
A COURT OF DIRECTORS AT THE BANK 

\\'EDNESDA Y 15 JANUARY 2003 

Present: 

Tl1e Rt .l-10 11 Sir Ed,vard George, Governor 
Mr King, Deputy Governor - M onetnt)' Policy 
Sir Andre,v l ... arge. Deputy Governor F1nanc1aJ tab1lity 
S11 David Cooksey, Chru1·rnan, Sub-Comm1ttee of D1rectors 
Mr Ba1J1e 
tv1s Blow 
Sir John Bond 
Sir 110,vard D,1vies 
tv1rs Francis 
Sir Ia11 G1l)son 
SI r Gr n 11 tl m 11 J J I 
Dr J ul1us 
D a111c Sl1e1 la M cK echnie 
Sir B11an Mof fut 
1'-11 Mo,n!) 
f\-1rNc1II 
tv1~ O 'D onO\> Jt1 

tv1r Po,ver -Freel1ng 
i\1r Stretton 

'J'lte Go, emor congratulated Mr Mo1-ns on recc1 v111g ~l1e 0 1der of Jamaica, a11<.1 tr G1·t1ha1n Hl1II on 

hts kn1gl11l1ood 1n tl1e recent New Yen1· honou1s announcement. 

The Minutes of the Court of J 8 D ecember, l1av1ng been c1rcuJated, ,, ere ,l}J}JJ o, e<.1 

MONi.:rf1\RY STABILITY ISSUES 
Economic and n1onetary discus ion, togethe1· ,vitl1 tl1e n1ontl1l)1 11> lleJlort to Ct>urt 
(Messrs Bean, 'fucker, Allsopp and M Bari e1· and l\il , Bell i11 alte11da11ce) 

1 

ln introc.1uc1ng tl,e MPC Repor1 Lo Court, Mr Beu11 s t11d ll1ul tl1e global 1ccovcry 1c n1u 111~tl 11-.1tcl1)', 

uJLhough recent US datu 11ad bee,1 niore pos 1t1ve . 111 tl1e Ul<, 1nn11uf t\c tur111 g Oltlf)ttl 11,1<.1111c1c .. 1-..,~<.1 ,n 

No\ember dri ven by a large 111creasc 1n 111~1c l11 11cry ,1nd cqt,ipment OLtlJ)Ut. l·lc sttitJ 1,~ \Vtts \\'ttr)' of 
read ~ • ing loo much 1010 tl,e data. On Lhc dc1nt111d 51dc. M, 8eJ11 s .. 11d tl1e 1P \ \' tts ~xpect1ng u 

slo"d • own tn con~unier demand but 1t wus c 11t1c.ul tl1t1L 1l \\ us not loo r ;.11)1<..1 1~11e full in Ci) t1sut11er 

~::::--
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confidence in recent months l1ad reflected a decline 1n sentiment about tl1e overall economic situation 

so \t.·as less likely to be a good ind1c,1tor of future spend111g. 

T.um1ng to the markets, Mi· Tucker said that 111arkel interest r"1le futures 11npJied a s01n ev., l1at 

increased cxpectat1011 of an MPC 1nterest rate cut over tl1e com1ng n1on tl1s. D ol lar bond yields had 

increased over the recent pen od, po 1bly reflect111g an ant1c1pated 1mpuct from U S budget proposals. 

Equity prices had been broadly unchanged over recer1t months though tl1e Dax index was nouceabl y 

weaker, reflecting corporate developments in Ge1·rnany. E-xct1ange rate movements had continued Lo 

centre on tl1e n se in the euro and the fall in the dollar Tl1e euro' s ERI had 11sen by 7-8<;1, t)ver Lhe 

past year; and the euro had appreci ated by som e 20o/o against the dollar. I n cons1dering tu \\1l1at 

extent a possible ,var w1th lraq \vas being pnced into financial markets, Mr Tucker noted the 

strengLhen1ng of the S\v1ss franc and l1Jgher 0 11 and gold p11ces as ind1cat1ve. H o,ve\'er, there hud 

been no notable increase in corporate bond spreads. 

D r Jul1us commented on recent developments in the oil market. She sa1d tl1e stnke in Venezuela 

alongside a po 1ble reduction 1n supply f rom Iraq would mean that sl1ort t e 1111 OPEC capacil)' , .1s 

not suffic1ent to meet demand. T herefore, the ri sk of l1igl1e1 oil pnccs l1ad increased rec.(.;11tl} She 

explruned tl1at the impact of reduced Iraqi supJ)Ort in isol ati on was less consequential. 

Mrs Powers-Freeling said thnt the surge 1n retrul spending in the run up to l1nstm as had occur1ed 

la1er in tl1c mor,th than the prev1ous year but l1ad been positive O\e1 ul l . Janua1 )' sale~ l1 .. 1d \ l11ned 

1nore strongly Ll1an anticipated, lhougl, m~1ny retu1lers l1nd large stocks t1nd ,,,ere dis\,1.1unting t1ea\ ti)-'. 

Sl1e sa1d that operating plans for tl,e year al, ead centred 0 11 an expectut1011 ol g1·0,vtl1 ol ..irt)un<l 21 2l"0 _ 

Clolh1ng reta1Jers were paying n1ore attention lo tock levPl5 and tl1e le11gtl1 of tl1e bu)ii r1g L \Cle. 

Mr Neill reported tl1 at car snles in D ecember \Vere 14% l11gl1e1· ll1a11 ,1 yea1· eJ1 )1e1 , \\' illl 1111porli.; 

representing 80% of the mn1 ket - o record . He said lht1t gro\vtl1 l1 l1d bec11 dn\ en \)) dt ':) ouill " uild 

01l1er dealer 1ncent1 ves relnted to tl yeru -end sales pusl1 . 11c fell u11de1 l y111g detn,ttld \\'Us less blJO)'ant. 

Sales over tl,e f i rst 1 O days of J anuury \vcre 20<~ lo,ver tl1a11 J ye~tr eu1 I ILi' Dame st,e, ltt i\it1... 1'(!~hnie 

said that deuler pre- regi str11t1on o f vcl11cles \VU5 l1~el)1 to l1ccot111t fot ~on1c ol t},,:. 1·nct•CJ> a~ 1 ... c:~ se lll \ .,} 1' • 

Sir Gral1am 1-lall asked \\' l1cther tl1e 111creu~e 1n Rll JX 111fl t1t1on in N o\' nlber· ,,,.1 • 1· 
1 1 1- 111 1ne \\ 1t 1 ,, iat the 

Bank had cx1>ectcd Mr B cun said tt \\rJS ()r\!tl }' 111uc)1 as e JJecLec.l ttnd },11 oel\, t•c, t l ... d l 
~ ,._, 1 c el:te L 1e ea, l1c1 
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increase in l1ouse ptices. A short- tenn 'hump' 1n 1nflalion was for in5tance bu1Jt into tt,e oveml)er 

/11flatio11 Report forecast. He a1d the rise 1n November was not, J1owever, f eJt to be mutcnt1l to Lhe 

med1um-te1m outlook. The Gove1nor said that tl1e 1nlluence would IJers1st for much of the year. Sir 

David Cooksey asked whether the increase in RPTX inflation ,vas lil<ely to feed through 1nto v.age 

negot1at1ons. Mi Bean said that ome leakage \Vas possible but unlil,ely to be sign1ficant. The 

impact of the forthcorrung 1ncrense 1n National In u1 ance conu1butio11s was a bigger concern to the 

ComIDJttee. 

MPC Procedures: 
(i) I>eer revie,v comn1ents on tl1e pre-MPC process 
(ii) External analysis of MPC procedures, and 
(iii) Provision of regional and ectoral information to the MPC 
(Executive Directors, external MPC members and Mr Jenkin on in at tendanc-e) 

ln int1·oduc1ng u ·e1ies of tl1ree papers relating to the MPC's procedures, the Governor reponed that 

the first pnper ummari sed tl1e vie,vs of non-Bank visitors who had attended pre-MPC meetingc.. The 

second and third papers commen ted on views freel y exJJressed by exte1nal parues re1at1ng to 

procedure adopted by the MPC and provided a su1nm,1ry of the regional , sectoral and other 

1nfonnal1on regu larly suppl1ed to tl,e MPC. Mr Ki11g bnefl y introduced tl1e papers 

Peer review comments on the pre-MPC proce 

Mr King noted that, alongside the generalJ y pos1t1 ve co1nments, c1i ti cn) ren1ru·ks once ag~1in c.entred 

on the amount of data presented at pre• MPC. l-Io,vever, he st1id that ll1e Committee felt 1111~ to be 

Jess oj an issue for them month to 1nonth. M ucl, o l tl1e data ,vere reJe, ,l11t to tl1e otl1c1 •1P nieeting:s 

\vl11ch ex tema1 v i 1tors did not expe1 ience. 

Sir David Cooksey noted that the 011ly regular exle1·11al ntte11dee o f pre-MP nieet1ngs \Vtt~ the 

Treasury representati ve. H e nsked whell1er 1t \VOLtld be possible fot tl1ut 11t111y to con ttibLtlc; ll) the 

re\'ie\v in the future. The Governor said that tl11s could be done. ir] l o,,·1.1r<l D ltvie~ ~lttd, l,t1,,11,g 

recenLly attended prc -MPC, he fell thnL t l1c pre,,1ous con1111e11t t1bout I l1c 11,~eltng 11~1ct l)~en ,,,ell 

addressed f>rescntut1on:;, were 110\-\ more tl1e111ttl1 c lle Ltdded tl1 ttl (C\!lll1,1c "' 1ron1 e,., t -:. 1 cl ., t:111u tttten ces 

sl1ould be "t cc> 11d1 t1 <)11 of "1lte11dunce t111d noted llltll tl1c li B l1 ttd 110L re~i)o tided 10 ll,c 
1 t \\ . 

Mr King said tl1ut feedbuck ,vus ,in ir1formul co11d1t10 11 or atlendl111ce 'lr Jenk in 1 . 
1 

d 
• • ~1. 11 t=Xf) tt1ne tl1:.1t 

the ECB team h;1d visited tl1e Ba11k to c:on')1dc.:r s11cc iticull y tl1c 1o lc o f tl,c genc1cs 
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External analysis of MPC procedures 

External commentators continue to comment on the lack of a statement with MPC announcements. 

Ms O' Donovan asked ,vhether the Barik had spoken to the Fina11cial 1,imes following its lender 

article on the issue. Mr King said the Bank poke to the Ff regularl y on these issues. H e said any 

!)latement accompanying the interest rate announcement would l1ave Lo be short and restricted to 

explrun1ng only the dec1s1on 1t elf. 1,he MPC continued to prefer Lo oJ fer a full and coherent 

4 

ex pl:111ot1on of all tl1e is ues and arguments discus ed in the meeting through ll1e minutes. The 

Comm1ttee had a d1fferent vie,v for tl1ose occa 10n w l1en their decision was J1kely to be unexpected~ 

\vhen an 1mmed1ate statement was more appropri ate He added that there was no general sense that 

markets were concerned by the lack of a regular statement . Sir D av1d Cooksey sa:id 1ha1 \>lhen the 

MPC process staned there ,va considerable pressure for inf 01m at1on lo he)p explain the 

Commi tteel tl1inlting and actions. T his renected tl1e fact tl1at mrukeLs \.\ere uncertain about the nev. 

frame\vork. H owever, he tl1ougl1L that t11ere had been a not1ceobJe reduction 1n chese demand o,,er 

tl1e past f e\v year . 

Provision of regional and sectoral inforn1ation to the 1\llPC 

Mr Franc1s queried ,vhether there migl1L be an unconsc ious bins jn tJ1e Agents~ reporting. reflecting .... 
the type of companies that spoke to l l1e B ank. Sl1e ,1 ked i f tl1e B ank l1nd undcrtake11 u11y ttnal)'3l of 

the A ger1 ts' reports. Mr Jenkinson n1d that each year ll1erc \Vt\S t1n infom1al assessn1cnt ot tl,e 

report and a companson w1Ll1 tre11ds 1n the econotnic duta. Tl1ut ,vus included 1n tl1e ..i,111ual papei to 

Court on the work of the Age11ts. M onetary Ana lysis \Vere co11s1de11ng a more fom,al con,p,trati,,e 

anaJ ys1s us,ng the A gents' stnt1 st ,ca l annex scores. 

Mi· Stretto11 asked w hetl1er the Bnnk wanted to see n1ore en1pl1as1s on r eg1011al inf 01111tllt()Il t\tlcl 

\vhether more p11onty s1,ou ld be afforded to tl by tl1e ON . l ·l t1d \Ve JS~cd tile question ttltcmally') 

Mr K1ng su1d Ll1al mo1e reg1onttl 1nto1111ntio11 \Vtts 11ol u l11 g l1 0 S [)J 1ot1l)' l ot· the l\.1 1P · f . 
I V lll \ ' tC\\I l) llS 

national 1nJlaL1on turget Regional info 1111t1 t1 0 11 \Vas tt '->e rt1l in infclr1111110 tl,e 1, .1t1•0 11.,1 ,.,, 
t. L " CL l>r1on11 p1ctt11 e 

but wus not rec1u1red 1n 1ts o,vn 11 g l1 t . T he ON fl1cc<.l tl1e cl1.tllc11ge o t i,,,
1
Ji o,1·111g ·t . 

1 S ~ltlltst,cs \\ 1tl1 :1 

d1ff1cult org,1n1 st1tionul struc tt11e t1nd \V1Ll1 tl1e 1:, l i1rr tit i ts ll1s1Jost1I . , , ,1,~ 1's 1P 1,.1d d 
1 

. 
.., 1' • 111t1 e c etir I ts 

pr1or1ucs to tl1c ONS to en\urc work \Vtts focu1:,sed 011 tl1c 111ost in1JJOILtllll ureas. 
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Mr Bailie asked if MPC members \\·ere ever surpnsed by \vhat tJ1ey heard on their regional visits aflcl 

ho\\' \Vas the inte1ligence fed into !v1PC d1scuss1on •. Ms Barker rud lie \V:lS not u. tiully sui-pri!)ed 

because the Agents· monthly reports flagged most of the issues. Sl,e ndded tl1ut the v1s1 ts \Vere ol·ten 

discussed anecdotally by the MPC. tv1r Allsopp swd he often d1scove1ed uddi tionul ft1cts fro111 his 

visits; for example. the strength of l1ouse pnces 1n partJculur areJs 

Dr Julius said Court needed 10 evaluate tl1e quality of ectoral 1nfo11nut1on U\ ,11lablc to tl1e MPC. SJ,e 

a:sked if it hud improved o,,er lhe past year and \\US the standard as 1l1e Bani< required. l :;-or Jnslunce, 

given tl1e importance of house pnce data at the present time, \\US tl1e Bank satisfied \\11th the data? 

rvtr Jcr1k1n~on said service sector stati tics 11:.id improved, albeit tn n marginal \VJY and '.\Ork was 

011go1ng~ 1'01 cxumple, Lt1c extension of llic co,erJgc of corporate services pnce indices. rlc added 

1l1ut 1l1c ONS \.\c1e de,1eloping u11 officiul montl11) l1ouse price index, expected on un ex1)er11nentul 

tJilSJ~ i11 r111U-2()Q3. 

11· Gr:11,.101 I lull ot1tl1ned to Court tl1e forthcoming White Paper on regional devolut1on. The nine 

Reg1onul De, clopmc11t genc1cs ,, ould rccc1 ve increased funding lo ' lever' tl,e regional econom1es 

1\r1 1n1t1,1l step ,,1ould be for tl1c RDAs to esLablish statistical and infor111ut1on datal)ascs. Tl1e 

n1ect1ngs b--t,,•eer1 tl1eBonk's Agents and the RDA's ,vere useful and p1 ovided a 'sanity cl1cck' on 

,,,11:.11 tl1e)' ,,•ere botl1 thtn.k.Jng. Sir GrJ.ham encouraged the links between tl1e Agcnc1e~ c1nd RDAs. 

Dume Sl1eila McKechnie suggested that if the new ONS house price index was not of a l1igh standard 

11 ,vould add to rather than help the problem of statistics coveri11g tl1e hous1ng market. Mr King said 

ulJ stat1st1cs \Veie estimates. House prices were inheren tly d1f-ficult to meusure as different types of 

l1ou5es 1n d1fferent places ,vere sold each month . Much depended on stal1st1cul adjustments for 

changes 1n the InJX of locauons, and size and type of houses sold. He said tl1e Bank could dlscuss 

tl1e approach to these problems but 1t \Vas for tl1e ONS to 1IDpJement the metl1od<; chosen and produce 

the stat1st1cs. The Governor said d1fficult1es with particular stat1st1cs made 1t important for tl)e "iv1PC 

to have a number of d1fferent measures at its disposal He felt precise ind1vtdual numbe 1 rs \\ ere es~ 
important than the need to be able lo form an overall Judgn1ent about econon,1c ti ends It \Vtl!) 

important Lo be able to cross-reference d1 ff erent data sou1·ces to do tt11s . 
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The l\1PC's response to the Pagan Report 
(Executive Directors and External MPC Men1bers in attendance) 

!\1r Beun introduced a draft re pon e from Court and the MPC to tJ1e Pogu1l Report , wh1ch had been 

discussed by the MPC tl1e pre,11ous week. T l1e intent ion was to publ1sl1 the response alongside the 

report itself . Mr Bean sa1d Ll1e 1espon e wa brondly ,velcoming bul l1e would be gra teful for 

comments on botl1 tone and content. 'fhe econd paper, which ,vas not for publication, was a IJSL of 

recommendations contaj ned in the Repon , as requested at the Dece1nber Court. Tl1e second paper 

was for inforrnation only. 

Mt Stretton sugge Led a drafting change tn pnragrapl1 16 to replace the ph1·ase • ]earning from pa~L 

mistakes.'' Sir Davtd Cooksey suggested Ll1 aL the last senlence of paragrapl1 1 should read 

''simultt1neously assists Cou1·t and No11 Execuu ve D1reclors 1n the execut1011 ot the1r o,,ers1ght 

6 

uut1es''. He also suggested a draft ing change Lo tl1e last sentence of pnragrapl1 14 to mal<e clearer that 

1t was a situation thnl may happen from time to t1me in t11e nor11Jal course of events. Ml Bean s&.U d he 

,vould tuke these suggestions on bonrd Tl1e Governor sa1d he loo)'-ed r orward \\11th interest to tl1e 

1enct1on of the House of L ords Comm1ttee, and also to Professor Pagan s fol ]o,\ up \.V01k \Vhen the 

11e,v model ,vu 1n place. Court agreed the chunges and was content ,vith the first paper 

Wi th 1eference Lo questions 5 and 6 1n l11e 11st of recommendations 1n the second pape1. D r Jul1u5 

noted Lhat Professor Pagan uggested tl1at the Bank m1ght consider a small unit to \\ ark on model 

development. Sl1e said that while the MPC response \1/0S that the basic ob1ect1 ve seemed volid, it 

,1ppeared to indicate that it ,Nas debatable wl1ether a small dedicated u111t ,vus ti1e best ,va, to Jchieve 

it She asked \Vhetl1er the suggestio11 had been considered, and tl1e Bank l1ud not been able to 

conclude wl1ether Jl was a good tdea or not, 0 1 wl1elher the uggestion l1ad been con&idered and 

d1smis ed. Mr Bean said Lhe concern was that such a unit \vould be cul o1 f from tl1e rest of M onetaryf 

Analysis that ran against the general strategy with1n MA that reseru·ct, shottld be done side b\' ~ide 
~ 

witl, analysis rather than in separate units. For that reason tl1e Bank \Vas \VUt) of c ietttit1g ti 

completely separate un1t dedicated to JUSt model development. Indeed ut 0 11e ti 111e tl,cr~ 
11

lld been 

sucJ1 u unit a 11d 1t had been abandoned for tl1e reoso11s l1e had g1ve11 I·Io,v,~, r,.1. t·e 
1 "'""' , &ou1 cc-., or 

co nt1nu111g development would be 111t1dc uvu1 lablc ,v1tl11n tl1e e 1!:)Li,1o J1v1~10111
1 ·t • . ,, 

o -. S ILIC\Ll l e ~ 1J 1 lTI ' ' 
0 

agreed The Governor noted Ll1 ,1t the ope11i11g or tl1e t11odell1ng process lo 11 t 1 1 1 j)U 10111 ot 1e1 d1v1~100.., 
\Vas a s1gn1f1cant improvement . T l1ere wus no dottbt a continuing qtiestio 1 1 b 11 0 lO\v est to orgun1se 
such V.'ork~ and the Bank \Vould look nt th -.11 c.l ">Jl ect. 

I 
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FINANCIAL ST ABILJTY ISSUES 

Domestic developments and i11ternational issues 
(Executive Directors in attendance) 

7 

Mr Clark inLroduced 111 bullet po1nl 110 Le on Argent1nn and on a legal issue between JP Mo1gan 

Cl1a e and vanou insurance companies. Tl1e Governor noted that in B asel he l1ud met the new 

Governor of the Argenune central bank, who had made a pos1ll ve 1mp1 ess1on on him and hjs fellow 

Go\ emors. Tl1e pol1ticaJ context was Ll1e real problem in Argenuna. Tt1e Governor also noted that 

l1e had met the new governor from BraziJ There had been a pos1t1ve reaction to the new Brasilian 

Government and the new cenlral bank goven1or \ Vas favourably received 1n Basel 

Mr Clark noted that tl,e nex t Court would discuss a paper on the financ1al stabilit y role of tl,e Bank~ 

l Je would be more than happy lo arrange l1 ort briefing seminars for N on-ExecutJ"e Directors to 

ex plrun more about the Bank's financ1aJ stab1l1ty act1 v it1es. 

IVIARKE1, OPERATIONS ISSUES 

Quarterly report on current de,1elopment 
(Executive Directors in atte11dance) 

M, Tucker introduced h1s report, ,vl1ich co,,e,ed· market contracts; Euro-11ote~.b111 Jnd the B"mk of 

England balance sheet; ri sk management~ and a JJrojects update (OpenL1nk. Bu~1ne " De\relopments 

a11d the Forex Cash M anagemenl Unit.) T l,ere were no question . 

EXECUTIVE REPORT 
(Executive Directors in attendance) 

1"11e Governor noted Ll1at the te11ns of six Non-Execuuve Directors \\ ould CX[)t re 011 3 l 1 d ~ 
,1) 1.lTI Ot 

Lhose D11 ectors fi ve had served more tl1a11 0 11e te, n1. T l1e Chu11cellor l1ud l1.lken tile \'ie,,, tllut lie 

V,,ould not w1sl1 to reuppo1nt uny of tl1ose f ive l-Ie \\'ould be l1upp) ~\tld ,v1 lling l = c-
o ll:1.tppo1nt =>tt Bnnt1 

Motfa l ,..,J,o l1nd done one te r1n . but tl1tll dc1)endecJ ()n S 11 B1 1t111 '" d e(. i ~tl)tl 0 11 \ 1 ~ 
1 

. 
1 

. 
\ ll:l 1e1 1e \\' tS11ed lO 

c c)11t1n uc ' f'l1c Governor sa id l1e regretted tl1 t\l tl1e 13u11l \\tt\s 11ot gt) ttig to b, l 1,. ~ 
l: ~1) e to CtllT) IOf\\:t1rd 

so1nc o f tl1e exp erience o f peo1Jle \-V l10 l1ud se1\1ed t\\O l e1 111s. I t ,votild 111 ~ 
1

. 
e~ltl l 11.ll ll \ 'Cry tnl~n:st\ e 

Nolan process \vould l1ave to be u11dcrluken, ·r·11c (Jlun \\ J 5 Lo [JUC out , d 
l lll 1.l VCt l 1se111ent 011 27 
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f Court in a secLoraJ and 
January. A great deal of thinking would be 1·equ1red about tt1e compos1t1on ° 

. • h h O s1derat1ons should be regional representation sense. The Governor sn1d }1e was anxious t at t ese c n 

renected in some degree 1n the adve111sen1ent, and the Bank was 1n cJ1 scuss1on w ith the Treasury 

about that. The Governor noted that tt1cre wouJd be an opportlJn1ty to thunk the ret1nng 

Non-Executive Directors at a dinner at tt1e end of May. 

MANAGEMENT OF THE BANK 

'fhe Quarterly Financial Report 
(Executive Directors and M.r Smout in attendance) 

Mr Sn1out 1ntroduced the Quarterly Financial Report Sir Brian Moff'at asked \vhether managers 

\Vere being encouraged to spend Lt[) to budget. Mr Smoul rep]1ed that th1s \Vas not the c~e There 

were a vnnety of devel opment on tl1e bank1ng side ,vh1ch happened to be in February and l\.1arch, 

and tl1i s spending was fo1· business rea ons rather than a year end rush. The Go,·emor d.J:ev.1 attenl1on 

lo n paper Mr Smout had c1rculnted on tl1e professional fees for the disposal of the printing 

operation , \vh1ch l1ad been requested by M r ei l l . 

The Annual Pay Review 
(Executive Directors and Mr Footman in attenda11ce) 

Mr Footman introduced his paper, noti 11g as bacl<ground that t l1ere 110d been ,1 cl1ange ct Unifi 

national official . Mr B1·a,)J ley had l)een replaced by Mr Brool<es. Mr Footn1u11 Jlso 11oted tl1ut a 

ballot pro1)osed by U nifi could delay a settlen1ent . 

ln response lo a question from M s O,Donovnn nbout ballot rules, fvlr Foot,11,,11 sti id tlle 11~,Ilot \\'Ould 

only appl y to tl1e mai11 bargai n1ng unit 011d a decision ,vould be by t\ s1 n1ple 111ajo11 l) 111 re~pon c lo 

a question from S11 Graham I-I all ~\bout wl1ctl1e1 tl1e Bnnl l1ad considered tl t \\ 0 lo tilt ee \ 'e~tr deal. 

Mr Footman said l1e was not sure tl1al tl1c B u11h: ~1s u \\ l1ole ,vould do t}11s l)ut ,t 111 • I 1 b d 
, 1g 1 e nee ed for 

Gloutcster up to tl1e fJ01nt at\\ l11 cl1 tl1e OJJer Jt1011 c losed \\' l11 c h ,v·1s 0, 01-,, tl' ' ltl 
• " ' .... ,, U)' l'.,lrrt\\' tly. 

D1 ll1l1us com111enled tl1itt 1t woulc.l lJe l1igl1ly c 111l)1\11 .. 1ss111g ,r c, e11 a })Ct . ,. "l ' 
1 

f 
t:l:J' .. ,ge o ~l ,ll at tl1e B anl 

of Er1glttnc.l received t1c1·o~s~the~bot11d .. 1,vJ1ds ttlJovc tl1c 111flutio11 r·tt "' un 1 ' i..;, t l l \\',lS 1111po1ttllll to lJ~ 

sens1ti\·e about tl1e (Jerc;cntagc bc111g d1sct1sscd f\.-11 Nc1II said tllnt 11·, . d t ' .. 

l S ,l \ 1 c..: \\'~l:s lo try to n10\ e tl1e 
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\Vl1ole Bank to the point where pay increases were bet ween the manager and tl,e I ndi viduaJ 

. . • d th • mmediate 
concerned. In response to a question from Mr Neill about the bal lot, Mr Footman SUJ e 1 

question w11 ,vhether the union wou ld or \.vou ld 1101 recommend the offer. Jt would not be a ballot 

about industrial act1on. If tl1e ballot was against acceptunce, tl1e quesl1on would be whether tl1e Bank 

should go ahead and pay the award, or ,vl1etl1er 1t sJ1ould hold it up and carry 011 negouations in 

circun1stances where deJay1ng the actual payment ,vould be unpopular w1Lh stuff Si1 H oward DJvies 

said he J1ad ne,,er \vholly under load the Bank figures fo1 pay a\vards but in so 1~ar as }1e d1d1 tJ1e FSA 

\VUS looking at s1m1lar number . 

In re ponse to a quest1on from Mr Morns nbot1t whell1er there were any residual Benefit Select issue~ 

that might impact on the dt cus 10n, Mr Foot1nan noted that the un1on h'1d asked for an increase in 

tl1e benefits allowance. Some benefit cost , notabl y medjcaJ insurance, were going up but we had 

i11creased ll1e a!Jowance last year and 111s 1nstinct \Vas to keep U1e powder dry on the 1ssue The Bank 

wou ld be negotiating a new rhree year contact w1th 1nedical insurance prov1ders at the end of th1s 

year, and tl1at would be the time to think about tl1e size of tl1e allowance S1r Ian Gibson agreed ,,11th 

Mr Neill tl,at once a move away from across the board a\\1ards V.'as started the Bank should k.eep on 

1n that d1rect1011 H e also recommended tl1at 1l1e Bank sl1ou]d decide in ad, ance of the ballot ,vhethe1· 

11 \vould e11her pay Ll1e award or continue Lhe debnte, 1n the event tl1al the b,11101 cnn1e dO\\ln aorun~t 
~ 

the a,vard. In response to a question f ron1 Sir Da\11d Cooksey about lT U\\.at d~ at a time ,,,hen the!"e 

had been s1gn1ficant redundancies in the City IT ector in the prev1ou~ fe,\ \\eeks, !\1r Footinan ,aid 

tl1erc had been a complete cl1ange in the recru,tmenl si tuation of IT p1·ofes 1on.1I . One rc.1 on tor 

separate lT awards h,1d been to allow the Bank lo incren e snl t1 11es fu · ter ,vl1cn ll1e1e \veie 

rccru1 tment difficulties. But thi s year a11d last yeur Ll1c scl1en1e l1ud i.11 lowed us to do tl'le re, ei e. 

rhere being no other business CourL was up. 

.. 

7~oJ 
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M1 King, Deputy Go em or - MonetJI) PolJL) 
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Sir Graham H all 

Tl1c Minute of tl1e Court of 15 Junu,1ry. ht1v1 ng l)cen c1rt.ul~1tcd, \\e1c '"tppro\cd. 

l\10 E'l'ARY STABJJ..,J'J'Y IS UE 

JO 

I nnation Report, together ,vitl1 the e(·o110111ic t1nd n1onetar)' discu ,io 11 , i11coi·i>ot·atin•1 tile 
monthly l\·1PC Report to Court 
(Executi, e Director and 1\1s Bell in s1ttcndancc) 

Jr1 ir1t1o duc 1r1g tl1c Ml'C' l~c1)<)1 l tc> ' c)Ul'l, M1 Bct,11 , ~lid tl1t1l globt1I ,~:c.O\'ery 1 111r11 ned patcll)' 

and fou1tl1 <.!Ui1rtc1 US Gl) I' l1ud 11 \l:1101q;.,, 8t1si 11e-.,"i lo11 l1del1le \\111 l1olditig lllJ iii tlie 

\\'i tl1 indicators uggcsting tl ,~c.c1\cl')' \\'Ott ld tt111ti 11 t1c tl, i . ye~tr, l)ttl r1ot 11t ,l t>ttt licti lnrly 

d)1
11u ,11ic pace. I·lo\, C\ c t\ tl1c ct1ro tire,, \\ ,ls ul>dt1cd a11d tl11 111t1lte1 cd tlll) rt: to tll t' l K because 

,,.--.... u • tl1c greater 1m1>01'lar1cc t<> ot1r 11et t1 :1d \\' itl1 tl1e •~ ·t of tl1c \\'Orld. I le noted thut oil ptlLe~ 
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\Vere higl,er by $6 than at the time of the November /1zj7ario11 Repo,~r and equities had f al Jen 

further. Turning to output, he said UK GDP was up 0.4o/o in the fourth quarter but he noted 
th

e 

distortions arising from the Jubilee holiday. Looking tl1rough that, growth tn the secood half 

was between 0.5 and 0.6% per quarter, a little belo,v trend. Services were hold1ng up ,vhile 

manufacturing fell, but the underlying fall in tl1e latter was exaggerated, wh1ch could be seen by 

stripping out the Jubilee dt tort.ions. Bus1ne confidence had edged down in serv1ces and 

manufactunng. Turning to consumption, ~,c atd retail sales were up J .1 o/o 1n December but 

seasonal factor incJudjng tl1e t1nung of Ch1·1stmas made the trend unclear. The housing market 

seemed to be cooling a little. Al l the main indices impJ1ed that the rate of growth had 

slackened. The leading indicator of housing market activity implied that activity was 

moderntJ11g. He al o noted that consumer confidence was down sharply. 

Mr Bean sa1d investment hnd fallen but mi gl1t be 11earing the trough. There Vt ere some signs 

that profitubiUty might be stabi ljsing. Measu1·e of investment intent1ons implied that Lhere 

might be ome mild pick up Jater in the year. Exports \Vere weak, though the data Vtas erratic~ 

and he \Vould ,-velcome in ight from Court 1nlo the reasons for the sharp October and 

November fall . The puzzle was that the reported weakne s was to the US, which \Vas not \\ hat 

would l1ave been expected. Turning to labour and prices, he said thot unemployment \Vas flat 

and pay gro,vth steady overaJI , thougl1 il l1ad risen 1n the public sector Input price inflation had 

picked up bu t RPIX 1nf1at1on ,vas unchanged at 2 7% in January. H e noted tl1at oil and hou~ing 

depreciation \1/ere temporary factors. Turning lo tl1e l11fla11011 Repo,·t pr0Ject1ons, he noted that 

growth had been revised down but wns close to trend, dropp111g :1 little belo\\ trend tl1e 

following year lnnation edged up tem1Jorur1ly but tl1en fel l back to target. The nski:, \\'ere 

increased by the prospect o f wru·. H e noted tl1:it Ll1e MPC l1nd dec1ded by seven \ 'Ote to t,vo lo 

cut rates by 0.25 percentage poi nt . 

Tumjng to the markets, Mr Tucker noted ll1ot tl1c i11Lerest rate cut \\·as u stirpn5e 10 lerm o( tts 

timing, but nol 111 terms of \vl1etl1e1 there ,vould be ~1 cut Tl1ut l1ad been e peeled later it, the 

Spnng, not tl11 s n1ontl1. lie d1 e\v aLtent1on to l1t1rt 2, co,1e11ng tl1e p·ltl, oJ iat 1 • h 
' e c unng L e dny 

of tl1e Ml>C announcement . 1-Je t1l~o noted tl1t1l in l1 t11~t 3 l1et,,,ec 11 tl,e No , b / .n . 
• \ en1 er 11.J,OllOll 

Rep o ,·r and the most rcce11t n1eet1ng, tl1e 111011cy 11111rket cu,, c 11·\d , t11 t·l d d 
I 

r • 

' c O\\ 11 :.1 ot. I t, 1s l1ad 
pushed out tl1e point al \Vl11c: l1 tl1e tl1ittkets l1 ~1d cx1)ccted intcicst lllt .. ~ l Tl 

c~ 0 11sc. 1e 111arket \.Vas 

now betting on a f urtl1cr cut in tl1e 11ext f e,v n1011tl1s and }1ud pu~l,ed O t . " . . 
· u e\en lu1 ther tl1e time al 
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. . . 4 h d downward shift in the whicl1 rates would sturt to nse again. He noted that Chort s owe a 

dollar and the euro and, more recently. a marked shift in sterling. He drew attention to Chart 5• 

\Vruch sh0\\1ed ten year spot rates deri ved from government bond yields, and Chart 6 which 

showed a weakness in equity indices ahead of tl,e most recent meeting, and then s1deways 

moves. Chan 7 showed sterling had shifted downwards on tl1e exchange rate 1ndex wh1Je the 

gold spot pnce ,n Chart 8 showed that gold \\' US off its peaks in both doll ar and euro terins but 

still up on Autumn le\1els. Finally he drew attention to Chart 9 which showed US dollar bond 

spreads by credit rating: they had ri sen mode tt y 1n the sub-investment grade area 

In reply to a question from M Blo\v, Mr Bean said that the MPC by convention took 

Gove111ment announced spendjng plans and a urned they would spend \Vhat they had 

announced, though the MPC nlighl take a di fferent vie\V on tax revenues~ ,vhich depended on 

actJ v1ty. Tl,e nature of spending ,vas also 1gnificant. ]:le noted that a key engine of gro\.\ th this 

year wa the increase in public expenditure. Sir ]an Gibson noted Lhe outlook for the US and 

European auto 1ndustries and said that they ,vere gearing up for a very d.Jfficull year. 

Mr Franc, noted that the relruc alio11 announced by the Financial ervtces Authont) had led 

1n urance companies to stop feel1ng the need to be forced sellers of equities and that had had 

ome underpinning effect on the market. But sl1e heard fro1n member companies tl,at they did 

not yet feel they had tl1e confidence lo buy aga1n. In respon e to her queslton about market 

values, Mr Bean sajd that i t was probably reasonable to suggest ll1at most of tl,e necessary 

correction had taken place no\v, though caution \\1as requ1red. In tl1e longer run lie \\'ould be 

sJ1gl1tly more optimistic, not so much i n relut1on to tl1e UJ but to tl1c rest of the \vorld 

pru11cularly developing economies. T l1ere, lhc de1nand for cup1tt1I ougl1t to be nsing in t11e 

future and that might l1elp pusl1 up return on equi ty. There ,vns also n gro,ving U\\arene of 

the need Lo push up savings for tl1e future. 

Mr Nc,11 noted Lhnt the car murket 1n Jur1 ui11)' wns do,v11 2 0 o/o i11 tl1c ti , t t,,0 . , 1y "' d 
1 

b 
" u.. ..,n ·c ruUf)' 

\Vas currently running 15% do,vn, \\1itl1 large fleet sales do,, 11 2oc-c and rctru l dO\\' Il 1 Oo/o. The 

order inlukc coming tl1rough 1mpl1cd tl lo,,•et Marcl1 tl1a11 ll1c 11rcv 1ou '-ear 11 _ 
J • 1e1e,,Js,o\'erall, 

n cooling 111 tl1e market. lt wt1s going to be ,t di l f1ct1lt )'Ctlr ,111d 111 o,vn fi i·n" . 
1 i \\'as utt,ng b .. 1ck 

wl1encver 1l could. Mr 8 :;1 i l1e noted tl1at, tl1c dit} l)c lorc, tl1e 11ri11ti11g und p· k· • . 
nc .. 1g1ng industl')' 

l1ad settled for a n ave1;.1gc 2.4<, on l)as1c (1~l), ,,,t1 icl1 l1c belie,•ed to l'>c 1 d . 
' \ery n10 e~t J.mou11t 1n 

view of tl1e f uct Ll1aL there ,vas a 1 % i11crcu~c rn NI ... s. I-le r1otcd tl,·it lh 
----- .. e en ice '.)ector and CBI 
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reports for Northern Ireland were more pessirnistic. The impact of the slowdown in the 

Republic was beginning lo trickle into the nortl1. Mrs Powers-Frceling noted that , after the 

terrorist warnings. there had been a noticeable red1str1bu11on of shopping away from city 

centTe/t11gh streets and big shopping malls to secondary high streets and supe1111arkets. 

Consumer \Vere changing where they bougl1t rotl,er than w l1etl1er they bought. Mr Moms 

noted tt,at Government depa11rnents often did not spend tl,eir capital budgets. H e aJso noted 

that an the motor industry the impact of the lowdown mjght be more 1mmed1ate. Rover had 

day of zero production. He upported Sir Jan Gibson's concerns about the US car industry. 

Mr Bean, replying to Mr Morns, said that tl1ere was a distjnctjon between undershooting of 

capi tal and current spending, in that tl1e former was much smal ler 1n monetary te11ns even 

though the percentage undershoot wa l arger. Consequently the impact was less Roughly 

13 

peaking Government expendi ture \1/a £10bn less than planned (1 % of GDP). the level of GDP 

would also be around 1 o/o lo,ver. A materi al under hoot, if one took place, could thus have 

sign, f, cant eff eels on growth prospects this year. 

Dame Sheila M cKechnie noted factors affecting the electricaJ ector. One related lo a poss1ble 

OFT dec1s1on on complex monopolies in ex tended \Varrantics. Another issue related to 

super111 ru·ket competit1on, in particular fro1n W al-M art, related lo ats bu)'lng po,ver in tJ1e 

domestic goods markets \\'orld-wide. A third issue she noted \vas 1n relation to pension \\'here 

people v.,ere on ly beginning to understand tl1at pen 1ons \Vere part of the total remuneration 

package. Wage increases might be denied as a result of large pcns1on contributions Jnd tht 

rai sed the possibi lity of legal case . Mr Stretton, commenting on n remark by Mr etll 

h1gl1light1ng pensions issue , noted that the increase in l1fe e, JJectt1ncy \\'US 11ot TIC\\~ and hud 

been allowed for in planning for a long lln1e T l1c i ue \.VU ,vl1ctl1er enougl1 l1ad been allo\ved. 

He also noted, in relauon to the n1urket fal ls, tl1nt in pension funds, ma1n 1ntere~t '"n in tact in 

the now of income, w l1 ich depended on valuations 20 or 30 years nl1ead, and 11ot 111 in,medi~te 

ch,tnges in value. T he real question for them was wl1etl1er tl1cre 11,ld been a cl1ungc ii, tl,e 

econon,y tl1at 1mpl1ed that lor1g te,m ,,aJuutio11 sl1ould be looked ,ll i,1 dtlfer~nt \\' F 
"' uy... ocus1ng 

on tl1c ,~sue of 1m1ned1ate mt11 ket v,1luu11011 cottld 1nnhe tl11ngs \\'Orse ir Jol,n Bond 

supported Mr Slretton . Tl1e mu1ket ,v,1s going tl1roL1gl1 a pe11od \vll n co1.:.r co . • 
" lllc.llnn1c11t \\.'US 

dn ving pcrf ormance ttnd \Vt11l111g for tl pc, 10d \Vl1e11 reve11t1e \Vl1Ltld l)tck U!), 1,e ul~o tloted the 

1mpor1a11ce of the \1c1·y large 1r1cret1ses i11 dc111t111d 111 c111c1ging 111•tr' ct1.: . d 1 • 
c. "' ->, ,ln l 1e1 r tOSl 

ad, antagcs, 1 r1c lud1 ng labour r Jte~ 
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FINANCIAL ST ABILITY ISSUES 

The Bank's Financial Stability Role 
(Executive Directors in attendance) 

14 

Sir Andre\v Large noted that the paper by Mr Clark was deliberately relrospect1ve in its 

approach. Mr Clark introduced hjs paper noti11g Lhat f1nanciaJ stabil1Ly problems, wh1 Je they 

typically nttracted less attent1on than monetary policy and 1nf1ation, cou]d nevertheless involve 

a senous economic cost. 

Jn respon c to a quest1on from Dr Julius nbout the FSAP revie,v by tl1e IMF. Mr Clark said that 

parts of the FSAP would be published very oon, and he would give Court a brief digest. 

Dr Jul1u commented that the d1slinction made in the paper between surveillance, infrastructure 

and cri i manage111ent \Vas u efu l. She noted that there was no comparable s1ngle indJcator for 

financial tt1b1l1ty to the 1nn .. 1t1 on target for monetary stability, and asked ,vhether it \\'ould be 

worth trying to come up with an aggregate indjcator of Lhe relative level of financial stability. 

She aJso believed there was a role for more scenario anaJysis because en sis management \\'as 

about gett1ng managers lo think senously about poss1b]e, if unlikely, outcomes. Finally she 

asked ,vhere responsibility would lie if a large 1nsurnnce finn wos in donger of going under 

Tt1e Governor noted that th1 would be an 1sst1e for the Tripartite landing Comn1ittee 

Mr Nc1 II noted tt1at there were a nu1nber of useful oftware tools for scenano planning. It ,vas 

also something SheJJ did very well . Sir Jolin Bor1u su1d lie bel1eved ll1e Bank did un adn1iruble 

job in 1ts f1nancial stabil1t y work. He was particularly interested in tl1e efficienC)' and 

effect1,1enes of financial service . In the pas! people had sn1d tl1at the Ger111an and pre\ ,ousl, 

the Japane e banking sectors were the ideal sy tern . Ile believed tl1ot 1l \\ us cleat no,v tlint 

having a reasonab]y profitable f1nuncial sector wt1s u st1 t1tegic trengtl1 fo1 un cca11an,y Jf lie 

made that point himself it would not be as fully accepted as if tl1e Bt1nk sa1d 1t. If tl,e B tln1' 

were to make tl1e po1n1 , it would be helpful 111 JJubltc debate. Mrs Frt111ci endo~ed ,,,hat 

Mr Clurk h,1d said about tl1c tr1part1te systc111. lie believed 11, tls ,,·ork111g \Cl) \\ell lie 

noted, tl1ougt1 , tl1nt son,e City fir1ns ,>1ere no longc1 tis clear tl~ i11 tl1e IJU~l llbout ,vlicrc tl 

calming voice wou ld con1e fro1n tf tl1crc were reul 1>roblern~, tl1ougl1 sl1e ~uspected tlio~c people 

were hark.J ng back to golde11 duys ll1al ne,,cr \\ ere. l1e said tl1t1t tl1e1 e \\ JS " compe • ,, nsJ.lton 

scheme available if an insura11cc cornpnny becu111e 111s01 \'Cnt Tl1e 's}4\lem1c 1 stic \\ a~ ,vt,etl,er. 
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if a lot of companies were in difficulty at the same time, there would be a chain reaction . One 

of the in1portant issues to be discussed at that point would be whether 1t would be nght lo have 

a lifeboat or to \Vail for the compensation scheme to be triggered. 

Sir David Cooksey noted the importance of demonstrating what the Bank ach1eved from 1ts 

financial stability work. He gave a an example banking and small and medium enterpnses, 

\vhere there \Vas a huge gulf 1n perception between tl1c banks and SMEs 10 years ago. But the 

Bank had created trust and understanding. ln 1clation to O,e FSA and the Treasury, it was quite 

clear that the Bank's financial tabi lity work was d1flerent and complementary. But he noted 

that the paper did not show what tl1e Bank had spent on financial stab1l1ty in recent years. Cost 

benefit analy 1s over time wou ld allow the Bank to reJect any argument about the vaJue of its 

financial talJ1l i ty work. Mr Morri said he found the paper very reassuring, particularly in the 

three areas of surveil lance, 1nfrastructure and cn s1 management. He admired the way the 

tripartite group worked. 1-Ie nsked ,vhether tt1cre was any mechanism to share the info11nalion 

,vhjch gave Lh1s reassurance to Court w1th other ectors of the financial community. The 

Governor noted that considerable amounts of info, rnat1on '\Vere publ1shed in the FSR, though 

the Bank had to balance publication against tl1e potential risks of putting the info1111ation in the 

public domain. Retumi11g to scenario pJnnning, M s O 'Donovan noted that Shell ... et the ,vorld 

benchmark and it employed 60 peopJe for the task. 

Mr Clark, 1n response to Dr Julius' point ubout measurement, said tl1e Bank had tried to mo,e 

in that direction, particulru·ly in looking Llt bt1nk.Jng exposures, and ri sl s 1n aggregate acres~ the 

banking sector 1n the UK und beyond. More coulcl 110\vever be done. A lot of \\ o1 k 1,ad been 

carried out on leading indicoto1s of crises 1n c1ne1g1ng n1orkets. A dilf 1cult)' aro e. llO\\'ever, in 

try1ng Lo combine this ,vitl1 nnnlysis of tl1e 1mpoct of st111cturnl cl1nnge . \V1th respect lo 

scenurio analysis, he said tl,ut the Bank l1ud ct111 tcd out \\'ork 111 tl1 t1t area. I-le nolcd thitt 

exercises had been done 1n rclr1t1on to furtl1er fr1lls 1n tl,e m11rkct, JJl\t1ic l1lurl )• for in"ttrui,ce 

companies und also looking at tl1e in1pl1ct1l1011s ol , at 1n l1Jq BC)'Ond tl1ut, tile Bunk had 

carried out more spec1 fie u11t1ly~1s ol \\ l1t1 t \\~ould be 11ccded 111 tl1'-= e,•cnl of a lui lure of tl loroe 
0 

complex group. Thttl ,vork \VU\ not com1Jlctc. Otl1cr ,vork l1nd l1ccn cll1ne i,1 1 \!l~ttion Lo teITOri.st 

nttacks. The FS arcu l1ud n<Jl looked ul f111t111c1tll 1111111ilc\tl1tio11s of gl.: 11c1 ,1 l econoniic hocks 
1 

but was bcgjn,1ing Lo do tl1at u si 11g tl1e Ba11k. l1( E11gl 111d n1odcl . 1·11e.sc cxctcises \\' ,,te lllttitll)' 
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valuable not because they gave the ans\vers but because they made people think about the 

questions. 

16 

Turning to the i ssue of respons1biljties, he said they were set out in broad terms 1n the 

Memorandum of Understanding. The trad1t1onal interest of central banks had focussed on 

banks but it could not be ruled out in some circumstances that tl1is would widen . Beyond a 

certain po111t 1t ~,as unlikely to be within the financial capability of a central bank on its own to 

provide support. One of the esscnt1nl feature of tl1e Triparti te Stand1ng Commi ttee and the 

MOU was tl1at it laid out what the contribution of each of Lhe three bodjes would be 1n such 

circumstances. The key issue ,vas tl1e poter1tial for systemic knock.-on. The Bank was not 1n 

the business of propping up indiv1duaJ fi11ns ,vhose failure did not have implications for the 

,v1der f 1nanc1al ystem or economy. 

Tu111ing lc1 the efficiency and effectiveness of tl,e financial system, Mr Clark said that the FS 

area did 11ot scour tl1e country looking for 1neffic1encies. It took up opportunities \\here they 

arose, \Vhere it sa,v possibil1tie of improving effi ciency and containing risk. Tumjng to 

question about where a calming voice would come from, he sntd that 1~sues of co-ord1nallon 

l1ad been hondled well througl1 the Stunding Committee. For example there l1ad been many 

additional meetings of the Committee to make ure all three bodies \\'ere speak.Jog ,,,ith the 

same vo,ce on the insurance 1ndust.ry. He noted in response to Sir David Cooksey that FS 

spending was set out in the Bank's budget, but agreed that i t would be u eful to dra,v it together 

for Court. Finally he noted tl1at tl1e FS area t1ad made considert1b]e stndes 1n u·anspat·enc), 

particu larly through the FSR. ]t ,vas al,¥ays difficult Lo judge qui te 110,v far one could o 0 ~ 

\Vithout prec1pitat1ng the trouble tl1at Jt was l1oped Lo avoid, but in lnytng out tl1e issues, the 

Bank tned to be as open as 1t could. 

MARKET OPERATIONS ISSUES 

Current Issues 
(Executive Director in attc11dance) 

Mr Tucker rcpo1ted on tl1e rcsltlls of tl1e 2006 EL110 Note l ssLte tl11d tl1c c11di,1g of n,onc} n,ru·ket 

loans to locul uutl1011l1t.:s, us ~ct oul 1r1 l1is bttllet JJ0 1nt 110Le l l1c1~ \\ CI C no question . 



EXECUTIVE REPORT 
(Executi,1e Directors in attendance) 

Sir Andre\v Large drew Coun's attention to a change 1n which Mr Footman would chair 

M an Co. There would be a monthly meeting of OovCo to address the issues an sing from that 

process. 

~~ NAGEMENTOFTHEBANK 
A Report from the Chairman of the Audit Comn1itlee 
(Executive Directors in attendance) 
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M O'Dono,,an outJ1ned the mrun points con tained in the draft minutes of the Aucbt Committee 

mee11ng l1eld in January. The Governor said he was very grateful for the \Vork done by 

Ms O'Donovan as Chairman and by tt,e Committee. There were no questions. 

Pension Fund Issues 
(Executive Directors and Messrs Sn1out and Bennell in attendance) 

Amendments to Staff Pens1on Fund '"frust Deed and Rules 

Sir Andrew Large drew attention to the papers 1 n M embers' folders regarding changes to the 

Trust Deed and Rules of the Staff Pension Fund, wJ1ich required Court· s appro, aJ . The 

change \Vere: 

• To reflect a statutory cl1ange jn respect or A VC def e11·aJ: tl1e effect of the cl1angc ,, llS to 
allo,v members to defer, up to age 75, using 1l1eir AVC Jund to purcl1ase odd1t1onal pension 
benefi ts, ratl1er than being ob11 ged to do so at tl1e nn1e time n ~ tl1e1r taff Fund pen ton 
came 1n10 payn1ent. 

• To implement pensions l1a1·ing regu lt1tions \vl11ch foc1litate a clct111 brcuk. 1n u divorce 
settlcmenl by allow 111g tl1c ex-s1Jouse lo take t111 agreed pro1Jort1on of tl1e 111e111ber' acciued 
pension benefi ts eit her us a transfer vulL1e 01 n tl life nnnL1ity 111 tl1e Pen ton Fund. 

• To amend tl1e T rustee' s 1 nvest,nent po,ve1 s to cl,1n r y thi1t I tl\ est1nent in ft1ture uncl 
de1·1vut1ves was permitted 

Court APPROVED tl1e Deec.1 of A 111e11d111e11t gt\ 111g effect to tl1c cl1~1nge 1n the Tt u5t Deed and 

tl1e Resolution covering tl1e ume11dn1ents Lo tile l~ules of tl1e Ft111d 
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Court Pension Scl1eme 

The Go,,emor having drnwn attention to the interests of hin1self, Sir Andrew Large and 

Messrs Bean, Clark and Tucker in the Court Pension Scheme. Sir Andrew Large noted that. 

because the Scheme was small and more exposed to changes 1n membership or asset value. an 

actuarial valuation was earned out as at I March each year. The 2002 va luat1on had shown the 

Scheme still to be 111 surplu , albeit reduced, but the financial position had deteriorated s1nce 

because of the decline in equity markets and membersl1 ip changes. Accordingly. the Trustees 

had: 

• asked U1e Bank for an augmentation payment of £733,000, largely to meet the cost to the 
Scheme of the per1s1011 drawn, wi thout actuurial reduction, on the early retirement during 
2002 of Messrs Clementi and Ple11de1·leith and adding Mr Tucker to the Scheme. The 
Governors were minded to agree. 

• signalled tl1e likely need for resumption of annual contnbut1ons from the 2003/04 financial 
year, al a rate to be deten11ined when the re ults of tl1e 2003 valuation were available in the 
sun1mer A f orrrial proposa l would be brought to Court in due course. 

Valuation of Lhe Staff Pen ion Fund 

S1r Andrew Large reported Ll1at Ll1e latest triennial actuaria1 valuation of the Fund had recently 

been finalised. The results st10,.ved t·hat, as at the vaJuation date of 28 Februat) 2002, the 

funding Jevel viras J 12%. This surplus would , in the Actuary's calcu1at1on, have allo\\'ed the 

Bank Lo continue \Vttl, lhe fu ll contributions hol1dny started 1n 1996 fo1 a further n1ne }ears. 

The Bank ,vould then have to resume annual conlribu tjons at tl1e full service rate ,vh1ch, as 

asse sed 1n the 2002 va luation, would be 27o/o of the pen ionuble ulru)' bill. 

After d1 .. cu!\s1on of the valuation result in ll1c Tru tee Bon1·d nnd GovC'o, the T1ustee~ had 

requested a resumption of contnbutions from J Murel, 2003 at nn annual 1·nte of I Oo/o of 

pens1onoble salary (ie some £6.Smn); Govco ,vt1s n11nded to t1gree . Tl1e reasons \\'Cl c to ex.tend 

Lhe period over wl11 ch tl1e surplus ,.vas run off, to smootl1 tl1e patl1 bt1c~ to f ul] contribution~ J.nd 

lo recogni se the pressure on the funding level of IO\\' equity n1nrkct \ ,.,luation~ 

Mr StrcLto11 dee I tired ar1 111lcrc~t us cl1t111 n111n of Ll1c r-i--, ustec1:, l lc 11otcd tl1t1t tl1e Tt u~tecs \\ ould 

have been conte11t w1tl1 u lo,ver Ba11k cont1~1bL1l1<lr1 , but l1e belie, cd 1t ,, '"tS important tliat tl,e 

__ level nt wl1ich 1t was set ,vt1s l11gl1 e11ougl1 to gi ve tl1e ,;taff full co11lidence in tl,e chen,e. Tlie 

Governor agreed, sa)'lng ret1ssura11c.:e to tl1c slttff ,,•:.ts , ery i111po1'l:.tnt. 
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Court was content. 

The Bank ~s Budget for 2003/04 
(Executive Directors and Messrs Smout & Footman in attendance) 

Mr Smout introduced h1s paper seeking Court' approval for the Bank's budget for the coming 

year, reviewing the level of Cash Ratio Deposits (CR.Ds) based on an assumed rate of return, 

and seeking Court 's authon at1on for Lhe Governor to write to the Treasury rel aying Court's 

conclus1ons 1n relation to CRDs, and also eeking agreement to the proposed wording for Bank 

ObJeclive 9. Mr Smout drew attent1on to the table on page 2 of 111s paper, which set out why 

profi ts were ex pected to fall tl1e follo,v ing year, and incJuded the impact of BCCI legal fees, 

and al o to the table on page 3, setti ng OLll tl1e rnain elements of income. Mr Smout then dre\\' 

attentio11 to the main expendi ture items on page 5 a11d 6 of his paper, and set out some of the 

bnckgrot1nd. Expenditure 1n net ter1ns, excluding BCCJ costs, was up by around £5mn. about 

half of which renected a consci ous decision to moJntain recrui tment dunng a downturn 1n the 

City labour market. 

He noted that the sa]e of the printing operntio11 was on the \vhole conl1nu1ng sat1sfc1ctorilv. ., 

De La Rue had issued 1ls third profit wam1ng 1n eight month Ll1e previous dny but the )1qu,dtty 

of the company rema1ned very Lrong. The sl1ru·es were around J 90p, con1pared \.V1th 240p at 

the tjme the B ank decided to go ahead wilh tl1e s;:1le in November, but on1e part of tl,at fall 

reflected a more general decline in the market 111cc ovember. Mr Smout also said that 
' 

f0Jlow1ng a delay, he l1opcd the Office of Frur Tradi r1g ,vould sl,ort ly g1, e its conclusion~ lt 

also appeared that the Bunk ,vould arri ve at u ve1y satisfactory outcome on pe11~1011s tltld 

redunduncy, tl1anks to Mr Footmun's ski ll as u negotiator. 1-le 11oted tl1ut tl1e l1i\e do\\ n of tlie 

operat ion into Debden Security Printi ng wus nt present dt1e to take 1Jl t1ce on I 1tticl, and it ,,,as 

l1oped that tl1c deal ,vould l1c con1pleted l)y 28 Marci, 

In re~ponsc Lo a quest jor1 fro,11 M1 Ne1ll, M1 S1110 L1L ~iI1d U1er e \\c1e tleta1led provisions in tile 

supply con tract ,vl11cl1 covered issues ~ucl1 t1S tl1c SU(J()li er going into udmini ll c.llton 
01 

there 

eing a ct1unge of control . It Vi'U\ clear 1n lt1lk1ng t o De L ~1 Rue that tl1e11 liqui' d'ity · · 
pos1 t1 on \\ as 

ij 
I 

1 
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stro11g a11d there was very little botTowing. Mr Neill asked wl1etl1er in the longer teiin the Bank 

,vould l1ave expertise available in tl1e desig11 a11d pri11ting of notes. Mr Smout said that the 

Brulk v.·as retairung son1e expertise in these areas so tJ1at it would not be in a position in se,,en 

years time of havu1g to deJJend entirely on the expert1se of an outside party. Dr Ju]1us noted 

t11at there ,vas an expenditure increase, exclt1d111g BCCl costs, ,vl11ch was explained partly by 

the decision to go al1ead ,,,ith recn11tme11t. S1,e ,vas 11ot sure it \1/as entirely prudent to continue 

recruiting, particularly if tl1e asst1nJplion ,vas that tl1e labot1r market would return to its previous 

co11ditio11 . Mr Foot.J11an said tl1at con1pared with an intake of 54 the previous year the Ban1< was 

targeti11g 30. It could l1ave made a case for zero but the judgement was that the Bank's 

credibility ,vith universities would be damaged if it d1d . On balance, the quality of those the 

Bank see111ed likely to recruit \\'as l1igher tJ1a11 t,vo years ago. The Governor noted that for the 

first t1n1e t11e Bank was staffed to budget. In the past it had made tl1e mistake of cutting 

recruiting i11 tl11 s situatio11 and tl1at l1ad not been good for tl1e deve]opn1ent of staff. In response 

to a questio11 from Sir Da,1id Cooksey, Mr Foot1na11 said that a key issue would be to keep the 

people tl1e Bank recruited in tl11s djf.ficult period. That went back to the quality of career 

plan11ing. In response to a question from Sir Brian Moffat on BCCI legal fees, the Go\·emor 

said t11at esse11lially tl,e Bru,k was reliant on outside ,vork. Bank legal staff ,vere busy preparing 

,vit11ess state,nents. I-l e noted ll1at the tri aJ \¥8S postponed to October and 1t \Vas possible that it 

could be delayed even fL1rtl1er Unti l U1e Bailk received the revised statement of complaint it 

had 110 f11r1 l1er basis to Judge ho,v to proceed. lt \Vas important to continue, and not to 

encot1rage litigants in the belief that tl1ey ,voL11d be paid off if tl1ey made tl11ngs difficult 

enot1gl1 . 

Mr S111out said U1e T1eosL1ry ,vould announce tl1e follo,ving ,veek ll1at U1ere \vould be a re\ le\\ 

of CRDs, to be completed by tl,e end of May. 1"11c Bank did 11ot tl1ink it likely t11at tlle Tt·easllI') 

,vould make maJor cha11ges lo tl1e frame,vork for CRDs (as OJJj)Osed, for 111stance, lo their le, el) 

u11less there ,vas a decision to e11ler 1no11ctary t111io11 . 

Court ,,,as conte11t to aL1tl1orise Ll1e Gover11or to ,,·rite to tl1e l11ef ccrcta.t) to tl,e Treasury on 

tl1e basis j)toposed in tl1e dri.1 Jl letter before out l 

,vas al so co11tc11t \\1itl1 tl1c ,,orJ111g ofObj ctl1\ e 9 0 11 p~lgc 11 of i\1r 111otit·s pJper 
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Senior Succession Planning 
(Mr Footman in attendance - Executive Directors ,vithdre,v) 

The Executi,1e Director hnving withdrawn fron, the meeting, Mr Footman introduced h1s paper 

wt1ich out lined t1ow the process adopted for senior succession planning in the Brink was 

managed. Mr Moms said he wouJd feel more comfo11able if he received a full paper deal ing 

\V1th employment practices lower down tl1e Bank o that he could be assured that these 

practices were infor111ed by the best in the Civil Ser,,ice. He believed public 1nslltutions should 

renect the make-up of oc1ety in gender, race and by other considerations. The Governor said 

the point was welJ made but the paper was not directed at tl,at quest1 on. The Bank would be 

very happy to IJroduce a furtl1er paper on Mr Moms' question Mr Footman said he was 

planning a paper setLJng ou t the data on ethnic minonty and other 1s ues in the next few months. 

In terms of employment practices the Bank did not automatically adveruse outside and there 

,vas a presumJJlJon that promot 10n would be f1·om tl1e i nside. He said he could report on the 

process by ,vh1ch the Banke tablisl,ed its cohort of potentjal Heads of D1v1sion. 

The Governor co1nmented that it ,vas very important tl1at the Bank should explain ho,\ that 

proces worked. Equality of opportuni ty was very important to the Bank 1n ter111s of gender and 

ethn1c m1x, and also nationality. Mr Neill said that wh1le equali ty of opportunity \Vas very 

important 11 sl,ould 11e,Jer compromise a detennination to have the h1ghe t qual1ry people. 

Sealing Con1mittee authorisations for ins1>ection 

The Governor invited Member lo view tl1e eaJ1ng book, if they o ,vished. 

There being no other bus111ess, Court was up. 



A COURT OF DlRJ~CTORS A'f Tl·IE BANK 

WEDNESDAY 19 MARCI-I 2003 

Pre ·ent: 

The Rt .I-Ion Sir Edward George, Gove111or 
Sir Andre\v Large, Deputy Goven1or - F111anc1ul Stnb1 l1ty 
Mr Bn1J1e 
Ms Blo\v 
S1r David Cooksey, Chrurr11an, Sub-Comm1t1ee of Directors 
Mrs Francis 
Sir Ian Gibson 
Si r Graham HnJ) 
D1 Jul1u 
MrMoms 
Mi Ne1II 
Ms O'Donovun 
Mrs Po\vers-Freel1ng 
Mr Stretton 

Ab e11t: 

Mr King, Deputy Gove,-nor - M onetary Policy 
Sir John Bond 
Str Ho\\1ard D nv1es 
Dame Sheila McKechn1e 
Sir Brian M off nt 

The Go,1ernor noted tl1e appointn,en t of Rncl1el Lon1ax ns D eput) Go, e111or, l\ l onctaJ) Poltc)' 

and rucha,d Lamben as u n1ember of the Monclury Policy Con1m1tlcc. llc aid tl1at, vel)' adl}', 

Ch11slopl1er Al lsopp had not been 1e-nppo1ntcd and l1e w1sl1ed to take tl11s opportuntt} to say 

how n1uch he appreciated all lie l1ad do11e f 01 the Bank, the Court t1nd tl1e Mo11etUl)' PoliC)' 

Comm1tlee 

~1·1,e M111utc!) of the Court ol J 9 J~cb1 L1 t11 y, l1 ,tv1ng bee 11 c1rcul tttcd, \\ere ,lf>t)rO\cd. 



MONETARY STABILITY ISSUES h 
Economic and monetary discussion, incorporating the monthly MPC Report toget er 
,vith a report on international economic developments . 
(Messrs Clark, Bean, Tucker together ,vitl1 Mr Allsopp, Ms Barker and Ms Bell in 

attendance) 

In Andrew Bailey's absence in W ashington , Mr Bean introduced Mr B a1Jey's paper on 

1ntemat1onal economic developments, i ncluding t~1e US, the Euro area, Japan and China. 

Turing to tl1e UK pos111on, Mr Bean noted that fourth quarter GDP \Vas up 0.4o/o and 

rnanufactunng \ Vas up 0.3% 1n Januru-y, w1tl1 an i1n portant cont11bution from computers. 
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Service gro\vth had n1oderated and conf idence was dow11 further. On the demand side, fourth 

quarter consumpbon was up 1 % ,vhj le reta1 I ales f eJl 1n Jru,uary, tl1ough tl1e picture was made 

more complicated by large sea onal factors. Confi dence was down sharply while house price 

innation t1ad ea ed a little and price expectations ,vere down. Investment was sb]l \\.eak. In the 

labour mark el unemployment was fl at and employme11l was up further while hours had f a]len 

and pay growlh wa steady, w1Ll1 seLt]ements nat. This ,vas desp1te the 1mm1nenl increase tn 

national insurance contribuL1ons and Lt1e pj k up 1n 1nf1alion. Turning to prices, he noted that 

the exchange rale was down 3o/o ince the February l nflation Report \Vh1le 01} pnces \vere 

omewht1t l ower. Input price inflation was h1gl1er a11d he noted tl1e impact of higher counctl 

taxes. RPlX inflati on rose to 3% in February, largely reflecting the influence of clothing and 

foot,veru . J-Ie 11oled tl1at the 111jnutes of tl1e M arch meellng of the M onetary Po11cy Committee. 

at \Vh1ch I l had been decided not to change 1 nteresl rotes, sho\ved a ,1ote of 8 - 1, ,vith Mr 

AJlsopp prefernng a reduction of 0.25% poin t . 

Turning to the markets, Mr Tucker 11oted tt1nt cl1a11 2 110,vcd thut tl1e rally 1n tl1e markets beoan 
e 

in the middle of the p1 evious ,veek, w l1 i le chi11 l 3 den1onstrnted n1aJor cl1unges 111 the expected 

path of interest rates. T here lltld been an en ing 1n credit condi tions s1nce the lnflat1on Repon 

in February followed by a relightening as tl1e curve moved bnck LI }), 111 tl1e nenr tem1 1,,urket~ 

ex pected a further cut . Charts 4, '5 and 6 showed changes in s11011 \ern1 intere t rat~ fututcs 

which were ,·ery sligl1tly up s1r1ce tl1e Inst CoL1rt . l1url 7, IO )et1r spot 1~ites deii\tcd from 

Government bond yields, ~110\ved s1gn1 f1cunt cl1,1nges. l1w l 8, sho,v1 ng tO ye,.1r non,inal 

forward rutes, 1IJusl1uted u proxy for sl101t 1tttcs expected 111 10 yctl t \ t ime tlnd ,vus htltcly 

changed. 'fl1e sl11 fl ,vas very 1nL1cl1 nl tl1e sl101 lend. Tt1rn1ng to equity ,nJices, 10 cl,art 9, l,e 

said that tl1e markets l1ad ral lied ~,nee the e11d of tl1e pre, 1ous \\eek Jnd \\'e -~ ~1 
1 1 1 

. 1 c s 1g 1t y 11gl1cr 
than..an11c 1n1e of the M arcl1 MPC. Cl1tu t I O sl10\ved cl1a11ges in slci li no tl 11· . . 
,.,,,., e,, o ar , cut o '"111d yen 

/ / 
(,/ /' 
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exchange rate indices, sterling remained off 2 - 3o/o from the assumption in the February 

Innat1on Report. Chart 11 showed that crude oil was s1gn1ficantly lower 1n price since the MPC 

meeting wh1 le Chart 12 showed US corporate bond spreads l1ad eased, and commentators harl 

seen some de-coupling from equity markets. Mr Tucker noted that tl1e US corporate sector had 

pushed out the maturity of its debt Corporute credit spreads had nlso moved out very sharply 

in September and October 2002 so tl1c pread may l1ave become exaggerated 1n te1111s of the 

fundamentaJs. There had been ome correct ion since then Tl11s was a view tl1e Fed shared. 

The Governor invited external member of tl1e MPC to comment but they had no comments. 

The Go,,emor noted tl1 at the picture wa o conf u 1ng that eve11 the Fed had decided not to 

ex.press a11 opinion in i ts statement the day before. Mr Neill noted lhat Mt· Bruley's paper rud 

nol comment on the scale of tl1e global pens1ons deficit. Mr Bean sa1d that the populauon 

,vould clearly l1ave to build more savings but the 1ssue for monetary polJcy was whether that 

wa going to happen sudden ly or slo\vly. The Bank had tended to think the latter. So it \\rOuld 

not create seriou difficul ties on tl1e monetary policy side though 1t might on the financial 

tab1l1t y side. Mr Tucker noted that there was consjderab]y increased awareness of the i ssue 1n 

the United States, part.Jy becau e of Ll1c attenlJon prud to ,t by ratir1gs agencies Mr Clark said 

that a single snapsl1ot view of Lhe deficit at present might over-state tl1e s12e of the problem~ but 

that there was a signJficant deficit was ab olutely clear. Mr AIJsopp said that, 1ook.1ng fonvard. 

the key i sue ,vas what ~,as happening to savings, itTespective of \Vhethe1 pensions \Vere 

publicly or prj,,ately funded. l f tl1e savings nows could be translated into chnngcs of output 

tl1at would solve ll1e underlying problems. Mr Tucker agreed ll1ot tl1e key \\US tl1e impact on 

1n veslment, and even if there were a I ecovery lie did not believe tl1e 1 tuat1on \vould return to 

exactl y \vhere 1l was, before. Dr Juliu ,u,d it \V,l probable that the 0 11 p11ce peak. had not been 

seen yet. The \Var was starting wi th stocks at a very Jo\v level . It \VOS also posstblc tl,al 

Saddam Hussein would b]o\v up oi I fields and t lie e would take 6 12 months to repair. Oil 

pr1ces would be very very volut1 le for t l1e nex t few 111onths. Mrs F1 t1ncis i.tgreed \\ tlll 

Mr Allsopp on pensions issues for ll1e long le i m, but 1n tl1e sl1 ort let n1 sl1e ,~lid tllcre ,1v,l~ J 

concern thut wh1 le 1nsura11ce comp,1n1cs l1 t1d l1ud to ornoud equ1t1es us tile mtlt ket httd fttllen 

occupational pension funds l1t1d not been rcqu11ed to do so n 11d tl1e f cu1 ,vus ti t ll 
' • ~t\ 1C)' \VOU]d 

start offload1 11g tl1e1r equ1ttcs as tl1c n1urket rcco,·crcd a11d dt11111)en tt1•1t rcco H 
t vet Y • O\vever

1 
the 

al 1·rtaj)vc \1,1us tl1at if L11e n1urkets 1ec<J\C1l!d uJte1 tt ~l101t \Var people \\ould b 
' c "eptalong 
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,vith tl1em and such concerns would not arise. Mr Neill said the issue was potentially extremely 

serious, and he wished the Bank \vould present a paper tl1inktng through the issues. 

Non-policy meetings of the MPC . 
(Messrs Clark, Bean, Tucker and Allsopp together with Ms Barker and Ms Bell 1n 
attendance) 

Mr Bean presented a note about the five MPC meeL1ngs held duting the previous six months 

outside the regular monthly poJiC)' and quarterly lnflauon Report meetings. ln response to a 

question from Sir Graham Hall, tl1e Governor said tl1at the MPC would be bnefed on the 

Budget on the Monday before. 

FJNANCJAL STABILITY JSSUES 
Don1estic Developments and International Issues 
(Messrs Clark, Bean and Tucker i11 attendance) 

Mr Clark outlined the issue set out in his bullet point note, \,Vh1ch covered lraq. \Vhere he noted 

a number of sectors that might be affected, the F1r1anciaJ Stability Forum meeting to take place 

in Berlin on 24-25 March; and the round table on contingency planning on 27 March. 

In re pon e to a queslion from Dr Julius, Mr Clark said he d1d not k.no,v who Mr Buffet had in 

mind ,vhen he mentioned Lt1e prob]ems of rei n urance compan1e 1n his annual letter to 

sharel1older . There \Vere one or two pos 1ble cand1dates. The problem w1Ll1 reinsurance\\ ere 

the lack of information, tl1e differences bet,~een and in son1e en es t11e lack of a - regulatory 

reg1me1 and 1l1e question of the ex tent of risk tnken 0 11 by rein u1 er in rclauon to tlietr 

1nv0Jvement ,n financial engineering products. ln re pon e lo a que t1on from Ms O'Donovan 

about the d1sc losure of equity positions of l1edge fund , Mr l ttrk atd disclosure had not got 

very f nr. 1-Iedge funds \1/ere unregulated. There \VUS however furll1er dtscuss1on undet \\ a) on 

disclosure of sl1oi1 selling. Plans al prese11t envi ttged coveruge of casl1111arkets but 11a\v useful 

tl1at w0u Jd be he could not say. Tt1e Gove11101 noted thut the issue of l1edge l'urld ct· "Cl 
l OSUI e \\'US 

a French pre-occupation. 



MARKET OPERATIONS ISSUES 

Current Issues 
(Messrs Clark, Bean and Tucker in attendance) 
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Mr Tucker outlined the main points covered in hts bullet point note. In add1t1on he noted tbal 

whj]e the Bank had never sougl1t a credit rnting, Standard and Poors had gi ven the B ank an 

AAA rating and FED management believed that tl1i s l1ad helped to generate demand, eg 

amongst certrun Asian investors during tl1e sale of the second tranche of the 2006 euro note. 

Because 1t \.vas able to 1ssue at a better pnce than prevjous]y, the Bank 's opuons were \Videoed 

bet\veen credi t and liqu1djty ri k and pure profit. A paper was to be taken to AJco to set out the 

choices 

EXECU'fJVE REPORT 
(Messrs Clark, Bean and Tucker in attendance) 

Sir Andrew L arge noted tl1at Col in M ann, the H ead of Customer Banking D1vis1on, ,vas 

plnnn1ng lo retire in September nnd would be repl aced by Chris Mann. Andy Brookes \Vould 

replace Ct1ns M ann a H ead of M ru·ket Serv ices D i visi on. Mr Brookes would be replaced in 

Management Services D1vi ion by Chris Piper, at present the H ead of the Business Suppon 

U nit 1n MA. Mr Brookes would be Joining Banki ng and M arket Services 1n mid- eptember. 

Mr Piper \vould be joi11ing MSD a lilt le before tl1at. 

Mr Bean noted that T ony Strachun l1ud been oppointed as the Bunk 1 s ne\v Agent for Scotland 

with effect from April , succeeding Miss Junet Bul locl1, \Vho would be retum111g to the Bank in 

London after five years as Agent for Scotland. 

MANAGEMENT OF THE BANK 
Payment to IJMT in Lieu of Dividend 
(Messrs Clark, Bean, Tucker and Sn1out in attendance) 

The Go,1em or requested Court· s U(Jprovi1I for tl1c pnyn1cnt, on 4 A l)ti l, of tlic sun, of £ l 5 Smn 

to I-IM']', as tl1c interim pnymcnt 111 lieu of di v1 de11d. Cou1·t gt1vc 1ts APPROVAL. 

I 
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External Bank Auditors - change of status 
(Messrs Clark, Bean, Tucker and Smout in att.endance) 

Sir Andrew Large dre,v attention to Mr Smout 's paper setllng out the background to 

Price\vaterhouseCoopers' decision to change its status and convert to a L1mjted L1ab1lity 

Partnership. This, tecl1nically, resulted in a cl,ange of external Auditor and Court APPROVED 

the nev.1 appointment. 

The Printing Works - completion 
(Messrs Clark, Bean, Tucker and Smout in attendance) 

Mr Smout reported that 1t \VOS 1nlended lo comp]etc the sale of the prinltng operations to De La 

Rue, the ole of the st,ares 1n Debden Secunty Pr1nt1ng and commencement of the note supply 

contract , before the end of March. Court ,va requested to ender e the fallowing fo1111 of 

words required by clause 3 of the A greement for tl,e Sale and Pure ha e of the I ssued Share 

Capital of Debden Security Printing Limited (the Sale a11tl P1trc/1ase Agree111e11t). Court 

autl1011 ed the execution of and the performnr1cc by Tl1e Governor and Company of the Bank of 

England of ,ts obJjgations under the SaJe and Purchnsc Agreement, Lhe Supply Contract and 

each of the other documents to be executed by The Governor a11d Company of the Banh. of 

England pursuant or ancillary lhe1·eto. 

Court APPROVED the propo ed fonn of words which was duly mjnuted. 

Mr Sn1out added that at the e11d of tl1e month, Ll1e only outstanding n1atters would be to 

compJete t}1e building separat1on works and tl,e f ormaJ1tie of n f inal snlru1, pension scheme r or 

future ervice within the De La Rue group. Tl1ese \Vould be con1pleted before un1mer \\ a out. 

Mr Stretton noted thal tt1ere were two small issues outstanding in relation to pension trc.lnslen, 

wl1jch would be considered ut n 1neeting of tl1e Trustees thnt afternoon. 1-Ie believed tt1ere 

\vould be no problem bul 11oted that the Trustees \vould need to dectdc f orn1atl)· on tl,e issu~~ 

concerned. [The Trustees duly ,1pproved the issues co11ce111cd.] 

Sir David Cooksey said lie \vi sl1cd to pl,tce on record t,i~ l1el1cf tl1t1t tl,c ~Luff 1,ad done J 

tremendou::, Job 1n gctt1ng tl1c 5u le througl1 ~o pror11pll)' and ll !:> l1ou ld go on r ~c d I C 
e or t lat ou11 
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,,,as gr1tlcful to t11er11 for ,,cl1ieving tl1 t1t . Tl1c 0(>Vc1·nor said lie would puss that on to the st3ff. 

Mr Sn1out ugreed ,i.1ill1 Ll1c Govcrr,or 1l1ut DclJdcn stuff l1 ad IJccn culm about Lhe issue and he 

noted 1h01 as ,1 resulL of Mr 1~ootn1un 's l1undling of tl1c pensions und redundancies issues the 

outcome httd been beltcr tl1i1n son1e l1 ad fc;.,red 

Annual Re11ort:• 
Draft E~ecuti,e Assessn1ent of tl1e Ba11k's Pet'"formance 
Draft Report on the l\Jl>c· Processes 
(l\lessr Clark~ Bean, Tucker, Sn1oul and J?oolman in atle11dancc) 

~1r Footman 1ntroduced t,vo drt1 ft papers for Court to consider, with the remainder of the 

Report due Lo go to Court the follo,ving month. T.he first paper revie,ved the Bank~s 
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pertonnance ngrunst the objectives and strategy sel by Court the pre,rious year, and the second 

paper focused on the procedures fallowed by the MPC, especial))' in relauon to the collec11on of 

the regional , sectoraJ and other 1nf ormatJon neces&ary tor the purpose of ·fo1111ulaung monetar) 

policy. Mr Footman drew at tent.ion to a number of red and amber traffic lights 1n the document 

supporting the draft execut1ve assessment . These included red lighrs for Lhe Globus project 

M s O'Donovan asked why some reds and an1ber~ did not ha\'e tJ1e ·'-1111 to do~· column fill d 1n 

The Governor said the Bank would Luke that })0111l on boMd 11 Da,•1d Cook e) asked\\ het.her 

in the light of MPC members' responses Lo kc)f questions the report hould renect more lead, 
-

the issues surrounding the ne\.\1 r11odel and \\1l1etl,er tl1ere \\'tlS ,\tl)' po~ ib1l1t_' that th re could oe 

delays. Tlie Governor noted tl1ut the report set ot1t tl1e cun-e1, p111n. 111 , u ,, ilS ,, h th r th ... t 

could be ,achieved before tl1e i11t1oduction of cl1t1i11 l i,1ki11g. Otl,c1,,•i...,e tl1cre might be 

s1gn1fica11t dcluy. Mr\ llo\1t1ers-i::rccli11g ttskeu \Vl1ct l1er tl1e book ,1,oul l ha, e unolll r column 

setung out tl1c cost a.tnd 1·isk ir1·11>lictttio11s of 1)1ojccts r1oc l ei11g rend)'· 1"l1e Go,tmor ~id th-.. 

8Jnk \\'ould Lal·e no1e of tl1itt poi11t lt)O 11 1\l'.111 ·11id tl1e1 ,_ ,,. , 1 cenden,-,, to c nc nti tc n 

Lhe reds, und tl1e greens sl10,vcd i 1111)ressi \ 'ti 11cl1ie,,e111ent ', 'l1le l3 l11k had ho,,11 u o d 

Jlcrfo1111ltnce. ·1·1,e Go,1er11or st1i d l1c llllll l it1tcd tl1 1l p<)int \11d t1c ,, 1 llre tll, l ti, tuft \\ oulJ 

Loo. 

In ,e~1>rJ11se t<l a t1uest1011 t1,J111 11 1;:1 .. t11 ·,~ 1bol1l l lt 111 cont111utt) plJ.tl ~ ~1r I uulnl-1.n no t~ 

tl1e red trtlf lie ligt1t 11, ll1e 1·1,,u,1 ' tul Stallllal . u1~.i J t1 ·re,, re I u tor th Bun I... in h co 

ddr ~ss l>us111es ~0nti11lttl) 111a111ge111er11 It l1u<l lx n uggt, lt.'.d Ll1at 111L1riagcn1ent floutd llC 

11-0111 tile t()I' d<1\\ n. ar1d 1t1e qu st1011 l1ud het·11 1 ,u >dot ,, t1ethe1 ch B nk 11 uld [1Ut 
01 

re 
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resources into managing tl1e business continuity facilities themselves. There was a further 
...... . 

question, which related to F1nanciaJ Stability, about whether 
. I 

But parts of the B ank - and Financial Stability was the most obvious - would have an 

important role lo undertake at a practical l evel in any emergency. Mr Clark said the B ank had 

several ites -

and aJso Eagle Hou e, ,vl11ch F1nanc1al Stability was using. But the latter \Vas due to 

be sold. A question that needed to be resolved wa whether anotl1er centrally located subsutute 

should be found. Mr Tucker sa1d Markets faced a simj ]ar issue. 

Mr Clark noted that the arrangement for the 

Financial Stab1l1ty area needed also to be linked lo those of the Treasury and the F1nanc1al 

Services Autl1ori ty Mr Frnnc1 asked whelher there could. be a report back to Court on the 

issue. T he Governor said that the Bank had received a very good assessment by the Audttor 

with comment by 

Coun on tt1e st1bjec1. 

. Once GovCo had d1 cussed it, the Bank would report back to 

Mr Footman then introduced the review of perf 011nance. Sir Graham Hall suggested a drafting 

change 1n tt1e paragrapl1 about the review of Lhe model, and he aJso said that the report should 

reflect that the Agents were doing much more tl1an \Vas defined on page se,,en of the re, 1e,v. 

Mr Footman noted that the Agents featured i·n chapter five as well. Sir Graham suggested that 

on page 23 there should be a specific me11tion of Globus. 

Mrs Francis noted that on page four there were comments on tl1e ter1dency for inf1at1on to be 

lower tf1an projected and t1e asked whether tt1ere \.Vn anytl1ing that should be said about 

measures to rectify that. T he Governor said that tt1e Bank \Vould look at tl1at point Tutlling to 

page nine, Mrs Francis noted that the UJ)proval rating in the opinion J)Olls l1ad follen 0c-
0 

fron
1 

a 

year earlier without any com,nent exploring tl1e reasons for tl1c fall . Tl1c Go, emor said tl,at the 

Bank wou ld look at tl1at too. 1"11e Governor ~1g1eed \V1tl1 11 Du, 1d ook ey tl1at tl,et·e \\ a ll 

correlat,on l)elween the ans,vers to tl11s quest1011 at1d econo1n1c ,,ell be1ng. Di JLtlitis uid it \\Us 

prernnture to suy tl,ut tl1c u1Jprovt1l rtlt1ng ,vould go up t1nd tlo\•ln \V1ll1 t11c ec01101111c C}·cle and 

Lhe next step sl1ould be to look ~•t 1L 1n 111ore dett1i) u11d sec 1f tl1e Ban~ cotild find \\Jys of 

i1.moroving tl1e rating. 
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Ms O,Donovan suggested taking out the \Vords ''for some time'' on page four of the draft 

review. The Governor agreed \Vith her that Professor Pagan should be shown the wording 

referring to his work. She also suggested tl1at the words ''otl1er issues'' should be changed to 

''other matters''. On page five he suggested that there shou]d be an explanation of wl1y 

economjsts were 1eaving MA. Mr Footman rud the report could make the point that most left 

to J01n other pan of the Bank. She sa1d thought hould be given to whether the words 

''desirable tructural f eatures' 1 1n the middle of page 12 sl1ouJd be changed. She noted the 

importance of get ting tl1e wording right about Globus so that 1t would be seen to bave been 

noted if further issues ,vere to ari se. Turning to the reference to savings 1n overhead costs on 

page 22, she said Court needed to be completely happy that tl1e savings would be achieved, as 

Lated, by mid-2003. Mr Srnout aid that the only doubt would anse if the Bank were unable to 

vacate Bank Bu1ld1ngs, and tl1e only issue he could th1nk would prompt that would be a 

discussion to enter the euro. There was 1n fact a good prospect of rehousing people working on 

that i sue wi tl1in the l1eadqua11ers buil ding. 

Mr Footman inLroduced tJ1e draft report on MPC processes. There was no comment. 

Globus C21 Project - an update 
(Messrs Clark, Bean, Tucker and Ms Lo,vlher in attendance) 

Sir Andrc'vv Large noted the importance of Ll1e p1 oject to the Bank's funcllons and the \\U)- 1t 

handled ri sk. '"fhere was good news in tt1al the proJecL was clearly be1ng resourced 10 a \VU) that 

Jed to real confidence that it would be delivered. The bad ne"vs ,vas that there\ ere problems 

,vith 1t1e software supp11er. lt was important that the Bank reached certainty 1n terrns of\' hen 

GJobus \\1ent Ii ve. 

Ms Lowther introduced her paper. Sl,e noted that u Jot of good progress l1 t1d bee,1 made but a 

smaJI number of very spec1f1c software problems l1ad to be resoJ,,ed ,v1tl1 tJ1e supplier. Tl,e 

supplier had identified potent1nl fi xes for most of tl,e 1te111s but l1tld 11ot )·et proved tl,ose ft'\es. 

Ms Blow said tl1c projec t Wtls under inucl, bcltcr co11t1 ol tl1un 1t l1ud \)eer1 before 1,e noted that 

software sup1Jl1ers were not sc llir1g 11ew J1cences 1n any nu111ber u11d tl11s \VtlS 1,.,,r1.n0 '"'"'w o 50n1e into 

financial d1fficul t1 es, and tl1cy t1ad started layi 11g off support peot) le. In reply lo u que tion from 

..-r.111r Grat1a1n J1a11 , M s L owtl1er said that the cost st,vi ngs expected from Globus \Vere ai ound 

t 
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£2million n year and £l .6mill1on of that had been reaJised already, as set out in the note. 

Therefore there \vas a relatively small percentage cost from the delay. There were 20 people 

\vho could not be released till the programme \.Vent Jive. The deferral of these redundancies was 

delaying the realisation of the full benefits. 

Sir David Cooksey asked \VJ1at the 1n1pl1cnt1011 were of Mr Brookes 1nov1ng on. He also said it 

\VouJd be useful to dra,v in the future on the le son of Globus and he asked when a post-audit 

\vould be availabJe. S1r Andrew said that le on l1ad clearly to be learnt. The Bank wou]d 

rev1e\V the way it l1andled projects generally, and also 1n th1s particular area. He did not believe 

Mr Brookes' move would l1ave an 1mpact on the Globus project and i t would not take place 

until September. M Lowtl1er aid the Bank had done many projects, and most had gone very 

,vell , particularly external proJecls ,vhere 1t1e Bank's track record was second to none. An 

1111ere t111g question wa wl1nl the Bank did differently as between exle1nal proJectsand, internal 

one . The Gove1·nor expressed his appreciation to Court for support in dealing with the 

problen, and commended Ms Lowther for taking note of Court 's views in the way that she had. 

Tl1e Higgs Revie,v 
(Messrs Cla1·k, Bean and Tucker in attendance) 

Mr Clark introduced the paper, which hjghljghted the recommendations contained 1n the Higgs 

Rev1e\\ on tl1e role and effectiveness of non-executive Directors and 1r Robert Smith'~ 

recommendations relating to the roJe of Audit ommitlees, nnd dre\v con1pansons ,v1th the 

Bank's curTent practice and arrangeme11ts. 

Sir Andrew Large sa1d there was a number of area where tl1e Bank differed some\\ hat fiom the 

H1gg prescnptjon. Some resulted from Jegislnt1on . In u fe\v cnscs tl1e Bank could choose to 

alter 1ts arr,1ngements. His recommendatio11 at tl11s stage wi1s to lake note of tl1c 1epo11 \Vilhout 

necessanly dec1wng which measures lhe Bank \V1sl1ed lo take fat wttrd, n1n111 Jy bec,1u e the 

H1ggs Report 1tseJf \Vas 1n a state of f]ux. In response lo a qt1estion fron1 Ms B lo\v 1.lbout the 

Treasury view, Sir Andrc\v st1id tl1at tt1e Bnnk l1nd not bce11 look111g tlt the 1s ue in leL,n~ of 

cl1ang111g Ll1e luw, though tl1at could perl,ups unsc ut a lutcr dttlc tvlr BJ1 lie su1d tl,Jt tlic 

con1pan1es J1e was involved i11 \.-VOuld p1obt1bly co1npl)1 \v1tl1 ll1ggs, 111 pt1rt1cular becau e or the 

dt1nger ll1ut 1f tl1cy dtd not thut ft1ct \VOuld be l11gl1l1gl1ted in the 111cd1t1. tvl r etll said it \Vould 

/ h pful for Lhe Bank Lo think about the l·hgg~ proposal for a non11nul1on conimiuee. There 
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had been a huge turnover in the last 12 monll1s in the Executive and on NedCo. lt was worth 

thinking about how that sl1ould be handled 1n the future. The Governor noted tl1al it was a 

question of whether the Bank or tl1e Treasury needed to think about it. In response to a 

suggestion from Sir Graham Hall that the report by the Bank should be sent to the Trea ury, lhe 

Governor said he was a Jittle nervous that it would imply that tl1e Bank was champing at the bit 

to make the change 1n line ,v1th Higgs, 1f only tl1e Treasury would let jt. But he agreed that the 

Bank hould share the ,,,ork ,vi th the Treasury to show that the 1s ue had been looked at. 

Ms O'Donovan noted that tl1e Treasury and the D epartment of Trade and Industry were the two 

mini t11e pushing H.Jgg from beh1nd. She did not expect much 1n the recommendattons 

would be changed. 

Sir Dnv1d Cook ey noted tl1at Hjggs required attendance at meetings of boards and committees 

to be publi sl1ed and l1e a ked wl,ether that should be done in the 2002/03 Annual Report. The 

Governor commented thnt tt1 at should depend on where the IBggs process got to. ]L would be 

wrong to make that change immediately 1f tl1e Higgs proposals were sull under d1scuss1on. 1n 

pnnciple he ,va not sure thal tt1e Bank wou]d have difficulty witl1 tl but it \.Vas something for 

NedCo lo di cu . U J-l1ggs were to be cut and dned by the Lime of the Annual Report perhaps 

the Bank should consider ,vl,ether to include attendance. 1-Je \Vould be surpnsed 1t tl1at \Vere the 

case. 

There being no otl1er business, Court was up. 

I 
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A COURT OF DIRECTORS AT TIIE BANK 

WEDNESDAY 16 APRIL 2003 

Presen~: 

Tl1e Rt.Hon Sir Edward George, Governor 
Mr King, Deputy Governor - MoneLary Policy 
Sir Andre\\' Large, Deputy Go,1ernor - Fi na11cial Stab1li ty 
Sir David Cooksey, Cl1a1 1111n11. ub-Co1nm1Llee of Directors 
MrBa1l1e 
Sir JoJ1n Bond 
Sir l Io ,v ai d Dav Jes 
Mr~ Francis 
Str Grol1am Hul l 
Dume Sl1eilu McKechnie 
Sir B1ian Moffat 
Mr Mo1ns 
M1· Neill 
Ms O'Donovan 
Mr Power -Freel1ng 
M1 lretton 

Ab cnt· 

lvls Blo\V 
1r Ian G1b ·on 

Dr Ju lit1 

Tl,e Minute of the Cou1·t of J 9 Marci, , l1 av1ng been c1rcultlted, ,verc uppro, eel . 

l\10NETARY STABJLJTY I SSUIL 
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l~ronomic and monetary cli cu ion, inco1·1lorating tl1e 111ontl1l ' 1lPC lle1>01·t to Cout't 
(l\1es rs Clark, Bean and T t1cl er togell1er ,,,it l1 l\ J B.1rke1·, 1\•I • Bell u11d Pt·<>f c, ·or 1 ickcll 
in attendance) 

In introducing tl1c J\1PC Report to CoL11'l, Mt Beu,1 nl1Led Ll1ut, on tl1c i11te111atio11i.1l froi,L, eqttltl\! 

\\ere LIJJ Jnd oil p11ces \vc1e do,,111 aflc1 tl s,,,1lL re~olt1t1011 of tl1c co11llict i11 l1~1t1 bul cc1niidence 

\\ ilS lower, perl1~11Js re llect1n g tl1c ti111in g ol st11 ve}•li. 11c noted t1lso Ll1t1L l l ) 111clustt,.ll 

production fe ll in Marci,. US co11st1111er co11f 1<le11cc \ccn,ccl to li~l\ 'e 1el)OL111ded i11 \pril a,,u \\..tS 

abo\c F~tJruar)' levels f .:.n1pl<)ymc11t \\'tts, l10,'-'Cvc1 Jo,v11 l1~11r it 111ill1or1 i 11 I cl)iuar)' ~nJ t\·larcl, 

t~ke11 togetl1er Euro u1ea l,us111ess sLtJ'\'C)'s l1t1d ,, cukc11e<l t111d co11su111~1 co11rictc11ce 1,ad 

I 
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declined. Turning to tJ1e UK, n1a11ufuctur1ng output ,vas up 0 .3% 1n Februury, \."' l11ch included 

most sec1ors. but bus1ness confidence \.Vi.ls do\.\ n mw·kedl)' 1n .rv1~1rch. 011 1l1c den1and side, 

retu1l sales \\1ere do\vn 0 .1 % in Fel)ruary and co11sun1er confidence dropped f urll1cr in Mai·cl, , 

tl1ough tl1e sample ,vas Laken before tl1c war. J:loL1 e p11ces were sti IJ n s1ng but acti VJ Ly and 

sun1ey 1nd1cators had weukened. Tl,e mea ures in the budget were unl1kel y to l1ave a 

s1g111f1cnnt impact on the B onk 1 s ,, 1e\\' of ,vl1ere the economy \VOS going or on tl1e m o11etar)1 

policy dec1s1on. There wa a sign1ficun1 ,,,eakening of sterling in Feb11.1ary wh1cl1 wou ld l1eJp 

~ustrun den1and, pan1cularly 1n tl1e traded sector. 1--um1ng to the Jabour 1narke1 and pnces, he 

noted that the headJ1ne rJte of eru111ngs JUSt rcleo ed by tl1e O S was down quite sharply and 

annual regular pay gro,\ th had also moderated. lnput price inflation had fall en back and output 

price inflation wa steady. RPlX 111nn11on 1n ~~arch hod been 3o/o. 171e said that the Chancellor 

l1nd nuggeu 1n the budget speecl1 that 1n future tJ1e Go\1em1nent 1n1ght S\\1i tcl1 to ll1c 1-DCP 

target, und l1c explained tl1e difference between tl1at and RPJX. Mr Benn also noted tl1at there 

l1nd been no change al U1e pol1cy 1ncet1ng and the minutes ,vould be published tJ1e foJ]ow1ng 

\veek. 

Mr Tuc1'.er mude a nL1mber of con1111er1Ls on h1s charts but said tl1 aL the mo\ ements 5ho,,•n in 

them \Vere n1i lead1ng ,n terms of \vl1u1 \\' US actLtol ly going on in tl1e 1nurkets. In tl1e, ie\\' of 

some market parti c1 pants, at ti mes 1 t had become unsnf e Lo Lrndc during tl1c ,,•ar. This \\ J1, 

because of shru-p intra-day moves wh1cl1 depended on blo\v by blo\i\ ne,1w s frotn Iraq on C 

etc. Tl,at ,,0Jnt1li ty migl,t now be over 

The Governor 1n\,ited ex ternal members of lhe MPC to co1111ne11t . There ,,,ere no comments. 

Mr Ba1 l1e said the latest inf 01 mation from Nor1 hem l1·elond \vas tl1nt tl1e purcl1a$1ng nl1.lnnger. 

index s110\ved that domestic demand \v,1s slowing ond business gene, ill I)' \\' US contracting, ,,,itll 

inve~tmenl defe11·ed. B ut input co~ts \Vere up shnrply, n1ore so ll1t111 in tl1e l l , notubl)' 111 

energy an<l 1nsu1 ance. T l1e m t11r1 1ssL1c being d1 sc LtS!)ed by bus,nc s \\' tis tl1e el lect or tllc 

Na t1 onuJ lnsu1Jnce 1ncreusc. 1 le ttl so 11oted tl1e offsell111g 1nlluc11cc 011 busine'>s or tile tise 
111 

ll1e value of tl1e euro. But tl1e sl0\.\1do,,, ,, 1n 11,e Rc1Jubl1c \Vtts sl1.11 L111g to 1111p,lct on tlie ser,,ice 

sector jn tl1c Nortl1 . ]11 1espo11se l1) tl quest1 0 11 Jro 111 f\1r B tl1l1 c nbottl 1-11 P, 11 Beu,1 s,ttd tile 

crucial r11utter 'v\-iJS l10\.\' tl1e lilt gel Wtts cl1u11 gcd i11 it S\\' tlc l, to L II Jl 
I llLC 1 ll U SlCtld y St~le Lile 

~ ....... • • • e d1 J fercnce bet \vcc,1 1 J ICJl l t11d RJ>LX \\',1s 1101 111utl1 t1bout 0 . 1<-~ - looking beyo,1d tlie 
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ten1porai-y large difference at the moment - tl1en a 0.5% difference 1n the target \Vould be 

expected. If the Cl1ancellor reduced tl1e target by about 0.5o/o to 2o/o JL wns nol clear that it 

,vould have any \'ery s1gn1f1r ant 1 rnpact on 1 nterest rutes. 
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Mr Neill noted tl1al the Marcl1 cur su les ,,,ere belier tl1un expected, w 1lh another all Lime record, 

an increase of 3(~ over the prev1ou M arcl1 . IJe sa1d tl1ere l1ad bee11 a111ncrease in in1port 

penetrati on. S1r GraJ1am H all noted tl1at tl1c Deputy Pri1ne M1niste1 had approved an 

1nte111auonal ai1-pot1 near D oncaster ,vh1ch had 1gn1ficnnL 11npJjcations for Yorksl1ire nnd 

I lumber, and ,vas a ma.Jar m1lestone for the reg1on. Dame Shei la M cKecl1n1e noted that the 

Consumer Credjt Coun el ling erv1ce l1ad found ,1n increase 01· 50o/ll 1n consumer debt per 

pet son since 1998, based on a san1ple of 50,000 JJeople. In re ponse to n question from 

Dame Sl1eila, Mr Bean sa id 1t \Vas remarkable how flaL \Vage selllemcnts hod been in the last 

few 111ontl1s, \Vl1erens 1l migl1 t l1ave been expected tl1 nt people would slart to become more 

aware of tl1e increase in Nationa l Jnsura11ce. Tl1c crunch would be seen in April and later 

Sir Bri nn Moffn1 noted tl1e ,mpncl of tl1e £ J .4mn cap on ind1v1dual pension funds tJ1at the 

Go,1e111men1 ,,,as plnnn1ng to in t11 u1e. Accountants were recommending an 1ncrease 1n salaJ) 

ns un alternative 10 a pen 10n a1Tnnge111e111 , and first dJscuss1ons 011 tl11 s ::,u ggeste d increases of~ 

tl1e 01 de1 of 30~. ,vl1ich would be I nflationm·y und lead lo d1saste1 . 

Revie,v of the ,vork of tl1e Agent 
(Messr Clark, Bean Tucker, Jenl{in on, 1 le and Bartlett togetl1er ,,·itl11\11 Barker~ 
l\1s Bell and Professo1· Nickell i11 attenuance) 

Mr Jenkinson introduced l1is pa1)er. Mrs Fr:1nc1s said tl1nt it ,,1ns 1n1prcss1ve SI,e as~ed 

wl1e1 lier tf1ere w,1s any dr I fi cuJL)' 1 n ucqu1 11 ng ne\\' conlncts g1 \ c11 tl1e nt1111l)e1 o f Go, em n,ent 

Agencies fishing 1n the same pool , and ulso t1sked ho\v the Agents' lorecnsts com1Jared to 

off1c1al ~tatistics She would l1 ke to see reports on that. M1· lles st11d tl1at 1l1e Agent5 had no 

great problem overnll 1n guin1ng addit1011al cont,1ct~. and tl1e nu111l)ers 1n totttl ,,ere J)robtlbly 

cont1nu1ng to ri se T l1e Agen ts ,vere in rcgL1lor contuct w1th tl1e Rcg1011r1I De, clot)inent 

Agencies und Ji11 k.s \Vere good. T l,c B t1 nl \VUS ccrtai11Jy mo111101111g \vl1at \ge,1ts \\·ere ti,,dir,g 

in rclution to off 1c1al btutist1cs, c.l11d \Vt)rk on p10Jec ts relt1led lo tl1tll quc\l1on \\OLllll be L,lktn o 
0 

place over the 11ext ye,1r 01 so. Sir G1ul1u 111 1-lnl l 5a1d tl1t1l l1e l1t1d 4\11 e,tcllcnt \\orkiiig 

rel,1tionsl1i1J wi tt1 M, Piatt . J le tt lso 11oted tl1ul tl1r1 e \\ 1~ not )Cl t111 ,\C(..LllJlC 111easuie ot t\!gion~l 

,:::.-:::.~GDP. Mr Mo11·is su1d 1J1ut lie ,,1us 1r1terc~ted in feedb.1ck l1on1 tl1e regions about tile key reJ~On!) 
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for en1ployment migration . Mr Ile sa1d that m1grat1on pressures 1n a regtt)n such as the South 

arose partly from changes 1n the structure of industry and more recently cl1angcs 1n tl1e pubJjc 

sector. l "hey mostly reflected a need lor skJJls rather than a large d1lference 1n Jabour cosls Jn 

response to a question fro1n Dame Sheila M cKcchnie about whetl1er tl1cre were sufficient 

resources in the Bank to support tl1c Agents, Mr Jenkinson said tl1ere were. The A gents were 

tryi11g Lo integrate \Vl1ar they \Vere doi11g more \Vit i, the work of ]-lead Off1ce, und regular 

d1alogue had been strengtl1ened M ore oppo1·tunJt1es \\'ere also being provided for econo,nists 

to v 1 1l tl1e A gencies, and the feedback wa po 1tjve. Mr lies rud there had been a very 

substontjaJ programme on that front over the last year \.Vi tl1 respect to relat1onsh1ps with MA~ 

lie sa,d there were procedLires every month ,vhereby presen ters to the MPC got 1n touch w11h 

the relevant people 111 !lend Office n early as possible, and there was often a v1deo conference 

m cet111 g bet,veen lhe presenting Agent and rele,1 t1nt stnfr in advnnce of the pre• MPC meet.Jng to 

discuss key issues. 

Agent's Issue of tl1e l\1Jontl1 
(l\tJessrs Claa·l<, Bean, T ucker, Je11kin on, lie a11d Bartlett toget lier ,, itl1 I~ Barker, 
~ls Bell and Professor ickell in attencla11ce) 

Mr Ba111e ll~ Lhe Agen l for tl1e W est M1dlnnds, 1ntroduced l1js paper on Lhe l indjngs of tl1e 

specia l survey conducted by tl1c Agents on tl1e apparent excepti onal \vcaJ..11c~s In O -S duta for 

expons of good 1n 2002 Q4. T he Governor said it ,vas a very 111te1est1ng result, tl1ou2.h it had ..... 

left ll1e MPC ,;vjtl, a sLlll greater puzzle. 

A Presentation by Repre entative • 1·ron1 tl1e ONS 
(Me rs Clark, Bean, Tucker, Jenkin on, Cool , l\tJo,vl ancl ta111r> togetl1er ,,·it11 
l\'ls Barker, 1\11s BelJ and J>rofes or· Nici ell in atte11dance) 

1 lie Governor \\eJcomed Messrs Cook, M o\\' I 011d Stamp f1·on1 tl1e O 1S .. 1nd tl,anked tllcn1 roi· 

agreeing to speak Lo Cou,1 about the ,vork and p11oril1es of the ON . T-le 110Lell 1ti.tt t r Cook 

l1ud JJre\ 10L1sl y spoken to Court in Sc1)tcml)e1 200 I ttl1out 111 s 0 1 gtl11ist1ti on' s J)l'O\·isioii or 

sl tllisti cu l inf o r111al1 0 11 Lo ll1c 13a11k. \V l1 1cl1 led 111to tl1c MP 's [)ioces'ies. 111 lllltotlucii,g 1,1!) 

J)1 csenlat1011, Mr Cool( sttid tl1ut l1 i1,1111g u ccnlrt1l l)t111 I'- so c 11tl1L1s1Jsl1c tlbout tlic qttality of 

• 
stat1st1 cs was a rea l strengtl1 . l·Je nolcd ll1Jt S,1 DJ\' ld Cook ey '"111d tvl s Bi t)\\' 1,ud \ ,sited the 

S, tlnd tl1~1t had been o f rei.ll \' t1IL1e to 111~ ol l 1cc , J~Jc noted Ll1 i 1l Ll1e LSC B \\'~ts tilso a custuii,er 
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• 
of tl1e ONS, and commented on sonic related 1ssues. 1-Ie said Lhul tl1e com1Jrel1cnsi ,·e review 

had led to a good settlement for the ONS O\'er tl1e ne>...t lhree years, ulJo\v1ng 1l to modernise its 

1nfonnat1on management environment i.lnd tools. I-le noted changes 1n tl1e ONS \.vebsite, "''hicJi 

,vas ,,ery different from a year ago and ,vould be very different agnin in a yeru 's time Ho\\ever 

the ONS ,vas not at n staoe wl1ere 1l could trade off t1mel1ness in some areas of stat1st1 cs for 
0 

enrl1er prodL1cuon 1n others because tl1e systems ,vere cun·e11Lly too r1g1d for tl,at. ]tlc sa1d tl1ere 

v.1ere a number of problems, for example \\1itl1 the retrul fi gures, ,vl11cl1 \Vere volatile and ,vh1ch 

required a fundamental look aga1 11 at urvey design There were 1nnjor cl1ange~ 1n systems and 

methods afoot ot the O S, and Lhal ,vas n11 111tegral part of tl1e JOb Tl1e agenda was to de]1ver 

tliat programme ,vl111e 1ntroduc1ng change and improvements in the stat1st1cs produced. There 

,,,a for example a lot of ,vork to do on labour market tatisL1 cs, tl1c notional accounts and 

inflot1on. tvlr Mowl l1nd been charged in pnr11culru with these three issues, and tJ1e ONS 

1ecogniscd it l1ad lo do betler. Tl1cre wu~ mucl, work Lo do with regional stut1sLics, \\here the 

ONS l1ud J)Oarly 1n e l de1nnnd. Tumi11g Lo Lhe l1armonised index of cor1sumer pnces (HICP), he 

u1d lie \Vas ,,ery positive nbout a possible cl1ange wh1cl1 was a great opportuni ty to sh1ft Crom 

nn RPT tt1nt hod been designed ,,,1tl1 t,vo 01n b1 guous purposes to measure outlays and inflation. 

Tt,ere ,v,1s an advantage In hnvi ng one 01m for an index. A11 op port uni ly to sl11ft, created ne\\' 

chalJe11ges includJng Ll1e question of ho,v to index pensions, and 11 \\OS necessary to be open 

about the fact that such issues had to be resolved. 

In rep])' to a question fro1n Sir John Bond about tl,e nun1bers lea\.·ing tl1c UK, .t\11 Cook ~n1d tl,at 

Lhe UK spent a d1sproporlionate nn,ount of 111oney on tl1e census a11d too l1Ltlc on measuiino 
~ 

cl,ange. Migrant nows were not 1neusured tlCCttrntely. 52% of popult\t1 on no\\ s ,verc n1 igrat1on 

ratl1e1 than natural i11creases. Tt,e ONS \Vas consulting ,v1tl1 ll1e Jiome Of 11cc ,1bout itnprO\' tng 

the stat1st1cal base. There were a number of proposals, including \\ ipe pas~porls, \\'liict1 l'lJ.d 

been introduced 1n Austrnliu. There \.vns a re,,1e,v ,,,1tl1 tl1e Treasury or tl1e {.1t1zcns inf om,ution 

reg1ster, ,vh1ch included births u11d dcutl1s dnlu, nnd tt1e extent lo \\1l1icl1 tl1,,t tould be built u JO l n. 

Sir Grul1am llall noted tl1e 1mporl t1nce ,v1tl1 reg10 11tll sLaL1 st1c!:i or l1~t\ 111g tcl~vunl itlfori,,tltion al 

tl1c r1gl1L t1111e, and l1e did not see tl1ut tis ,t ce11L1 al IJttt1 ol tl1e ON st1 lll Cg). 11 ook said tllat 

an impo1tn11t part of tl1e ONS 1)! :111s ,vas tl1e smull tlret1 refe1enc111g S)''.ite111 tlltl l ~illo,, cd tlle 

eountry to be d1v1ded into 1nttn y s 1111,JI loc:1I nreu~ lor sl ttt1 slict1l pL1r1)ose~ 1 liis \\Ould be .. 1 basic 

IJu1ld1ng l) lock und 5l10uld lttSl tl1rec ce11st1ses c1111101 e. Tl,e ONS \Vt1s tllso ,vorl 111g 1, ~ird ,vitJl 

__.-~ S'-otlund, Wales unci No1tl1cr11 l rcla11d to SU}ljl01 l tl1c11 statisttL:~ 11ccJ~ In tC\l)Otl\e to a 
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question f1·om Mr Stretton, Mr Cook srud 1t1al 1deully every maJor st,1t1st1c sl,ould be examined 

ns 1f slill11ng from tl,e dra,v1ng boiu·d, und tl,at sl,ouJd lead to a dec1s1or1 on wl1ul was want<.!d 

and ,vhnt \Va.~ not ,,,anted. A t the moment too mr1ny rev1evls were being done ar1d nol enough 

fundamental exanunation of tl11s ort. Jn resJJOnse to a quest1 on from Dame SJ1eila M cK eclm1e 

about \\1hether the inputs could be I mpl I ried Mr Cook said that t lie ONS had very tight 

compl1 ance costs us a result of a report ome Lime ago. Tl,al hnd left the ONS ,vi tl1 a n gid 

structure of for1ns, wl,j lc al tl,e sJme t1n1e it ,,,r1 t1 y1ng to keep the volumes down. Perl1c.1ps i t 

sl1ould be Ll,e otl1er ,vay round Tl,ere \.Vas an issue of l1ow lo design eas1c1 forms and simpler 

urvey que uons. lJ1 re ponse Louque tJor1 from Dan,e She1ln, M1· M ow I noted that tl1e Off1ce 

or tl1e Deputy Pnme M jnisler 's ne\v housing index \vould be avai lable later 1n the year and 

,vould be rnuch more timel y and bette1 than tl1e ODPM' present 1ndex. Ho\vever, l1ke the 

J1al1 f ax und NnL1on,v1dc 1nd1ces, 1l did not cover the 20o/o of houses bought for cash. In 

response to n question fro1n M1· M orris about pensions, Mr Cook noted the 1mportnnce of 

gell ing to grip \VJl l1 a 11umber of l1 ard public questions each yeru·. 

S11 Duv1d Cooksey asked ,vheLl1er, under the settlement 1n the spending review, the ONS had 

got \vhat I l needed on IT in,1estrne11t. M r Cook sa1d that It l1ad. The Go,·emor said that Court 

app1 ec..inted ,v1,a1 n temfical ly difficul t JOb Mr Cook l1ad, and npprec1nled ulso the \\.'U)' he 

approached 1l, as ,vel1 ns his \\11l lingness to gi ve time to co111e Lo oun Lo explain the \\Ork.. 

FlNANCIAL STABILITY ISSUES 
Domestic Developn1ents and International 1 sues 
(Messrs Clark , Bean and T ucker in attendance) 

Mr Clark 1ntroduced his note on Ll,e IMF and 07 n1ceungs, 11qu1d1ty ar1d IA 39 \\f1tt1 

ref e1ence to 1AS39 Sir Brian M offat said that on a Land alone bos1s Ll1e !)l~lnd4lrd \\ as not too 

d1ff icuJt~ unti l one read Lhc 230 pages of sup1Jo1i 1ng e: planat1011 \\ h1c l1 ,vus , i rt u~1ll)' 

111co1nprehcns1ble. Mr Clark su.1 d the JJ01nt l1nd been rnade 1n ul1nos1 all <.l tslu~~101,~ tlt'ld t,act 

been port1all y taken on bourd. The question \.\10s ,, hetl1e1 \\fl1at l1ad bec11 d o 11c ret,11)' niet tlie 

conce1~ns. The Bank l1 t1d suggested speci fy1 ng 1Jr 111c 1 ples ratl1cr tl1l1n J)Ull111g tl1e onus 011 detua ls 

and leaving uud1tors to Judge \vhetl1e1 tl1e fJr1nc11)les \\'ere obeyed. 111 re\1)011'ic to ,l qLtcstion 

f 101n M ~ 0 • Donovun, Mr Cli11 I< st11d t l1 t1l t f t l1e \Vl1o lc cnte171r1 ~e L1f f 0 1111t1 l t1Li11g global stui,dllrds 

colla1)scd, 1t \\1ould n1e,1n su!Jstant1:1I uutl1t1 011i1I costs ro1 1s'iL1crs. I le 11 t1 tl: cl tt1~,L l ·A <; 113 l'lad 

----....bee11 in1pJen1e11ted 1n Ll1e US, ba11l~ l1t1d 11ot lJcc11 c11tl1usiast1c since 1t \Vtl s costl )' ..ind 10 011e or 
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l \\'O European countnes something l ike IAS39 l1ad been 1mpJen1ented It was not so much a 

qucslJon of \Vhcther a standard couJd or couJd not be 1mp]emented but o f \V l1etl1e1 the costs 

could be reduced to an acceptable level . IL l1ad becon1e almost a theolog1cal issue 1n one or two 

countries. 

Sir A ndrew Large said thnt S11 Brian Morfot l1ad l1it tl1e nnil on tl1c head 1n l1is com1nenl on 

co111plex1ty. Sir Andre,,· noted two p1oblcn1 : tl1c cJ,nnges were rumed ut ne\\' financial 

instruments, \vhicl1 were ratl,er opaque, a11d alt l1ougl1 il would be preferable to make the 

standard simpler, in that conte t 1t ,vas veyy difficult. And w 1ll1 the current standurd, \Vith its 

very prescnpt1ve rules, there \\1ould be those \vho sougl1t to find their ,vay round the rules 1n 

practice. o tl1ere might be a fal e sense of secunly Mr Clark noted that in a meeting \\'1th the 

100 Group or finance d1rector l) tl1c, 1C\\ lie l1c,1rd ,vns tl1u1 the standard ,vns not 1deal but \\'as 

ucceptuble. Tl1e ma1n \veighr of cnt1c1s111 nnd concern was in tl1e banking community. 

Sir Brion t1greed ,vi th the JJ01nls made. He commented tl, at Lhere l1ad to be controls und n&k 

asses 'ment along Jde LO ensure tl1at abuse d1d not haJ)pen and ll1ot tl,e p11nc1ples were adhered 

lo. I f ll11 ') i ssue ,vere addres ed mo,e directly he believed there would be greater understanding 

,1nd co-operation. 

S11 Howard Dav1e srud lhnt }11 s bel1eJ wa tt1at the off1c1aJ sector should p}a1 JS lrtlle a role &1~ 

po 1ble 1n lh1s 1ssue The US had 1,vo concerns: tl,ese ,vere meant to be comprel1en~1\c 

tandnrd and U1at \Vas 1lol possible without s01netl1ing covenng finnnc1ul instrument~. the) 

\.Vere al o ,,ery keen lo have no11-pol1t1cu l go,1emance for tl1e IA B . Tl1c \Vay tl,e F1encl1 1n 

part1cul f1r had turned this i 11lo a nt\t1011nl cnmpt11gn hod 11ot l1elped It \VU lnr bette1 lell to the 

standru·d setters 1n lhe indusl ry and shoL1 Id nol be tur11ed into a pol1 l icul debtlle. 

~JARRET OPERA 1"IONS lSSUJ~S 

Quarterly lleport on Current lsst1es 
(Messrs Clurk, Bean and Tut:kc1· in ,1ttend~111ce) 

Mr l 'ucker 1 ntroduced 111 ~ qun1·terly 1 e1Jo1 t 011 c u1 r e 11t develoJJ111enLs. Tl1e1 e \\ ere 110 qLiestio,,s 
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EXECUTIVE REPORT 
(Messrs Clark, Bean and Tucker in attendance) 

The Go,1ernor, noltng comment 1n tl1e pres about tl1e transfer or the Bank 's pr1nt1ng 

operat1ons to De la Rue at the end of Morel, , was pJeased to report that the Lra11sacL1 on I1ad been 

completed successfully ,v1tl1out Un)' h1tcl1es. 

Tl,e Go,,emor also noted t'l1e judgement in the BCCI case tl1at tt,e Bank must hand O\'er papers 

prepared by tl1e Bingham Uni t. 

l\llANAGEJ\tffi T OF THE BANK 
Tl1e Quarterly Financial Re1>orl 
(lVIessrs Clark, Bean, Tucker and Srnout in attendance) 

Mr Smout presented tl,e Qunrterl)1 Finunc1nJ Report covenng the finaJ quarter of the Bank' s 

finar,cial year. 1"here were no commer11 s. 

Tl1e Bank,s CRD lncon1c 
(Messrs Cla1·k , Bean, Tucker·, Sn1ot1i, Footn1a11 and Rob on in attendance) 

In 1ntroduc1ng tl1e paper outl1n1ng tl1e Bank's contnbut1on Lo HJV1 Treasun ·s rc\1-ie,,1 of the 

,vor~1 ng 01· the stal utory casl, ratio deposi l cheme, Mr Smout 1 nv1 Led Court 's <?om men ts on the 

prop<) al submitted. 

Mr Neill sa id that 11J S ,,iew ,vos tl,ot ''1f il isn't brol e don't f1x 1t''. 111 reply to a que~t1on tram 

Mrs Francis about how ol l1e1 centraJ bu11ks \Vere financed ... M1· Robson Si11d tl1e 1no~t common 

modeJ would a,nalgamnte the Bn11k
1

s two bnlnnce sl1eets so L1nren1uneri.tled 1.1ctt\'1t1cs \\Outd l)e 

charged agn1nst income from tl,e ussels bi.1ck1ng tl1e i ssue oJ bt111knotcs l l1c Bt111k of l~tl£rlund .... 

separation was only 1n1m1cl ed lJy tl1e Reser vc Bt1nk or l 11d1i.1 . 0111e cc11tr~11 bttnks l1t1d \Tt.r\ 
-

111uc J1 Ju1ger balance sl1ecls, for ext11n 1Jle ll1e Bur1k. of l~1uncc \\' t\S l1 t1111os ~,s \1ig ttnd tlic 

BundeslJunk \\'US 21 times as big,\\ l1e1et1S othe1' ,,ei e \'Ct)' l1n1111ed dt1,,•n. 1~he Go,,emor 

noted tl1 t1l man} ccnlrt1 l l1u11ks 100~ tl1c se ig r1 0 1agc ttnd a ra,n1 or L,1, 11 rttt10 (I ])Osit , tls 111i,,iniu 111 

rcser.ves, a11cl some 0\\111cd Ll1c 11attt)11t1l I 01 c1g11 C\cl1,111ge r ~sc1, cs t111J tOl)k l)l'l11 its fro111 tl,~tl. 

1' 11c Govc r1101 st11d lie tool\ 1t ll1Jt tl1e sc11~e of tl1c 111 \.:Cli r1 g \V,.t~ ''i r 11 ot l)ro"c-r1, iL ~1,ould 110l be 

fi xed'' c·ourt ,, a~ co11lcn l to ~er1t.l tl1e letter to tl,e Cl11et Scl:rutttl')', 
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~fessrs Clark, Bean, Tucker, Foot111an, Sn1out and Man11 in attencJance) 
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Mr Footmun noted the cl,anges 1ncorJ)OtiltecJ tts u resulL of com1nenLs al tl1c JJr~vious Court 

meeting. Mr Frnnc1s commenled tl1 t1l sl1e l)c l1cved ,nore shou ld be said aboul tJ1e opinion poll 

approval rating. M1· K1ng n,d l1c did 1101 1l1ink 1l1at tl1e Bank sl,ould give the in1prcssion in the 

AnnunJ Report that il \\,a tocu 1ng on OJJ1n1or1 poll scores Tl1e Governor su1d that hjs concern 

was that 11 tl1e Bank ~a1d 1t took the issue ,,e1 y senously, and that L11erc would be further 

anulys1s ,n the QB an1cle, J1e was 11o t ure 1 t ,vould be possible to del1 \ er on tl1at The Bank 

\vould monitor tt,e 1ssue over t1me. \Vith 1eference Lo LJ1e chart of costs in Chapter 7. Coun 

ugreed to the ver 10 n excluding BCCJ. 

Mr Bean noted Ll1at there w,1s a relaunch of tl1e Values Statement at the same llme. as the 

Annual Report and jt \Vas intended lo put tl1e statement 1n all indtv1dual staff appraisals 

suggesting th at l11ey must Ji ve up to tl1e Values Statement. Mr Neill cautioned against ticking 

the Value Statement 0 11 \Vnlls ns it ,vould lend to cyn1c:1J rencuons t1mong staff. 

SJr Ho\vard Davies, returning to tl1e fina11c1L1l st,1b1lity commcnls ,n ti, Rcpon. aid that there 

\Vere quite a few references lo joint ,vork.Jng with tl1e l~SA but no 1eJerence to tl1at in che 

organ1snt1onal overv1e,v, and ne1 ther was tl1ere n reference to tl1e Tri1)nrt1tc landing Comn11ttee 

in thnt section. 01,,en the 111ter11ationnl c 111 pl1tl s1s on tl1ose issues tl1e on11-ssion ,,,ould be 

regurded as s1gn1 ficont. ft was 111 tl1e body of Ilic texl btit not 1n tl1c ~u111n1tll')'. 

Con1pliance ,vith Turnbt1II 
(Messrs Clark, Bean, rrucker, J?oot111ar1, S 111o t1t ;111cl J.11111 togetl1er ,, itl1 'i\l r~ Bracl , and 
J\1r Ha,vk ins [P,vC] in af tend a nee) 

Sir Andrc\v Lw ge introduced l11s J) tlJJCt \\ l11 c.. l1 su111111u11~cu tl1e 111nnt1g 111->nt' 1~\' tC\\ ot nsk in 

tl1e B~Lnk, t1nd outlined Ll1c JJl'OJJo,eu J)1 occdt11c '"1nd e , · idet1Le lor tl1e ·1gn-oft on 1i1lei,1ttl 

contrt1ls 111 the An11uul J~cJJort. (~le nolc<l tltill tl1e <locun1c11 t \\'tt:s t1 I'\; tilt ur 41 (ll'O ·c Ll,~it ltlrte<l 

,vi tl1 l~xeculi\'e D,,ectors l1e111g ti sl·cd lt1 co111111e11l l)1l risk') \\1ll1i11 tl1 ,r ~1rc:1s, t111cl tll,il \\ tl clone 

011 u co11sisl e11L busis. 1"11c1e \\',Ls ltl b ti re,,~,, <.)J' ,lol)LIS i1t tl1e 11ex t 1\udit 011111111tee. lJcfu,e 

ll1c next Court 111eet111g. It ''ltts 1110,1i11g <.ltl lt)\\':1rds t111 tlCCCJJltt11 ~c tc L t111d it sl1ot1ld be cle,irer 

__,,.........._~"-'-· tl1e meeting \\•l1etl1cr the 1>r0Jel: l \\' t)Uld 111ec l ll1e c 11d-J t1l)1 t,1rgct d.1te. 
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Turning to \\'Ork over tl1e nex t year or so, l1e noted tl1ut tl1e process 1111ght look different by the 

t1n1e of the next Annual Repon· T l1cre \\'ere rour I sues TJ,e first related to tl1e overall nsk 

proce s and the \\1ay different areas of ,isk sl1ot1ld be d1fferentiated Tl1ere }1ad been a good start 

on tl11s. T he Ba11k was at tl1e stage ,vl1ere it 1111gl1t seel< ex terna] help to compJet<! that process. 

Second, there wa a fee ling the Bonk ,vould benefit from l1 av1ng a g1·cater top-down scrutiny of 

the l1undl1ng of proJects, 1ncJudj11g bL1dget1ng, scoping and control W ork wou ld be 1n hand on 

tl1at. Th1rdt 111 relatJon to bu 1ness 011t1nuity, Mrs Brady l1ad wri tten a report whicl1 was 

con 1dered recenUy at Govea wl11ch revealed ome gaps in the way 1n which business 

continui ty \Va t,andled and 1n tl1e cohe 10n of ,,ar1ous measures. S11· Andre,,, Large said he had 

been a ked by Govea to put together a JJroce s to addre s these gaps The results ,vould be 

brougl1t lo Court in due course. Fourll1, there \VOS the audit process itse)f. This v.'as mentioned 

i11 tl,e complrance paper. It was v 11al for Court that tl1e aud1t process could g1,c '1SsurJ.I1ce that 

processes to handJe ri sk \Vere in place nnd couJd funcllon properly n11d prov1de remedial 

solut1or1s \1/l1en problems arose. Tl1e work wa not complete but Sir Andre\\ said he\\ as 

expect ing to see a revie\.\1 sl,ort] y which Mrs Brnd)' ,vns undenok1ng. Thllt a)so n1ight lead to 

changes relevant to the Turnbull J)roce by next year . M s O'D onovan noted tl1e Audit 

Comm1ltee processes w1th res1Jecl to Turnbu ll . Tl1ere ,,,as a need to n1arry up Turnbull 

proce es more to Ll1e AnnuaJ Report . The Governor stud the Bank \\'Ould look nl t11at4 

In respor1se to a question from Sir Grt1l1am Holl nboL1t le11·011sl nttocks, rr 1\ndre,v Li1rge ")atd ... 

ll1a1 u l1uge a,nount of ,vork was being do11e or1 l10\v lo l1nnd]e tl1a1 . 

A J?e1>ort from the Chairma11 ot· tl1e 1ic111u11e1·atio11 Con1n1it tee 
(1\-1e~ r~ Clark, Bean and 'fucker in attend1111cc) 

In l1is capacity as Cl1a1nnnn of t l1e Remuncrltl ion 01111111llee, \ ,t r c1111e1)01tcJ lo ourc l)ll tl,e 

rccommendutions of ll1e ommittee, \Vl11 cl1 l1ttd ,net tl1e 1)re,,1o t1s n1ontl1 . ourt \\'tls 

C'ON,.fENT \\ 1ll1 the purdnl1 JI 1,1,1gcn1cnls }) l O[lOSeu 101 rvr, 1\ll so1)J) t\11(1 tile lc\'el of 

rcrr1t1ncrution JJro1JoseJ lor Ml' l ... a 111l,c1 l i t11 ( l M s l .. 0111ax . 
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Any other business 

The Governor noted that tt11 \Vtls ex pee led to be tJ1e last attendance al Court for Danie Sl1e11a 

M cKecl1n1e p1ior to her rellrement and tl1nt he \V05 unable to attend tl1e dinner 111 l1onour of 

rettr1ng Directors the foJlo,v,ng month . On bel1ull of Court, lie expressed npprec1at1on f 01 her 

valuable contributions to Court ' d1 cu s1ons du11ng lier llme in office and lier role as a Judge 

on the panel of the B ank of Engla11d Court Awards Sche1ne earlier in I he year 

Tl1ere being no ot l1er busi nes , Court ,vas up. 

43 
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A COURT OF DIRECTORS AT THE BANK 

\\'EDNESDA Y 14 1\1.A Y 2003 

Present : 

Tl1e Rt.Hon Si1 Ed,,vard George, Go,1e111or 
Mr King, Deputy Goven1or - Mo11ctary Po]icy 
S1r Andre,v Large, Dep11ty Gove,~nor - F1na11ciaJ labil1ty 
Sir Oa\ id Cooksey, C h a 11111a11 , Sttb-Committ ee of Directors 
Mr Bailie 
Ms Blo,v 
Sir Jolin Bond 
Sir Ho,vard Davies 
fvlr Frai, cis 
Sir Gral1an1 Hall 
Dr J ul1L1s 

Sir Br1 a11 f\~ offat 
MrMoms 
Mr Ne1ll 
Ms O'Donovan 
Mrs Po\vers-Freelu1g 
tvlr ti e ltOJl 

Absenl· 

Sir Ian Gibso11 
Dan1e Sl1ci la McKeclm1e 

44 

1'11c M i11t1les of tl1e Co L1rl of I 6 Ap1·il, l1avi11g bec11 c1rct1luted~ ,, e 1 ~ 1.lJ)J)ro, cd 

MONETARY STABILITY ISSUE 
Eco11omic a11d mooet,11·)' di cu io11, iL1corpo1·~1ti11g tl1c n1011tl1l) 
(1\lessrs Clark, Bea 11, Tt1cke1· n11cl 1\ll~opp togell1e1· ,,·it 11 1 
,1ttcnd,111ce) 

lP llc1lo1·t to (ou1·t 
11111 l,et ,11,cl ~I - B 11 i11 

[11 i11troduci r1g tl1e MP llct)Ot l to CoL1rl, t\1r Bcu11 s .. 11cl tl1e1c 11~\tl be011 so111e 1eco,,1.zl)t i11 

confide11ee globulJy s111ce tl1e ~11(1 of tl1~ \\1nr i11 lrttq . 111 ll1c l JK, J -s lO\\tlo,, 11 i11 co11:sl1 111cr 

de111u11d \\ta s e,1 ide11t , tl10L1gl1 ddt c., (1·0111 tl1e 81 1t isl1 ll~ti,il Co1,~orlit1111 st1ggesletl sttl\."::s 111 Aj)l 11 

n1 iglll be stro11ger. J·lc said tl1e lutcsl lal1ou1 111Llt ket t l t1l~1 (J>ttl)l1sl1ud I 4 l\lay) 1,1igl1t cotitair1 
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s0111c upside 11e,vs as earnings gro,vt11 ,, as stro11ger tl,an expected. Mr Bean aJso conimented 

on ste1li11g's depreciation, 11oti11g tl1at tl1e in111act 011 i11Jlation cot1ld not be 111ecl1anically 

detenn1ned. Rather 1t depended 011 tl1e re,1s011s for tl1e fall wl11ch \\'Ot1 ld in1lue11ce tl1e strengtl, 

of tl1e pass-tlrrough to import pnces, wages and otl,er J)nces, ru1d tl1e t1111Jact on 11et trade 

Add1tior1ally, Mr Bean noted tl,at n report fro111 tl1e Centre for Eco11on1 ic Pol1cy Researcl1 l1ad 

placed t)1e Bai1k first 1n a compariso11 of tl1e inllatio11 reports of tl1ose central banl<s ,,,itl1 ai1 

inflatio11 target. 

Mr Allsopp said l1e ,vas mlerested to !,ear Courl 's v1ews on tl1e impact of sterling's 

deprcciat1on. 

Mr Nc1ll reported t11at car sales during tl1e first 10 days ofMay ,vere 18°/o lower tl'1an a year 

earlier. 1 le noted lJ1at sales 1n tl1c first qt1arter l1ad bee11 extre1ne]y st1·011g ll11ports in April had 

accounted for nearly 82% of all sales Tl1is ,vould ease back \V1tl1 ll1e cl1ange 1n tl1e sterling­

euro excl1ange rate as 111ant1facturers' margins ,vere 11arro,v. An offsetting fuctot ,, ould be tJ1e 

111cre~se 111 tl1e costs of in1ported con1po11e11ts for UK manufacl111 ers. Man}' l1ad increased tl1eir 

overseas sow·c1 11g follo\ 1ng slerl 111g's earlier apprec1al1011 Mr Allsopp asked ,,,J1etl11:r the fall 

in tl1e excl1ange rate ,,,ouJd feed tJ1ougl1 to prices n1ore so than lo,,cr n1nrg1ns l\11 e1ll srud tl1e 

response would be model spec1fic w1ll1 U1e stro11ger brands better able to pass-011 l1igl1er pnces 

lo consl1mers. 

Mr Bailie sa id sterJi11g's depreciat io11 woL1ld l1ave a s1g11ificn11t effect 011 trade bet,vee11 o1 tlit:m 

Ireland a11d t11e Republic. Botl1 the n1a11L1factu1111g ru1d set,'tce sectors \\e1 c fairly stead) at 

present, thougl1 dJscret1 onary spe11d1ng for example. ad, ert1si11g - \\ as bei11g 1edt1ced 

Dr Ju11us reported that the cl1a11ges in excl1a11ge rotes ,vere not lil\ely to l1a\·e a 1~11ge in1r>act 011 

Sl:ctors sucl1 as financial services, energy, co11tracl se1, ·ires 011d JJl1n1111.1cet1t1cals. 

Tl1e Goven1or 11otcd t)1ot tl1is would be tl1c last ilJJJJCara11ce tll ou11 fo1 ~It \llsop1). l·le 

CXJlressl!d l1J s apprec1at1011 a11d tl1a11l,s fo1 ll1e co11s1derablc co11l11bt1tio11 lie l1ad 111nde to l"'t)Uli 

botl1 as a Me111ber of tl1e exler11al MPC n11d, JJreviously, u Me111bcr ol ("ot11 t 
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FINANCIAL ST ABJLJTY JSSUES 
Domestic Developments and International Issues 
(l\tessrs Clark, Bean and Tucker in attendance) 

I 

Mr Clark 1ntrodltced 111s bullet point 1101e, co,,c1111g tl1e forll1co111i11g F111nnc1al Report111g 

Cow1ci I (FRC) meeting - ,vl1icl1 ,vas to focus 011 ll1e 1-liggs proposals U1e latest co11sul tation 
• 

011 t11e Basel IJ proposals, and asset secu1il1sal1ons. ln rclat1011 lo asset secur1t1sat1 011s 1n 

Gem1any and Japan, Mr Clark said banks' balance sl1eets wouJd 011Iy be strengtl1e11ed If the 

credi ts being sold were of a lo,v qt1al1 ly. 

46 

Sir l Jo,vard Da,,1es agreed tl1al tl1e t11nelable for JJUbl1cat1on of tl1e FRC's Code had been put 

back. Sir Joht1 Bond said most obse1,1ers s11bscribe lo the general d1rectio11 of tl1e Higgs 

proposals. Tl1e degree of prescnpt1on was tl1e n1ain issue. He said co11sideration \\'ou1d need to 

be given to people investi11g from outs1de l11c Ul(. Mrs Francis said t11e Go, errunent had raised 

in11Jorla11t questio11s but l11ere ,vas a dru1ger of t11e proposals bei11g overly blunt and not 

e11gngi11g s11fficienlly ,vit l1 industry regardi11g 110,v ll1c proposals ,vot1ld ,vorl in practice. 

IARKET OPERATJO S ISSUE 
C 11 rre11 t Issues 
(l\Je 1·s Clark, Bean and Tucker in a1tendance) 

Mr Tucker outlined t11e main points covered in ]us bullet point 11ote tl1e E~cl1ange 

Equalisal1 on AccoL1nt, London risk manager 1neet1ngs and an UJJdate 011 tl1c Cosl1 ~1a11age1nent 

lJnjt JJ1·0Jecl. ln relalio11 to meeti11gs \.\11tl1 rislc 111w1agers, Mr 1"t1cl~e1 !>aid tl1~1l tl1e 1,111ge of 

co11tacts a11d tl1e preparedness of peopJe to speak lo tl1e Banlc a1·e as good as tl1cy l1a, e e, e1 

been, wlucl1 reflected \Vell on ll1e role and ,vork of lJ1e Bank in U1e fi11u11cin] 111arkets 

EXECUTIVE REPORT 
(.l\1ess1· Clark, Bean arid T11cl er in atte11da11ce) 

l l1e Go\ er11or 111e11t1oned tliat l1e l1nd rece11l ly cl1nired lus last A Gf\,t o I tl1~ l~a11k s ~,)arts ltib 

as its President a11d ]1e co11\ eyed to Court t l1e Cl11b J\1e111bers' ~1p1)rec1~11 io11 tor tllc StllJ()Ort it 113d 

give11 to tl1c Club rl e also 11oted tl1at COJ)ies or tl1c Clt1b 's l~1tcsl A 1111t1t1l Ill!pot l atltl Accoutlts 

\\'ere in Me111bers' folders . 
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l\'IANAGEI\1ENT OF THE BANK d. 
The Bank's Report and Accounts, together l\'ith a Report f1·on1 tl1c Cl1airman of tlie Au it 

Committee 
(l\1essrs Clark, Bean, T11cker, Hitcl1ir1s (P,vC), Glover·, Footma11, Smout a11d Darb)'Shire 
together ,vith Ms Lo,,1tl1er and l\rl 1·s Br·ad)1 in at tenda11ce) 

TJ1e Governor ,velcotned Mr Hjtchi11s fro111 P11ceWaterJ1ouscCoope1 s lo Court He lha1 111s 

draJt foreword ,vas no,v included rn folders. He noled it n1enl1oned t11e deJ)arture of four Non­

Executive Directors and tl1e am,1a] of four 11e,\1 ones, but ,vJ1etl1er tl1e nan1es 01· tl1e latter could 

be 111cluded depended on \vhether tl1e Government decided in time. Tl1e nt1mber ,\~as four 

because the Cl1ancello1 l1 ad, to tl1e Go,1e111or's delig}1l, and tl1at of Mr K1ng, decided to re-

8JJJ) 0 1nt Mr Moms. He noted that i r Ho,vard Da,,ies' posit1on on Court \\'as ex officio and l1e 

l1ad sub111itted a letter of pending resignation. Mr McCart11y \Vou]d be appo1nted from 

e1Jte1nber. Sir J-loward Davies noted ll1at lie ,vo1.1 Id be at tl1e Septei11ber Cot1rt and 

Nlr McCartl1y's first Cot1rt \\'Ould be October. 

The Governor invi ted Sir Andi e,Y Large lo i11 troduce tl1e Repoi l ai1d Accou11ts. 

Sir AJ1dre\\' said that there \Vere three sets of issues to be covered. 1::-1rst, u set of ke1 issues tor 

sign off tl1at l1ad been discussed by Audit Co1nn11t1ee. econd, some n1inor cl1a11ges ,, l11cl1 

Clifford mout wou ld co,,er. Finally some addi tional 1ssues 011 ,vl1icl1 C'ot1rt f\ Ic111bcts 111igl1t 

give aJ1 OJ)i11ion. There bad bec11 a nu111ber of mi11or cl1anges lo s0111c of tl1e 11otes, n11d 

complet1011 of tl1e outstanding items, 1na1nly co11ce1mng t11e FR 13 disc lostires ru1d tl1e 

casl1fl o,,,, smce tJ1e version sent ou t tl1e previous ,veelc. l1011ld I l JJro,,e 11ec0ssary ~ n sttlJ­

co1nmittee of Court would be able to co11sider ru1y cl1anges required to tl1e A1111t1al R eJJort and 

Accou11ts and g1ve fonnnl apJJrova l 0 11 bel1al f of Courl, if tl1erc ,vcre a tl ) l)usi11ess lefl 0 ,,er fron, 

U1c C'ot111 tneeting itself. He 11oted Ll1ot it ,vas tl1e 111te11ti o11 to I)t1bl1sl1 tl1c ticcou1,Ls on 21 1\ln)' 

a11d tl1at tJ1ere ,vere no r11aj or cl1a11ges 111 fon11al, bt1t a 11w11ber of detailed 011es 

Sir A11dre,v sai<l U1e Ba11l< \Vas pro11osi11g a fi11al d1v1de11d of i. 18,800,000 \\'liict1 ,votild bt 
111

g 

ll1e total for tl1e year to £34,300,000, us s110,,,11 0 11 !luge 60. Tl1 is ,vt1s i , 1111l lligllct tl,un 
• 

cst11l1nte d at tl1e t1111e of tJ1e iJ1te1i111 d1,,idc11d dtscuss1011s i11 fvlurcl1 bt1t i t1 t111e ,vi Lil tlie 11gtires 

• 
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disclosed i11 t11e April fi11a11cinl re1,ort Tl11.! T1castt1)' J1itd confiJ111cd tl1nt l)1ey were content \VIl
h 

t11e ti11al di,,idcd. Fom1a] apJJro, 1al of tl1c d1,1 idc11d wus sot1gl1t fro111 Coltrt . 

Tt1n1j11g lo BCCI, Sir Andre,v s01d 111,11 w1tl1in 11otc 25 0 11 page 91, tl1e Bank disclosed the 

ct111-e11t si tualio11 ,v1lh regard lo BCCI, ,vl1icl1 wus tl1e sa111e as last year, apart from changjng (he 

dates ,vl1en 1l1e case ,vo1 11d be l1co1d. Tl1e Bi111l<'s legal represc11tatives t1ad npproved the 

stntement ai1d included ,vitl1 it i 11 t11c paper was a letter fi·on1 Freshfields confirming their , ,ie\\'. 

Last yeru tl1e report l1ad 111e11t1011cd for t l1e first tin1e a quai1tum Lo tJ1e cla11n, 1naldng clear fl1at 

U1e nW11bers ,vere the c]ain1ant's not tJ1e Bru1k's. Tl1e basic opinion rcma1ne-d unnbanged, that 

t11e Bank l1ad a strong defence. 

T umi11g to pens1on disclosures, in relation lo 11otc 4 0 11 pages 68-71. Sir Andre,,, said the 

pension fund sbo,ved a defi cit under FRS 17 of about £290mn this year as compared to a 

surplus of £200nm tlJe ptevjous yea1. In addit1on, JJrofit & loss infom1ation ,, as disclo-ed for 

the fi rst time under this headi11g. TJ1e va luat1 011 was a snapshot of the position if the Fund ,,-re-re 

to close al the year end, and did not 11ecessanly represent tl1e ability of the Fund to pa} its 

11 ab1Jit1es as 01ey fell dt1e. He 11oted tl1at Men1be1 s of Court ,, fould be \\ ell a,,ra:re that FRSI 7 

tended to generate volatility i11 reported surpl11ses n11d deficit~ Tl1e Bank· FWld ,, as :x.posed 

to tJ11s because 1t was very n1alure a11d l1eavily i11,1ested 1L1 equ1 t1e$, ,,,11ert ... ,~ t11e liabil1ue~ \\ ere 

linked to corporate bond rates for FRS 17 , ,1luat1on l)L1r,poses T l1e i11\'est111ent pol,c) of tht: 

Fund was a 1natter for the Trustees rt1ll1e 1 l lJn11 for Court , but :t\ l e111l)Ln:. ot l l"'llrt 111ay like to 

know thut tl1e 1r1vestn1e11t policy \\1as cl1t111gi11g. \\ 1l l1 tl1e 1-,erce11ta~,c 111 cqt1i1ics fi1lli11g fron1 ..,7-0 
0 

to 50o/o over t )1e fol ]ow111g t,vo ycnrs. Nl1 St1 ctto11 11olcd tltt\l tl1 1'rtt~lC'e~ l1ud co11sulted the 

B a11k about tl1c r1sl< profi le tl1at tl1ey sl1ot1ld tl1l,e. 

Sir A11dre,,· sn1d thnt tl1e defici t \\'tts t1 l 28 Felll'Ll tlr) 2003 t1ttll it , , ,41 c~1in1otl'.cl thut ni rkc.;t 

rnO\'e111ents si11cc tl1e11 , , 1ot1ld 11~1,,e rec.lt1ce cl it \))' n1ot111cl .£ 10011111, at,, Fl~ E le, el of ~1.000 1 or 

tl1e pu tJJoscs of fLt11tl i11g, t11~ f'ltll tric1\1ti t1l :1c ltl 1ri,1l \1n lut1lio11 of 2 l•clltllUI) -UU1 \\J u t.:J,. 

,,,11icl1 s110,,,ed a l1calll1)' SLJt}l lu s tll tl1r1t <.lttte. ·1·11i.:;1 c \\1,1s a11 l1pdate of' tl1i • ,lt I·ebruai 2Ut)J, 

,,,11icl1 ,,,tis i 11 ourt fo lde1s, ,,,11icl1 sl10,,'ecl t1 llro11tJI)• ~1 n1ilnr ll111dirlg llO 1t,oi,, tlthtlttgli 011 
usst11111)tio11s tl1r1l \\ J lSlJ tl \\' ) 'Utt l1~1ll c110 • 11. ot11 L \\ uLtl<I r1.:: .111 tl1 t tl1 B 111k, \\ :•s n k' 

u 0\\ nlJ 111g 

a co11tril>t1t io11 of l U¾ lo ll1e fl111u i111· s11~ct of 1cti \ 1.: l 1IT. 1 111 de is1011 \\ us a·t~l"'llcd 111 Llt1.." 
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kno,vledge that on an FRSl 7 basts tl1c fu11d ,vould be i11 a significant defic1t, evc11 if the 

calculatioi1 on the funding basis ,vere rnucl1 ,nore favourable. It n1ay be tl1at ir1 1·uture, 

pa)'lTients to the fund ,vould vary rather less t1'1an l1ad bee11 tl1e case in the past. 

49 

Finally, turning to property revaluations, Sir Andrew said 111e Bani< last revalued tls properties 

i11 2001 . Since tl1en ll1e Bank 1,ad spe11t a lot on tl1e reft1rb1s]1n1ent fJrojecl, but C1ly propeny 

values l1ad falle11, even for a reft1rb1sl1ed JJroperty, a11d conseq11ently tl1c l',ook value ofl-Iead 

Office exceeded by £43mn its curre11t n1arkct value. !J1 li11e wjtl1 best pract1c~ the book valt1e 

l1ad been reduced to its ct1rrent valuatio11 of£ 130mJ1, and s1Ill1Jar1y tl1e valua tion of Bank 

Bu1ldi11gs l1ad been reduced by L 1 1 nm lo £ 19mn. Tl1e deficits 11ad been taken against tl1e 

revaluation reserve The full lnenn1al revaJuation ,vas due next year. 

Str A11dre,,, invited Ms O'Donovan ru1d any oll1er M ember of Court ,vl10 \\ ished. to make 

co111111e11ts. M s O'DoJ1ovru1 noted tl1al i11 relalio11 Lo BCCl U1ere bad been quite a long 

disc11ssion at tl1e At1dit Co1nm1ttee. Tl1e Co1nmittee's vie,,, ,vas l11at tJ1e Ba11k could say it l1ad a 

sl1011g defence and tl1at no pro,,ision ,vas reqt1ired. The Co1nrnittee also d1sct1ssed ,,,hether it 

sl1ou ld say Lhal its ,rie,,1s ,vere based on legal advjce. Legal advice ,,ras. 110,, ever, tl1at anJ sucl1 

cl1011ge 1njg]1t be interp1 eted as a cl,angc in tl,e Barlk's posilion. Consequently 1t ,, as advised 

that U11s sl1ouJd nol be done. Tl,e n1aJority of t11e Committee ,vcre conte11l ,,ritl1 tl1is but t11ere 

,,,as a strong 1111nonty \'le,v ll1at tl1ere sl1ould be a ref ere11ce to tl1e legal ad, 1ce taken. 

Tl1e Co111mittee also considered Ll1e \Vord1ng ,v1tl1 regard to tl1e qt1a11t1ficnt1011 of tl1e clarni. The 

,vordi11g i11 U1e dra.fl accot111ls was tl1e sn111c as ll1e yeru· before, UJ)arl fro111 ,1 cl1a11ge 111 011c of tlie 

dates, and tJ1ere "''as felt to be no reaso11 lo c]1a11ge thls. Tl1e figttres quoted ,vc1e tl1osc of tl,e 

pla111t1ff not tJ1e Bank. Co11fin11at1011 J1ad been sottgl1t fi·o111 Fresl1fields of tl1c \\'Ordtng mid 
.... 

tl1e1r lel1er was included in Court foluers. This stated that Fresl1fields \\'3S co11tei,t ,,?itli tl,e 

present \,\Ordi11g and in part1cula1· ,v1tl1 tl1e opin1011 t]1al tl1e Ba11J l1ad a •\stro11g dcfi..:tict.." . 

Tl1c Gover11or said tl1at Courl l1nd tak.e1111ote or Mts Frru1cis" co11cc111, ex1)ressetl nl tl,e 1-\tidit 

Co111111ittee. bt1t tl1e v1e\V of tl1e 0111n11tlee ,vas tl1at tl1e RcJ)Orl sl1ot1l<l st''" ,,,·itl, tlie 1· .. ' , ,111gut1ge o I 

tl1e past, u11d tl,at ,vas tl1e advice of tl1e lt1,vyers. I l e nslted \\l1cll10r t1 11yo11c else ,,,isl,cd to 
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question tl1at ad,rice. As no-one did, tl1e Gove111or said tJ1at tl1e R~port s)1ould stay witl1 tl1e 

language of tl1e draft. 

50 

Ms 0 1 Dooovan said that U1ere ,vas a lengtl1y d1scuss1on of U1e pe11s1on fund at wJlicJ1 the 

Con1n11ttee agreed tl1al 111e Bank sl1ou ld again follow tl1e transi t1011al a1-ra11gen1 ents for FRS 17 

a11d thus only n1ake disclosures this year. T11e Co111111ittee 11oted that tl1e Banl<'s Scl1e1ne 

s110,ved a large deficit, i11 conunon witl1 111any con1panies. It 11ad asked the Ba11k's actuary for 

J11s update on the ach1ar1al re,11e,v a11d son1e \Vords on tl11s had been 111cluded in tl1e note. Tl1is 

made clear that the t\,,o calculat io11s s110,ved very differe11l results as of 28 February 2003. 

Previously there bad been a nsk that tl1e FRS 17 nun1ber ,vouJd be see11 as 111ore up lo date than 

Ll1e other figure. There v,,as nevertheless a nsk that tl1e press ,vot1ld seize on tl1e FRS 17 figure. 

The Bnr1k 1 s Press Office \Vould ll1erefore be briefed ft1l1y 011 tl11s issue al1ead of publ1cat1011. 

The Co11m1itlee took 11ole of tl1e concerns of t11e asst1mptions u11derlyi11g tl1e actuarial 

proJcctions being nlis1nte11Jreted as a Ba11l f 0 1 ecast, a11d agreed with tl1e eAplanatory text 

offered as a solution. 

Sir Gral1am Hall asked wl1etl1er the improved ]eve] of tl1e deficit at a FTSE of 4 000 ,,,as ,,for.tl1 

n1e11tio11ing in the Report. Sir A11dre\\' Large said U1at tl1at ,vou]d be part of t)1e an1n1unitio11 for 

tJ1e Press Office. Finally, 1\1s O'D011ovan said ll1at the Co1nnJittee noted tl1e reduction i11 l.he 

valt1atio11 of Head Office and Bank Bt1i ldings and agreed tl1at tJlis sl1ou]d be reflected in tl1e 

accou11ts. The Governor t11arlked the A ttdit Con1mittee and Ms O'D0110, on us C'l1a1m1an. He 

really apJJreciated thei r work. 

Tunu11g lo tl1e more mii1or cl1a11ges, Mr S1not1l 11o ted Ll1at tl1e Ba1lk did 1101 g1, e a great deal of 

inf onnat1on abot1t provisions in the accot111ls, deliberately, becat1se tl1at ,vas ,,,11at t t1e Bank· c; 

arrangements were designed lo allo,v Tl1ere ,vere tl1ree 1te111s i11 tl1e Jlro, 1sio11: first a 

rctrencl11nent pro,1isio11 of £411111 fo1 the cost of goi11g into n s111glc bt11ld111g . 1"ltis \\ ' tl S 

origi11al ly £ l 0nm a11d son,e l1a<l bl!e11 1 el eased. Si11ce last ye1.1r tl1e1\.! l1"1<l b ~c 11 \ ' Ct) 1 it lie to 

justify move111ent. Seco11d, tl1e1e ,.vas also n pro, 1s1011 relnti11g to 1eft1rbis l1111cnt of tlle groti,,d 

a11d me1zan1ne J1oors ,vhicl1 added vnlue, bt1l tl1ere ,vere co1111)t1 l~ot) requ irer11e,1ts of Eng I 1~11 

l·fe1]tage u11d I1ealtl1 & Safety ,vl11cl1 uddccJ costs Tl1cre \Vtts n £.311111 J)1ov1sio11 ii, 2001 atld 

0 111¥-a • ,vas released a year t1go bttl \\, 1ll1 ll11 s ,vork \' trlt1a lly co1111)lcteJ, tile ren1nitlLlcx \\ .is 
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DO\\' being released. Third, there \\·as tl1e c1uest1011 of redL1ndar1cy costs. arid tliis ,.vas explained 

i11 note 2 on page 66. 

Tumi11g to tl1e Auditors, Mr mout noted tl1at tv.'o asr)ects l1a<l bee11 d1sct1ssed 1n Court already; 

tl1e Audi tor's opi111011 included a l1n11ta t1on of l iabil1 ty to tl1i1·d parti es. \Vl1icl1 v. as now standard c, 

a11d P,,,c J1ad converted itself to a l11111ted l iab1 l il)' pnri r1crsl1iJ) 111 add1t1011, tl1e Bank l1ad 

cl1ose11 to disclose n1t1cl1111ore 1nfon11ation abot1t tl1c fees pa1d to P,'vC. Mr l-J1tcl11ns said t11al 

the Bartk ,vas ,n the vanguard of d1sclosL1re 111 tl1is area P,vC ,vas l1ai:>py w1tl1 the increased 

transparency. Mr Smout noted U1at U1e e1nolun1e11ts 111forma1.Jo11 on page 67 ,vas s11orter 

because the Remuneration Report ga,1e tl1e opporti1111ty to provide a Jot of the 1nfo1mation in 

011e place. He also said tl1at 11ote 22 011 page 90, tl1e d1sclost1re of loans to officers, had 

111crcased qt1itc s1gn1ficantly ru1d tl1is Vwas related to JJersonal a11d season licket loans. 

Fi11ally, Str Andre\v Large dre\V Cot1rt's attent1011 lo a 11tunber of points 1n tl1e accounts ,,,here 

Members ,vere asked to give a specific opinion io addition to tJ1e general appro, al t)1e)' ga, e to 

tl1e accounts. 

ote 1 (a) on page 63 final parag1aph was 111cluded to con1ply ,,:1tl1 SAP25 on segn1entnl 

1 epo111i1g. Th1s paragrapl1 ]1ad been i11cluded for several years . ole 4 at Ll1e top o l page 68 

\Vas about the adoption of the actuaries' assun1ptions ( this d1sclrumer l1ad bee11 n10, ed from 

where it appeared in U1e previous yea1 's accot1nts) Tl1ere ,,,ere t,vo actuaries 1n, olved, one for 

tl1e Staff Sc11eme and 011e for t11e Court Scl1e111e. Nole 10 011 JJage 82 111clt1ded a stnte111e111 on 

Cou11's va luat1011 of the Bar1k's 111vcsln1ents. A scl,edule oftl1esc, alt1nt1011s \\ as 1n 1\1e111bers ' 

folders, logeU1er w1tl1 a cover note eXJ) la111i11g tl1e bns1s of vnlt1t1t1011. l"l1e ()1111c11)al 1tc111 \\ as t11e 

B1S valuation. Jn the 2002 accounts, tl1e 111ves l111e 11t 111 tl,e E B \v,1s \ 1,1lt1ed Jl cost \\' itl1 

regard to Note 11 on poge 83. tl,e Directors \Vere, as last year, of tl1e OJ)111io11 tl,~t tlie 

co11s0]1dation of tl1e various sLibsid1nries \V1tl1 Banking Depa11111e11t \\oulc.l 11ot be 111tlten,ll . 

·r11ey J1ad Ll1eref ore not bee11 conso l1d,1ted. Note 12 011 page 84 set ottt tl1~ do,\ 11,,•urd ,•alualiori 

lo tl1c Bi:Ullc's pro1)erty 1nterests. 1"11i5 ,vus 11c,v lo 2003. Note 22 011 Jlage 90 iiicltidcd a 

state111e11t that no Men1ber of Cot1rt l1uJ u n1t1terial i11lerest i 11 t1·i111s1.1ct10 11s ,, 1111 tlie 8Jtlk . Sir 

A11dre,v asked any Me111bcr of Cot11l \\ 110 clis~1g1eccl ,, 1ll1 ll1is, to s~1} so lltii itig ourt Nott' 2:, 
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on page 91, follov.'1ng consultat1011 ,v1tl1 Fresl1fields, tl1is gave tl1e Directors' opi11ion t11at any 

cont111gt!nt liabilities in respect ofBCCI re111ai11ed uncl1ai1ged. 

S1r A11dre,v mvited Ms O'Donova11 to n1 ake furtl1er co1111nent. Ms O 'D011ovai1 sa id tl1at tl,e 

biggest ,,a]uation item ,vas 111e BTS, and this ,vas based on djvide11d yield ,vl11ch tl,e Aud1t 

Co1111nittee accepted as a reaso11able esti,nate. 

Sir Andre,v noted that included 1n Court fo lders \Vas a dran of tl1e lett er of represenlati011 tl1at 

P\\·C ,vould like to receive rn connection \Vltb U1etr audit. Tl1is ,vas similar to pre\1ous years. 
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A ud1 t Comnuttee had see11 tl11s Jet1er in dra fl . Fom1al approval for this letter, ,vJ1ich is g1\: en on 

bel1olf of Court as a '"'hole, ,vas aJso sought. Sir Andre,v said be ,vould tl1en sign the letter, 

toge1l1er ,vitl, Cli fford Sr11oul . As 111 previous years, a letter fron1 P,vC ,vas in Court folders, 

say111g tl1nt ll1ey kne\\, of 110 reasor1 ,vl1y tl1e letter s11ould not be signed. 

Mr NeilJ 11oted tJ1at at tl1e prev1ot1s NedCo l1e ,,,as requested lo discuss ,v1tl1 tl1e BanJ.. an 

ex1Jla11at1on of the lransfer va lue of Mr Clen1cnti ,s pension in tl1e notes to tl1e Ren,unerarion 

Report Tl1at l1ad been done. He also 11oted a sn1aJ] drafting cl1ange on page 4.5 proposed bJ' 

Re111t111eratior1 Comn11ttee 

TJ,e Governor asked for approval for: 

The Accounts and AnnuaJ Report 1nclt1d1ng the areas \Vl1ere Court's\ 1e\\ s ,,,ere e'\pl1c1tly 
111ent1oncd. 

TJ1e proposed JJayrnent 111 ]ieu of di vide11d to J~lM 1"reasury. 

The giving of the letter of represent at 10 n to P\vC. 

Coun ,vas CONTENT 

Ms O' D011ovan i11trodt1ced tl1c 111 inules of tl1e r11ost recc111111cclir1g ol' tl1c Att(lit Cotiin,itlee. 

,vl11cl1 ,vere 111 Court folde1 s, n11d desc1 tbcd 1J1e 1110111 1ss t1es a11s111g. 1'111! Go, \!tll<)r tl,aiiked 

Ms O' D011ovan and the At1d1t Co111 1111ttee for tl1ei1 extre111el:y, alt1able i111)tt l to tl1c B.it,k ,
5 

111a11age111e11t JJI ocesses 
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Court Pension Scheme - An11ual Adjustn1ent 
(l\lessrs Clark, Bean and Tucker in attendance) 
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Tumjng to tl1e Report fi·om t)1e T, ustecs of tl1e Court Pe11sio11 Sche111c, tl1e Go\ er11or, dec]ared 

rus u1terest 1n the Scl1e111e togetl1er witl1 tl1at of tl1e two Deputy Govcn1ors a1ld t]1e Executi,,e 

Directors. Tl1e Gover11or sa id t11at i11 tlJe abse11ce of Si1· Ian Gibso11, M.J· NeiJl l1ad agreed to 

present the Report. 

It ,vas reconunended that .-

(a) 01e annual pensions 1n payment to forn1er Goven1ors and Executive Directors and 
allo,vances to tl1e ,vido,,1s for fo1111er Men1bers of Court be i11creased, ,, itl1 effect fro1n 1 
July 2003, by the amount of tl1e increase in tl1e Retail Prices Index for the t,velve months 
e11ded 31 May 2003. 

(b) S11ni l ar increases be gra11led fron, 1 Jt1 ly 2003 to: 

(i ) tl,e ex-gra1ia allo,vances payable to Lord Richardson, Srr George Blunden and 
Lord ](jngsdown; 

(1 1) t11e ex-gratia payi11e11ts a,,,arded to \.vido\vs of fo1mer Men1bers of Cou11 \\ 110 ret1red 
prior to 1978 a11d ,,,J1ose al lo,\ra,1ces ,vere based on tl1e1r l1t1sbai1ds' pensions net of 
com111utation; 

(1i1) tl1e deferred pe11s ions payable at age 60 01 later granted to f\,11 Pe1111ant ReJ and 
Mr Vickers. 

(c) Tl1e annual al1o,vance paid lo Lord RJc]1ardso11 fro111 tl1e Co1trt Pe11s1011 cl1e111e under 
special a1Tangen1ents wlucl1 \Vere approved by Co11rt 011 l O Febrt1ary 1983 be 111creased in 
accordance ,v1th those arrange111e11ts. 

Cotirl APPROVED tl1e reco1nn1e11dnl1011s. 

1"11e DeJ)t1ty Goven1ors and Me111bers of tl1e Executi, c ,, 1tl1dre,\ fro111 Coti1 t. 

Rcpo1·f from tl1e Chai1·ma11 of tl1c Re111t111c1·,1fio11 • Otll 1111 l( r~ 

Mr Nei ll, 111 f1 is ca1)ac1ty as Cl1n1r1114.111 of' tJ1e Rc111t111erntion 0111111itlect r~J)orted to Cotii, tlie 

1l.!co111111e11dal1011s of tl1e ll e t11u11e1Jt1011 ("'0111111itl\:'.c ,, l11cl1 l1ltd 111et cttrlier tlint 1110111iiig l·Ie sni(I 

tl1e Jle111t111ernt1011 Co1111111ttec reco111111e11dc<.I tl1nl, 0 11 t\ tr l(111g's ~1111,oir1Lii1e11t L)tl 1 Jttl)', lie 

)aid a salary of £263,116.00 \\ l11cl1 ,,,i1s ll1e si1liu·), or· t11e Go,,er1ior i11 lite CLiii·eit t )'e::i r 
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i11creased by 2.5°/o on 1 July. Tl1e Co111111it1ee also recon1mended tl1at in fut11re it sl1ould be 

111creased at each anJti,·ersary by 2 .5% or st1cl1 l11g11er runot111t tl1at tl1e Bartl( n1ay deterinine On 

completion of five years sen,1ce as Governor, tl1e pension should be aug111e11tl!d to 1,vo-Uitrds of 

final salary ,vh1cl1 in,,oJved grant 1ng appro>.in1ately one year's added sef\ ice. 

Court ,vas CONTENT with tl1e salary a11d pe11sion arrru1ge 111e 11ts fo1 Mr K111g as Governor 

,vef 1 July 2003. 

An,· otl1e1· business 
~ 

The Goven1or said that he wisl1ed to record tl1e appreciat1on of Ule i11put to Cot1rt business O\'er 

tl1e1r periods of office of ll1e t~et11bers ,vho ,vere leav1ng (Messrs Ne1ll, Bailie and Stretton). not 

just 111 relation to lhe f11nctioni11g of Cou.r1 itself, bt1t to the Ban]< as a whole. 

Tl1ere being no other business, curt \Vas up. 
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A COURT OF DIRECTORS AT THE BANK 

\\'EDNESDA Y 18 JUNE 2003 

Preser1t · 

Tl1e Rt Hon Sjr Ed,,,ard George, Gover11or 
Sir Andre\V Large, D eputy Go,1e1110 1 - F111a11c1a l Stab1]jty 
Sir David Cooksey, Cha1n11an, Sub-Co1111111ttee of Directors 
Ms Blo,v 
Sir Jolm Bond 
Sir Ho\vard Davies 
M1s Francis 

tr Jan Gibso11 
1r Graharn H al l 

Dr ]t1 ]1 t1s 
Tl,e I-Ion Peter Jay 
Sir W1 l l1an1 Morris 
Ms O'Dono,,an 
Dr Potter 
Mrs Po\vers-Freeling 

Absent . 

Mr Ki11g, Deputy Governor - Monetary Pol1 cy 
Mr Barber 
S11 Brian Moffat 
Ms Rabbatls 

T l1c Governor 11oted L]1at he l1ad otte11ded over 600 r11eeti11gs of Cot1rt . 

Tl1e Governor e te11ded a warm, elcon,e to ll1e Hon Peter Jay a11d D1 Potter ,ll tl1eir first 

r11eeting of Court and congraltt lated S11 'vV1 ll1n111 Motns 011 l1is 1ccc11t k111gl1tl1ood. 

Tl1e Go, e111or exp1ai 11ed tl1nl Ms Rabl)otls u11d Mt B at be1 \\ e1 e t1t1ublc to alte11d ottrt tl11s 

n1ontl1 but Ll1e fo1·111e1 )101Jed to J0111 t111.:n1be1s of ot1rt for luncl1 11.ll\!1 . 

1·11e M111utes of t)1e o t1rt of 14 t\1ay, l1t1,1 111g bee11 ci rct1l .. 1tell , ,v~1e Llfl J)l'O\'e<I . 

55 
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l\10NE1'ARY ST ABILITY ISSUES 
Economic and monetary discussion, i11corporati11g i11t erna1ional economic de, elopments. 
together ,,,itb the montl1ly MPC Report to Court 
(Messrs Clar·k, Bean, Tucker and Bailey togetlier ,vitl1 Ms Bell in attendance) 

Mr Bailey int1·oduced l1i s JJape1 on i11ler11atio11al eco1101111c developrncnls, i11c]ud i11g a discussion 

of eco11on1ic arid fu1ru1cia1 111arket co11dit1011s su1ce tJ1e war 111 ]J·aq, w1tl1 respect lo the United 

States nnd the euro area 1n particular and also to other economies 111clud1ng tl1ose in Asia. He 

also noted that there "vere encourag111g signs, providi11g SARS was contained, that the 

economic effects in a number of As1an economies should be fa1r]y sl1ort-li,,ed. 

Mr Bean 1ntroduced ]11s cl,arts 011 the UK economy, noting that 1nanufactunng output \ \ra.5 up in 

Apr1l, but there were 1nixed signs abou t the '·Bagl1dad bounce'' in surveys. Consumer 

confidence had bow1ced back a )jt(le further after the Iraq conflict, but remained subdued. 

House price 1nnatio11 continued to ease lnvestn1e11t \,Vas ,veak 1n t11e first quarter ,,rith a 

surpnsingly sl18J1J contractio11 in l1ousi11g, but 11et trade lool,ed stronger T11e Bank l1ad been 

puzzled by tJ,e \Veakness 111 export outtun1s, bt1t 1n tl1e e,1e11t tl1e Custon1s &.. Excise introduction 

of a new electronic reporting systen1 l1ad led to a 60 day delay i11 n1any exports being reco:-d~d. 

Correcting for that had led to up,vard rev1s1ons in the figures. Tun1i11g to labour and priLe", he 

said unemployment was up a li tt le bt1t tl1e n1ove111enl ,,·as ,,ery sn1all. Pa)' gro,,,tl1 \\ a~ do,,rn 

,vl11l e oil pnces were little c]1anged In May, RPIX inflnt1011 fe ll to 2.93/o. l·IICP inflation,, as 

1.2%. 1·ur111ng 10 t11e Jnflat1on Report, wl1icl1 l1 ~1d been Jlt1bl1sl1cd JUSl t1fter ll1e })re, 1 iou!) Court 

n1eeti11g, J1e said tl1at growtl, ,vos exJJected lo stay close lo t1 e11d u11d i11fl t1t10 11 , , JS prOJected to 

ease back to,vards target. Tl1ere ,vas t111certai11ty o,rer 1sst1es rel .. 1ted to tl1e ,, or Id ct.onon1y, 

consumplionl and excl1a11ge rate 1Jnss tl1rot1gl1 bttt ove1 all tl1e risks ,, l!l'C l)roi1til)' balrtnced. 

Mr Tucker, 111t1 odt1c111g l1i s n1 arl(ct cl1l1 rts, st1id Bt111l" a11d 111t11ket a11~1l)1 ~is 110 ,, ed co11siderable 

ur1certainty about the prospects for tl1e ,vo1 lcl eco110111 ', bttt tl ,,as cliffictlll to detc t tllis in 

opt1011s n1arket-based n1et1st1res of t111ccrti1i11t) 1.lbOltl 1"i11t1nci~1l t1sset prices. ]·le: lll) led tilt: 

declines i 11 sl1ort-111t1lt11 ity stc1 li,,g i11tercst 1\tles t1fier tl1e \ 1la)' f11f11ttio11 Repor,t an<l tile tvta) 
• 

111111t1tes (l,tble 1 ). As cl1 L1rl 2 &110,, ~u. tll1~ l1,1d led 11ol jt1st lo n sl1i fl i11 sl,ort-lcLlll rates but 

ll1roL1gl1ot1t tl1e yield curve. l t1111 i 11g to i11tcr11ntio11t1l i11tci-\.:sl- rutc 111,\rkets lt attircs ct1unge!) ( cl,an 

___ 4), l1e 11oted tl1Jt it,, ilS 11ot j L1st tlte UK tl1ut l1 ~1LI C\})Lt iencetl sl,nrtl fulls bttl tlte dollar tir,d tl,e 
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euro too. Turning to 10 year rates t O years foiward ( cl1art 5), l1e noted tl1at these had moved 

do,,,n rece11tly. One possibiljty was that tl1at it resulted fron1 a revision down of expectations of 

tre11d producti,1ity gro,vth 111 the US. Anotl1er possibLlLty ,vas a percept1on 1n tl,e market tl,al 

the Fed. ,vas going to have to resort to u11conventional mo11etary policy by buyi 11g long bonds 

at some po1nt . Neitl1e1 of these explanatio11s seenled to be a good news story. That seemed at 

odds \.\1ith the recovery in equit1es and tl1e dccl111e i11 credit spreads A furtl1e1 potential 

explanat1011 for the faJJ 1n yields \\las bei11g described i11 tl1e market as a ·searcl1 for yield '. 

Cl1art 7, for example., showed large mflows to US higl1 yield mutuaJ bo11d funds On exchange 

rates ( cl1art 10), l1e noted tl1al sterling v.1as 110\\ a little above tl1e 15 day average used 1n the 

Inflation Report proJect.ions. 

111 response to a question fron, Dr Julius about tl1e HJCP inflation index. Mr Bean said tl1at 

tl1ere l1ad bee11 some n11sreport1ng. 1 lie statement by t11e Cl,ancellor clid not say tl1at there \Vas 

an 111tent ion to c]1ange in Nove111ber - wl1at wot11d be confinned 111 Nove1nbcr \Vould be the 

plan for transition to I-11CP. He 11oted tl1at nothing 11ad been said about the nun1erical value of 

tl1e ne\\1 target thro11gh there was conjecture that it \Vas ]jkely to be 2°10. Prom a n1onetary 

policy perspective tl1ere \\las 11ot a great differe11ce bct\veen 1nov1ng Lo a 2° o target in November 

or 2°/o in t11e next Budget, since tl,e MPC could not do mucl1 about 1nflat1on O\ er tl1e 11ext six 

montl1s and instead focussed at wl1at l1appe11ed to 1nI1ation l ½-2 years out. If l1ouse pnce~ 

stabilised, tl1e gap bet,veen tl1e t,vo indices \Vou]d be around ½o/o, and on tl1at basis 1t \\ ould be 

unlikely to l1a,1e significant implications for 111onetary policy 

Sir Jol1n B011d conunented ll1at tl1e markets 111igl1t be beg11111i11g to se11sc n bttbble develop111g in 

U1e bond market and J11s bank ,vas ,vatch111g U1is carefu lly. 

1n response to a questio11 from Ms Blo,v oboL1t the e:po11 nt1n1bers. Mr Bea11 st1id it \\'US not 

un11suaJ to experience data problen1s at a tin1e of a cl1a11ge i11 ll1e n1etl1odology of collection. 111 

rcs1,011se to a more general lJucst 1011 about re, 1s1011s, l1e 11oled ll1e1 e \\ tlS '"\ trade off bet\\ e\!tl 

accuracy a11d tunelmess with all stal1slics. Ms Bel] said tl1nt electro111c reporting 111igl, t nlso 

lead to an 1n1provement in tl1e qL1nl1ty of i11for111nt1011. Tl1e Gove11101 co111111e,itcd tlint it \\'as 

\'ery difficult to get accurftle 011d ti111ely stati stics ,vl11cl1 ,, ns ,v11}' tl1L. ivl})(' l.t)uld tiot icly 011 
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aJl)' particular statistic and had to develop a picture looking at all the infom1atio11 in order to get 

its beanngs. 

Sir Ho\vard Davies asked wl1etl1er tl1e Bank l1ad been ll1inlang about the longer Lenn 1mpact of 

the cl1anges to pension funds and structural changes in t)1e life industry on the relative demand 

levels for equiti es and bonds. Every t11ne a w1tl1-profits fund closed to 11cw bus111ess it 1noved 

i11lo bonds Every tin1e a pe11sion fu11d dropped a fi11al salary scheme and moved to defined 

cor1tnbutions tJ1ere \Vas also a s,v1tc]1. lt see1ned to the FSA that tl1cse t.wo factors, togetJ1er 

with tl1e l1ard lessons of tJ1e Jasl bear n1arket for tl1e 11.fe mdustry about the risks of havmg 70% 

equity back1ng for ,vith profits policies, meant that suclJ investors were unlikely to go back to 

l11gh levels of equjty. A111h1s tended to suggest a structural sl1ift. 1n demand for equ1t1es and 

bonds for long te11n financjal inst1tt1tio11s. Mr Tucker commented Lhat the quest1on ,,·as 

coucl1ed in tJ,e UK context . Globally, i11 many pruis of the ,vorld, tl1e li fe industry \vas running 

a large 1r1terest-rate exposure due to l1avi11g isstted longer-maturity sa,,mgs and annu1ty prices 

tl1an tl1e assets facing the1n. Mr Clark said that the Bank l1ad been \.Vorking on tlle subject and 

,vould bri11g a paper to Court i11 tl1e AutL1n1n tl1at ,vould map ot1t s0111e of tl1e issues. 

FIN Cl.ttL STABILJTY lSSUES 
FS Revie,v, together ,vith Domestic Developments a11d lote1·nationaJ I ue 
(1\'Jessrs Clark, Bean and Tucl<er in attendance) 

Mr Clark introduced rus review paper on r 's act1v1ly. He also 111t1odt1ccd c1 sup1)len1entary 

note on tl1e artjcles to appear 1n the fortJ1co111u1g issue of t11e Fi11n.nc1aJ 1ab1l1t) Re\1e\, . He 

noted in {Jart:icuJar tl1at t11e Treastlt)' l1ad asked ir Andre,,, Large 011 bel1,,lf of tl1e Bank to cl,air 

a11d organ1se a task force lo review t]1e operatio11al, legal 011d otl1er factors 111,,01, ed 111 tlie evetlt 

of serious, poss1bly terrorist-related, disrt1plion. Ai1 a1111o t111cen1e11t ,,,as l 1kely t11c day a.fiet 

Court. 

Sir John Bond commented, \Vitl1 referer1ce to tl1e forthcomi11g FSR a1 l1cle or, n1or~ll t1azard, tl,at 

it was o J1uge mistake 111 the offi c1nl sector to tl1111k tl1nl risk pro1los.1ls i11 tl co111111ercial liaiik 

co11s1dered LJ1e possibility Ll1ut If tl1c lon11 \: e11t" 1011g l)1e Go, er11111c11t ,, otild bale ouL tlie baiih. 

He noted tl1at l1e l1ad JJersuaded tl1e l)Otud of tl1e I11sl1tt1le for l11ter11at101141l Fi11ar,cc to pass a 

resolution saying that none of tl1e n1e111lJcrs l1nd see11 a11y e\ride11ce o( tl1~,t . Mt lark said llie 
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conclusion of U1e paper \Vas not inconsistc11t \\·itl1 l1aving some 111oral J1a7ar<l H 15 o,,·n vie\V 

,,,as tl1at tl1e econometJics ,vas sufficient ly open to differe11t 111terpretat1011s to treat ,v ith 

caution. Sir John noted that Jus sl1areho lders end eel tip payi11g 1or def au Its. The Governor 

comn1ented tl1at n1oral l1azard applied as much to the debtor country as to the creditor and 
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Sir Jo]m agreed. Mr Clark said tl1at that \\'as tl1e other l1alf of lhe argument He noted tl1at 

Tt1rkey had had 18 progran11nes i11 succession and it ,,,as l1ard to believe tl1at had not somel1ow 

been coloured by their v te\V of IMF bon·o,v 111g 1n response to a qt1estion from Ms O'Donovan, 

Mr Clark said that tl1e Bru1k 's pension paper envisaged looking al tl1e impact of Government's 

proposals for pens1on fund insurance 

Tl1 e Bank and tl1e Euro 
(Messrs Clark, Bean, T ucker and Allen in at1end.1nce) 

Mr Al Jen sun1111arised tl1e results of the Government 's assessment of the five tests for euro 

e11try, described in l1is note. Sir John Bond said he was a little st1rpnsed to see tl1at financ1al 

services l1ad n1et t11e test. Europe had tota11y differe11t fi11ru1cial systems in di ff ere11t countries. 

lfas a result of convergence all lent at tl1e same rate as Gem1an banks, retail banking in the L1K 

\vould look ,1ery different. Tl1e Governor asked whether U1at \Vas a eu1·0 question or a single 

fi11a.r1cial ,narket quest1on. Mr Allen sa1d that retail finance ,vas not an area \\'l1ere tl1ere ,vas 

n1uch integration in Europe. The question ,vas 110,,, far tl1at issue ,vas determined by euroi one 

men1bership. The Governor said tha1 quite a lot of tl1e issue related to co111pet1tion policy 

wi th.J11 tl1e eurozone. Mrs Francis said ll1at to achieve greater convergence 1n retail financial 

services it \\ras necessary to 111fluence decisions in Bn1ssels about regulat1011 ru1d con1petit1on. 

TJ1e point n1igl1t come ,vJ1en, if we were 11ot on t11e i11side, we \¥Ou Id 11ot l1ave 111fluence. 

Turning to flexibiljty, she believed that it was not clear tl,at e11ot1gl1 cot1ld l1uppe11 to satisf) tl,nl 

test in the nine n1onths up to tl1e nex t bt1dget . Mr Allen said ,vitl, res11ect to i11nt1er1cc u1at tllcrc 

were d1ff erent points of v1e,v but ll1e l1ancellor's ,,ie\v ,vas tl1at ,ve l1a, c Jlrcady had terr1 fiL 

1t1fluence on t11e \Vay the ECB was evolving, ru1d also 011 tl1e stabilil)' and gro,\ tl1 ()act Bttt 11 

could see that tl1ere n1igl1t be c1rcumslru1ces ,vt1ere beu1g ot1ts1de could n1ake a di Oereilt.e 0
11 

tlie Jlex1b1 l1ty questio11, il ,vas cJeo1 tl1at ll1e T1ensttt')' cottld 11ot C)..JJect tl1e Jlcxtbilicy 

progrnn1111e lo be completed ,vitl1 i11 tl1Jl period. Bt1t tl1c p1ot11isc to re,•1c,, tl1c 1sstte of ,vlleUler 

to assess tl1e tests again afier tl1e 11cxt B11dget co11 ld 11ot be co1111)lelcl)' ~lllJJly so lJresuinabl)· tl,e 

l reasury would make a Judge1ne11t 011 tl1e basis of ,vl1ut hod begt111 to t1a11pc11 
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Sir Graham Hall noted tl1at he l1ad been appointed to t11e Sta11d111g Co111rn1ttee on Etiro 

Preparations. Sir William Morris noted that one of the Treasury's proposals was for a set of 

ne,v fiscal rules but be was not clear ,vhetl1er that would ru11 alongside tl1e stab1 l1ty and growth 

pact or replace it. Would institu t1011al refom,s be necessary? Mr Allen said tl1at t]1e Treasury 

were conten1plating a cl1ange in the institutional framework of fiscal policy Dr Julius 

conunented tl1at tl1e reason tl1e US and UK l1ad avoided tl1e econo1111 c difficulties of tl1e 

eurozone was that tJ1ey had a quick t1·ans111ission mechanjsm for interest rates via the housing 

1narket There ,vas very lit1le evjde11ce that mo11etary policy affected many asset pnces 

systematically. So having ru1 interest rate sensitive housing 1narket \Vas a pos1ti,•e factor. She 

sa,v a paradox in the concern to reduce the interest rate ser1siti,rity of tl1e housing market. 

Furthem,ore, n1onelary policy worked 111 mysterious \Vays and pol icy makers were learrung by 

do111g. lf tl1ere were structural cl1anges 111 tl1e l1ousing 1narket they \vould l1ave to re-learn. So 

changing the interest rate se11s11i,11ty of tl1e l1ousing mru·lcet could be going baclnvards, \\ hetber 

or not Bntain ,vere in tl1e euro. Mr Allen said it ,vas not that t11e Treast1ry U1ought the housing 

n1arkel \Vas too sensitive to n1011etary policy but tl1at the degree of sens1t1,11ty in tl1e UK was 

greater than 1n the eurozone so that a rnonetary policy U1at was suitable for tl1e eu1·0,one might 

be too J)O\verful for Ll1e UK. 

In reply to a question from Sir William Morris about the ERM, M1 Allen said tl1c Cl1ancellor 

l1ad sa1d that the UK \Vou ld not join. The Governor commented tJ1at tJ1e assumption \Vas that 

U11s point wouJd be accepted at a p0Jjt1cal level. He believed tl1e Treast1ry,s nssessn,e11t as a 

\VhoJe ,vou]d take a ,vhile to si111 i11, J)articularly son1e of t]1e teclu11cal points 111 tl1e appendices 

Tlus ,:vould be a very const1·uctive process ru,d l1e was tbo1·ougl1Jy glad t)1ut tl1e Cliancellor had 

11ot announced that tJ1e UK \Vas about lo go in 

MARKET OPERATIONS JSSUES 
Cur·rent Issues 
(Messrs Cla1·k, Bean and Tuel e1· ira atte11dance) 

Mr Tucker introduced l1is sl1or1 11otc 011 111111or refo1111s lo ope11 111arkcl 01)et Jt1011s uiid possible 

HMG forejgr1 curre11cy bo11d 1sst1ance. l11 reJ)ly too qttest1011 fron1 S1r Gr,1I1a111 I-lull nlJottt 

V\ here tl1e nsk lay in bond isst1a11ce, Mr 'l't1cker s(11ci tl1at depe11dcd 0 11 tlie issttance structure . ... 



Trad1tio11ally in issuing sovereign debt, t11e Government \Vas at risk during tl1c issLie period . 

1-Io,,·e,,er, issuing structures l1ad rnoved on. He believed tl1at 1t ,vould be possible to lock i11 a 

minumum price at the beginning ai1d leave tl1e risk wiU1 the 1ssuing l1ouses but tl1al ,vas a 

subJect for negotiation m tlus particular case. No financial risk would lie ,v11J1 tl1e Bank. 

EXECUTiIVE REPORT 
(l\1essrs Clark, Bean, Tucker and Smout in attendance) 
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Tl1e Governor rne11l1oned that he opened the Bank's ne,v regional office 1n Exeter on 23 May in 

wJ11cl1 lie 11osted a reception for civic and busi11ess leaders from De,1on, Com\vall and Somerset 

n1arking tl1e opening of t11al office He noted that the building in Dix ,s Field, would be 

Kevin Bt1tler's centraJ base for tl1e Agency. Ho,vever, the Bank \\1ould st1ll continue to be 

represented t'l1rot1gh its existing Bnstol office in Redcliff Quay. 

Mr Bea11 reported to Cot1rt Peter Westa,vayls appointment as a Head of D1 v1s1on for Monetary 

lnstn1ments and Markets Divisio11 \VitJ, effect from 1 July. 

Mr Sn1ot1t ttpdated Court on the revie\v of ll1e Bank's cas11 ratio deposit funding. A steering 

group con1prising Sue O,ven of 11,e Treasury, Forrest Capie of tl1e I ondon Bus1ncss School and 

Cli fford mout had completed 1ts deJjberations. lt had agreed tl1nt tJ1e statutory scl1cn1e l1ad 

,vorked ,veIJ . The Treasury was con1mit1ed to pubhsbi11g tl1e results of tl1c rev1e\\' ,,,111cl1 ,vere 

about to be placed before the Cllief Secretary. T111s ,vould be publ1sl1ed ,v1t)11n tl11·ee n1onths for 

any co1nments. Only t.vlo provisio11s were suggested: tl1e tl1resl1old for n1aki11g depos1ts should 

be raised from £400mn lo £5000111 eligible li abi lities; a11d ll1ere sl1ould be n c lea1 er e>.:planat 1011 

of tl1e ,votlcings of the scl1en1e i11 tl1e Banl<'s Al111ual Report. Quite a lol ,, as already tlJere but 

son1e furU1e1 disc]osure 1nay be necessary. Mucl1 ,vould depe11d 011 ll1e e\.act r om, 01· tl,e 

disc losure but at present the Bank did not believe tl1at ru1y of tl1is ,vould be problcn1ntic. 

Finally, Mr S111ot1t updated Court 0 11 tlie develo11n1e11ts at tl1e Ba11k's poitc; Clttb t\t 

Roel1a111pto11, re]ated to tl1e lease of la11d to tl1e La,vn Teru1is A~soc1\c1l1011. Tlit:t ~ llad been n 

1011g history of associatio11 \.V1tl1 tl1e te,1111s at1111orit1es al tl1e s1 le. A 11 ~,green1e11t ,vnc:; reacl,ed 10 

August 2002, as reported lo Cot1rl J)rc, iot1sly, tinder ,v]1 icl1 tl1e t e1111is attllio1 ,tic'S \\'OU ld tu~e a 
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125 year lease on around a quarter of the site for co11struct1on of a national ten111s centre. 

subJect to planning permission. Legal doct11nents l1ad at long last bee11 finali sed. TJ1e plaiming 

process ,vould oo,v start. Since 1t \Vas Metropol1tan Ope11 Land it ,vas likely lo be referred to 

the Secretary of State for a decisio11 . Tl1e price for the lease was £9mn but tl1e fi11al pnce migl1t 

depend on tJ1e nature of tl1e plaru1ing penn1ss1011 give11 . 

Tl1e Governor remmded Cow1 of tl1e En1ploy111e111 Appeals T1~ibuJ1al l1earii1g soug]1t by U11ifi. 

The 111jtJal finding had been very 111uc l1 111 tJ1e Bank's favour but Unj fi cJ1allenged one of U1e 

findings related to failure to consult properly. That proposal ,vas to go lo the Appeal Tnbw1al. 

TJ1e Bank bad an extremely good defence. However the cost of the appeal \-Vas likely to be 

£60,000, witl1 a possib1 lily of a furtJ1er appeal. In U1e meantime tl1e Bank had see11 a change in 

Un1fi representati,,e [Tom John Bra,vley lo Keill1 Brookes. On tl1e basis that it \vould sa, e 

rnoney and bring good,v1IJ to ll1e new relat1onsh1 p wiU1 Unifi , U1e Bank had agreed to settle 

wit l, tl1e Uruo11 by paying £20,000, whicl1 was 011e-Ulird of ll1e first stage cost of the tnbunal. 

Tl1ere ,vas a proposed joi11t statement saying the two sides l1ad agreed to put ~l1e past behmd 

tl,ern and to continue build111g a productive \Vork.ing relat1 onshjp bet\veen the Bank and Un1fi 

Tl1e payn1ent was going to Unifi not to U,e staff concerned in U1e tribunal . TJ-1e n1oney \\ as not 

relnted lo tJ1e number of staff. It was a goodwill gesture to the ne,v ecretary of Unifi . 

MANAGEl\1ENT OF THE BANK 
Update on JT 
(Messrs Clark, Bean, Tucker, Brookes and n1out i11 af te11dance) 

Mr Brookes introduced l1is paper on IT wl1ic)1 updated Cot1rl 0 11 progress over the past year. 

Tl1c pa·per focussed on major IT initiati,1es across tl1e Bank. 011 organisal io11 c111d ~laff issue~ and 

on areas for furtl1er ,vork. He noted tl1at it ,vas ll1e last t1n1e he ,,,ould be rcporti11g on t)1e 

subJect to Court and be was particu]arly gratefu l to a nu111ber of Me111bcrs of otirt for tlietr 

l1elp and advice dunng his period in tl1e post Tl1e Gove111or sa1d lie \Vould l1ke to ec1,o tl,e 

gratitude ofll1e Bank to Court for the co11tribt1tion Me1nbers l1ad n1nde to i111provi 11g tlie Bai,k 's 

IT perforn,ance J t was a wo11derfuJ exa111ple or 110\v ot111 cottld a11<l dtd co11tribttle to t1,e 

Bank. 
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In response to a question from Ms Bio\,,, Mr Brookes said tl1at all JT staff deployed in business 

areas 11ad a dotted reporting line to I1in1self or a 'senior 1nanager' i11 MSD. Dr JuJius said she 

l1ad seen a huge improvement in IT i11 tl1e last tlrree to four years. Sl1e asked ,vl1etl1er tbe Bank 

,vas still m tl1e centralising phase Mr Brookes said the pendulun1 was st1JI 1nov1ng in that 

direction. 

In response to a quest1on from Mrs Powers-Freel1ng about staff 111orale 1n tl1e wal<e of the 

Globus problein, Mr Brookes said U1at 01e 1BM 111anager working on tl1al proJect had 

co1nmented on tl1e quality and commjtn1e11t of lT staff in a very pos1t1ve way Sir Graham Hall 

said he l1ad spent a couple of l1ot1rs w1lh Mr Brookes and be]jeved he ran a good outfit well. 

Tl1e Cl1ief Cashier's Report 
(Me srs Clark Bean, Tucker· and M Lo,vther in attendance) 

Ms Lowther 1111roduced 11er report on the main developments witl1j11 the Chief C'asllier's 

portfolio. In reply to a quest 1011 fron1 ir Gral1am Hall about cou11terfciting trends, she said that 

tl1e Bank would soon be pt1bl1slung tl1e numbers for the first lime. The data would sho\, a 

r1si11g tre11d. Sl1e expected tJ1ere to be a fall i11 counterfeit111g for U1e £10 and £.5 11otes as tl1e old 

, ersions ,,,ere ,v1thdrawn from circulation but 1t \Vould not be per1nanent - tl1ere \\'as a constant 

battle. The Governor commented that there had been quite a lot of resistance to being 

t1·ar1sparent abo11t counterfeiting. Criminal investigators had been concerned tl1at it n1igl1t 

i11terfere with their investigations. Before !lie numbers were publ1sl1ed tl1c Ba11k ,vould analyse 

tl1em in order to understand tl1e trends better. He \\18S sure t11at 't\lfs LO\\ U1er a11d 1r Andre,, 

Large would bring tl,j s issue to Courl in due course. 

J11 response to a quest ion fron1 Dr Ju I ius, the Governor noted tl1nl 0 11c or t,vo otl1e1 cc11 tral 

bar1ks had started pubJ1sJ1ing data 011 counlerfc1 ts. Ms L0\\1tl1er sat(l Ca11adn Jt1d t11e E B did , 

but tl1e Bank would st1ll be at the forefront. Ms O'Donovan suggested tl1nt tl1c Ba11k set Ll,e 

nu1nbers in the context of ot11er industries \\'tll1 ,vo1·se records. sucl1 ns credit curds. The 

Goven1or said tJ1e Ba11k could tJ11 11k abot1t tl,at bl1t l1e \\as not st1rc 1t ,vot1IJ \\' tlJ1l to tliro,,· 

stones al otl1ers. 
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Domestic Matters 
~1essrs Clark, Bean and Tucker in attendance) 

Turning to matters of a domestic nature, the Governor said t)1at following the departure of four 

NEDs at the end ofMay, it \Vas appropriate to co11sider rev1s1ons to lhe n1embersl1ip of t11e 

Bank's Standi11g Con1mittees. J--J e drc,v attent1011 to a note i11 folders setting out the proposed 

ne,v structure. 

On tl1e Comn111tees, l1e proposed tl1at:-

Sir William Morris replaced Mr Nei ll as Cl1aim1an of the Remunerat1on Committee and Sir Ian 

G1bso11 and tl1e Hon Peter Jay v,,ere appointed i11 place of Messrs Neill and Bailie. Dr Potter 

replaced Mr Strellon on tJ-1e Audit Co1nmittee. Mrs Frai1cis a.I1d Mrs Powcrs-FreeJing '\\1ere 

appointed trustees of the Court Pensio11 Scl1e1ne in place of Messrs Neill and Bailie. Finally, 

Ms Rabbatts ,vas appointed a trustee/d1recto1· of tl1e Staff Pension Fund together \vitb 

Messrs Footman and Robson. Sir Willian, Morris l1ad asked to step down fron1 the Staff 

Pension Fund and t11e Governor thanked J1 i111 for Ii.i s service on that comm1ttee, and, expressed 

l1is appreciation to a)] ot l1er members ,vJ10 served on co1111nitiees. 

Court APPROVED U1e changes. 

The Goven1or noted i11 respo11se to a quest1on fron1 Dr Potter tl1nt tl1c cl1anges took effect ,,,ith 

in1n1ediale effect. 

An,, ofl1e1· business .. 

Sir Andre\v Large sa1d that in Mr l(i11g 's al)ser1ce, a11d j11 \'le\\ of tl1c fact tl1at it ,,,ns t11c 

Governor's last Court afier 21 years, a11d l1e l1ad been a collcngt1c a11d lea(ler for 75 tel lo,, 

Coun Mcn1bers, - and 77 as of tl1ul day - l1c \V1s}1ed to ha, e 011 tl1e record tl1at tl1c Go,,en,or 1,ud 

been a fou111 of ,v1sdom a11d stre11gtb fo1 nll ll1ose l1e ,, 0 1 k.ed ,, 1t11 n11d ,, ould b~ l1t1gely ,nissed. 

Ii e exJJressed the tl1rulks of all Men1bers of ou1 l to tl1e Go,·emor. ot11 t ,ll)f}l t\ttded tlle 

Govcn1or. 
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In the abse11ce of tl1e three Governors. Court was cl1aired by Sir David C<)oksey. Court 

considered a note fron1 Sir Ai1dre,-., Large ,vl,ich read as follows: ··1 rcco1n1ne11d to tl1e Court of 

Directors that in recogi1it1on of Sir Ed,vard George ·s substa11t1nl contributio11 to\vards tl1e \Vork 

of t]1e Bank over tl1e penod of his Governorsl1ip, and 111 association w1tl1 tl1e proposal for the 

Advisory Com1nittee of tl1e Houblo11-Nom1an Fund to award George Fellowsl1 Jps from the 

following fu11ds, the Bank n1akes a casl1 injection of £500,000 lo tl1e Houblon-Norman Fund.'" 

Mrs Francis said sl1e was entirely J1appy \VJ1J1 ll1e pri11c1ple but as)\.ed \Vl1etber it was a transfer 

from the reserves, ,v]1et11e1 1t ,vould affect tJ1e profit & loss account and \Vl1ether U1e Bank \\'as 

happy that the Treastrry ,vould 11ol raise questions. Sir David Cooksey said that the Bank had 

not consulted tlie Treastrry. He believed it would be de mjnim1s from the accounting point of 

vie-v.1 and tl1e balance sheet. Ms O'D011ovru1 said that since 1944 it l1ad been standard practice 

for tl1e Bank to make up fo1 u11der-perfom,ance in U1e income from ll1e Houblon No11nan Fund 

ru1d il had been some t i1ne si11ce a co11lributio11 had bee11 1nade for that purpose So tl1e 

£500,000 was not necessarily anythjng to do ,vitb c)1anging the na111e of the F'ello\i. ships to 

George Fe110V\1sl11ps. lt was a lo11g tin,e s111ce tl1ere )1ad bee11 a top-up oJ· tl1e Fund to a 

reasonable position. In resJ)011se to a qt1estion from Dr Potte1· about tl1e e,1st1r1g scale of the 

Fund. Sir David Cooksey said tl1al he belie\1ed it \Vas about £1 4 1n11 Sir Da, 1d also explained 

the Bank's corresponde11ce ,vi tJ1 tl1e Cl1arity Con1.01jss1011 \Vllicl1 \\as conte11t ,,1itl1 tl1e proposal 

to use the addit1ona1 money to finance George Fel]o\vships 
~ Cc:> •• ~ ... ;,(!; -

• 

Court was tip. 
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A COUR1" OF DIRECTORS AT TIIE BANK 

\VEDNESDAY 16 JULY 2003 

Prese11t: 

Mr Ki11g. Governor 
Sir Ai1dre\,1 Large, Dept1ty Gove111or - Finru1cial Stability 
Ms Lo111ax, Deputy Go,,e111or - Mo11 etary Policy 
Sir Da,1id Cooksey, Chairn1ru1, Sub-Con11n1ttec of Directors 
Mr Barber 
Ms BJo,v 
Sir Jol111 Bo11d 
Sir Ho,vard DaVJes 
Mrs F1 anc1s 
Sir Grahan, Hall 
The Hon Peter Jay 
Dr Jul ius 
Sir Brian Moffat 
Sir William Mom s 
Ms Rabbatts 

Absent. 

1r Ia,1 Gibson 
Ms O'Donovar1 
Dr Potter 
Mrs Po,vers-Freeling 

The Mjnutes of the Cottr1 of 18 Jt111e, J1avi11g bce11 circt1 lated, , ere a 1)Jl t0\1Cd. 

MANAGEMENT OF TJ1 E BANI 
Tl1e Go,1ernor to address Court 011 p,·oposed 11e,,· ,11·1·a11 gen1eut 

(Governors and Non-Executives in atter1dnnce 0111)1) 

Tl1e Gover11or spoke unde1 U1e fo l lowi11g l1end111gs. l11 s role us Go, e 111or; tl1e cl1t1llenges tl1e 

Ba11k \\1ould face o,1er tl1e next five years; ll1e obJccti,,es a11d ll1e s lrt1c lt1re of tl1c Ba11k; tl1e 

n1a11agc1nc11t of tl1e Ba11l"; a11u tl1c role .111,l fL111c l10 11i11g of ottrt. 

____ , lie ,vis)1ed to l1a, e g rc ut\!1 clt1r1ly 111 tl1c \V,l) ' tl1e 8J11k \Vtts 111,.111ng '-!d 
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I Role as Governor 

Tile Go,1en1or proposed to g1,,e a clear lead to tJ1e MPC by visiting tl,e regio11s arid counlries of 

the United ](jngdon1 on a regular basis, every n1onth except August, ru1d n1osl of )us speeches 

on tJ1e econon1y ,vouJd be outside London. 

With respect to the leadersl1ip of tl1e MPC, al I tl1e 111embers felt t1Ja1 011e of tl1e great successes 

,vas ,ts collective spirit of e11qt1Jf)' 1n ,vl1icl1 it was not t1-ying to acl11eve an art1fic1aJ consensus. 

He could not see any reason to cl1ange ru1y of tl1e procedures of the MP 

Ms Lomax, Sir AJ1dre,v and himself wou ld be shanng a number of tasks earned out previously 

by Sir Edward George. One exan1ple \\1as tl1at the Governor's Advisory Group would be 

reJJlaccd by contacts at tl1ree levels. 

a) Staff ,vould meet tl,eir teclu1ical opposite 11 t11nbers. 

b) Tl1ere ,vould be a ne,v set of meeti11 gs bet,veen Sir Andrev.1 Large, Mr Clark and the Chief 

Exectrt ives of U1e cleruing banks. 

c) Tl1ere would be dinners for Ll1e cl1ai r111en of the clearing ba11ks t\\ o or t11ree times a year 

\\'hicl1 \\1ould have a com1)1 e1ely fi·ee agenda for djsct1ssi11g tl1e big questions of tl1e moment 

\VJ th tl1e Governor 

2 The challenges of t.l1e next fi ve years 

The Goven1or dre\v Court's atlention to l1is Treast1ry Conu11ittee state111ent on ll1e cl1allenges 

facing the BanJc. 

3 ObJectives and structure of tl1e Barl1< 

The Ba11k had three core purposes. Tl1e first t,vo ,vere clear ru1d ger1ernl a11d tl1erc ,vas no 

reason to propose substantial cl1 a11ges. Tl1e tl1i1d core pt111)ose ,vas 111ore proble111t1tic. It ,,·as 

not clearly defined a11d dill 11ot 11111< to tl,c ct1rre11t slruclu1 e of tl1e Bat1k . l l~ ,,,isl1ed to tlag this 

as a11 issue a11d ,vou Id co111e back to i l . 

I11 Ms Lon1ox's ru·ea, tl1ere \\OLtld be tl1c folio,\ 111g obJccti,·cs o,cr ll1e 11e. ·t 12-1 S 111011tl1s for 

lier and tl1e Executive Directo1. to 111 ,1k:c st1rc tl1t1t tl1c t1C\\, 111odcls \\ ork t\11d lit i11to tl1c for\.:c,1st 

atid dccisior1-n1uk11~g process; to j) l l!IJt\1 c tl1c \\ ,ly for ll1c NlP(.., to l11sct1ss tl1c forecust process 

~----:=~ ficr August~ to look al tJ,e 11Ltn1be rs in Mo11etai·y A11a lys1s a11d tlsk \\ l1eLl1er tl1e Bank needed 
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tl1is 11u111bcr of talented )10u11g cco1101111sts. 111 tl1c 111arkcts area tl1ere would he a look at the 

111011etary opcral io11s and dt1ily intcrvc11t1011111 tl1c r11oncy nlarkcts, und tl1e building up of 

niarket 111tellige11ce a11d ll1ere ,, ·ot1ld be 111orc \Vork do11e 0 11 the risk 1nanagcme11t side. 
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Tu111i11g lo ir Andre,v Lnrgc 's rcspor1silJil 1t1es. in Banking & Market Services the C21 Project 

J1ad not go11e enti rely s111oot l1ly n11d tl1c B :.1 111, \.VOuld l1ave to refl ect 011 t11e reasons. There \~as a 

n1jstakc at tl1e outset 111 tl1a1 it l1ad bcc11 ucc icled .1101 to ask questions about what the Bank \\-ra:5 

doing but s1111ply to ask 110,v tl1e Ba11Jc cou Id do wJ1al 1t v-'as already doing more efficjently. 

Tl1e Go, ernor said he had asked 11t1ck Frecdn1a11., Deputy Governor of the Bank of Caonda, to 

do a pnvate sl1ort revie" of U1e d1stinctio11 bet,veen the back and front office and the 

impl1cat1ons that ,,,ould arise if tl1e Ba11k carried out a review of functions in the baril; ng area. 

1·11e Governor said he had also discovered tl1at some time ago \1s Lo,vther had negou.ated earl~ 

ret:irement next March so i t was necessary to Ii11d a replacement. TI1e Governor said he ,,rould 

bring a proposal in September for the appoint1ne11t of her successor. 

Turning lo Financial Stability, J1e v-1s)1ed lo foctLS n1ore closel)' on conclu~ions that could b ... 

drawn from risks lo the UK financial S)'Slc 111. I le noted fow· 1n1po n ant areas for the tbture 

payments and settlements; tl1e fi11ancial infrastruc ture and pri11ciple ,11at guided lt ,n tem1:s f 

regulation, accounting and otl1er isst1cs; t11e i11tc111ntional financinl ~ r~tem; and th n10111t nn 

of risks to tl1e UK financial systcn1 Js ,1 ,vl,ole. lt \\' OS ,,cry i1111 ortant 1l1nt e, ~ one und nit od 

tl,e clear den1arca t1011 bctw cc11 tl1c l3n11l'\ tt11c.t til e: l· '-i \ . 

4 M anageme11L of Ll1e B,,nl, 

·1 J1e Go,,cmor said l1c ,visl1ccl to 1111\'e tt si11gle l~xect1ti,,c t~nn1 co1111l1 i i11g tl1 o, en1ors and 

I~xecuti,,c Directors ,,,J1icl1 ,,,ot1l<l 111cet ,,,cckl)' 1111d "Ii ct1s c, e1)' ll1111g. Belo,, th t l~\ l ll :\' 

i11tcnded lo de)cgrite to i11di,'illl1als 11ol lo co111111i l tccs. 'l ' l1t: J0\1e11101 111d lll l l1 ru1J t,1 

colleagu\.": s ulso ,,,anted to b1 i 11g tl10 J lcuds of Di, i sio11111to tl, t111or 111ru1u c 111 nt f l)1 Bank 

l·le \\'1sl1ed t o cn(I tl1e conce1>t of' l)11e l)t::J>tll)' JO\ t:n1or 111ru1\1g 111g tl1 B r1k Botl1 1 I 001 x 

,ltld Sir A11d1 e,,1 ,,,ould l1a,~e s lJ , llgtc 111n11ogc111~11t I\: 11011 ,t,1l11ic l l 0111 '-itl uld t,c 

1esr,011s1blc for 1l11.;; design of' tl1c 11c,, l>t1tlget1:tl) r,1,, t u.nd fo1 a 11 ,, f1an1 \\Ort t,Jr praJ\:: t 

111a11ugr111~11l Si1 A11drv,, ,, ould 11,&, t ti a t g1 111ru1.ugc111 "t1l re port 1b1l1l~ ftJr n ~ 

11 t1ugc1,1c111 , 011 ,, l1icl1 he l1ud ulr ·ad) tarted, u11d tor bu~1r1 s <.)11t11lu1t . 
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Witl1 a single executi\·e team, tl1e Go,,en1or said he did not believe room was Jeft for ManCo. 

T11e Go\remor proposed a ne\v Exect1ti,:e Director for Central Services, Mr Foot,nan, \Vl10 
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, .. ,ould be responsibJe to tl1e tl1ree Goven1ors a11d a 1nen1ber of tl1e Executive Terun ,vho \Vould 

take respo11s1bility for the Bartk ,s centraJ services Tl1e ne\v Executive Director \vould have 

responsibility for: Secretary's, Finance, Audit, Hu111a11 Resources, IT, Property and the Legal 

Unit. With respect to Audit, the area ,vould repo11 on pay and rat1011s to tl1e Executjve Director, 

Central Services but U1e Auditor ,vould report to the Governor 

Tl1e Gover11or also said tl1a1 the Bank ,vould cut out the layer of Deputy Directors. lt ,vas likely 

11,at 1n September he would also ,vant to report the appointn1ent of a new Human Resources 

Director ]11 order to 111volve tl1e HoDs more in ma11ageme11t U,ere would be a 11e\v grouping, 

possibly ca lled t11e Seruor Managers Meeting, ,v11icl1 ,vould comprise the Execuuve Team and 

tl1e J~ oDs. 

5 Court 

Tl1e Governor suggested cl,anges 1n U1e ,vay Cot1rt \Vou ld operate 

a) He ,v1sl1ed lo change the agendas to start \Vith an e>.ecut1ve report from the Go,1emor and 

otJ,er manageme11t of tl1e Bank issues 

b) 111 ll1e monetary policy area l1e proposed a long quarterly discussion afler tile 111 Oatio11 

Repon. Tl1e 111onthJy MPC reJJOr1 to CoL1rt would be sl1ort. 

c) 1-ie proposed changing lhe ]uncl1es. Tl1ere \Vould be t,vo types· tl1e conti11uat1011 at an 

inf om,al level of discussio11s about 11,ajor questio11s 011 tl1e runni11g of tl1e Ba11k; a11d, tl1ere 

\Vould be opportu111ll es for presenters to lead a discussio11 about a n1ajor tll1est1011 rela.ti11g to tl1e 

UK. 

d) 1i1nally in le1111s of tl,e cl1ui1·111011sl11p of CoLtr1 , tl1e Bank or F 11g ln11d Act 1998 stated tl1nt tl1c 

cl,ainna11 of Court ,v.ould be t lie Gover11or or 111 l1is ~1bsc11ce, tl1e Cl1ai1111a11 of NcdCo. But tl1c 

Exectilive sl1ould 111ore 11aturally be rc1Jort111g to fl 110 11-ex.ect1t1, c cl1t11n11an lt would take 

priniary leg1slat1on to cl1a11ge tl1e Act a11d it \V,lS 11ot possible to 111troduce tl1is. Tl1e Bank 

• 
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therefore had to find a \\1ay to give a n1ore pron1ine11t role to tl1e Chaim1a11 of tl1e Nor1-

Executi\'e Directors. TIJe Governor said tl1nt l1e and Sir David Cooksey proposed 11ormally 

startic1g the proceeclings \vith an extended meeting ofNedCo, will1 tl1e Executives of the Bacik 

invited to be present. lt ,vou)d reach provisional decisions. At tl1e end of ll1e exter1ded Ned Co 

meeting there would be a s11or1 forn1al Court 1neet1ng cha1red by tl1e Goven,or to rat1 fy the 

dccis1011s. At tl1e end of tl1a1, eitl1er C'ourt ,vas up or Ned Co would take place in its usual way 

,v1tJ1out tl1e Executives present . 1·11e Cl1a11cellor l1ad asked l1Jn1 to say to Cour1 - and tl1ere 

,,·ould be a letter of co1nfort follo,v1ng - that lie ,vou]d support suc}1 a cl1ange tf U1e Bank could 

make it ,vork witmn the Bank of E11glru1d Act . TJ1e Governor said tl1e lawyers l1ad approved 

tl,is enJ1ancement of U1e role of Ned Co. 

Str David ooksey sajd it would be l1clpfu 1 lo l1ave tl1e disct1ssion in ter111s of the fi,·e areas that 

tl1e Governor l1ad outlined, as follo,vs: 

1 Tl1e cl1a11ging role of the Governor 

Cou,1 \Vas content ,vitl, the Governor's proposals. 

1 Challenges 

Court ,vas content ,v1tl1 the Governor's description of tJ1e challenges of tl1e next five )'ears. 

3 ObJectives and structure 

Court was content wjtl1 tJ1e Goven1or's p1·01Josals for tl1e objectives and st11.1cture of tl1c Bank. 

4 Management of lhe Bank 

fn response to questions, lhe Gover11or said he ,vould dra,v a distinct io11 bct,'vcen tl1e \VO)' tl1e 

Execu11,1e Tean1 worked in practice and tl1e orgru1ogra111. W11e11 l1t1111a11 resot1rces \\ ere 

discussed tl1e du·ector concerr1ed ,vould l1ave a direct li11.lc to tl1e Gove111or ilnd to tl1e Execut1, e 

1 earn So 1n that se11Se l1e or she ,vot1ld ,vork directly ,,,itl, tl1e Exect1t1, e Tean1. 1'11c s.u11c 

applied to tl1e Fi11ance Director. I-Ie. ns Govc111or, ,vould be i11, ol, cd i11 ll1c , (.crt1it111ent of tl,e 

I·lun,a,1 Resources Director. 111 tcr111s or tl1e orga11ogi·u111 and 1sst1cs st1cl1 t\s asscssn1ents ~1nd 

lio,v budgets are organised 1t l1elJJcd to groLtl> ll1eso J)Osts 1n t)1c urea oJ c11tral Ser\ tees. Tl1e 
-----..,r:r. &LI k l \\'OL1ld ,vork out wl1at tl1e 11e ,v st1ucl t11 c 111cn11t i11 ter111s of fo1111al reporting li11es. 

• 
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In response to questions about succession planning, tl1e Governor said tl1at in tl1c Autumn l1e 

,,,ould bring a paper fon vard \V1tl1 clear proposals. 

Court \\'BS co11tent witl1 the discussion of ma11age1ne11t of U1e Bank and approved the 

appointment of Mr Footman as Exec11tivc Director, Central Services with immediate effect. 

5 Tl1e ro le of Court 

In response to questio11s, tl1e Gove111or said U1e issues need not fo11nal]y be agreed until 

Septen1ber, when tl1ey could be discussed again. So there would be no change as of the July 

meeting. He wou]d provide a paper for Septe111ber Cot1rt. 
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He also proposed that for Court in August tJ1e Bartl< would not table any substantj,•e items for 

Ll1e age11da. Tl1e CbancelJor l1ad asse11 ted j11 pri11ciple to the suggestio11 of l1avmg a minimal 

Court meeti ng 111 August. TJ1e Governor noted that 1 OOo/o of the Bank's sharel1olders \Vere in 

favour of the Bank not having a substai1tive AL1gust 1neeting and l1e could nol see an) prospect 

of cri ticism if one did not take place. 

Court was content vv1tJ1 tJ1e Governor's proposal to bring a more detailed paper on tl1e changes 

tn the operation of Court to the Septer11ber n1eeling. 

The Quarterly Financial Repo,~t 
(Messrs Bean and Smout in atte11d:1nce) 

Mr Smot1t prese11 ted llis quarterly fina11cial reJ)Orl. Cot1 rt \Vas co1lle11t. 

lloublon Nominees - a Directorsl1ip 
(1\,Jr Bea11 i11 attendance) 

l 'l1e Governor outlined the backgrour1d to l-lot1hlo11 01n111ees l le c plai 11ed tl1nt it \\fns no,,, 

ap11ropriate for l1i111 to stn1ld do,,111 tls cll t1 ir111u11 of tl1c boi.1rd of tl11s con11J,t11y nt1d Lllut 

Racl1cl l .0 111ax }1ad k111dly a g 1 ced to t.:i ltc it 011 , l·Ic J)Oi11lcd tvle111bers lo ll rcso lt1tio11 gi\'i t1g 

effect lo tl1e lJ ansfer of res1,011sibi I I t1es l 111d ,1slced tl1l1t it be ,1p1,ro, ed 

COURT APPR0\1ED tl1e Rcsolt11io11. 
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l\lONETARY STABILITY ISSUES 
Economic and monetary discussion, i11corporating the montl1ly MPC Report to Court 
~Ir Bean, Ms Barker and Professor Nickell i11 attendance) 

Mr Bean reported to Cow1 on tl1e econon1y ru1d tl1e markets. Court was conte11t. 

EXECUTI,7E REPORT 
(1\tlr Bean and Mr Fisher in attendance) 
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TJ1e Governor explained that, in Mr Tucker's absence, he l1ad invited Paul Fisher to comment 

011 a UK Go,,emn1ent US dollar bond Issue. Mr F1sl1er reported on the launch by the Bank of 

the dollar bond. 

Sir David Cooksey ,reponed tJ1at NedCo 11ad agreed 1n June that Sir W1lJiao1 Morris should be 

Deputy Chairma11 of NedCo in successio11 lo Mr Neill . 

Tl1ere being 110 other bt1siness, Court ,vas up. 
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A J\·lEETING OF DIRECTORS AT THE BANK 

\VEDNESDA Y 20 AUGUST 2003 

Present: 

Mr King, Go,,ernor 

Absent • 

Sir Andrew Large, Deputy Governor - F1na11c1al Stab1Jjty 
Ms Lon,ax, Deputy Governor Mo11etary Policy 
Sir Da,11d Cooksey, Cl1a1nnan, Sub-Co111n1ittee of D11·ectors 
Mr Barber 
Ms Blo,v 
Sir John Bond 
S1r JJo,vard Da ies 
Mrs Francis 
Sir Ja11 G1bso11 
S1r Graham Hal l 
Tl1e Hon Peter Jay 
Dr Julius 
Sir Bnan Moffat 
Str Will1 a111 Moms 
.t\1s O ,Donova11 
Dr Potter 
Mrs Po,vers-Freeling 
Ms Rabbatts 

l'l1e number of Directors asse111bled was i11sL1 fJic1e11l to [01111 a quoru111 . 
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The Minutes of tl1e last Court of 16 Ju]y, I1a,,1ng bee11 circt1lnted. ,verc 11oted ~l11J ,, ot1ld be subject to 

ratification at the next Court. 

There beii1g 110 otl1cr busi11ess, Court ,,,as U(J. 

I 

:;;, 
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A COURT OF DIRECTORS AT Tl-IE BANK 

\VEDNESDAY 17 SEPTEMBER 2003 

Preser1t : 

M.J K.ir1g, Governor 
Sir Andrew Large, Deputy Governor - Financial Slabil1ty 
Ms 1 .. omax, Deputy Governor - Monetary Policy 
Sir David Cooksey, Chain11a11, Sub-Co111n11ttee of Directors 
Mr Barber 
Ms Blo\,, 
Mrs Francis 
Tl1e lJon Peler Jay 
Dr Julius 
Sir William Morris 
Ms O 'Donovan 
Dr Potter 
Mrs Powers-FreeJ111g 

Absent: 

Sir John Bond 
Sir Ho,vard Da,ries 
Sir Ian Gibso11 
Sir Graham Hall 
Sir Brian Moffat 
Ms Rabbatts 
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Messrs Clark, Bean and Footn1 a11, Executive Directors ,vere nlso present, ai:, \\ l1c; l\lr lcC'artl1)', 
as an observer. 

Tl,e M111utes of tl1e Court of 16 July and tl1e 111eel111g of 20 August, l1u, 111g bee11 circulated, 

were approved. 

·r1ie Governor's proposal for tl1e 11e,,· Ba11k 111a11agen1enC 

Tl,c rcco111n1c11dat1011s co11lai11ed i11 tl1c Go\' Cl 11or's 1>n1)eJ c11titlctl ''l'l1e 13,,111( of 1:11glu11d: ll1e 

tlext five yca1·s' ,verc a1Jp1·ovcd. 
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The Court Pension Scheme Report. 

Tl1e Governor noted that men1bers of the Executive l1ad a potential interest in tl1e Court Pensio11 

Scl1en1e, and l1a,ring co1tfirn1ed tJ1a t otl1er Men1bers of Court l1ad 110 obJect1 011 to me111bers of 

the Executive remajrung, sought Court 's co11sent to tJ1e recom1ne11dations co11tai11ed \v1t l11n t11e 

Report. Court APPROVED the recon1111endatio11s. 

Sealing Committee authorisations for inspection 

The Go,,ernor invited Members to vie,v the Sealing book, jf they so w ished . 

.IVIontl1ly MPC Report to Co11rt. 

Court noted tl1e sub111issi on of the 1nonlh]y MPC Report to Court for Septen1ber and an account 

of the Inflation Report published in At1gust, \V l1 icJ1 included tl1e MPC report to Court for 

August. 

Ttie Reports on the Globus/C21 project led by tlie Gove1·001·, l\ l1· Cl11·i ln11n and the 
Chairman of tl1e Audit Commit1ee. 

Court noted the repo11s discussed earli er tl1al doy nt t11e n1eeti11g oJ cdCo. 

Any other business. 

The Governor sa1d tl1at }1e w 1sl1cd Lo record 111s n1Jptec1,1L1on to 11 l·lo,, ,tr<l D.1, ie~ ror tl,~ 

substa11tiul contributio11 l1c l1a<l 111ude botl1 i11 disct1ss1011~ Ill Cot,rl ~111c.l to 111c111bcr of tl1 

Execut1,,c over t]1e years. 

l~e also noted tl1at tl11s would be tl1e last occltsio11 0 11 \\ l11cl1 r~te1 Rodgers \\'Ot1ld be l,1l,i 11g tl1e 

nlinutes of Ned Co and Cou,·t 111 111~ role ~::, Sccrctltr)' to tl1e 13a11l~ tu1d lie look eel r onvnrd to n 
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mucl1 closer ,vork.ing relationslJip ,vit1J hin1 in his ne,v role as tl1e Bank's Director of 

Con1n1unications. 

There being no other business, Cou1i was up. 

16 - ""3 

I 
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MEETING OF THE COURT OF DIRECTORS 

WEDNESDAY 15 OCTOBER 2003 

Prese11t: 
Mr King, Goven1or 
Sir Andrew Large, Deputy Governor - Financial Stabil1ty 
Ms Lomax, Deputy Governor - Monetary Policy 

• 

Sir Oa\'id Cooksey, Cha1rman, sub-comn1iltee of Non-Executive Directors 
Ms Blo\V 
Mr Francis 
Sir Jan Gibson 
Sir Gra t1an1 Hall 
Tl1e Hon Peter Jay 
Dr Julius 
Sir Brian Moffat 
Sir William Morns 
Ms O'Donovan 
Dr Potter 
Ms Rabbat1s 

Ab e11t: 
Mr Barber 
Sir John Bond 
Mr McCarthy 
Mrs Po\vers-FreeJing 

Al o attc11d1ng: 
Mr Clark, Mr Bea11, Mr Fooln1a11 , Mr Jenkinson. All withdre\v for fi11al ite111. 

Tl1e M 1nutes of the Court of 17 Septen1 ber \,Vere approved. 

Non-Executive Directors p1·otocol f'or dealing ,,,itl1 tJ1e 111edia 

The revised arrangements fo r no11-execut1ve directorc;' dealings ,v1tl1 tl1e 111ed1a ~1 set ot1t in 

Mr Rodgers' note, \Vere ap1Jro\1ed 

l\1J>c mor1tl1l)1 repor·t to Court 

C.'oun 11oted tl1e subn11~sio11 of' tl1c 111011tl 11y Tv1P Rc1)ort lb r October. 

77 
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Head of Division appointment; report on project management in the Bank; tl1e Quarterly 
Financial Report; the report from the Lo,v Inflation Working Party 

Court noted the discussions at tl1e meeting of ex tended NedCo on tl1e appo1nt1nent of 

David Collins as ]-lead of Finance and Resource Plan111ng Division, the review of project 

111anagen1ent 1n tl1e Bank, tJ1e Quarterly Financial Report and tJ1e reJJOJi fro1n the Low Jnflat-jon 

Working Party. 

Report from tl1e Chairman of the Remuneration Cornmittee 

Mr Clark, Mr Bean, Mr Footman and Mr Jenkin on withdre,v. 

Sir W1 ll1an1 Morris, in his capacity as l1a1nnan of l11e Remuneration Committee, presented the 

Committee,s reconm,endations relat1 11g to t]1e remuneration packages for Mr Footman and 

Mr Jenki11son. 

M O Doi10,,an a ked ,vhat comparat1ve scales l1ad been considered to rev1e\v tl1e salanes of 

Mr Footn1an and Mr Jenkin on. tr Wil liam said that, 1n this instance, the salary proposals 

reflected the Barlk's o,vn alary sca le for Executive Directors. A re,11e\v of the scale \\as 

ongoing. 

Court APPROVED the recon1mer1dat1ons. 

An)' ofJ1er business 

The Governor expressed his appreciation to Men1bers of Court for devoti11g tl1ei1 t1n1e to t111\·el 

to tl1e East Midlands to attend t)1e n1eet 111g a11d accomJJanyi11g e,,ents. 

Tlie meeting of Court \Vas closed. 

I 
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I\IEETING OF THE COURT OF DIRECTORS 

\VEDNESDA Y 19 NO\'EMBER 2003 

Present: 

Mr K.i11g, Governor 
Sir Andre,v Large, Deputy Governor f1 i11a11cial Stability 
Ms Lomax, Deputy Go,,emor - Monetary Po]1cy 
ir David Cooksey, Chairn1an, Sub-Committee of 01rectors 

Mr Barber 
tvts Blo,v 
Mrs Francis 
Sir Ian Gibson 
Sir Gral1an1 Hall 
Tl1e Hon Peter Jay 
Mr McCartl1y 
Sir Brian Moffa t 
Sir W1ll1an1 Morns 
Dr Jlotter 
Mrs Po,vers~FreeJing 
Ms Rabbatts 

Absent: 
Sir John Bond 
Dr Julius 
lv1s O'Donovan 

Also attending: 

Mr Bean, Mr Clark, Mr Foobnan, Mr Je11k 1nso11. 

Tlie Minutes of ll1e Court of 15 October ,verc approved. 

~IPC 010nthl)' report to Co11rt 
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Coun noted tl1e discussion i11 ~ Exte11dcd, Ned o or tl1e 111011t l1ly ~1P rl:(JOrt to ot1rl for O\ ' e111ber 

a11t1 the N , . 1 o, Clll )Cf I11nat1011 Report 



Budget Processes, Globus, Financial Stability, Personnel l ssues, tl1e Bank's Strateg}, Agents' 
Issue of the Month. 

Court noted tl1e d1scuss1ons l1eld earl1er 111 'Exte11ded' Ned Co on: 

• Budget Processes I . 

. ' 
11 , 

••• 
111 , 

JV . 

• 
\'1 . 

Globus/C2 I 

Review of F1nanc1al Stabi lily 

Personnel lssues Diversity 

The Bank's Strategy, and 

Agents' Jssue of ll1e Month 

Any other business 

Mr Bean, Mr Clark, Mr Footn1an and Mr J e nk.i11s011 wi tl1dre,v 
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Sir W1l li an1 Moms, 1n his capacity as ha11111an of tl1c Remunerauon Committee, reported oraJl)- on 

the 1neeting of l11e Remt1nerat1on Con11n1t1ee held earlier tl1at morning. In relation lo tl1e 

remunerat1on for Mr Bailey, the Committee had decided to recommend a salary in line ,,•1th the first 

point on the Bart.k's scale for Executive Directors. 

Court APPROVED t)1e reco1n1nendation. 

Tl1e meeting of Coua·t ,vas closed. 
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l\1EET1NG OF THE COURT OF DJRECTORS 

\VEDNESDA Y 17 DECEMBER 2003 

Present: 

Mr King, Goven1or 
S1r Andre\\ Large, Deputy Go,,en1or - F111a11c1a 1 tabi lily 
Ms Lon1ax~ Deputy Governor - Monetary Pol1cy 
Sir Da,·1d Cooksey, C1,airrnan, st1b-comn11ltee of Directors 
Ms Blo\V 
Mrs Francis 
Sir Graham Hall 
The Hon Peter Jay 
Dr Julius 

ir Br1a11 Moffat 
Sir Wil l1am Morris 
Ms O'D011ovan 
Dr Potter 
Mrs Po\vers-Freel1ng 

Absec1t. 
Sir Jolm Bond 
Mr Barber 
Str Ian G1bsot1 
Mr McCartl1v 

• 

Ms Rabbatts 

Also preser1t 
Mr Clark, M1 Bean, Mr Footn1a11, Mr Je11J~i11son, Nlr 1'ucl\_er. 

1'he M 111utes of ll1e Court of 19 ovc111ber v ere nJ)pt o, ed 

J\,JPC monthl}' report to Court 

Court tlotcd tl1c st1b111 issio11 of tl1e 111011tl1)y MPC reJ)Ott for Dece111bl!t 

81 
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Lessons fron1 Globus, Audit Committee a11d BCCI 

Court noted the discussions l1cld earlier 1n 'Exle11ded· NedCo 011 

i. Lessons from GJobus and tl1e Bank's respo11se to tl1e lnter11al Audit Report 

ii . A Report from Chair1nan of tl1e Aud1t Com1niti ee 

iii. tl1e BCCI case and forthcoming trial . 

Determining remuneration for E~ec11tive Di1·ector and others 

Tl1e Go,'emor sa id U1at, f ollow1ng tl1e decision to extend l11e formal annual appraisal system to 

the Governors and otJ1er n1embers of tl1e Execut1,1e Tean,, the Remuneration Committee ,vould 

in fi1rure discuss remu11erat1on reco1nmendat1ons 1n January, fo11nal proposals ,\ould be brought 

lo Cot1rt 111 Febn1ary and agreed changes for Execut i\ e Tean1 n1e1nbers '"ou]d be implemented 

from 1 Marci, . Tl1ese 11e,v arrangen1enls would take effect immediately, altl1ough the first 

proper assess1nents for tt1e Executive would not take place until nexl autumn. 

Any otl1er business 

Ms 0 , Dono,1an said the Bari.k 's ex ternal auditors l1ad bee11 reta111cd fot JJl extended penod in 

order to ad ise on the Globus project. It was still too early to conside1 tl1e appo1nt111ent of ne,,· 

auditors so it was proposed to retain tl1e Bank's e>.te111al aud1to1s for one )'ear. 

Court APPROVED the appointment of Ll1e Bu11k 's exlc111a] auditors fo, 011e year. 

The meeti11g of Court ,vas closed. 

19 -0I- 0'-f 
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