10 DOWNING

From the Principal Private Secrelary 3 12 June 1980

, Prime Minister met Chancellor Schmidt at
Jotel Cipriani,

Presidency o the Commiss

The Prime Minister said that she wondered what Chancellor Schmidt's
jdeas were about possible successors to Mr, Jenkins, The principal task
of whoever succeeded lMr, Jenkins would be to take charge of the resiruciur
of the Community Budget, and this was going to b: a very big job indeed,

This meant that we shou go for someone who was a considerable person in
his own right, regarcie of nationality. The UK had begun to take the view
+hat Signor Pendolfi mig est fill the bill, but Signor Cossige had now

given her to wndersteand tndt Signor Pandolfi's name would not be going forward,

She thought that this was something which Heads of Government should discuss
3

when they were alone after dinner that evening,

Chancellor Schuidt said that the ideal candidate should be somebody who
had been a strong and effective Finance Minister in his national government:
this was the kind of perscn needed to undertake the reform of the Community
Budget. Against this criterion, both Signor Pendolfi and Signor Colombo would
have been good candidates. On the other hand, he did not belleve Mr, Gundelach
would be suitable, But even if Signor Pandolfi and Signor Colombe had been
prepared to be considered, there was the difficulty that it was the turn of
one of the small countries to have the Presidency of the Commission, These
various factors meant that the choice boiled down,in practice to Viscount
Davignon ard M, Thorn., Feither of them was the id=al person to undertake the
restructuring of the Budget, Viscount Davignon was a little too pro-French
and a little too protectionist. Eui he was one of Europe'q hpt+e“ diplomats
M.ﬂmnlmmtm)c1tom,mﬂ
of experience, He thought that Prrs:ao“t Ga.sc.r-J would prefer Jlscoaat
Davignon; whereas Herr Genscher would favour M., Thorn who was a personal
friend of his, He had no strong preference himself between Viscouni Davignon
ard M, Thorn and could live with either, He agreed that Heads of Govermment
should discuss the matter efter dinner that night,

Comrmunity Procedures

Chancellor Schmid-
Counicil to discuss the forr ia which 'H talians had proposed. The
original purpose of the European Council was not to solve specific problems
but to allow just the nine Heads of Govermment to discuss in an informal and

to invite the European

/ personal




the major issues facing the wo The nature of the
] greatly within recent years, and he Heads of CGovernment
Now bwiua.-,,; ike Agriculture Minister: 'me BEuropean Council
ydnce of machiner ike NAT the United Nations.
Goverr be al 10 gpeak their minds :1101‘9 }.'i"chr;ut & Secretarie
Moreover, ihe ureaucracy in Brussels was * hand, It was

gTow in &
all the time and now numbered more than 5,000 pefplc. ! 4

er enlargement there
would, on present plans, be sevenleen Commissioners, and this was ridiculcus,
‘he Prime Minister seid that she agreed entirely with what Chancellor
Schmidt had said, She thought meetings of the European Council should consist
of an informal exchange of views bctween the Heads of Government, She did not
1ike the habit of issuing & formal communique, Moreover, she thought that
the Council met too freguently: two meetings s year would be enougn, ©She would
be very happy to settle for only one Commissioner for the UK after enlargement.
The Commission issued far too many directives which were very detailed: they
were seeking standardisation and not harmonisation,

Encouraged by the Prime Minister, Chancellor Schmidt said that hn would
raise the possibility of reducing the number “of European Council meetings
to two a year with the other Heads of Govermment after dinmer ithat evening,

Restructuring of the unity Budget

n

The Prime Minister said that she was fearful that rather than face
to the diffi tasl : r°doru0uurinr thu Budget, the Commission would
the easy hdy out ani propese that the 1% VAT ceiling should be brcacl:i.
they did that, she w ] be in a difflcul position because she did not
to be 150]2.51 again in the Community in saying no,

Chancellor Schmidt sa*d that he thought it important that the UK should
not find itself isolated again in the next two years or so, Be egreed sbout
the importance of not going above the 1% VAT ceiling, but he had been alarmed
to0 be told in the last week or so that the ceiling was not the clear and firm
limitation which he had previously supposed 1£ was, He was advised that if
the Community reached a ceiling on its revenues and was thus unable to make
payments to those who, under exieting Conmun 1ty law, were entitled to receive
them, these people coqu apply to their national govermment: for po‘mcnts in

ubsultuulcn, and the latier were obliged, again in accordance Wlﬁh existing
Community law, to make such payments, When the Prime Minister suggested thet
the way of dealln; with this situation would be fo change the treatﬁes,
Chancellor Schmidt said that he did not believe either the Bundestaz or the
House of Commons would ratify the necessary smendments. He was in any case
facing considerable difficulties over the Community Budget in the Bundestag.
The Cerman Government had always been willing to meke large contributions
40 Community finznces in order o encourage convergence, But he could not
yersuade either his own party or the FDP that Germany should pay in order
t0 enhance the stendard of living in countries like Denmark end Holland which
were richer than Germany, He did not kmow - where he was going to find the
additional contribution required of Germany as a result of the recent Brussels
package, His Government would now have to find DM2% billion but they hed
provided for only IM600 million in their forward plans, The Federal Bud get
was alreedy in deep deficit, =xd the servicing of it was getting oul of hand
His Goverrment could not borrow any more on the capital market becau?e to do
gso would push up interest rates and this would have a disastrous ffect on
the Germen economy, This left him with no :11. iative but to increase taxe
and he hzd had to ammounce the previous week 2t taxation would be raised

t0 meet the Brussels package on the - 1is% January 1981, The political

/implications
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