donovun 
~lrs PO\\ er -J~recl In o e 
\11 Strctton 

Sir Bnan 1off at 
~tr ~1oms 

lne ~11nutes of h 1 e Court of 20 November, having been c1rculnted. \Vere nppro, ed 

~10 l•'TAR .. , 
~-tono .. y Sf ABII.JITY IS E 
\t • 

1111
c and moncta ry d • • • J d • • • I • d I t I " llh lite n • cu s1on, anc u 1ng 1nte1·11at1011a eco11on11c e,·c 01>111 nts, oget 1er 

(' 1011tt1lv 1PC R £"'4 •'1t~srs Cl· • eport lo '- ou rt 
attcndance; rk , Bean, l 'ucker, All opp, 1s Barker, 11 Bell, J>rofes 01· i l\ell i111d l1· Bail •)' i11 

A1r AB . 
a1lc" int,oc.1 d . sum • ULe his papc1 on I nlernat io11ul Issues M1 Be&e111 i 11t1 ocJuced 111 s c l1t11 l s 

rnar1s1ng UK e . 
0l)fl \\· conoii11c out1Jul. t1cn1i.111d, l1ot1scl1old clebt lc\cls, l41lJ0Ltr ~tr1d 1>r1ces . I le tll>L~d tl1 ttl 

as up 0.8'ft 
bolJnc O 111 Q3 u11d se, vices \verl.: 1<)bL1~t \.vl11le n1t111t1ftt c-. lttri11g gro,,1tl1 l1:1cl ttI)tJ t11 11tl )

1 

cd b~ck. But ti . 
)Caron ,c undc1ly1ng lcv,:l tll 111,111l1ft1ctt11111g otttfJltl l1:1cl l1ce11 ll ttl i11 c tl1r sltttt <)f tl1 "' 

cc Jubilee d1 .. 
con urn st0111011s \\ere a l lo\\'Cd ror. 011f1de11ce \\1,1s u little Io,,,er. 011 tl1e tlc 111 t111cJ sicle 

Plton \Vas up 0.8o/, 
.--=...;::-... • ir1 Q3 t1nd 1etail sales \\'ete st1011g so ft1r 111 Q , \\1itl1 l1<>tt e !)It e lJI) :,g41111 



all incrca~e 10 confidence. Jnve tment wa weak in Q3 but public spending stJong. 
Jll(lalSO 3 m 

h
, trade deficit widened. 
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h usehold debt, Mr Bean drew auent1 on to the cha11s showing debt levels were high and 
Turning to o 

n ing. 

geanno was 1111 relauvely low, and those w1Lh high debts also had high incomes and a!isets 
Income o 

sugge)unghou ehold m1ghL not be unduly tretched. But those with high debts had fe\\. liquid 

liStl) suggesung a rather more precanous picture 

Turning 10 labour and pnces, he noted that employment was up, largely due to the public sector and 

"agegrow1h was teady. Producer prices fell in ovember but RPIX 1nnauon was up Lo 2.8<:f 

dmen by housing deprec1auon and energy. 

,\lrTucker noted lhal there had been few developments in the month but he drew attention to the 

mJrke1 chan number 2, which showed that expectations of sterling interest rates had harely changed 

oierthc las1 month, and raies were expected 10 be unchanged until mid 2003. 

\1r '-Jel!l noied that in the fir t IO days of the month, which included one extra da,. the car market 
hJd sho11 n a 

year-on-year drop, and the expecta11on was of a fall of 5% 1n Decembc1 The full ,e.ir 

llould st111 be an all 11me 1ecord. The indusll y was convinced thal there would be a decline m ..,001 
J/ld probably 11 

ie year after. Mr Bai lie aid the repons he hea1d we1e of confidence \\eJl,.er th.in at 
any lime in the y . . d . 

ear an people were very concerned about the following yeur. Mtnds \\ ere focused 
on issues such 
bu as pensions, insurance, nallonal insurance and the stod. ma1ke1 at a time \\ hen 

s1nesses were 
completing 2003 budgets. There were vet") few opponun1L1es Lo pass on cost 

lll<reases. Peo I 
Pe had held on Lo labour 1n ant1cipal1on of an up-Lum but some \\Ctc no\\ in the 

Process of o 
co • r Slrongly cons1denng, lay,ng off people. 11 David Cooksey said Lh,ll almo-.1 all ol the 

rnpJn1es in Wht h 
con c his group invested in the bus111ess services areJ had reduced 1he11 labour 101 c 

s1dcrahly and 
bu,111 all weie intending to cut fu1the1. The data did not do 1us11ce to the pain lelt 111 

C\s investment 

lun11n 
g to house 

toun,"'- purchases, Mt Stretton su1d thc1c appe,11cd to he a local pa11c1n <\1m1111.J the 
·, thcr1: \\ 

~1ng 1, ere increases in unlash1onable a1cas, \\h1L11 \\CIC catch111g up Pc1h.1ps debt \\J 
a"rn 

t• on 1n these I I I ''Chou Paces whu .. :h ,v.1s less danoc1ous But he noted th,11 opum1sm \\,Is O\\et u, 
\ ll)g C 

inarket I 
- n response to a question from Ms Bell about the consumer sector, 

1/ ) 
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said tliat tliere had been a dramatic upturn 1n the lust two weeks aJtl1ough 
Po\\'ers-Freelino . . 

~{rs b k to where her firm would like to see U11ng was a11other sto1·y. People we1·e 
!her thal ,vas ac 

"he Inter than before and he aJ o 11oted a strong uptake in 1nle1·net purchas1ng for 
g for Chn tmas bU)~n 

h. h ,vn fi,,e times last year's Ie,,el. 
Christmas ,v tc 

\IPC Procedures: Resources for the MPC including IT and. Perso.'1nel in MA 
(E,ecutive Directors, external MPC n1ember and Mr Je11lunson 1n attendance) 

,\1r Jcn~inson introduced hJ paper. Dr Jul,u aid sl1e had two queslions and a suggest.ion. First, a 

LeyproceduraJ change had been Lo close some of the f oreca t meellngs so they ,vere attended b1 a 

smoller group. She ,vondered \¥hether Ll1ere was a do\vn 1de for staff morale i.lnd wished lo hear the 

,,e,vs of lhe exlemal members on whether the po si ble benefits out weigl,ed tl1at . Second, she asked 

1vhclhcr lhe Bonk could help Direclors make a j udgcmer1t on whetl1er support for tt,e external 

members of 1he MPC was adequate, gjven that onJy £ 1 .6 mjJ]ion of the budget was devoted to tl1em. 

Her suggestion ,vns that one of tl1e benefits of being over budget for economists 1n staffing te1 ins \\ ~ 
that lhey could spend mo1·e time on training, particularly the young ones. She was ama1ed ho,\ 

man) said lhey had never been in a factory l t ,vould be helpful if tJ1ey could 5pend n1ore time in the 

region• perhaps being ent oul with the Agent for a week . 

~trBeansa1d h b 1· 
e e 1eved he was speaking for all 11ine members o1' the MP \\'hen l1e said tl1at 

discussions at th · 1 
e lai end of the forecast process were very 1nucl1 better for betng in a mall group, 

1hough there \Va • 8 a cost 1n excluding staff from the process. To cot1nterncl tl1i s. befotc publ1cJt1on of 
the Jnflal1on Re • 

port , the forecasters present al tl,e closed sessions gave u presentut1011 ll) lA !->tulf 
(1nclud1ng th 
lh e external MPC u11jt) on tl1e final f orecnst 011d lie l1J1115elf gt1, can i\1P pe1spcct1 \'e 011 
e discussions M . . . 

\\ , • 
1 AJlsopp said that \1/as a very f u1r su111n1nry. The 1neet1 ng ,vet e better. but tl1ere 

usu cost T 
• hat needed to be watched. 

l 0rn1n 
g to the seco d . 

\\ere s .. n question, Mr Bea11 su1d 11 wns Ltp to ll1e exte111Jls to s"1y ,vl1c1hc1 tl1e 1 sou1-ccs 
Uff1c1ent B 

&houJd 1 • ut Di Julius 
1

S compa.r1so11 of tl1e £ J .6 1111111011 \V1t l1£211111111011 O\'Ct,lll bL1dget 
)C ~Cl !I • 

. .,ga,n&t LI f · 
tonJunctar ic ucL lht1t most of Ll1e MA l)tJclgct \Vent 011 p1odL1ctng rcgt1l ttr l111~l 111g r111d 
f ul «J t1 u] ys,s f 1 
riltlton r 0 1 a l membcrli or tl1e MJlC. A l)cttc1 co1111)ur1son ,, tls prol1t1blv ,,•itl1 tl1c 
ll o tl1c overul I b d . , 
1eextcn-iat . u get that ,1.c111 i11to reseurcl1 -ljke l1ct1, 1t1e~ On tl1~1t bus1s tl1t resot11ces ol 

N unit \\·ere a d . . 1cke1 said roun l1alf ol tl1e O\'Crull r~~ct1rcl1 111t111 l1ours 111 \tl or1elu1 y r\11.1l\ s1~. Pro(essor 
-- he \Vas 

,.----- -_;) • quite happy ,v1tl1 till! 1esou1ces l1e liad. "tnd f1·on1 tl1~1t 1Jo111t of v 1e\v ll1c C\Lc:1nal 
/ 
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fi 
Ms Barker agreed. M Bell said lie had been very happy with the 

, s1tuauon ,,,as ine. . 
members 

O 1 because of the acce sib1lity and avru lab1l1ty of Monetary Analyc;1s staff 
t of resources, lar oe y 

lflloun If that were not t11e ca e tl,ere might be a need for 11101 e Mr Tucker noted 
I• g ,vith quenes. 

n dea in 1. d h 1 S . tary effectively \Vorlang full tJme on monetai·y po 1cy an 1t was t e 
h hud a Pnvate ec1e 

thal e . 
. MA t ff that made the difference. The Gover11or srud that the i ssue of resources had 

avU1lab1hty of s a - . 

d th htm for some tin1e but MPC members kne,v tl1at tl1ey w~re free to do so at any 
not been rai e ,v1 , 

time. 

~1rs Po,vers Freel ing asked wl,ether tl1ere ,vas a proces to check \Vhether some of the ac t1 v1 ues were 

no longer required. Mr Bean said that \Vas a very good question and got to the nub of the 1ssue of 

ho,v big ~1A needed to be. A survey had been canied out six months ago to ident1 f y those MA 

acuv111es nnd output tJ1at the MPC djd and did not , find usef u] . Unfortunately nothing had been 

1denl1l1ed lhut could usefu lJy be cut in order to ave resources. But tl1e1·e mjght be n1ore eff1c1en1 

l\ays of producing some of tl1e OLllputs which were particularl y time intens1ve In answer to a 

qucs11on from Sir David Cooksey about wl1et lier t l1ere would be a tapen ng of 1 esources after the 

tnlroduc1ion of the ne\v model, Mr Bean said tl,nt resources had been taken from olher act1\1l.Jes and 

dtd not involve add111onal resources. Resource Ylould be required i n continuously developing and 

mainiaining L11e model That isst1e was flagged by Profes or Pagan. But there IDJght be nn 1ssue 

funher do,vn the . d h . . roa a tow ether lhe size of MA could be reduced, g1ven thnt this peak ct fort 

would by then be In the past. 

Mr Neil l said he . · , . . . 
. agieed with Dr Julius s point about young economJsts getting e: penence 1n tndu~lt )' 
and he ,vould be h . 
P appy to organ1 ea day jr, 111 com1Jnny's factories a11d d1sl11but1on ce11 t1·e 
erhaps a package c Id . . 

G , ou be organised with other Members of ourt as an onr1ual J)rogran1n1c. The 
overnor srud that w . 

abo as a very kind offer and tl1e Bank would p1ck. up on tl1at. M 1· Ben11 noted tl1at 
Ul one lh1rd of M . . . . 

i\1r Jc k onetruy Analysis eco1101rusts l1t1d no\v been on indust11t1l \ 1~1t!) t111d 

n inson said that h 
organ L e plan was to send about 40 over tl1e course of eacl, }eor. Th1 1ii hnci been 

iscd Wtth tl1e A 
\\ere en· gencJes, which took tl1ree or four enc 11. The feedbttcl" ,,,~ts tl1itl tl1c cco11on1is1s 

Joying ll a11d f d . . 
oun it 1nterest1ng ttnd uselul . 

In resp 
onse to a 

c~l>ectat queSLion fron1 M1· I-lull aboL1t \.v l1et l1er MA starr l1 t1d bee r1 u~k:c<l t1bout tl1eir 
tons M 

h ' 1 Je11kinso d ~PPYPeo 
I 

n sat one o f tl1c qucst1 0 11 \ in tl1c l)tt11l( \V1de "i lttfl o p111io11 s u1 VC) ,,,~1s 110,,, 
~ p e Were \Vith IT 

Attwus 
100 

and general SU{JPlJtt . It \'.i.lS pos1t1,c l1cross tl1e Bunk :.1 tt ,,,11oll.· bltt i r1 
Y<, hi gl1er a.c; . . . 

an appro,·al rating tl1u11 1n the Bunk us a \\1 }101~ , al 76'~,. 
-----
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t Modelling and Forecasting at the Bank of' E ngland 
rror~r Pagan' Rep~r on I MPC n1embers and Professor Pagan in at tend a nee) 
(Eltcuti,,e Directors, externa ' 

He aid that tt,e Bank of England was now ,1 leader in thjs 

1n the UK meant that 01iginal methods had had 
' Paoan int1oduced his Report. rro,es or 0 

ma The un,quene • of the monetary polic} proce 

<l .1 • th ·, Pro edure cen,ed to be well e l ,1bl1 l1ed. Tl,e cu1·re11t system was 
10 bee\ ol ved to ea , .. 1 1 • 

II lt St et ton noted tl,at on tl1e one hand the1 c \\ a a view tl1at a model produced \\tirlJng \\'C i t r r 

sananos for debate and at the other ex treme " hat t,ould happen to 1ntere l rates \Va~ determ1ned 

nndihe model ,,J retro-fitted He a ked ,vhcre in tl11 pec trum ,vas the actual practice. 

Profe sor Paean rud that from ht per pect1 ve a n1odel ,va a ,vay of orgon1s1ng facts and discussions ... 

undof Jnaly 1ng ,vhat ,va going on tn the econonl)'. T he second vie\.v l1ud some 1mportance in that 

1i J ccnain action ,va ,vanted and j t ,va not poss1 ble to generate an outcome on a model there \\1ouJd 

be,vomes. But that ,va not the main concern A model wa not ll1ere to retrof 1t deL1s1ons tl,at hud 

been made. The Governor <.,ommented that a n1odel ,va not an ,1utomatic proce~5 but a real input 

1010 the debate and the formulat1on of v1e,v on policy Mr tretton srud he believed 1 l \\'as 1 mportant 

loensurc that suff1c1ent resource were u "ed 1n ordct to rema1n at the cutting edge. 

In re~ponse t 0 a que lion from Sir lio,va1 d D n\' IC about ho\v 1ngle fun chart or l1oth grt)\\1tl1 and 
inOJtion could be d 

pro u ed, Profe o, Pagan a1d that co11 eplually tl wJs fa11 ly t1ui gl1tfor,\ ard but 
II could b 

not e done \'Cry ea 1ly on the ex , ting n1odel. ]Jee peeled 1t could be done \v1tl1 tl1e 11e,\1 

model Ji 
• o,vcver, the fan cl1ru1. \Va I 1 oi \1Pc d not a re u t o puncl11ng nt1n1ber out or tl 111odel l1l1t tl qt1e\t1on 

• JU ge1nent on th k 
\\oulu e ri , so the MP would l1 ,1vc to think cttrefull y t1l1out tl1t. Joi,,t risks. It 

require not o m h h . 
H"us uc a lee n1cal olut1on tl getting u ed to tt ne, ,v'"1y ot doing tl. It 1111atcl , 

a question of wh I . . 
et 1e1 tl1e MPC lelt 1t J)1 ov1ded reliable 1nfo1mt1t1on . 

br Julius 
sa1u she \\'ould h 

the Bank Was -.. . a\e no ob1ect1 on lo the 1elcJse of tl1e Report in ft1ll 11\? c;o111111c,1tc;cl lll tll 

P1:rhaps tn ,l vu l · l l • · 
rea hing the . ne, a) e situut1on <)\ er tl1e next ) 'CLlr 01 \O l1ct,llt\L: tl1c olJ 111oclt;l ,, tts 

limit of its sl1elf I ~ . 1101>ortant I e ui1d tlic r1c,v 011c Wtl \ J }'Ctll lJel1111d its orioir1t1l s lie lt1I . It \\',lS 10 n1uk, ~ 
1m c SLJre ll1erc w· . . d ,. . . 

i>ottanc. ''~ Lin ti cc.1u 4tlc l l:[)l ,1t.c111c11t lor tl crt1n1l)l111'-~ ()I O"e •. 'l "l1 1 1,11 t c to tl1c t 
cartf I , uggcst1011 flrote . . Jl 

u ly cho c,, s , ssoi ;,,g,,n 111acle ll1t1l 1l ,,,,1~ lJ ttcr to 11:,,,c :1 s111t1ller :tn } 11101~ 
could et olaltcrnat1\ e 1 d --1· I . 
Ii lest d1ltcrent u no c s. l ,, tlS tt lso l1c.:lpl ul ii l)L'<)plc <ltllsillt; tl1 fore tl~t l ttn1 

ke to pproact1es and ll1 "" , ' Id d y .. 

sec tl1e su cy '' ou rlec 11 ,1r1d ccono111ic 1 ~'>UUI cc I or tt1 41 t ') lie ,,,ou Id 
ggest1ons J>rofe 

S\Ol Pag,,11 11,td 111adc listed, dl:b~1tcd arid b1 ougl1t l)ttck to ou1 l. 
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d t comments o11 t l1e Pagan Report 
1t rcspon e an 1 

or said that l te 
nieaovern C rt in January. lt \va. b k to ou 

bl 11 tl1e re JJ011se witl1 tl1e Rcpo11 l1oped to pu 1 

t)llldbc brought ac que t1on from Mr Hall , Mr Bean 
~ rt In response lo a p, an was 

n aflcr ihc ne~t Cou • . art fro1n the He ad of D1 v1 s I on. Pro I essor a g 
SOo ... had not een the Report , ap 

aid tl, ,11 tt1e rest of 

ar\' Anal} 1s ~lo~I , • 
·tlf ta eminar that after11oon. 

presenung ,1 10 sll a 

Mr Bean aid he l1ad invited Professor 
o• did not feel ready to Judge the nc\v model. 

Profes~or Paean I lete o that t,e could 1nfluence its before the ne\\ mode ,va comp 
P,gJn 10 do h1 report . . I back lo do a po tc n pl when the ne ,v model 

I I H • had tentnt1,cly thought of in, 1t1ng ,1m 
di:11 opmen • c l Mr Francis s,ud that was 

. d nr11·ng and Prof cs or Pagan l1ad indicated agreemcn . "a~ up an ru , 

Stns1ble. 

She as~cd \\ hethcr the balance bet ,veen emp1ncnl ,1nd tl1eoret1 ca I wo1 k was 11 gl1t in the model · 

\Ir BeJn said that, a Prof e or Pagan pointed out, tl1crc ,vJ a tJ a de-off bet ween en1pit·ical and 

lhcore11cal cohe1cnce ,vith all model G1,,cn that ,111 11nportant 1·unc..t1on of tl1e model \\'a to l1elp 

anicula1e tv1PC debate , Ll1e modelle1 ' remit t1ad been to come up with a model that ,vas a 

lhron:ucal impro\cmenl but wa at lea I a coherent "11h the dala a the e I ling n1odel. If they 

came up ,vuh one that \VJ ,vorse emp11•1ca ll y, 111 ome n e tl1ey would riot l1avc 111c t tl1e t erni l . 1n 

response 
10 

a que lion fl om Dame S hei I a M e,Kec h 111 e, M1 Beu n 011f1 nned l hat the n C\\ mode I '" ou Id 

bcpubhihed, as the old one had been , and it ,va al o planned to have a conlerencc on it .ibout J rear 
ahead. 

A1s Barker sa d h 1 1 1 
e ookcd 1~ llh Lrep1 dat I on Jl 1 he S\V ll t h nc t yem lo the 11 e,, n1ode I and ,vou Id 

prefer Profess . P· 01 
agan lo v1s11 oonc1 1ather thJn lale1 1 he Go en1or md th1 , as so111 thing that could be taken . . 

10 1 
1010 

cons1dcra11on P1 oles 01 1ckell s,ud 1ha1 he had c.on1plai11ed 1h,1l it ,,•as di rficult pay \!.'1th the ex· 

,, isting model although 11 seen1cd to have belon1c e.1s11!1 For that he ,, a. vcrv ~ateru1 Ii ~ 
• c bcl1e,,ed th· h 

1011hc at 
I 

c trans111on f10 01 the old n1odel to the new ,, a· going 10 be very di f l 1cult 
Comrn111ce. Me . . , . , . 

the new lllbci had underMood the old 1nodel s quirk~ and n11gh1 I lound1:1 ubout ,vuh 
one Until ll1cy ~a\v I . I 

\\ort,ng , , iow 
1
l t e atcd to tl1e old. 1\,11 Allsopp st11d tl1,1t e\1c11 ti tl1c 111c) lei , v,l 110 1 Iu1t1cu1a,t . 

Useru1 lhc y iicll 
11 

wus a sys1e111 that n1adc on th ink about thing . and a . u h ,vu - very 
lo new o11e \Vas g< I ~ . . .. . 

e,_Pla1n th >ing 
10 1

c cnorn1ously d1 II 1cuh 10 get used lo. I le asked Pro le sor Puoan e tract,. o 
Biltd h e-ot f l:>et \\'een th ll • 

-..-' a1 lhc v co, et 1ca I soph I st 1ca lion and e1n pi ri ca I u er u I ness. Pro re - or Pu gan ar1ub1c t r1 t lie r 

node! we1e rai ely n1ea u1ed in the d::11a. Th data wa ubJect 10 a g1eu1 
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t#- • tino this was hkely to be . ·k of daln. II ,,vns a matter 
and 10 foreca o ·1n to fi t every qu11 

~1of re\'l ,on ed modellers a,vay fron1 try g l - were rnucl1 less 
c11ve steer l tarted compu e 1 

~cul perspe )so noted that when model ing , The new model ,vas 
balance. He a . o h1 t1cated tl11ng . 

o11mbnga s1ble to do very much mo1c p Id be a bcnchn1urk 
No,v il ,vas pos f .... but , f J t ucceeded J t wou tffecu,e h d ot been done be o1 c, 

do omething that a n U),ng 10 

model 

d " I d he looked fo1·,va1 d to d w 1 dom an cu or thanked Prof e 
TheGo,em ca 10n 

• the future on more tl1an one o . seeing him again ,n 

or Pagan for 111 t I me nn 

Fl~ANCIAL S'f ABILITY ISSUES . . 
Donte.slit· dcvclop111ents and international • uc 
(F.\t'Cuti,e Director · in attendance) 

\Ir CIJr~ noted, 1n re pon e to Sir David Cook\e)' comment , e re , th lut1vely l1mited number of 

cases of con1pan1e 1n debt d1 fficult1e being broug l to t 1e a11 , un h l B k dcr the Lo11don Jpproach. 

~lrClark then 1nt1oduced ht note, ,vh, h ref c 11 ed to the l · R -.1nd developn1ent ori Argentina. 

Mr Neill asked whether 11 was w1tl11n the remit of the Bank to re earch con umcr attitude\ ~•nee 

tients in the financial erv1ces mdu try had hakcn consumer tru I and conhdencc in the financi.il 

SCclorrccently Mr Clark said that it wa. not and lhJt the Bank did not do J ·u1 v y; but 11 did lake ,tn 

inieics1to the extent that 11 could lead 10 di fferent putten1 of f1 nanc1al no, 1n aggregate in, c tinent. 

The lripan1tc coin111111ce had discus ed th1 1n the contc t of the In urancc ec. 101 D anie hei la 
McKechn1e d 

note an Economic and Social Science Re em h ouncil p1ogran1111e on consun11.1 illlJtudes and d 
sai this could be u eful to the Bank M1 Im k pointed out that the I A had :.111 obJcctJ,e of , . . 

maintainmg confidence at an 111 111u1ional and consumer le, el o 11 1vas 1c1 y 111u h a Jo1n11nterest S .. . 

1h • 
11 

l-lowa1d Davies said he agreed wi th Dame hcila and noted a further ra tor. Data 
owed rcoplc had t iken k k . 

\I/ d ' a noc 10 confidence 1n equ11 y ,ind pooled 1111 e~t111cn ts. 'I he llilTiculty 
ctS iscntangl1ng ti . f . . . . . 

h~p , lat •om fa lling pnccs. 1 here had been lh1 cc ) ea1 s of I alls 11111 ·h had not Pcncu for 70 
Years • <l 

behij, an on 1110s11nodcl, that was a pcrl ec. tl y udcquate e planation or hang i,
1 

iou, 

s 
Ir DdV1u 

in Ooksey said tl1at b· k 
Soi1encics , an h ud hecon1 , .. ry rnuch better :.u hand h n g th run-up to potL:n 

I
i u I ar.._ Mr la, k ag d 

l!l'fllilclies t ree • saying that that \Vas one or the 1casons the Bunk had had IC
11

,~r resolve debt . 

issues. Sir John Bond said the1e 1va a fair a1nount of nenerk 1e,ear ·h 
0 11 
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·ndustry but il d1d not different1 ate between inst1tut1011s There \Vas also a Jot of we financial erv1ces J 

, • th banks. HJ b,1nk 'vvas re\vard1ng managers for good customer atutudes and had 
,n-hoU e ,vork in e 

LI ubiect I-le also noted how closely UK and US l1ouse p11ces had tracked each 
a big database on ,e J • 

r: ars and how bi g a gap l1ad opened over the last 18 montl1s. Mrs Francis said that 
oiher for ,1ve ye . 

1 t of effort. ooing into struclur,11 and efficiency refonn jn tl1e sav1ngs industry 1nc]ud1ng lhere ,vas a o b 

but Paradoxically a lot of attention ,vns also being gjven to Lhe sJ1ortcomJngs of tJ1e insurance, 

,ndu try, as a result of the fact that tl1ey were 1n U1e process of adc:b·essjng them. Partly because of 

the fa ll 10 the market and the increased perception of nsk after September l 1 last year there was a 

clear s,v,ng a,vay from savings and 1nto life and health in urance in lhe US. There \.Vere some echoes 

of that ,n the UK. 

rvlARKET OPERATIONS ISSUES 
Current issues 
(Executi,1e Director in attendance) 

• 

Mr Tucker 1nlroduced l1i note on open li nk, the 1narkcLs' Quarterly Bulletin article, and the 

invacuut1on. There were no que uons. 

EXECUTI\'E REPORT 
(E~ecuti o· ve •rector and Mr Smout i11 attendance) 

Sir Andrew L 
arge reported that the Bonk l1od go11e nl1ead with tl1e Pnnl1ng Wo1 k.s anr-1ot1nce1ne11t Ll1c 

previous day Th h . 
• e press ad been quite rnodest and so lnr tl1ere l1 i1d not bec11 u s1gnifict1nl re\po11 e 

from the un. JJ 
ions. -Je noted tl1at lhe B,1nk hnd bce11 to boll, bidders to see if tl,c) ,, ould h..i, e Ll1e1r 

Pnces and aJ h 
so tot e Treasury to see 1f tl1ere ,vas u view on tJ1e possible sen ·1t1,1ity 1n 1elution to tl1e 

euro Mr S 
• mout srud that the pnce shaving was of Ll1e order of 2-3% Tl1e B~t11k l1ad ~1lso look.ed 

again at the ' 
ntemal OpL1on whjch, if anytl11ng, \\' tls n1a1·g1nully n1ore e pens1\e II not\!d tl1,1t tl1e 

pr1nl1ng ope1 . 
Ultons staff at Debden had been briefed b) ll1e Genert1l 1an,tgc1 t111d tl1c r1l1tio11~1l l1n1on 

officers 
ex \\ere contacLed. Tl1ere \Vtls not 1nucl1 rc,1ctio11 I ror11 Ll1c ~tJf f .. tl Del1uc11 ,,,110 111.1d bee11 

Peeling this d 
rinul evcJopment as a strong J)O~!)J b1 Ji ty s t 11cc Febrtt t\1 y J11d ,, c1 e pc1 l1ttt)s pleus ~d t 11,lt ,l 

deo1s1on had 1 
hJt. Jee11 1nude Tl1e e111pl1a&i ') no,v \,VUS on dctu1 led ncgot1,1t1ons \VI Ll1 De L,1 Rue Tl1e vtnn d 

c o,vn of tl1 
torn . e OJJerattons into Dcl1c.Jen Secltrit}' Jlri11L111g \vLts tl1e 11e,t :-,tep. "l~l1c sl1a1~~ in Ll11~ 

p,1ny \Voutd b 
e sold to De La Rue. Tl1e det,ti ls of the st1ppl)' contrt1ct \Vere no\,, Lt1 b\: 11egt)lit1ted 



. , Id 1-,e det~tilcd cc,nsL1ltat1or1 v.1111 tl1c tl,ree trades unions. 
h nme Li n1e the1 e \\ au 

and at I e . . , 
d he late ,n Januar)' or early I◄cbt t1a1 y. 

d{)\\ n ,,·oul 
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The hi ve 

Cd 10 excl1t1nge contrnct II ,,as a1n1 
111 Mnrcl, \Vl11le co1nJ)let1 on would uepend on a number of fac tors 

Mr Sr110L1l su1d Ll1nt tl1e Office of Fni1·-Trading had indicaLed 
d Ille slate of the building ,vork 

1nclu 1ng 
tJ f Cc Of-,t cc obJcct1or1s 0 11 e,01npet1t1on orounds but there \\'as a pnva1ely that it did not on ,e n cr 

I Prl'\,·edure ,, t,ich mJght take a numbe1 of ,vce~s An ans\ve1· was Ii kel y in January but that c earance V\,, • 

could not be guaranteed Mr Ba1l1e a1d that the f ac. t tl1at tl1e business was being sold at net assets 

,nJue implied tl1at tl1ere \\ a a good re ,dual value for tl1c pnnti ng equi pmenl. In ansv.1er to l1is 

que tion about ,,·h> the tarting point ,va l11gl1e1· tl1an the Bank cos ts, falling only later, M r Smout 

srud 1ha1 the ltr t t\VO year of the contract were the onl y ones with guaranteed ,,aJues and it appeared 

10 be a strategy based on that. It \Va cleJr that De La Rue wa cheaper than the Bank over the l1fe of 

lhc lOnlrnct t:\en though tl remained ex pen 1ve 1n the f,r t year . In response toque t1on from 

Mr 'eill . Mr Smoul said the Bank would come b;1ck \Vith precise figures on the fee to ad,ri .. ers. In 

response to a question from Mr e1l ] about wl1e1hc1 tl1e fee l1ad been neooL1atcd aoore ....... 1,1 I\ 
~ ~~ -

~tr Smout said negotiations ,111 tl1 the 1nercl1anL bar, k. l1ad been l1andlcd aggre si ,,e))' b , 1r Clemenn. 

,\1I Glover ,vas trying to get commercial reality 1n10 the legt1l fe s The Go,,e111or aid th3t the Bank 

\\ould come back o th t M H J l 
n a - r a compl1mented mar1 ngen1ent on n10,•ing qu1ckl)' after th la t 

Coun Meeting and d 
sat it \vas good news foi e, eryone tl1nt tl1e uncertaintic • l1ud l) en tak n a,, a . 

In uccorda • 1 nee \Vil l MJtte1 s Reserved to 

been appointed as a J·Ie,.1d of Di v i s1011 i 11 

~1, ,~ 

ot1rt, 11 A11drc\\' L t1rge 1 e 1 )01 tcd tl1ttt I\11 l){ br1 )' had no,, 

otcs D1 v1')1or1, B41nki11g tln,l t\ 1,,rk "t er,,ic~.-.J. 

0011n tn 1r1trocJ 
Dr J I u ed tt,c olJJec: t1,•c , ,,,11icl1 1111{1 I c,1 r \' t eel i11 tl1 ltg llt ,,1 u 1us 6 1 d v l)t111 o n1111e11t 
eu I I II \\'Ould l)e t1elpful io1 I r 

1111c tll\d d OUI l to l ll\'C , l l lll\l l ll ()J llltll 1011 Oil til e p I-Cent 1gc ot \\ om a 11 . 
tsal)lcd tuf f b . 

K111gsn1,11 y g t \ ldc . S itt, l1~tcl ,,, ,11111(.l tl1 k 111ll of l t; 0111111 11d tl1on tl1l1t c:1m out o f 111 

, C\ IC\\' f OI' I l1e l)"f'I 
datu, lhea ' abot1t l1 ,,,,111g ri11 • te111 ,I ,1ud1l. Sl1c b l1e,,ed ll1e1c l1ot1!d l1~ b I 

0 \1e1110 1 .I U e I ll 
~ho I S4tlu lte \\'' lS 11 •1 l ' d l 

u d set tur ' '1>1 ) lo g1,,e t lt11 tit i t tl1 ic ,,, fill)' in111l1 ,ll1011 tl1ut tl1 13ar1k 
uu get l1e ,, ould t d 

ler o1gu,1,bat, ) u t111,111tl ) ' O() () tl ·~d. I l1c 11111k l1ud d1scL1. llJil \\ atl1 tile I' ~1r1u 
u11s. u11d it hud tl1e lJ 

_) c t qut1l111ed st:1ff o r11.111 e JUttl o 1>1>011u111t1cs b"1 l ' O,e, l1n1e Lt1 
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·cs ·ind . . \.\ us o11 econom1 l ,_. i pOC . . n I hat the 111 ring em phas1 . 
, d l1ad been ct1ang1ng g1\ie . bl Dr Julius said sl1e was Id hangc an ot acceplu e. 

I\IIP1bers ,1ou c • d ·1 The idea of selling targcls \\ as n F . c1 5,u d she agreed !hilt 
, women 1Ud1e , • e 10 have i ncent, ves. Mr5 ' an 

no1prop , :e,s were nol de irable, but \\Ould 1 e . d any differences tl1ere rnjgf1t be on 
uotJS or ta1 0 d }so promotion rate an 

q mber ol woman al entr} level, an a • . d I ong a I he e \Vere not to be q uas, targets. . 
nu Tl Governo, ag,ee J anisat1on 
!!IO\Jnd1 of race or c \ ie of data \ a how many \\ o ,nen left any o rg 
• d the mm,t lel hng pie e t b senl 
Mrs Po11ers-Frechng ill . . porlant and clear me5sages mus e 
' e,11 md equal opportun111e we,e ,m . 
al 1'3110U level • \'Ir B mot, on hou Id be ba ed on men t. 
that there ,va Jn equal opportunit ,e pol1cy ul pro 

Court APPROVED ll1e re\, ed Ii t of obJect1 ve 

,\ Report fron1 tl1e Cl1airn1an of tl1e Audit Con1mittce 
(E,ccuti,e l)irectors in attendance) 

~1so·oono,an introduced the minute ot the Audit omm, ee C tt meeting held after ourt the 
pre,1ous month. he noted thaL much l1ad happened i11 the f 1,,e year ince Mi· Butler had taken o,,er 

ns Auditor. I le had reported that a key area of ,vork wa t 111 the lcam1 ng of le ons from \\'liat had 

gone ,vrong on ea1 lier proJect , and C2 l \vould be nnother e amp I~ of tl1Jt . lie al o noted llO\ 

crcd11 and markc1 had come to the fore m the la I five yea, · On operal!on:il n k , the committee 

l1e noted tl1,1t credib1l1t,, 
had looked a1 ome or 1he, ue and m many c.a e pe, onnel wa the key 

a
nd 

public conf,dcncc were erit ,cal parts of the n k matnx . 11 Andrew Larg had aid there \Vas 10 

be a f 
0

1111al I cv,cw of n k managemcn t tn n dard and Ind, c.al or , ,1 nd a I o of ,1 ppct I tc I or n ,k in 

ianous departments ol the Bank. A I ot wa going on, and I he re had been n1 an)' 1111 p, oven1en l, ,IL th 

-

Bank overt he years She noted tha 1 1 he com n11 ltee had I ooked JI .iccc ecu II l} 1 e I ati n g to c n1ai I , \\eb bro 

wsing and payments sy 1em • The ~on1m1t1ec r ell ve, y n1uch more con I 1dcn1 having hud that 

infonna1ron Since there was sllll a d1slota1ion of c.omn1un1 ,111011 111 ce, lain ,11~,1, ,ind IO\\' a~arcness' 

n certain dcprutments of security is~ucs, thc,c I JS no\1 ,111 ,l\\,ucncs~ p1ogran1111 and lra1n1rig. 1 , 

C 

6 

O Donovan also drew allcn11011 lo M1 Tue.kc, 's 1epo1 l on ope, ational n ·k to th \udil o1n1n111ce and ·t " . , . . 

s le said !here was an cle1nen1 ol cu ltu, al chungc 111 the \\,I} •Ir 1\1ck·' r \Va lonkinn u1 lhut ·1 h . ~ 
c Audit · 

th 
1 °1111

n11tce hJd looked JI the devclopn1t' nl ol c.oqio1:11c valu _ ,,11u ">l1t11dt
11 

ds 
111 

c 1un1u 
n Jcsourc ~ 

f u,n, , es ureu, Wh1th was on-vomg, ,ind lht: '0111n111tt:c ,vould be updutcd on that. ng to the 'J 1 ) . 

cuhurat1 , ~ I 1°Jcei, she s:ud this was u very m11hi1ious hange progrun1111e. bo1h 
111 

IT and 
}. \I.hi le other. , I . . . 

l•s1 
1111 811 aspects 1 ad gone we II I he 111t rod uc ll on o I I he co I e b,1n k, n g package \\ as 

I 
h" lg ll1ece or tl1c . . . 

Pg U\\ • Globus, the n:unc ol !he package, needed 10 be Ii nked into :1 \Vide 
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,~ .i iJOC 

th 
Bank and it impacled on o1her system development. Th is was 

f other )' tems in e , 
ronge o . I db po tponed twice. Modelling by inte111al staff and by external 
roblen1ouc. and it ,a een • 

p had seiiously underestimaled the ume ii would take, and the 3½ months had turned into 

consultant 

18 
months. There was al 

O 
a software issue with the suppliers. Trialling had sta11ed but that was 

also now delayed due to complex inter-dependencies of the system. These had al so been 

undere umaled and so trialling was a year late. The dale had Ii pped from June to October 2002 to 

Apnl 2003, and 1he Bank was probably now looking at June. She noted that M s L owthe1 wished to 

name a new dale on l I January. She also noted that the committee had exan1ined cost oveITUns. It 

had also found that the saving had ri sen. he congratulated Ms Lowtl1er and her team for their very 

honeslreport. It ,va es ential for the Bank that ll1e project came back on track. The Audit 

Comm1 1tee \Vould f oJJow up on C21 at 1ls January meet1 ng. 

,r Andre,v Large sajd the Bank wa h • s oping to get someone ex1Jerienced 1n complex pro1ects of th1s 
son to hel meet 1 • J 

. e ovemor I hanked Ms O'Donova • 
Comm111ee n and Lhe member of the A udit 

There beino no th 
o o er bu iness prior lo the final a • 

Directors ,v1thdrew. Th G . gendn item, tl,e Deputy Governors and E 
e ovemor said h h d e ut1ve 

e a been invi ted to stay by Ll1e c l1ai1·111 an of 

~IA ACEME T OF THE 
lleporl from lhe Ch . • BANK (Continuecl) 

airman of the R 
Mr Neill ieported lo C emuneralion ommittee 

ed o. 

the ourt on l he rcco 
prev1ou5 mon1l1 C mmendat1ons of tl1e l<.e • 

Large M • ou,1 wns CO TENT h muneration o m1ni ttee \1· 111· f' l1 11· d 
, essrs Bean Cl· k ,v,t tl1e ne,v ala11·e i· v "' a n1et 

a d ' ar Tuck .. P opo d 
n N1ckcll and M ' er, Glover, Allsop e for Mr Kino S 

s Barker and M B P, ir Petet Pet .- p ~' 
11 

nd1 e\\ s ell. 1 ie, rof e s • G 1 oodl1f"\ t B ~l1· , lc1e1 

C oun \Vas up. 
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