Balls: The Secret Interviews Part Two
Introduction to this publishing revelation

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.

In this next instalment of the Balls interviews, we hear more revelations about Brown’s Treasury.
Specific topics include:
e Ball's highly negative view of Tony Blair's personal economic advisor Derek Scott
e How Scott bad-mouthed Will Hutton and his book, The State We're In
e Balls’s relationship with Brown and Blair: Balls proposes, Tony says Fine
e How Gordon got control of the social and economic agenda
e Confusion in The Treasury over the date of the 1997 Budget
e Treasury Mandarins bowed to Balls as Brown’s spokesman
o Further revelations about the Government’s creation of an independent Bank of England
e How and Why the Treasury still has a role in setting interest rates
¢ How the Bank of England and Eddie George fell victim to clever public relations.
Tony Blair and his economics advisor Derek Scott

Derek Scott plays a quite different role for Tony than | play for Gordon. In opposition he was part time.
He doesn't purport, nor does anyone think, that he speaks for Tony. Derek thinks that European
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Monetary Union is a completely mad idea, that it shouldn't happen in the next 20 years, and says it
very publicly.

Derek Scott lays into Will Hutton and The State We’re In

He also used to go around laying into Will Hutton about 'The State We're In'. No-one ever thought
that this is Tony Blair speaking, they said this is Derek. He is also a markets, 'this is what's going on in
the world', economist. He used to provide Tony with a flow of this is what's going on.

Derek Scott resisted changes proposed by Balls
Derek has never believed in changing anything'. The idea that Derek would ever propose a policy
change.... nothing needed to change.

We had these policy debates and Derek would say what a bad idea they were. But you could normally
gauge whether he thought they were a really bad idea, or there just change [and therefore bad
because of that]

Balls and Gordon: the relationship with Blair.

The way Gordon and Tony worked was .... Gordon deals with Tony one to one, and on the economic
things, | tended to go, so | would do quite a lot of the persuading of Tony. They didn't do it on paper,
there weren't submissions or anything like that, Gordon would talk to Tony. He would ring me up on a
Sunday and he would say, I'm going to talk to Tony tonight about tax, | think you should come. So me
and Gordon would go to Tony's house (pre-election), or on the economy, sometimes they would bring
in a couple of outside people.

Blair’s economics -- Balls proposals were of little interest

Tony was never particularly interested in proposing policies, he always liked to talk about what was
going on. He always liked to talk about what was happening in the economy, what the difficult
choices will be, how you respond to the Budget.

Tony said fine

On policy stuff, we basically wrote the speeches and did them and Tony said fine. He was never... not
particularly proactive. He was keen to show that he was economically engaged and good at it, and he
was, but Gordon did the economic policy.

Tony gives Gordon control of the economic and social policy agenda

Go back to the articles appearing and briefing the morning Gordon pulled out of the leadership, it was
all about Gordon supporting Tony but Tony would be giving Gordon control over the economic and
social policy agenda. That has happened. Tony has never tried to row back from that. Across the
whole employment, welfare to work, economics generally, we basically did it. Over the DTI, we did the
policy and other people announced it.

Gordon tells Tony 'this is what | think we should do, what do you think. Tony tells Gordon, | think this
is fine. What about this. Gordon would never do anything that Tony doesn't agree with or do anything
without telling him. But it is very much that kind of relationship.

Derek Scott had views...he was a reassuring figure, he knew about the City, he wasn't a pro-active,
interfering. | used to meet him regularly, and do...
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Confusion over the budget

| kept coming and explaining to Burns | thought we should go quickly, then we needed more time,
there was a certain amount of confusion. Both dates were prepared, but when we got here everything
was geared up for 10 June, we only really decided on about 1 June that we weren't going to go for 10.
It worked well.

Things really accelerated in the first 4 weeks in terms of policy. People worked incredibly hard here.
A lot of presentational stuff was done quickly. Then we had a lot more time. We worked incredibly
hard on the presentational stuff and the a lot more on the refinement of policy, than we would have
been able to do on 10 June. On the other hand, if we had gone for the 10 June, all of the news about
'are consumers spending too much money?', is the economy overheating , -- all happened in the
second two weeks on June. If we had gone on 10 June, it would have been an easier ride.

The Bank of E and regulation took a lot more time in the first two weeks than we thought. There were
big decision. The Advance3d Corporation Tax (ACT) decision was a big decision to take, you had to
know that you were doing the right thing.

The creation of the Red Book

The speech is done at the end... On the Red Book, we talked to Paul Grey and people at the very
beginning about different things we wanted in the Red Book. The way the Civil Service works is that
if you ever write anything down, it ends up being the basis of the words used in the Economics
Ministry of Abu Dhabi. They fly. So a lot of the language in the speeches before the election, plus the
opening statement on the BOE, they suck it up... there was a whole team of people who write the first
draft of the Red Book.

Ed Milliband and I.. we sat down and wrote a three page, 'this is the structure of the Budget' and this
is the message.

What the Civil Service produced was amazing. We spent a huge amount of time refining it and putting
a lot of changes in.... We got the opening draft after five weeks.

| had a whole load of meetings how we wanted to present the public spending projections after 99,
how we would interpret the fiscal rules. There were some new things like having a cyclicaly adjusted
projections for the deficit. They were all in there. It was very encouraging, at that point | realised it was
going to be OK.

Balls and Burns
Terry Burns (now Lord Burns) took me seriously because | used to tell him what Gordon wanted.
Gordon only had two meetings with Terry, but when he had them, that was what he wanted.

If | have a meeting with Terry and say 'that is what the Chancellor will want’, he normally does. If |
get that wrong, then my credibility's gone. But while it's the case that you get it right, then it doesn't
matter who you are.
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| sat next to the Chancellor...

In the early meetings on policy, it was clear that | sat next to the Chancellor and we talked about what
we wanted. When | said, in front of him, or his people, this is what we should do, he said this is right.
From that credibility flows.

‘Terry wouldn’t dare patronise me’

He wouldn't dare patronise me. | knew quite a lot of them before. There's a civil service, and there's
what the Minister wants. If you're the person who knows what the minister wants, then you have the
power. From my point of view it's amazing strange, but | don't know what they thought about it. To be
honest, it's been three months when we're all exhaused and want to go on holiday you feel a bit
jaundiced about it all. But at the time it was incredible. It was a big change. The thing was we had
been working on doing it for so long.. it wasn't like rabbits in front of headlights.

Civil service -- Blocks on change?

When we handed over in opposition, the policy work | expected to have papers on my desk of the 20
reasons why it wouldn't work In fact they said, that's quite a good idea, lets get on with it. We've got
five weeks, there was this huge.. in terms of the internal dynamics, it was all massively helped by the
Bank of England.

They thought we would arrive, be exhausted, have the first day briefs and then take the weekend off.
Suddenly this core group of people did this thing very fast that was then announced, big bold
decisive... clear they're going to make changes. The Treasury thought they mean business, when
they say this is what they want, they mean it

We did a job of generating across the Treasury a sense that things were changing and moving.
People have got a bit frustrated, will | have a meeting with Resource, Accounting and Budgeting
before the Summer because they are very keen for an early steer, There is a lot of energy.

Mervyn King’s appointment

We appointed Mervyn King to do co-ordination and run the Banks' it monetary policy and advice.
Supporting the governor running the monetary policy committee. But this is also an institution which
has not changed for hundreds of years, which has thousands of staff, which has spent a lot of the last
15 years doing things which it probably shouldn't have been doing, which has now got to lose a chunk
of staff to supervision, which has to reform its structures and cope with its new responsibilities, plus it
has to maintain a proper link between the monetary policy decision making structure and supervision.

The judgement was what you wanted, as well as a monetary policy person, was somebody of the
same stature of chief executive status who would primarily be a manager, but coming from the
financial sector could be the bridge. There is a lot of synergy between monetary | policy and financial
regulation. But there is also a potential conflict of interest between the guy who supervises individual
banks but who can only bail out banks if there is systemic risk. But there is the danger that if you
make a mistake on the regulation side, you can use monetary policy to bail them out. That was the
classic conflict.

Barings and The Bank of England
But, as Barings shows, if mistakes occur on the supervision side, the danger is that you undermine
the credibility of the actors and the institution which is running monetary policy.
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The Bank of England didn't come very well out of Barings in terms of the way it was handled. It would
have been much worse (in terms of the credibility of policy making) if that process had occurred while
the Bank was simultaneously setting interest rates.

Raison d’etre for a second deputy governor

What we wanted to do was separate the conflict of interest and keep the synergies. We wanted to
have a figure that embodied that linked but slightly distant relationship, somebody who was not
primarily in charge of monetary policy -- not the Governor or the Deputy governor -- but somebody
who was on the MPC, be on the board of SIB, and link between the two, who could speak for the
financial regulation interest in any monetary policy interest discussion. The reason why the Bank
never liked it is because they didn't want to lose regulation.

In the Bundesbank, there isn't a deputy governor-- to not lose from taking regulation out the bank, the
second deputy governor would be the link.

Chris Wales and Andersens

Chris Wales joined us from Andersens to work on corporate tax issues and capital tax matters. He did
a lot of work on capital taxation. That big institution did the windfall tax.. they should never be
disclosed.

BT and the Windfall Tax
Re BT: People believed that promised had been made that they now think had been broken. There
were never any promises....The bastards deserved to pay the Windfall Tax. There was no deal...

Getting to Bank of England Independence

We did quite a long paper in Spring 1995 that was discussed at an away-day meeting organised by
Tony about the election. It was basically Gordon and Tony, and Tony's people. | and Ed Milliband
went. It was partly about election planning... it was about the strategy of getting from where we were
to the election. Philip Gould did a presentation about messages. Most of it wasn't about economics.

We discussed the economics policy document. This paper was about how you would get to Bank of
England independence, what the building blocks would be. The other thing we knew,... at the time
there was this was big thing, did Labour have an economic policy? A lot of the things that Gordon and
Tony wanted to talk about were Welfare to Work, skills ..all these were micro things. At the same
time, people wrote that Labour hasn't got an economic policy, and they found it very frustrating.

Need for Macro-economics

Gordon had done a speech the year before on the new economics, which was very micro-based, |
always said until you did a macro-economics framework speech-- this is our approach to macro-
economic policy -- people would always say you haven't got an economic policy. Whereas the
moment you said this is our monetary and fiscal approach, it would get some coverage but from that
moment on people would look at all the other things you've said because they would feel it was in a
framework.

Therefore this document was, what framework would you want in Government, and what would be the
building blocks, which you would do in opposition. It was about Bank independence.
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It basically became the chapter on macro economic policy in the economic policy document. The
words were used by Gordon in his speech and Tony in the Mais lecture. Gordon did a speech on 18
May.. Tony's Mais lecture.. two elements to the speech. One the Golden Rules, stabilising the debt/
GDP ratio -- the tough, principled approach to public spending. The other was the reform of the Bank
of England.

The first statement on economic policy was the Conference statement in 1993, and there was a big
section about the reform of the Bank of England and make it more accountable. There was also a part
about ending the roller-coaster ride of boom/bust economics. And stuff about unemployment. Ths
was the time when John Smith was the leader, and things were pretty embattled.

We put in this stuff about the Bank of England, which we did when | was at the Financial Times -- we
wanted to make the issue Reform of the Bank of England to make it more accountable. That was the
lead into the political strategy for getting the Party on side. It was very popular with the Party, 'open
up the Bank of England', 'Reform the Court' -- at the time those things were very important.

We did this paper which was all about interest rate, fiscal rules, Bank independence, it was written in
the Spring of that year. It was written 'this was a model which would get you to independence’. When
we came to writing the final letter which we sent to Eddie George, we actually went back to that
document. So quite a lot of the stuff in that document was transferred over, cut and paste.

Dispute between George and Clarke

Then around the local elections of 1995, the dispute arose between George and Clarke. In May, two
months before they published the minutes for the first time, we were very careful not to criticise the
Bank. Suddenly this open war broke out between Clarke and George about interest rate policy, which
we didn't want to get involved in.

If we had suddenly announced we are going to go for independence, this would have been 'Labour
backs George against Clarke' ie Labour backs the high interest rate approach. This wasn't in our
interest.

There was consideration about whether we should go for independence, but in the end the better
thing to do was to say: there are institutional changes that need to occur in economic policy-making in
Britain to make it more open, accountable, predictable... . All that was linked to the George/Clark
meetings, minutes published properly etc, meetings at regular times ....and the structural reforms to
the bank, the Monetary Policy Committee, the reformed Court. all of that.

Pressurising the Bank

We then said in the speech.. there is a case for going further, but we will not consider the case for
going further until two things have happened. We see these reforms have been put in place, and two,
the Bank has developed a good track record of advice. That enabled us to spend the next two years,
pressurising the Bank to go for the institutional changes, and second, saying all the time we haven't
ruled these things out, but we're looking at the track record of advice. It enabled us to be outside the
Clark/George dispute about interest rates which carried on, by always saying we proposed our
reforms.

Do you agree with the Bank? We want these reforms? We'll look at the track record of advice. We
never defined what the track record would mean, or over what period. But it allowed the idea that
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Labour was looking at Independence and the reform of the Bank to exist without us being committed
to it. So the holding strategy was not a deception, it was more a marker at a certain point with the
indication that we might go further at an unspecified time.

Dilemma for Bank

The dilemma for the Bank was they didn't want to get involved in all these reforms, because they
didn't want to reform, on the other hand they wanted independence, and we had said that the
structural reforms must come before independence. Their dilemma was: were they enthusiastic about
the reforms hoping we would give them independence, or if they were enthusiastic about the reforms,
would we shaft them saying they need a five-year track record. They never quite knew the answer to
that.

When it came to the election, they had no idea that we were gong to say 'this track record has already
been done'. We changed the meaning of track record from the 'bank's advice' to the way the process
works'. Our view was It became clear over the months up to election, that the system was not
working, it became politicised, the track record was bad.

Bank’s bad track record
Change had to occur so actually change from a good record to allow something to happen, to a bad
track record meant that it had to happen. It was a holding position.

Inflation control

Strategic inflation control? At the time when we started considering this, economic policy context and
also the Labour Party was quite different. The word independence was never used by any Labour
Party politician until Gordon for the first time talked about the Bank being operationally independent.
Always before Gordon would say, 'we understand the case for operational responsibility for setting
interest rates to meet the inflation target. Is this independence? We reject Bundesbank style
independence but we see the case for operational responsibility.

If we had announced independence before the election there would have been the danger of 'Labour
gets ready for EMU'.

The thinking we did was: what kind of independence do you have when you are introducing it, as
opposed to the independence you have if it's been there for a very long time. What kind of
independence do you have when the politicians who introduce it will therefore be responsible in the
first instance for when it occurs.

Responsibility for setting interest rate: the Government responsibility?

Gordon always said that the reason that Chancellors are always in favour of independence when they
leave office is because they haven't actually got to contemplate it any more. When you are in office, if
you make the Bank independent, it will set interest rates but you will always be responsible for every
decision that it makes, because you could have done it differently. You have to have a way of making
sure that the Government isn't seen to be abdicating responsibility or walking away from the job of
economic government, some way of keeping a grip on the process.

The idea of you setting the target for them to meet, having the ability to change the target was all part
of introducing it and making it politically acceptable, and acceptable in our political context where the
Chancellor has to go to the House and justify the decisions.
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In all of the pre-election stuff about EMU, we always said the European Central Bank should be more
open and accountable, including to the ECOFIN ministers. [The Economic and Financial Affairs
Council is composed of the Economics and Finance Ministers of the EU Member States, as well as
Budget Ministers when budgetary issues are discussed. It meets once a month.]

We think there is a strong case for ECOFIN ministers setting the interest rates. If it were a Labour
government making this decision for structural change, it was quite important that we had to be tied
into decisions that the Bank took. Or else we politically would have been exposed. If we hadn't
announced the inflation target in the way we did, there would be this ongoing argument about whether
the Bank is pursuing too draconian an inflation target. What's happened is that we have made the
decision, but we set the target, so we are legitimising the actions they take month by month. That's
fine. It is better....

The last thing we wanted to happen in government is for the Ken and Eddie show to become the
Eddie and Gordon show, because we always thought that a new and Labour Chancellor would be
very exposed in that position.

Why the Treasury sets the Inflation target

If we hadn't set the target, they would have set the target and there would be pressure on us to take
them on, then you would have been institutionalising, even within independence, a tension. All the
stuff written about 'did we tighten fiscal policy enough' is all part of the desire of the economics
journalists fraternity always to find a conflict. They are desperate to say, ‘the Bank is having to put up
rates more than they would have liked because the Government didn't do enough on fiscal policy’.

The desire to institutionalise conflict is always there. The inflation target was a way to avoid that
conflict.

In the next instalment of the Secret Interviews, we will hear from Gordon Brown himself about
his philosophy and approach to Government
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