
RECORD OF THE PRIME MINISTER'S DISCUSSION VITH THE CHANCELLOR OF 

THE FEDERAL REPUBLIC OF GERMANY, HERR SCHMIDT, AT 10 DOWNING STREET 


ON 10 MAY AT 1815 


P r e s e n t : 


The Prime M i n i s t e r The F e d e r a l C h a n c e l l o r 

F o r e i g n and Commonwealth Herr H-D Genscher 


S e c r e t a r y Dr. J . Ruhfus 

Mr. B. G. C a r t l e d g e 


Welcoming C h a n c e l l o r Schmidt, the Prime M i n i s t e r s a i d t h a t she 

was v e r y g l a d i n d e e d t h a t s oundings had been taken a t an e a r l i e r 

s t a g e t o ensure t h a t h i s v i s i t would t a k e p l a c e whatever the r e s u l t 

of the B r i t i s h E l e c t i o n . C h a n c e l l o r Schmidt s a i d t h a t the s i x 
monthly Anglo/German c o n s u l t a t i o n s were now f i r m l y e s t a b l i s h e d and 

i t was q u i t e n a t u r a l t h a t t h i s appointment s h o u l d be k e p t . Not 

l e a s t from t h e p o i n t o f view o f the FRG p u b l i c , i  t was a good t h i n g 

t h a t b u s i n e s s s h o u l d be seen t o be g o i n g on as u s u a l . 


The Prime M i n i s t e r s a i d t h a t the C h a n c e l l o r would f i n d some 

d i f f e r e n c e s i n the new Government's approach t o f o r e i g n p o l i c y i s s u e s 

i t would be more p o s i t i v e i n i t s a t t i t u d e t o d e f e n c e , i t s approach 

t o Europe would d i f f e r from t h a t of t h e l a s t Government, and i t would 

take a d i f f e r e n t l i n e on R h o d e s i a . But f o r e i g n p o l i c y as a whole 

c o u l d not change w i t h e v e r y change of Government. There might be 

changes of a t t i t u d e and approach but the fundamental i s s u e s remained 

t h e same. There would, however, be a t o t a l change i n the UK's 

d o m e s t i c economic s t r a t e g y . C h a n c e l l o r Schmidt t o l d t h e Prime 

M i n i s t e r t h a t h i s own Government's economic p o l i c i e s were i n f a c t 

of a r a t h e r C o n s e r v a t i v e n a t u r e and c o n c e n t r a t e d on i m p r o v i n g the 

e f f e c t i v e n e s s of economic management. The main d i f f i c u l t y was t o con 

v i n c e the t r a d e u n i o n s t h a t the Government's p o l i c y was r i g h t ; i n 

o r d e r t o do t h i s , he had to spend two hundred hours a year t a l k i n g 

t o t r a d e u n i o n l e a d e r s , who needed s t i f f e n i n g a g a i n s t the p r e s s u r e s 

e x e r t e d on them from lower down i n the Labour movement. The 

Prime M i n i s t e r asked whether the i n f i l t r a t i o n of the u n i o n s by the 

extreme L e f t posed a t h r e a t i n the FRG. C h a n c e l l o r Schmidt r e p l i e d 

t h a t t h e r e was a c e r t a i n amount of i n f i l t r a t i o n , among the younger 


/ elements 




elements i n the t r a d e u n i o n s ; but t h e r e was not a s i n g l e Communist 

on any of the E x e c u t i v e C o u n c i l s of the u n i o n s i n the FRG. 


C h a n c e l l o r Schmidt went on t o say t h a t , h a v i n g w i t n e s s e d the 

d i f f i c u l t i e s which M. Raymond B a r r e had been h a v i n g w i t h the t r a d e 

u n i o n s i n F r a n c e , he was more than e v e r c o n v i n c e d o f t h e n e c e s s i t y 

of m a i n t a i n i n g a d i a l o g u e between Government and u n i o n s . M. B a r r e 

had v e r y l i t t l  e c o n t a c t w i t h the u n i o n s , but c o n t a c t was n e c e s s a r y 

i n o r d e r t o c o n v i n c e the man i n the s t r e e t t h a t the Government was 

p u r s u i n g the r i g h t c o u r s e . C h a n c e l l o r Schmidt s a i d t h a t i n 

M. B a r r y ' s p o s i t i o n , he h i m s e l f would t a l k and l i s t e n t o the t r a d e 

u n i o n l e a d e r s e n d l e s s l y , but at the same time a c t v i g o r o u s l y . 

H i s own p r a c t i c e was t o g i v e p e r i o d i c w o r k i n g d i n n e r s , which were 

not p u b l i c i s e d , f o r t r a d e u n i o n i s t s , i n d u s t r i a l i s t s and b a n k e r s . 

Sometimes he met the t r a d e u n i o n l e a d e r s t e t e - a - t e t e . The 

Prime M i n i s t e r s a i d t h a t she c o u l d see the v a l u e of t h i s . In the 

UK, the p r o s p e r i t y which had t o be a c h i e v e d c o u l d not be won w i t h 
t a x i n c e n t i v e s a l o n e ; i  t was a l s o e s s e n t i a l t o reduce r e s t r i c t i v e 
p r a c t i c e s i n i n d u s t r y . 

Europe 

The Prime M i n i s t e r s a i d t h a t she was v e r y concerned about the 


s t a t e o f t h e UK's r e l a t i o n s w i t h Europe. C h a n c e l l o r Schmidt s a i d 

t h a t i n t h i s a r e a the FRG had r e a l c o m p l a i n t s about the p o l i c i e s of 

the Labour Government, a l t h o u g h t h e s e had been t o some e x t e n t muted 

f o r t h e sake of Mr. C a l l a g h a n . The Prime M i n i s t e r t o l d C h a n c e l l o r 

Schmidt t h a t the Labour P a r t y had put i  t about t h a t the C o n s e r v a t i v e s 

would be more p l i a n t on such i s s u e s as f i s h e r i e s p o l i c y , the CAP 

and t h e Community Budget. In f a c t , the Government's approach was 

t h a t B r i t a i n b e l o n g e d t o Europe f o r the b i g r e a s o n s : i n o r d e r t o 

work t o g e t h e r and t o c o o p e r a t e w i t h her p a r t n e r s and c o n t r i b u t e t o 

a s t r o n g , f r e e Europe. But the Government would i n no way l a c k 

d e t e r m i n a t i o n t o change what was u n j u s t o r u n r e a s o n a b l e , e s p e c i a l l y 

on such i s s u e s as f i s h , a g r i c u l t u r a l s u r p l u s e s and t h e EEC Budget. 

But the new Government would t a c k l e t h e s e problems a g a i n s t the back

ground of a more p o s i t i v e approach t o Europe than t h a t of i t s 

p r e d e c e s s o r s . 


/ The Prime 
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The Prime M i n i s t e r went on t o say t h a t i  t would h e l p t h e 

Government to " r e - s e l l " Europe t o the B r i t i s h p e o p l e i f they c o u l d 

s e c u r e c o o p e r a t i o n from t h e i r European p a r t n e r s . The Prime M i n i s t e r 

s a i d t h a t she saw the EEC as the economic s t r u c t u r e of l i b e r t y ; 

some p o l i t i c a l s t r u c t u r e s d e s i g n e d t o p r o t e c t l i b e r t y f a i l e d t o 

touch the economic s t r a t a which was what r e a l l y m a t t e r e d . The 

F o r e i g n and Commonwealth S e c r e t a r y s a i d t h a t the Government's 

f i r m i n t e n t i o n was t o make Europe work. 


C h a n c e l l o r Schmidt r e c a l l e d t h a t , d e s p i t e h i s deep commitment 

to Europe as a young man, he had a b s t a i n e d i n the Bundestag on the 

r a t i f i c a t i o n of the T r e a t y of Rome because he had thought i t wrong 

t o go ahead w i t h the European Community w i t h o u t the U n i t e d Kingdom. 

He had been v e r y g l a d when the UK had e v e n t u a l l y j o i n e d t h e EEC, 

but then d i s a p p o i n t e d by the r e s u l t s . He had always b e l i e v e d t h a t 

i t s h o u l d be p o s s i b l e , by w o r k i n g t o g e t h e r , t o c o r r e c t what needed 

changing i n the CAP; but the Labour Government had i n s i s t e d on 

t a k i n g a s t a n d on p r i n c i p l e and i t s t a c t i c s had been s i m p l y t o 

bang the t a b l e . C h a n c e l l o r Schmidt s a i d t h a t the Prime M i n i s t e r ' s 

approach was the o n l y one which c o u l d s u c c e e d . The C h a n c e l l o r 

noted t h a t t h e r e was a c e r t a i n tendency i n the Community t o l a p s e 

back i n t o n a t i o n a l i s t i c a t t i t u d e s - t h i s was t r u e i n F r a n c e , was 

d e t e c t a b l e i n the FRG and had c e r t a i n l y been a f e a t u r e of t h e Labour 

Government's European p o l i c i e s . 


The Prime M i n i s t e r s a i d t h a t she thought t h a t t h e Community 

had tended t o c o n c e n t r a t e on s m a l l m a t t e r s , such as the promotion 

of s t a n d a r d i s a t i o n , because i t had f a i l e d t o make p r o g r e s s on the 

l a r g e i s s u e s . Some o f t h e Commission's e f f o r t s at h a r m o n i s a t i o n 

were s i m p l y absurd. She was a l s o concerned by t e n d e n c i e s towards 

p r o t e c t i o n i s m i n the Community and, p a r t i c u l a r l y , by M. Davignon's 

a c t i v i t i e s over s t e e l . C h a n c e l l o r Schmidt s a i d t h a t he was a l s o 

l o s i n g h i s t r u s t and c o n f i d e n c e i n M. Davignon on t h i s q u e s t i o n ; 

he seemed t o be p r o m o t i n g a new v e r s i o n of C o l b e r t ' s m e r c a n t i l i s m 

and t h i s was a dangerous development. The Prime M i n i s t e r then gave 

the C h a n c e l l o r an o u t l i n e of the speech which she i n t e n d e d t o make 

at h er d i n n e r i n h i s honour l a t e r i n the e v e n i n g . 


/ T u r n i n g 
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T u r n i n g t o the CAP, the Prime M i n i s t e r s a i d t h a t i  t had never 

been i n t e n d e d t o bear the weight o f c u r r e n t p r i c e l e v e l s o r of 

p r e s e n t c u r r e n c y d i f f e r e n t i a l s . C h a n c e l l o r Schmidt s a i d t h a t t h e r e 

was more wrong w i t h the CAP than t h a t : the whole i d e a of 

e n f o r c i n g p r i c e l e v e l s from above was m i s g u i d e d . I t was i m p o s s i b l e 

t o guarantee b o t h a s t e a d y growth of p r o d u c t i o n from the f a r m e r s 

and, at the same t i m e , the maintenance o f a p r o p e r s u p p l y and demand 

mechanism. T h i s e r r o r was b u i l t i n t o the CAP. H e r r E r t l , however, 

would f i n d i t v e r y d i f f i c u l t t o a c c e p t any r e d u c t i o n i n Deutschmark 

p r i c e s . The Prime M i n i s t e r s a i d t h a t she u n d e r s t o o d t h e FRG's 

problems. But f o o d p r i c e s i n t h e UK had i n c r e a s e d by 150 per cent 

over the l a s t f i v e y e a r s and i t was d i f f i c u l t t o get the Green 

c u r r e n c y i s s u e r i g h t . I t was e s s e n t i a l t h a t the Government s h o u l d 

be a b l e t o p o i n t t o some p r o g r e s s on the CAP v e r y q u i c k l y . 


On t h e Community Budget, th e Prime M i n i s t e r s a i d t h a t i t made 

no sense t h a t the t h i r d p o o r e s t c o u n t r y i n t h e Community s h o u l d pay 

t h e l a r g e s t , o r a c c o r d i n g t o another c a l c u l a t i o n , the second l a r g e s t , 

B u dgetary c o n t r i b u t i o n . C h a n c e l l o r Schmidt s a i d t h a t the Prime 

M i n i s t e r s h o u l d not be too q u i c k t o b e l i e v e her b r i e f s . The Prime 

M i n i s t e r r e p l i e d t h a t she was q u o t i n g , not from her b r i e f s , but from 

those o f t h e Bundesbank. C h a n c e l l o r Schmidt s a i d t h a t o n l y a v e r y 

few p e o p l e i n t h e FRG r e a l l y u n d e r s t o o d the f i n a n c e s of t h e CAP and 

t h e Bundesbank was not among them. The C h a n c e l l o r s u g g e s t e d t h a t t h e 

Prime M i n i s t e r s h o u l d ask the P r e s i d e n t o f the Commission f o r h i s 

views on the Budgetary problem, s i n c e he took an o b j e c t i v e approach 

t o t h i s i s s u e . 


The Prime M i n i s t e r s a i d t h a t d e s p i t e the t h r e e problems of 

f i s h , a g r i c u l t u r a l p o l i c y and the Budget, she s t i l  l b e l i e v e d t h a t 

she c o u l d go b e f o r e any audience i n the UK and win t h e i r a s s e n t t o 

the view t h a t B r i t a i n ' s membership of the Community was w o r t h w h i l e . 

The b a s i c i s s u e was t h a t the f r e e c o u n t r i e s o f Europe s h o u l d l i v e 

t o g e t h e r and c o o p e r a t e . I f a f r e s h referendum were t o be h e l d on 

the UK's membership, the r e s u l t would s t i l  l be p o s i t i v e . 


/ C o v e r i n g 
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On the EMS, t h e Prime M i n i s t e r s a i d t h a t t h e Government was 

a n x i o u s t o show w i l l i n g , a l t h o u g h t h e h i g h l e v e l o f the pound posed 

problems. For t h e time b e i n g , t h e Government wished t o m a i n t a i n 

the v a l u e o f the pound i n view of the s w i t c h t h e y p roposed t o make 

from d i r e c t t o i n d i r e c t t a x a t i o n ; t h e y would not f a v o u r a r e d u c t i o n 

i n the exchange r a t e f o r t h e t ime b e i n g . C h a n c e l l o r Schmidt 

commented t h a t Mr. C a l l a g h a n had s a i d t h a t he d i d not w i s h t o j o i n 

the EMS because the v a l u e of t h e pound would f a l l but i n the event 

the r e v e r s e had happened. The Prime M i n i s t e r s a i d t h a t t h i s was a 

consequence of N o r t h Sea o i l and the e f f e c t o f t h e s i t u a t i o n i n 

I r a n on the v a l u e o f t h a t r e s o u r c e . High i n t e r e s t r a t e s i n t h e 

UK was a l s o a f a c t o r . C h a n c e l l o r Schmidt s a i d t h a t the UK's 

i n t e r e s t r a t e s were not h i g h i f one took th e r a t e o f i n f l a t i o n i n t o 

account. The FRG had an i n t e r e s t r a t e at p r e s e n t o f 8 per c e n t ; 

g i v e n t h a t t h e i n f l a t i o n r a t e was 3.3 per c e n t , t h i s gave them a 

r a t e of i n t e r e s t i n r e a l terms of 5 per c e n t . The C h a n c e l l o r went 

on t o e x p r e s s the view t h a t t h e s t a t e o f the B r i t i s h economy was 

c o n s i d e r a b l y b e t t e r t h a n was g e n e r a l l y r e a l i s e d , l a r g e l y because 

of N o r t h Sea o i l . 


T u r n i n g a g a i n t o the EMS, t h e Prime M i n i s t e r s a i d t h a t the 

Government would be c o n s i d e r i n g e x e r c i s i n g i t s o p t i o n t o swop 

20 per cent of the UK's g o l d and d o l l a r r e s e r v e s f o r ECUs and 

would then c o n s i d e r i t s p o s i t i o n on t h e EMS as a whole. 

C h a n c e l l o r Schmidt s a i d t h a t i f the UK were t o j o i n the EMS by, 

say, August t h i s y e a r and t h e n p r o c e e d t o n e g o t i a t i o n s on t h e 

t h r e e i s s u e s - f i s h e r i e s , t h e CAP and t h e Budget - w h i c h were of 

c o n c e r n t o the UK, the Prime M i n i s t e r would then f i n d t h a t the 

UK's p a r t n e r s would be much more r e s p o n s i v e t o UK views than might 

o t h e r w i s e be t h e case. The F o r e i g n and Commonwealth S e c r e t a r y 

s a i d t h a t he had a l r e a d y c o n c l u d e d t h a t t h e UK's a t t i t u d e towards 

t h e EMS would be r e g a r d e d as t h e t o u c h - s t o n e of her a t t i t u d e 

towards t h e EEC i n g e n e r a l . 


T u r n i n g t o the UK economy, t h e Prime M i n i s t e r s a i d t h a t 

i n f l a t i o n would p r o b a b l y i n c r e a s e by 11-12 p e r cent by t h e end o f 

1979. C h a n c e l l o r Schmidt s a i d t h a t the FRG's i n f l a t i o n r a t e would 

r i s e t o o , p a r t l y because of o i l p r i c e s and p a r t l y because of the 

measures which P r e s i d e n t C a r t e r had taken t o s t a b i l i s e t h e d o l l a r . 


/ P r e s i d e n t C a r t e r 

CONFID1 



P r e s i d e n t C a r t e r had n o t , i  t was t r u e , gone f a r enough but he had 

made a b e g i n n i n g which had i n c r e a s e d c o n f i d e n c e and put a h a l t t o 

the c o n t i n u o u s r i s e i n t h e v a l u e of the deutschmark. Germany's 

i m p o r t s were t h e r e f o r e no l o n g e r so cheap and i n f l a t i o n had begun 

to r i s e . I f the US l e t the d o l l a r go, t h e FRG's r a t e o f i n f l a t i o n 

would f a l l a g a i n . The Prime M i n i s t e r s a i d t h a t t h e v a l u e of the 

pound was a f f e c t e d not o n l y by t h e r a t e of d o m e s t i c i n f l a t i o n but 

a l s o by c a p i t a l i n f l o w and o u t f l o w . The Prime M i n i s t e r s a i d t h a t 

she thought the UK c o u l d now a f f o r d t o r e l a x her exchange c o n t r o l s 

i n c o n f o r m i t y w i t h EEC r e g u l a t i o n s . C h a n c e l l o r Schmidt commented 

t h a t i t might be d i f f i c u l t t o do t h i s i n time for the European 

e l e c t i o n s . 


The d i s c u s s i o n ended at 1915. 


D i s t r i b u t i o n : 


PS/FCS 

/ C h a n c e l l o r of the Exchequer 

/ M i n i s t e r of A g r i c u l t u r e , F i s h e r i e s and Food 


S i r John Hunt 
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