Gordon Brown, Ed Balls and many colleagues in the first Brown Treasury gave Nick Kochan and
Hugh Pym many interviews to assist their research into Brown’s first year as Chancellor. The
result was a book published in June 1998 called ‘Gordon Brown: The First Year in Power’

These interviews provide highly revealing insights into the early think of Brown and his coterie.

A number of these interviews are available for download on Nick Kochan’s website
(www.NickKochan.com) so that interested observers can understand the approach and
personality of some of the most powerful politicians in the UK today. It should be noted that the
interviews were given close to a decade ago, when Brown and his coterie were in power but also
in ‘Opposition’. Much has changed, but the reader might also come to the conclusion that much
remains the same. These interviews provide a study of the exercise of power and of what was
then term ‘New Labour’. We hear that term rather less nowadays.

The following verbatim interview was given by Ed Balls to Nick Kochan in the Winter of 1997,
shortly after Brown and Balls had established their seat of power in the UK Treasury.

The 1997 victory was a dramatic time for Ed Balls. Here the newly appointed head of the
Department for Children, Schools and Families in Gordon Brown’s new administration tells the
authors of ‘Gordon Brown the first year in Power’ about the following:
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In terms of all the pre-election work, it was things which involved the Party rather than Treasury
where we were more nervous. The Windfall Tax was the big fear.

On the Windfall Tax we used one of the Big Six accountants — | should say one of the top Six
firms — who agreed to do pro bono work for us from last June, which was basically me and
Geoffrey Robinson [The Paymaster General, who had earlier worked with Robert Maxwell and his
company TransTec], and Gordon knew it was going on. He was never involved in it, but they
agreed — after some soul searching, they agreed to put... The reason why there was some soul
searching was that their clients were some of the utilities and therefore they were extremely
worried about ..... therefore they agreed to do it pro bono but there was a complex disclosure
agreement.

We used two barristers, Rabinder Singh and Michael Beloff who were the ones who published an
opinion. [Singh is a lawyer in Matrix Chambers, Cherie Blair's chambers. Beloff is a noted and
influential UK silk.]

The first meeting we had with them was in June of last year. We paid them, not | think at market
rates and we had a solicitor who probably did charge us market rates. Geoffrey and Gordon
were at first concerned to look at the financial accountancy side of it, and | was much more
worried about the legal side. We started first with the lawyers, and simultaneously went through
from first principles, working out how to do the tax, going through various models, and then a
series of financial modelling, while doing the lawyer thing.

We ended up drafting a whole bill because we wanted to prove to the satisfaction of the barristers
and the solicitors who did the drafting for us that it wasn’t hybrid {they created a quasi civil service
outside the civil service, from the private sector!}. We employed a former Parliamentary
draughtsman based in France, who would come back for a day — he came back for about four
days, in this drafting process.

%

We had great quantities of legal opinions, we had all this financial modelling with a number of
different sizes of the Windfall Tax, as well as all the distributional stuff. The modelling was to see
what would happen to all the financial ratios, plus the drafting. So there was actually a huge
amount of paper to do with the Windfall Tax within these circles. Our big fear was that something
would go wrong. The advantage we had was that barristers are very used to confidentiality, and
the people we were working with on the financial side had a huge interest in it not coming out.
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It wasn’t done at secret locations in the City.... We spent a huge amount of time — sometimes a
half a day a week, doing this through that year. But we never kept any documentation, it was all
left at the solicitors. Geoffrey’s flat was where we met the accountants to persuade them to do
the deal. We used to meet there with Gordon to go through where we were. Just to make sure
this was the way we wanted to play it.

Extracts from an interview conducted in late 1997 as part of the research for ‘Gordon Brown: The First Year in
Power by Hugh Pym and Nick Kochan published in June 1998 by Bloomsbury Publishing. Transcripts from
related interviews are available for download from www.NickKochan.com.

This extract is copyright Nick Kochan 1997



The Treasury were desperate to have the Windfall Tax done, this was the thing they were most
worried about. They wanted us to agree that one dedicated person from the Revenue, and one
dedicated person from the Treasury would be allowed all the documentation about the Windfall
Tax pre-election to work through. We thought about it quite a lot. We did give them stuff on the
Windfall Tax. [We just felt it put them into an impossible situation].

/

We wanted to have deniability. If it ever leaked that these barristers or these accountants had
done these things, we wanted top have the option of saying that lots of people were doing work
on the Windfall Tax what do we know about it. So it was called Project Autumn, because it was
supposed to be finished in the Autumn. It wasn’t finished in the Autumn. The problem was if there
was a story during the election campaign which said that Labour was planning an £8b windfall tax
and BT will pay X amount, written down it would have been dynamite.

On the election morning, on the day after the election, the lead person who had done all the
work, | met on the corner by the Tube at 10 in the morning with this huge great pile of stuff. We
handed over the Windfall Tax, this is what we think...

They had a series of questions which they wanted us to answer, which we agreed to answer
other than what'’s the basic tax.... But we gave them the list of companies more than week
before.

3 /
That day was the most bizarre day of my life.

The way we managed it in Opposition was that we managed about 8 policy projects which were
basically done by me and Geoffrey [Robinson] — The Windfall Tax [was one]. We commissioned
Coopers and Lybrand [a leading firm of UK accountants, which subsequently became
PricewaterhouseCoopers] who did pro bono for us, they did a big study of a local and national
government relations particularly in the area of the use of capital by local authorities—assets.
The thing that we announced at the beginning of the campaign about national asset registers,
and departments making proper use of their assets actually came out of this project, which was
all about local councils to use their local assets more effectively.

We found this was the way to do it, with the Windfall Tax, but once you started we actually found
it was rather good. You could actually get these people suddenly to do all this work and they were
really keen. They [the Windfall Tax consultants] had 2 or 3 people. There were 6 people doing it
full time for 7 months. Coopers had 2 people and they produced quite a chunky report. We also
got a separate firm to second to us somebody who was based at the London School of
Economics with a copy of the IFS Tax benefit model, they learnt how to use the model and then
did loads of tax simulation stuff. That started last October, which we started thinking about pre-
election stuff and then post-election.
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Someone was seconded for 9 months full-time from the LSE, whereby someone did visiting
research work. It was a cover almost. You always have to have deniability on these things. You
always have to be able to say it never had anything to do with us. We had somebody else who
was a personal tax person, who did quite a lot of conceptual stuff on pensions/ savings. We had
another firm of management consultants who did quite a lot of stuff on health, which in the end
wasn'’t brilliant. The stuff Geoffrey is now doing about education and health is the stuff we were
doing in opposition. This consultancy... PFI structures.

We commissioned two people to do environment taxes....

5 D

We started with another firm, whom we actually paid, we did a study on corporate capital gains
tax. The way these studies would work; basically Geoffrey and | would go — it was quite
interactive — and say these are the principles, this is what we are trying to achieve, this is the
timetable, what do you think. We would go away and come back again.

( :

The stuff to do with ACT, corporate taxes, elements of that which are potentially part of the
package, stuff to do with capital gains tax where we did some work which we are still looking at,
this was all done from January. During this whole period, quite a lot of time, Geoffrey and | were
ferrying backwards and forwards round London, sometimes at his flat, normally out to different
places, and the problem would also be couriering to places not to the House of Commons,
sometimes things would be couriered to the House of Commons-- and that was slightly risky -- so
you could read things in advance.

5 (1]

So in a sense when it came to coming to the Treasury, and dealing with this huge bureaucracy,
and all these people doing work, from my point of view, in retrospect | found it much easier than |
expected to, because it was exactly what we were used to doing. What | do now, on Gordon’s
behalf is exactly what | was doing in opposition, except rather than using the Treasury, we used
London’s commercial and City world with whom we agreed these projects.

The other thing on which | spent a lot of time, was not exactly a project, was the Bank of England
and all the monetary policy. That was thing which ... we did quite a lot about independence, and
how you might think about structuring things in Spring 95, which built up to the speech which
Gordon did and the Mais Lecture.

Between the writing the paper and those speeches, in May 95 the whole George/Clarke dispute
began [these were disputes between Eddie George the Governor of the Bank of England and

Kenneth Clarke the Conservative Chancellor of the Exchequer in John Major’'s government over
interest rate policy], it became quite clear at that point that we needed to be well away from this.
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| remember going into ITN on the day when the first time the Clarke/George minutes were

published in Spring, and saying to him there is one thing we much not do, we must never criticise
the Bank of England, never take sides in this. (George was calling for rate rises, and Clarke was
saying no) If you criticise the Bank, it's the easy thing to do, but we’ll regret it all the way through.

/ + 5l

If you criticise the Bank, on Clarke’s side, if you take the Bank’s side, you give him more
ammunition. You always have to be outside this argument, so we never took sides. Once it
became more polarised, it became clear that talk about independence would be to take sides.
But then we had a lot of discussions with a lot of people in the Bank. | met George’s private
secretary the year before — Andrew Bailey — which was always in the context of private meetings
Gordon was going to have with Eddie, we didn’t meet George regularly. He actually knew what
was going to be in the monetary policy speech, but we met him fairly regularly over the next two
years. We met him for the first time in 95.

In the same way as the Governor and the Chancellor had monetary lunches, we had similar type
lunches in opposition as we went through the process. We talked to people here. What had
happened in the Bank was that every element of structure had in some sense been discussed
with them, including the shift on regulation. What we had never done was talk to anybody about
timetables.

On independence he [George] was always suspicious, always nervous about the monetary policy
committee. We had a bit of a dispute with him about who was going to appoint members of the
monetary policy committee. There was stuff in the papers.

) 7

Eddie’s Gamble... very difficult, could this be done. We always said to him that we saw the case
for independence as we had said in the speech. Things are very difficult you know, could this be
done. What he had to understand was that it would have to be accompanied by reform, you could
not just make the Bank independence, politically it would be impossible, and economically it
would be mad. It would mean a number of changes, some of which he would like and some he
wouldn’t like. We would have to take action on regulation, it was the right thing to do, it was in his
interest too as well as ours.

He wouldn’t like that, but that would be necessary were we to do this, in his calculation | don’t
think he ever... in a sense we were coming from a position of thinking it was a good idea to do
these things, whether Eddie didn’t know whether or not this was another typical Treasury attempt
to keep the Bank. The suspicions between these institutions are amazing and it was his
calculation. Therefore conversations were always cautious. He basically finally pretty much
agreed that he was going to set up a monetary policy committee, de facto. He had agreed, but he
was nervous about doing so.

> &

The final decision that the right thing was to move quickly was made in the last week of the
election campaign. It was true that when we had been out in March to see Greenspan, Gordon
had said to me ‘it’s incredible that we have been here for three days in New York and
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Washington, and interest rates are not a political issue, it's not a party political issue. Back in
Britain, interest rates and inflation was a very political issue, and it was clear that Clarke was
doing the wrong things. So then we would be the high interest rate party... it was all very
unsatisfactory.

The final decision, that this was the right thing to do and to move quickly Gordon decided. We
had all the elements, we should get on with it. So in Geoffrey’s flat on the day before --- | spent
the Wednesday of that week — we thought the last few days would be difficult, and in fact the
Tories completely fell apart. So on the day before the election, on the Tuesday night we basically
decided that this is what we should do, and this is how we should do it. Then | spent the
Wednesday in Geoffrey’s flat, on a laptop, and wrote this letter:- “Dear governor....”

It was an amazing this to do. It felt pretty weird at the time. It was basically taking the elements
of the work we had done before and putting them together. It was basically the letter that we
published... this is how we are to arrange things, these will be the interim arrangements, very
detailed. The changes in terms of substance to the letter that came out — we took out the phrase
‘management agency’, minor changes.

9

| wrote the letter, Gordon read it; we did another draft, so we had this letter. On the Thursday
Gordon went to Scotland, | spent the day in London and | went up to Yorkshire in the evening,
then | went to Yvette’s count. [Yvette Cooper is the MP for Pontefract, Castleford and Knottingley
since 1997. She was appointed the Minister for Housing in the Department for Communities and
Local Government in June and attends the Cabinet.] She had a party afterwards. We had cars
arranged, so | left her count immediately, really after about 10 minutes of the party and came
down in a special car.

My memory of the election night is her count and then half asleep and being continually woken up
by the driver screaming, another Tory fell. Got down by 3.30, went to the Festival Hall. | slept
from five to eight, and then went back to the Treasury, picked up the Windfall Tax stuff, came in
here (the Treasury). By that point, | saw Terry Burns. He gave me the initial briefs. | was given a
waiting room round the corner, and an amazing experience, stuck in this room completely bare,
with all these briefs, ‘the incoming government’ completely mindblowing. Then | gave them back
to them, saw Gordon a bit for lunch, came back here to carry on reading them. The bit when
Tony went into Downing Street, | saw from Terry Burns office. Me and Terry Burns sat and
watched Tony on TV, and then | stayed and | say Gordon going from there.

(Ed then goes to a bookcase. He pulls out copies of the Government’s economic policies, report
to the Chancellor of the Exchequer, the Economy, Budget spending, Monetary policy, tells how
everything works. He says, ‘l got given this, you say Christ, how can | read this... °

That was the result of everything | had been doing for about a year. | also spent a lot of time...
The other person | used to see a lot was Nigel Wicks, who preferred to be seen as chairman of
the monetary committee rather than a Treasury civil servant. He thought this was better.

) .

Gordon goes into Number 10 with a copy of this letter, This is Friday [May 3 1997, the day after
the Labour victory in the 1997 election]. Tony says ‘be my chancellor'. Gordon says, | think we
should make the Bank of England independent. Tony says, ‘great’. Gordon: | think we should do
it next Tuesday.

8
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Gordon had talked to Tony about it that week. Gordon and Tony had decided that they were
going to do it quickly, Gordon and he had spoken at the beginning of the week, on the Tuesday,
Gordon had said, | think we should basically prepare everything. On the Friday Gordon said |
think we should move fast, and Tony said fine. It wasn’t a big deal, like it was controversial. That
weekend we came back, we came in the front door, completely amazing moment. The whole
place was packed, came up with Terry, saw all these offices, shook hands with people. For me, in
a sense, for all the rest it was completely foreign.... | had been in all these places, but for me it
was a different atmosphere, {When | had come in before} | enormously felt an outsider, and
suddenly in some sense became an insider.

We sat down with Terry [Terry Burns was the Permanent secretary to the Treasury at the time of
Brown’s chancellorship and a top Treasury Civil Servant. As Lord Terry Burns, he went on to
chair Abbey National and Marks and Spencer and other private companies], he said welcome,
Gordon said welcome, There’s a number of things we’d like to do, let’s get on with it, but in
particular we’d like to send this letter to the Governor on Tuesday, and he handed it over to him
to read this.

He said | think we should have an immediate meeting. | think they thought all we were going to
do was say, this is all very nice, we’re all a bit tired because of the election, we better go home
and read these briefs and see you Monday.

| was concerned about the Treasury reaction... they got together five people. Two people worked
over that Friday night and just didn’t stop. We had a meeting the next morning at 10, where they
had done some changes on the letter and a whole series of supporting briefs. This whole series
of things happened over the weekend. The one substantive thing we decided to do .... we were
there the whole Saturday and Sunday after the weekend... At the time the Treasury (from our
point of view) was only four offices and a small number of people and people came in and out,
and you never knew who was here and who wasn’t. Terry [Burns] was here the whole
weekend....

This had always been kind of planned, but it was made more acute by the fact that we were doing
the bank, we then went through a series of meetings over the Saturday and Sunday — quite a lot
of Sunday on the Bank.. corporate tax and personal tax.. we went through bits of those briefs
and Europe, all Saturday and Sunday were meetings.

The Bank was the main thing because it was the most immediate thing, we didn’t make any
decisions. On the Windfall Tax and corporate tax... On the Windfall Tax, we gave them the
papers on the Friday, on the corporate tax we gave them a paper half way through the campaign
— this was what we wanted to do on corporate tax. It wasn'’t in the briefs, because it came too
late, but they had a paper which the Revenue had done, where they presented their response.
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The Revenue had been desperate to abolish the tax credit for years.... it was part of a bigger set
of things.

The Bank was the most immediate. In the original draft of the letter which we handed over, and
which we discussed on the Saturday, there was a paragraph kept in about moving Bank
regulation to the Securities and Investments Board (SIB), in the original letter which we handed to
the Treasury. We thought what was going to happen was that we would legislate for SIB in the
first parliament, the meeting of QFL, the legislative committee, on the Monday. We thought we
would get legislation for SIB, and once we’d moved SIB on a statutory basis, as we said in the
manifesto, then we would move over the Bank of E second.

We thought that it would be difficult [to put the] Bank into SIB and to make SIB statutory all in one
Big Bang, but we also decided that the letter from the Chancellor to the Governor would be the
text that we all handed out. If therefore the paragraph about supervision was in the letter, we
would be making something public which we weren’t going to do for a period of time, and
potentially cause uncertainty. This was the argument that was made which in retrospect
mistakenly, but we were persuaded on.

That paragraph was taken out and put into a separate letter to Eddie from Gordon, saying Dear
Eddie ‘accompanying our reforms, we intend to do this, we will of course consult you on how it
happens.’” Eddie was brought in to see Gordon on the Monday morning, and handed both letters
and told one that was to be public and one remain private until such time as it was necessary to
make an announcement. Eddie knew exactly what the score on both counts from the beginning,
he knew that supervision going was part of the package, along with deputy governors.. he knew
the score.

We were less worried, but some officials here thought he would turn it down, that he would say
this is unacceptable to me. He went in and saw Gordon one-to-one. After half an hour, Gordon
emerged beaming and said, this is wonderful news. He was ecstatic, he was really enthusiastic,
because this was a big thing. He read both letters, he knew it was going to be announced the
next morning....

What happened, he went back to the Bank and said, | have been offered this. He said, | need to
have an opportunity to consult with Court, we said he could do that by phone, but he couldn’t
have a meeting with the court, because it would leak. It would have to be done the following
morning. We then brought forward the monthly meeting, and we announced a press conference
after. What we didn’t want to do was have any formal meeting because it couldn’t leak. So he
couldn’t discuss it with Court [presumably as a group, face to face]

What clearly happened was that some combination of discussions he had with Court, but actually
talking to senior executives of the Bank. For Mervyn King [the current Governor of the Bank of
England] this was wonderful news because monetary policy was his. But actually if you were
Eddie, you were about to become the primary economic policy maker. If you’re lan Plenderleith, it
was a complete disaster, as debt management was going to the Treasury and supervision was
going at some point.
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Supervision was going to happen at some point.... We told him the legislative programme on all
this would happen immediately. We would set to work..

We thought to do SIB immediately in the session, with the Bank of England Bill also concurrently
coming over, legislating for them both in the same financial year. So the supervision thing would
have to be announced at the point when the Bank Bill was published. By then it would have been
announced.

We had the meeting the next day for the discussion about interest rates which was being
minuted, and then we did the announcement. An amazing day. At that meeting, Eddie was really
pleased, lan Plenderleith was clearly not, spitting blood. The mistake Eddie made, | don’t know
why, he decided in his mind, maybe because somebody said something to him, maybe because
he wanted to believe it, while he had said this in his letter about supervision, this was some way
down the track. | think, to be honest, he wanted to believe this was the case, because clearly
there were quite a lot of people who were clearly quite upset. The thing we never realised would
be the case, would be the extent, to which the Bank would go into trauma at the news of being
made independent. Nobody had ever thought about it. The large majority of people who worked
at the Bank were not particularly pleased.

The large majority of the Bank were not concerned about the thing it was being asked to do. So
the Bank went into a period of complete trauma -- within 24 hours of us announcing the Bank
was independent.

Monday Meeting where Eddie was happy
Tuesday meeting at 8am (with Eddie/Gordon — altogether 12 people)

Eddie told the staff ‘don’t worry, it's not going to come about,” which he had no reason to think.
Simultaneously, things happened. All these reports came to us about Bank in turmoil, plus we
failed to get the SIB legislation into the Queens Speech, by a screw-up, some kind of
incompetent, something happened, a breakdown in communications.. the Lord Chancellor didn’t
realise this was important. Suddenly we were stuck in this position, the Bank was in turmoil, they
wondered what the hell what was going on in regulation, lots of people felt they were being
downgraded, they wanted to move ahead on SIB, all the SIB people were banging the table and
saying, please legislate, and we didn’t have a space in the book. So we thought, “What do we
do?” So basically over the space of the next week, as it became more clear that things had to be
stabilised and some long-term purpose had to be given. What we realised was that the sensible
thing to do was to start work on setting up the new SIB and publish a bill as a white paper, but we
needed to make absolutely clear what the Bank’s responsibilities were going to be. So we
needed to bring forward the announcement about supervision.

The problem with this was that the day we wrote the letter, the date we had in mind was the day
we made the Bank independent. Then we were persuaded .. why waste two announcements?
...... need a bit more time to discuss things. We assumed it would be happen after we announced
that we were going ahead with legislation to make SIB. It wasn'’t a firm view. At some time, after
the next few weeks, before the Bank bill was done. Suddenly we needed a way in which we could
stabilise this whole financial community. The sensible thing to do was to announce, we were
going to do this White Paper, there would be a new head of SIB, Andrew Large was determined
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to go, he wanted to go in February. We persuaded him and the Treasury and the Bank not to
make his appointment.

In that week, we had to make an appointment to the new head of SIB, when the shortlist wasn’t
all that inspiring, and we couldn’t improve the shortlist because we didn’t have a legislative slot.

" , §° §$/

| was talking to one of the deputy directors, who said, under the old regime, if we’d come along
two days before and said this is what we’re going to do, there would have been a riot. It would
have crossed Whitehall and this whole thing would have opened up. But what happened was
David Blunkett and John Prescott and Frank Dobson were all told on the Monday, this is what
we’re going to do, here’s your draft press release, which we had written for them, -- totally out of
the blue — but on the basis that if any of this comes out before the Budget it’s off, which wasn't a
credible threat because in a sense the budget document [had already been written].

The problem we had here was that in order to make sure it didn’t leak, the number of people that
knew [even the actual idea] was very small until the decision was made to tell people on the
Thursday evening.

So bits of the books of the Red Book and the numbers had to be changed quite late....and then
people were told on the Monday(?). But the point I'm making is that that was discussed during the
election campaign. So when we actually arrived and you get the briefs — a big pile of briefs — that
[there] would be pre-allocation of reserves in the briefs — that was all done, that is a sense.
Nobody really knows the scale of planning which went on.

The Treasury had an enormous amount to lose before the election on these things. We were
much more worried about other things leaking than the spending plans. Things we were talking
directly to the Treasury about in the main never leaked, there were a couple of tiny things. The
Treasury never leaks about substance, but it gossips all the time.

Because we decided we were going to do this early budget and not have a spending round,
therefore the best way to symbolise having no spending round was to say the second budget was
going to be in the Spring. One day during the election campaign, or slightly before the campaign
started, the Standard [London evening paper] ran a scare story about how we were going to have
two budgets in one year -- despite the fact that it was in the same financial year. The fact that
the second budget was in the next calendar year—was enough to let Charlie [Whelan, Brown’s
press officer] kill the story. He was right, so we killed the story.
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