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SECOND SUBMISSION TO THE TREASURY SELECT COMMITTEE ON THE ACCOUNTABILITY OF THE BANK OF ENGLAND

Context

Following my comments to the Treasury Select Committee of 20 June 2011 I feel it necessary to reinforce some of my points.  I now better understand some of the major elements of the Committee’s debate and, given the not ideal circumstances under which I prepared my initial submission, feel that it is clear the corporate governance issues are crucial to the successful transfer and implementation of the additional powers that are proposed to be granted to The Bank.

Overall Comment

The Bank is a company under the Companies Act 2006 and should behave as such.  That it has a single share, held by The Chancellor on behalf of the nation, should not detract from its duties under the Act, nor best practice as described in the 2010 Corporate Governance Code.

The fact that the Treasury Committee is concerned that the transfer of major powers to The Bank, especially many aspects of the Financial Services Agency’s current work,  will make a “dysfunctional” corporate governance system worse is of concern to me also; so I have listed below some structural and behavioural processes which from my experience should be addressed to clarify matters.

The Treasury Committee has a golden opportunity for The Bank to be seen as a national corporate governance exemplar from which it would have much greater authority to lead the financial services sector of the UK into the future.

Some proposals for strengthening the corporate governance of The Bank

1. The Bank is a registered company so treat it as such.  It has a hierarchy of:

Owner

          Board or Court

          An Executive function

          Staff.

2. The Court is the Board under Company Law.  The Court is directly accountable to the Owner.  It is currently a unitary board and I can see no reason to change this.  It has, therefore, a dual role – to ensure the future direction and long-term health of the organisation whilst keeping it under prudent control.  This means that members of the Court must fulfil their seven directoral duties as given in the Companies Act 2006.  This will mean giving a personal commitment that they fulfil their accountabilities as directors 24 hours a day, seven days a week.  They are not just directors during the Court and Committee meetings and must gear their time to be able to fulfil these important duties on behalf of the nation.  This would mean in these uncertain times that the Court would need to meet at least monthly.  It would need to select diverse members (beyond macro-economists alone) who can devote the time and have the breadth of experience to ensure the long-term health of The Bank.

All members of the Court are statutory directors in their own right with one vote each.  They are not ‘Non-executive directors’ neither ‘executive directors’ and so need to behave in a collegial manner at Court.  This will require more rigorous selection, induction, development, annual assessment of the Court, each Committee and each director, and dismissal processes than at present.  And it will require a strong Chairman of the Court.

I recommend strongly that you do not install a two-tier board system as experience in the UK and EU has shown that although this is a theoretically elegant design the micro-politics both within and between the two boards often has a debilitating effect on total organisational performance.

3. The Committee structure.  This seems to be where much of the current debate is focused.  I argue that it can only be resolved fully once the roles, responsibilities and accountabilities of The Court are agreed.

Committees are delegated sub-groups of the Court and report to it, and no-one else.  So the present proposed structure is messy on three major dimensions.  First, the Financial Policy Committee has a fairly clear role (although more needs to be done on clarifying its strategic role in removing systemic risk).  It reports directly to the Court.

Second, the Prudential Regulation Authority’s role seems to be more operational and data-gathering.  Yet it is a subsidiary company of The Bank (presumably a company limited by guarantee as the current FSA and FRC are?) so it will need a board of its own to comply with the law.  What will be the relationship between this subsidiary board and the Court?  And how will it define its roles and liaise with the new FPC?

Third, the role of the Monetary Policy Committee is clear.  It is debateable as to whether its having only a single instrument is wise but that is not my concern here. What is clear is that although it is called a “committee” it is not a committee of the Court.  It reports to the Treasury Committee.  This appears a nonsense and a potentially divisive, even destructive, one to the Court.

I note that there exists an Audit and Risk Committee.  Whilst it is essential to have an Audit Committee the role of the Risk aspect of the Committee is puzzling to me.  If it is to be a key part of the Court’s horizon-scanning role that helps transform uncertainty into manageable risks, then I would recommend a separate committee.
4. The Executive.  It is not unusual, but is bad practice, for the Executive to have such a strong influence on a board or Court that it becomes the dominant driving force in an organisation.  The Court is where the final judgements are made following careful debate on the issues before them.  Policy Formulation and Strategy Development and Implementation are the key issues for the measurement of Court performance, not for the Executive.

The role of the Governor needs greater clarification here.  Is The Governor the Managing Director of the Bank, with a statutory seat on the Court?  Or is he the Chief Executive without such a seat? In day-to-day terms the Managing Director is ‘the boss of the day-to-day affairs of the company’ whilst the Chairman is ‘the Chairman of the board of directors’.  Both are necessary and powerful roles.  The Court must have oversight of the prudent control processes of the Executive to fulfil their second key role.  This is not to exclude the Executive from the Court.  A number of executives will sit on the Court and help develop strategy and the careful monitoring of its implementation.  They will also be important in the ‘horizon-scanning’ of the emerging uncertainties in the external environment – political physical, economic, social and technological – for which the Court is ultimately responsible.

But the Executive’s main roles are in the design and monitoring of the plans flowing from the Court’s policies and strategies.  Consideration should be given as to whether the role of Chief Operating Officer is needed to ensure the Governor can concentrate on his inputs into the national strategic debates.

I have tried to be as brief as possible and am happy to expand these ideas and experiences further if the Treasury Committee wishes.  I am concerned that the current corporate governance of the Bank seems messy and that the debate seems to be focused on mainly academic macro-economic issues.  The narcissism of small differences is always dangerous when one’s role is to make difficult judgements across many disciplines.  But that is what a board is for.

Bob Garratt

23 June 2011
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