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When the International
Monetary Fund comes to
London to conduct its

annual economic inspection, the
pundits’ narrative demands that it
raps the government on the knuckles
and ministers fight back. This dance
is largely a myth.

More often than not, chancellors
are delighted to receive tough advice
from the IMF. It chimes with their
arguments within government and
provides external cover for them to
attack domestic vested interests.

But last spring was different. Then,
for once, the popular myth was true.
The fund came to town with its
main policy conclusion – that the UK
should slow its deficit reduction
programme – already set in stone.
However gently this message was
delivered, it was always going to
cause a stink. George Osborne was
already smarting after Olivier
Blanchard, the IMF’s chief economist
said that Britain was “playing with
fire” if it failed to heed the fund’s
advice on austerity. The chancellor
took exception, and ignored the IMF.

A year on, there is no need to rake
over this ground again, since the
IMF has admitted its assessment last
year was flawed. It is all very well to
demand a grovelling apology when
the fund delivers its verdict on
Friday. But the IMF’s traditional role
in helping to frame a sensible
economic debate for Britain’s future
is far more important. With the
general election less than a year
away, the fund can play a vital role
in helping the main political parties
produce sensible manifestos that
avoid pledging to preserve the worst
features of the British economy.

Not everyone will be happy.
Constitutional matters are a hornet’s
nest, but the IMF will have failed if
it does not spell out that the greatest

risks to the UK economy result from
the uncertainty over the twin
possibilities of Scottish independence
and Britain leaving the EU.

In macroeconomics, the fund
should steer clear of telling the Bank
of England when to raise interest
rates, but it needs to explain to the
public that interest rates at 0.5 per
cent is not something they should
consider remotely normal. That
would give the Monetary Policy
Committee more room for
manoeuvre. And as far as the budget
deficit is concerned – still 6.6 per
cent of gross domestic product in
2013-14 – the IMF can now line up
behind the government’s spending
plans, which extend to 2015-16, since
annual rates of growth exceed 3 per
cent. It would help all political
parties if the IMF suggested a need
for higher taxes as part of the future
policy mix in the years after 2015-16,
where fiscal policy remains fluid.

Outside macroeconomics, it is in
the area of sustaining growth and
raising prosperity that the IMF can
highlight some more pressing home
truths. Britain’s dysfunctional
housing market is the most pressing
social concern of the age,
unnecessarily locking the poor and
the young into cramped, expensive
homes and subjecting the wider
economy to dangerous credit cycles.

The IMF is likely to advise
updating the valuation estimates
used to determine the rate at which
council tax, Britain’s property tax, is
charged. It could also suggest
increasing the burden of property
taxation on more expensive homes.
The European Commission has made
similar noises. That is welcome, but
must be backed by recommendations
to address the fundamental flaw in
Britain’s housing market, the absurd
restrictions on supply and building
in places where people want to live
around London and other big cities.

If planning restrictions consign
many medium and high earners to
poor housing conditions, they also
stop obvious improvements in the
nation’s vital infrastructure.
Heathrow airport might have opened
another beautiful passenger terminal
this week, but its joys will not
compensate for the daily frustration
of delayed landings caused by a lack
of runway capacity.

After attacking planning, the IMF
should deliver a missive against
fiddling with elements of the tax
system where stability matters for
long-term planning by households
and businesses. Whether it is
investment allowances in corporation
tax, pension tax reliefs or the price
of carbon emissions, governments
are prone to absurd fiddling.

Much of this advice is standard
thinking within the Treasury, but
politics and vested interests stifle
rational debate. There is no need for
an apology from the IMF – but if it
helps the fund to be heard on these
more important issues, a bit of
grovelling would not go amiss.
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Criticism
of the IMF
should not
drown out
good advice

With the general election
in the offing, the fund
can help the main
political parties produce
sensible manifestos

bloc in the north of Thailand that he
represented their interests. It took a
coup, in 2006, to dislodge him. That
got rid of Mr Thaksin but not
Thaksinism. After the junta left,
allies of the exiled prime minister
swept back into office. In 2011 his
sister Yingluck Shinawatra – whom
Mr Thaksin unhelpfully called his
“clone” – was elected.

General Prayuth Chan-ocha will
not repeat the “mistakes” of 2006.

From his point of view, the military
handed back power too quickly. It
also left a constitution that could not
prevent the election of a pro-Thaksin
government. For many in Bangkok,
democracy is a busted flush. It has
become equated with corruption and
with what one critic calls the
“disease of populism”.

Not all the criticism is wide of the

Abdication is the king’s final gift to a grateful Spain
Charles Powell

was whether the monarchy would
survive the transition from father to
son in a country that was less
monarchist than “Juancarlista”.
What few of us anticipated then was
that, within a matter of years, the
position of Juan Carlos himself
would be called into question.

Spain’s current ills are usually
blamed on the financial crisis. The
erosion of the king’s standing began
much earlier, almost a decade ago.
Ironically this resulted, in part, from
the consolidation of Spanish
democracy: by the mid-1990s, media
scrutiny of the royal family had
increasingly come to resemble that
practised by the British press,
because editors felt the political
system was sturdy enough to sustain
it. Nonetheless, it is because of the
current economic crisis that the
monarchy (along with other major
institutions) has come under
unprecedented public criticism and
scrutiny.

Many Spaniards blame their
country’s political and economic
elites for failing to anticipate the
crisis, and for responding to it with
austerity measures that have caused

widespread hardship and growing
inequality.

In turn, this explains why Spanish
public opinion was so intolerant of
the king’s elephant-hunting trip to
Botswana in 2012 (for which he later
apologised), and why it has
responded virulently to allegations
surrounding the financial activities
of Iñaki Urdangarin, his son-in-law.

Still, the inquiry into the activities
of Mr Urdangarin – who denies any
wrongdoing – is proof that in Spain
today nobody is above the law.

There is, however, a deeper reason
why some Spaniards are questioning
the monarchy. The king played a key
role in the establishment of the
current political system, and today
he is widely seen as an integral part

of it. It was therefore perhaps
inevitable that, sooner or later,
growing disaffection with the status
quo would engulf the king and the
monarchy as well. Some younger
Spaniards, who have barely heard of
Franco and take democracy for
granted, increasingly see the
monarchy as a dispensable
institution.

Spaniards are in two minds about
the long-term political consequences
of the crisis. While some argue that
economic recovery will gradually
lessen the current pressure to
reform, others believe that
institutional change is inevitable. By
abdicating, the king appears to have
sided with the latter.

His decision to step down should
thus be seen as a brave and
generous contribution to Spain’s
long-overdue political renewal which,
given the current crisis in Catalonia,
may well have to include a badly
needed constitutional reform. This
was a daring move. But then, Juan
Carlos has never been risk-averse.

Time will tell whether Prince
Felipe, who is well prepared for his
new task thanks to his university

education, knowledge of foreign
languages and cosmopolitan
upbringing, will be able to contribute
decisively to this process of renewal.
In doing so, he will have to strike a
balance between continuity and
change, as his father did before him.

His immediate challenge will be to
help forge a new constitutional
settlement that guarantees the
unity of the Spanish state while
accommodating the demands of
Catalan and other nationalists. This
is a daunting task, but the new king
will be able to tackle it without his
father’s baggage.

He will also need to carve out a
new role for the monarchy in a
society that is far more tolerant,
cosmopolitan and secular – yet also
more sceptical and demanding – than
it was in 1975. If he succeeds he
will have shown, yet again, that
parliamentary monarchies are
surprisingly flexible institutions,
which can still render old nations
a unique service in times of need.

The writer is director of the Elcano
Royal Institute in Madrid and a
biographer of Juan Carlos

Few anticipated that,
within a matter of years,
the position of Juan
Carlos himself would be
called into question

K ing Juan Carlos was a
remarkable monarch,
indispensable to Spain’s

transition to democracy. The king –
who has abdicated this week –
skilfully navigated the turbulent
waters of post-Franco politics,
consolidating the country’s fledgling
democratic institutions and
defending them from an attempted
military coup.

Under his guidance, Spain
overcame decades of isolation and
irrelevance, joining Nato in 1982 and
the European Community in 1986.
Even if his reputation is no longer
quite what it once was, most
Spaniards remain grateful for the
king’s role.

The question that hung over Juan
Carlos during the early years of his
reign was whether his own
remarkable achievements would win
legitimacy for his successor’s throne.
His grandfather, King Alfonso XIII,
had died in exile; his father Don
Juan never ruled. Until the turn of
the century, the king’s main concern

David Pilling
Songkran Grachangnetara, a

columnist and one of a few people in
Thailand who still dares to speak his
mind, is scathing about such views.
“People were crying out against a
democratic dictatorship,” he says,
referring to widespread concern
about the perceived abuses of
majority rule. But few, he says, seem
as worried about a real dictatorship
run by real soldiers.

Still, it is worth considering why
many in the Thai elite – a useful if
imperfect term broadly defined as
the military, bureaucracy and
monarchists – find Thailand’s
version of democracy so offensive.

It all began when Mr Thaksin, a
business tycoon turned politician,
became prime minister in 2001.
Initially supported by sections of the
elite, he quickly lost favour. He was
widely seen as corrupt, dishing out
goodies to his businesses and those
of his cronies. His government was
accused of human rights abuses.
Perhaps worst of all, many saw his
grab for power and patronage as
disrespectful to the king.

For those who hated Mr Thaksin,
there was a huge problem: he was
unstoppable. He convinced a huge
and previously marginalised voting

mark. There is much to dislike about
the governments Mr Thaksin has
run, in person or by proxy. As in
many other fledgling democracies,
the law is too weakly enforced to
prevent the abuse of power or the
installation of crony capitalism.

But much of the criticism is
spurious. It is doubtful whether Mr
Thaksin’s government was any more
corrupt than many others, including
some notorious former military
rulers. Nor is Thailand’s democracy
necessarily more compromised than
those of its neighbours. India,
Indonesia and the Philippines have
all persevered with voting anyway.
The idea that Thai politics has no
checks and balances is also flawed.
One could just as easily argue it has
too many. In recent years, no fewer
than three prime ministers have
been dismissed by the courts – a
powerful check if ever there was one.

Dislike of democracy stems largely
from the paternalistic idea that
peasants cannot be trusted to vote
sensibly. The assumption is they
simply elect whoever promises to
offer them the biggest bribes. In fact,
Mr Thaksin won his popularity by
offering rights over charity. Whether
he was sincere, or whether he was

simply playing a cynical numbers
game, is almost beside the point. His
policies struck a chord with an
electorate for whom previous
systems had been devoid of
democratic meaning. Much of the
Thai electorate has now tasted the
fruits of democracy. For the elites
that is precisely the problem.

The generals envisage harmony
through the use of “reconciliation
centres”. No wonder Nineteen Eighty-
Four is a touchy book. They also
propose to enact electoral “reform”.
People speculate that could mean a
partially appointed lower house or
multi-seat constituencies. Almost
inevitably, the aim will be to dilute
democracy, not to strengthen it.

Such tactics might work for a bit.
But in the long run, the social forces
unleashed by Thaksinism will not be
so easily ensnared. Democracy is not
perfect. Unequivocally, it can be
abused. In the end, however, it does
mean majority rule, albeit with
certain safeguards for the minority.
That must be the basis of any
lasting political settlement. It is not
one likely to emerge from the
generals’ playbook.
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Thailand becomes the land of the inverted smile

Much of the electorate
has now tasted the
fruits of democracy.
For the elites that is
precisely the problem

Thailand’s coup is a public
relations fiasco. A short-
tempered general talking

breezily about his junta’s wish to
“restore happiness to the people and
stamp out conflict”. Hundreds of
people, including academics, rounded
up for questioning. Soldiers
descending on tiny groups of
protesters. People facing arrest for
reading books (Nineteen Eighty-Four)
or for making three-fingered salutes
(The Hunger Games). It is all so
horribly retro. Thailand has become
the land of the inverted smile.

That is not, though, how it looks
to many in Bangkok, at least not to
those loosely described as “the elite”
and their supporters. To them, the
coup has ended a period of mob rule
in which allies of Thaksin
Shinawatra, the self-exiled former
prime minister, hijacked democracy
for their own nefarious ends. Some
may not exactly relish living under a
military dictatorship. But many view
it as a necessary evil, a prelude to a
more workable form of democracy
purged of corruption and winner-
takes-all majoritarianism.

Tiananmen
divided the
workers of
the world

ability to bargain for higher wages
has been undermined by a huge
growth in the global supply of labour
– by 1.2bn people between 1980 and
2010.

Deng did not shake up the world
alone. When I was an employment
correspondent in the late 1980s and
early 1990s, the power of organised
labour in the UK had already been
weakened by Margaret Thatcher’s
privatisation of state-owned
industries and her defeat of the
1984-85 miners’ strike. Private sector
union membership was falling and it
continued to decline.

Political and economic upheaval
coincided with the advance of the
internet and rapid development of
information technology in the mid-
1990s. That led to the automation of
jobs and more cross-border trade – it
became easier for supply chains to
stretch around the world.

But China’s rise toppled creaking
barriers to trade and employment,
forging a global labour market and
rapid industrialisation. About 620m
people globally were lifted from
poverty by moving from farm to
factory, and China’s gross domestic
product per head rose from 3 per
cent of the level in advanced
economies in 1980 to 20 per cent by
2010, according to the McKinsey
Global Institute.

In economic terms, this was good
for the Chinese people – although it
increased inequality, the gains were
broadly spread. For many workers in
advanced economies, however, it was
like a whole new workforce turning
up, eager to put in longer hours for
lower pay. Their bargaining power
has never recovered from the shock.

“For the individual as a consumer,
it has been wonderful – there are
many more products and services,
much more choice, and it has all
become cheaper,” says James
Manyika, an MGI director. “For
workers with limited skills, it is
pretty awful. They were once
protected, but now they compete

technological change and the shift
toward capital-intensive production.
Software and information technology
have permitted “unprecedented
advances in innovation”.

People in managerial and high-
skilled jobs have gained – the
average US college graduate earned
1.7 times the wages of a high-school
dropout in 1980 but 2.7 times by 2008
– and will continue to have superior
employment chances. McKinsey
estimates that 95m people could be
out of work in developing economies
by 2020 because they have low skills.

Through the lens of history, the
best time to be a member of the
proletariat in an advanced economy
was probably the postwar period up
to the oil shock of the mid-1970s –
when most of the Chinese and Indian
population was poor and agrarian
and there was little competition. The
era was already ending when China
implemented Deng’s plan.

“Today, hundreds of millions of
Chinese are living far more
comfortable lives than they were
living in 1989,” writes Ezra Vogel in
his Deng biography. Meanwhile,
millions of employees in advanced
economies are less secure. It is a
workers’ revolution, but not a
unifying one.

john.gapper@ft.com

with others who are cheaper and
may be more skilled.”

The strongest effect has been felt
in Europe and the US, where the
share of income going to labour has
decreased from 64 per cent in the
postwar decades up to the 1980s to
58 per cent today. One Federal
Reserve Bank of San Francisco study
found that the sharpest drop
occurred in industries such as textile
manufacture that were most exposed
to import competition.

By shifting labour-intensive parts
of production to countries such as
China and keeping the higher-value
aspects at home, companies lowered
their costs and raised their returns
on capital. For the workers of the
world as a whole, that amounted to
a wage cut.

After a quarter of a century, this
arbitrage is easing. Wages in China’s
coastal cities have risen, making it
more cost-effective to retain
production in the US. But that does
not guarantee a return to mass
employment in manufacturing and
primary industries – advances in
technology mean factories now
employ fewer workers.

According to a study for the
Organisation for Economic Co-
operation and Development, 80 per
cent of the fall in labour’s share of
global income has been caused by

‘For the
consumer it
has been
wonderful –
more
products
and
services,
much more
choice, and
it has all
become
cheaper’

When China’s Communist leaders
under Deng Xiaoping launched their
assault on the Tiananmen Square
protesters in 25 years ago, they were
supposedly following the socialist
road and Marxist principles of
proletarian rule. “Workers of all
lands, unite!” declared Karl Marx
and Friedrich Engels in the 1848
Communist Manifesto.

But the vast expansion of the
world’s workforce unleashed by Deng
following the crackdown on the pro-
democracy protesters led to the
opposite. The opening up of China
through economic reform and foreign
direct investment has, instead of
uniting the proletariat, divided it.

This was not the revolution Marx
envisaged but it was the outcome of
Deng’s 1992 southern tour, on which
the Chinese leader supported reform
in cities such as Shenzhen, trying to
strengthen party rule by offering the
people opportunity. The fact that few
Chinese now mark June 4, 1989 is a
tribute both to party censorship and
to Deng’s gambit.

It encouraged, as the economist
Branko Milanovic has written, “the
profoundest global reshuffle of
people’s economic positions since the
Industrial Revolution.” The top 1 per
cent earners of the world’s
population (especially the 0.1 per
cent richest) and millions of new
entrants to its industrial workforce
have gained in different ways from
Deng’s liberalisation.

Meanwhile, the non-bourgeois in
advanced economies – manufacturing
and service workers with low levels
of education and limited skills –
have suffered wage stagnation. The
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The ECB can
make the ABS
market happen
Active policy
intervention
is needed to
restore Europe’s
risktaking
capacity and
investment, says
Adam Posen
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