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The Policies and Politics of Industrial Upgrading in Thailand 411

United Nations Economic and Social Commission for Asia and the Pacific
(UNESCAP) session in April 2001 stated that Thailand had to develop its own
technological strength and could no longer base it on low value-added import-
intensive export industries. He argued that Thailand should look “inward to our
original strengths, unique local know how, and matching them with new mar-
keting and communications technology” (Thaksin, 2001b, p. 3). Thaksin came
to power in February 2001 and served as prime minister for almost six years.
This gave him in principle a unique cpportunity for putting forward a coherent
vision for economic transformation and of designing a long-lasting industrial
upgrading program.

The present article is guided by the view that the nature of the politico-
institutional setting has an important impact on the effectiveness of policy-
making, and that the quality of industrial policy has an important bearing on the
pace and pattern of industrial growth. The article analyzes the ability and will-
ingness of the Thaksin government to design and implement an adequate and
coherent set of industrial upgrading policies, with a particular emphasis on
implementation issues. It is argued that although many initiatives were taken
during this administration, they did not add up to an adequate and coherent set
of industrial upgrading policies. This was partly due to institutional legacies
existent in the bureaucratic system but mainly a result of the logic of politics,
including the nature of political coalition-building. The rest of the article is
organized as follows. The second section outlines the analytical framework; a
section on Prime Minister Thaksin’s policy of industrial upgrading follows. The
fourth section looks at the politics of industrial upgrading, while the final section
presents the conclusion

The Policies and Politics of Industrial Upgrading—Elements of an
Analytical Framework

The analysis is based on the assumption that upgrading from low to high
value-added activities does not take place automatically as a result of either the
workings of market forces or of the'activities of transnational companies and
foreign buyers. Moreover, it is informed by the fact that the now advanced
capitalist countries used proactive industrial policies and managed openness in
their early development efforts (Chang, 2002). Hence, there is good reason to
believe that a set of sirategic industrial policies and related governance capacity
will also be needed in Thailand's case in its endeavor to catch-up with the
advanced capitalist countries.!

Strategic industrial policies are those that are deliberately aimed at fostering
new industrial capadty and at shifting the industrial structure toward higher
technology and higher value-added activities. They seek to provide access to
more rewarding and dynamic niches in the world market and to improve com-
petitiveness in the domestic market. Here, [ examine a subset of strategic indus-
trial policies, namely the deliberate attempts to foster industrial upgrading.
I focus on technological advance and organizational learning, which make it
possible to master more complex technological activities within industries.
Industrial upgrading policies seek to improve product quality and production
productivity by promoting private sector (intrafirm) technology efforts, by
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strengthening interfirm knowledge spillovers and learning effects, by building
up a strong infrastructure of extrafirm public research and technology organiza-
tions (RTOs), and by developing human resources for industrial technology
development.

Altogether these activities are often referred to as creating technological capa-
bilities and as promoting a national innovation system (NIS). The notion of
technological capabilities refers to the capacity of firms to use and change tech-
nologies and includes knowledge, which is embodied in people, codified in
manuals, or embedded in organizational arrangements and procedural routines.
NIS refers to the systemic aspects of capability accumulation and is made up of
a distinct set of institutions (firms, interfirm relationships, universities and other
national education and training establishments, public research laboratories, and
private intermediate organizations), which jointly or individually contribute to
the development and diffusion of new technologies.

The present article concentrates on the ability and willingness of the govern-
ment to design and implement an adequate and coherent set of industrial
upgrading policies that improve technological capabilities and strengthen the
NIS. The term adequate refers to the policy content, or more precisely the extent to
which policies actually address the most pressing upgrading problems. The term
coherent refers to whether the state introduces a set of policies that work together
in the intended direction and not against each other.

The terms ability and willingness refer to the policy process, or more precisely
to the state’s administrative-political capacity and to the orientation/motivation
of the political elite. Agenda-setting, policy choice, and policy design are com-
plicated matters. In relation to industrial upgrading, a strategic vision of techno-
logical development is vital both to create policy coherence and to serve as a focal
point around which private sector decisions can be coordinated. The systemic
approach also includes the setting up of public or public-private institutions that
can coordinate change, socialize part of the risk, or galvanize cooperation among
private enterprises. Moreover, policies must encompass support measures that
can effectively motivate both owners and management to take a long-term view
and enter into risky investments, which are to the advantage of broader national
industrial development. However, subsidies must be given in exchange for
performance standards and not as simple giveaways or side payments. Still,
policy makers may be unable to design an adequate policy because they know
little about the actual workings of the private industrial sector. Even if they have
that knowledge, they may prioritize other issues that are more important for
their political survival. The political elite may also have preferences for policies
that help existing firms rather than emerging firms with a higher value-added
potential.

Even if politicians have a long-term vision concerning industrial upgrading
and decide to formulate an adequate and coherent set of related policies, these
policies must of course be implemented before they can have any impact. In
contrast to macroeconomic policies, which are difficult to decide upon but easy
to implement, industrial upgrading policies are fairly easy to decide upon but
complicated to implement effectively. Whether policies will be pursued, altered,
reversed, or sustained after they have been decided upon depends on many
factors. Effective implementation first requires a high level of administrative and
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Concerning interfirm linkages, the Thaksin governments introduced cluster
development as a way of improving the competitiveness of local enterprises. The
strategies that were built around the business cluster idea were developed by the
National Economic and Social Development Board (NESDB) and accepted by
the National Competitiveness Committee (NCC), which hired Harvard econo-
mist Michael Porter and his associates to give advice on the use of the cluster
approach to improve competitiveness. According to Porter, clusters are geo-
graphic concentrations of interconnected companies and institutions, and the
cluster concept should move the focus from isolated firms to the fundamental
business environment outside a firm, i.e., to the linkages and externalities across
industries, firms, and associated institutions in competition. The Porter Group
analyzed and made recommendations for five established and emerging clusters
(automotive, fashion, food, tourism, and software). The group conducted more
specific studies of potential clusters in tourism and shrimp farming (Ketels, 2003;
Porter, 1998, 2003).

These general ideas and priorities were transformed into a set of new indus-
trial policies that focused on so-called targeted industries. By October 2003, the
automotive and parts, fashion and textiles, and electronic/electrical appliances
sectors had been selected as pilot clusters (Ministry of Finance-NESDB, 2001;
World Bank TEM, October 2003).2 In March-April 2004, a cluster development
manual had been prepared, the Ministry of Industry (Mol) being selected as the
implementing industry. However, at the March 2004 NCC meeting, the Prime
Minister expressed his “displeasure” over the slow development of the industry
cluster program, while Deputy Prime Minister Suchart Jaovisida talked about
“ways to revive” it Finally, the ceramics (in Lampang) and digital industries, i.e.,
industries that had long been promoted by Mol and the Board of Investment
(Bol) were added to the list of clusters to be promoted, and 2005 was fixed as the
year in which support for clusters was expected to take off (Bangkok Post, March
22, 2004; The Nation, June 11, 2003; World Bank TEM, October 2003, pp. 13-14;
World Bank TEM, November 2004, p. 37).* In his statermnent on his second gov-
ernment’s policy, Prime Minister Thaksin (2005) reiterated that cluster support
was an important ingredient in the government’s policy and that the government
would support cluster formation in the five niche sectors, but he also referred
to cluster formation in a wider set of industries. The government would now
“stimulate the development of an enterprise network to increase value added
and networking in food, fashion, automobile, electronics, software and tourism
industries as well as support other enterprise networks e.g. energy, health,
biology, services, creation and design” (2005, p. 3).

More generally, the promotion of clusters became a buzzword used in a variety
of programs and strategies. As cluster promotion encompassed national clusters,
sectoral clusters, and regional clusters, there was some confusion around the
cluster approach. This confusion was reinforced by the notion of innovation
clusters as well as local-level clusters in the form of the OTOP—"One Tambon,
One Product-Project”—cluster development aimed at promoting a unique
product for each village (tambon) in Thailand (Altenburg et al., 2004; NSTC, 2004).

In addition to promoting clusters, Prime Minister Thaksin also stated that the
new government would promote linkages between assemblers and supporting
industries (Thaksin, 2005). However, in reality such vertical linkages were given
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less emphasis than grassroots economy initiatives. While the only serious
vertical linkage program to create interfirm linkages and embed Transnational
Companies in the local industrial structure—Bol’s Unit for Industrial Linkage
Development program—was allocated a mere Bt27 million in 2002, the high-
profile cottage industry OTOP had a budget of Bt800 million (Altenburg et al.,
2004, p. 38).

In short, during the Thaksin period, Thailand’s weak and fragmented interfirm
linkages were acknowledged and the cluster development concept was advanced
to rectify the situation. However, due to fluidity in the cluster concept, the bias
toward horizontal linkages, and the promotion of micro-enterprises through
the OTOP program, a coherent and adequate strategy of industrial upgrading
through interfirm knowledge flows did not come into being. The original focus
on a specific set of industries was watered down, and technology accumulation in
local supplier firms was not given priority.

The extrafirm links to public RTOs have generally been weak in Thailand. For
one, public research activities have not been oriented toward industry but toward
health and agriculture. Second, those RTOs that were supposed to service the
industrial sector conducted R&D activities that were supply-driven in the sense
that the RTOs defined their own priorities and focused on their own capability-
building—subsequently to be transferred to the private industry. Hence, there was
no guarantee that the RTOs actually matched private sector needs and demands for
support. When ad hoc links between RTOs and private enterprises were created,
they were mostly related to simple company-specific troubleshooting rather than
to helping enterprises to build up technological capabilities. Moreover, RTO
services were little used, and firms tended to consider them as unimportant
sources of innovation-relevant information. Further, there were overlapping ser-
vices and a general lack of both institutional and functional specialization. Finally,
these activities were not adjusted to the fact that most local Thai firms were below
the R&D threshold, so that consultancy and advanced technical services rather
than R&D were of particular importance for developing these firms’ technological
capabilities (Amold et al., 2000; Brooker Group, 2001; Lauridsen, 2008).

The Thaksin government was well aware of the need to focus and improve the
role of RTOs in industrial technology development Hence, both the research-
oriented RTOs under the Ministry of Science and Technology and the more
service-oriented RTOs under the Mol were involved in the cluster-based initia-
tives, Thus the National Electronics and Computer Technology Center (NECTEC)
of the National Science and Technology Development Agency (NSTDA) became
an active agent in the HDD industry. Thailand was the world’s second largest
HDD producer, and exports of HDD and peripherals accounted for 12% of the
country’s exports in 2004 (Berger & Diez, 2006, p. 12).

The HDD industry consisted mostly of fully owned foreign enterprises that
traditionally had functioned as a high-tech enclave with the import of high-tech
components from abroad, with few innovation-related linkages to other firms and
with almost no relation to the public S&T infrastructure—the latter reflecting the
state’s hands-off approach in relation to technology development (Berger & Diez,
2006; Doner & Brimble, 1998; McKendrick, Doner, & Haggard, 2000). According
to Brimble and Doner (2007), there was a major shift in the government’s
approach to the HDD industry in 2003. Building on previous actions of first the
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Thailand ran a dual secondary education system, in which the vocational
stream provided pre-employment training in a range of fields. During the 1990s,
vocational education was criticized for failing to meet industry needs and pro-
viding the necessary skills for future development Furthermore, despite a large
increase in secondary enrollment during the 19905, around two thirds of the
existing labor force had only received primary education by 2001. Due to the very
slow pace of the educational reform, in May 2003 the NESDB announced an
action plan for developing the skills of the nation’s work force. The first step was
to carry out an analysis of the workforce in 14 strategic industries. The next step
was to draw up strategic plans for skill development in each sector. The study
showed that the demand for workers in industry would increase by about
900,000, of which 470,000 jobs would be in manufacturing. The demand would
primarily be for skilled workers (i.e., vocational graduates) and higher education
graduates. With regard to vocational education, the education minister subse-
quently.ordered the 412 public vocational schools to admit 25,000 more first-year
students (Bangkok Post, October 11, 2004; Thapanachai, 2004). Furthermore, these
schools were merged into 28 multicampus vocational institutes “aiming at devel-
oping a strong partnership with the private sector; remobilizing resources; devel-
oping demand-driven programs in line with local needs; identifying and
strengthening areas of excellence in each institute; developing multi-disciplinary
programs” (Ministry of Education, 2004, pp. 31-32).

Further, in cooperation with the Federation of Thai Industries, the NESDB in
October 2003 developed a demand-driven program, Thai Vocational Qualifica-
tions (TVQ), to benchmark and improve national occupational skills, so that they
both met international standards and covered the needs of local Thai companies.
Business operators, technical institutes, and trade associations were expected
to work together to conduct needs assessments, develop occupational standards
for each job in each industry, develop competency-based curricula, and finally
develop an accreditation system for training providers. Business operators were
supposed to cover the costs of skills improvements, but the state would subsidize
training. By April 2005, the TVQ Act had been drafted, but it was still in the
process of being reviewed by the Council of State and therefore had still not been
submitted to Parliament. In September 2005, the Vocational Education Commis-
sion approved the formation of the TVQ institute, and committees were estab-
lished to work on the formation of the institute and its program, but by
November 2006, when Thaksin had already left office, the TQV institute initiative
was still pending (World Bank TEM, April 2005, 2006). Behind the stalemate was
a conflict between the MoE and the Ministry of Labor, the latter fearing that it
would lose control over certification standards. In addition, there were conflicts
between public and private training providers because private providers feared
that the new rules would be too expensive to meet (Doner, 2009; Ritchie, 2006).

To promote skills development in the private sector, the Thai government had,
taking inspiration from similar programs in Singapore and Malaysia in 2001,
decided to introduce a payroll tax on firms that were not providing adequate
training. Based on the Skill Development Promotion Act of 2002, a Skill Devel-
opment Fund was set up to support private sector training activities. The act
required all firms of a certain size to make contributions toward the fund at a
fixed rate (not higher than 1%) of their payroll, except if the firm was already an
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authorized training provider. If firms introduced skills development, then they
could deduct the training costs from income tax and get loans from the fund to
subsidize training and skills-testing activities (Department of Skill Development,
2002). While the government thus finally managed to decide upon a levy-grant
scheme, much leeway was left to ministerial regulation and to business lobbying.
“Rather than be responsible for paying into a skills development fund up front,
firms argued that they should only be responsible for the levy if it was found they
were not training. The onus for ensuring that training actually took place fell to
the DSD [Department of Skill Development], which had neither the capacity nor
the motivation to carry out the required menitoring and enforcement” (Doner
et al., 2009, p. 159).

Finally, the skills development strategy was undermined by the lack of
labor/union involvement in its development and by government support of
flexible low-wage industrialization. While trying to convince employers to
support skills development, Thaksin simultaneously undermined efforts to
raise minimum wages and to ratify the International Labour Organization’s
conventions on freedom of association and collective bargaining. Moreover, by
relying increasingly on short-term contracts even in the major export indus-
tries, employers actually undermined long-term upgrading of labor qualifica-
tions {Brown & Hewison, 2005). With more than two fifths of the labor force
employed in the rural sector and with access to immigrant workers from
Cambodia, Laos, and Myanmar, employers were still oriented toward price-
based competition relying on unskilled workers rather than toward in-house or
out-of-house training of their workers. Hence, even if policies are to be
implemented, there are strong structural conditions working against skills
upgrading,

Due to neglect of secondary education in the 1980s and the preference for
low-wage industrialization, Thailand had an underdeveloped skill base. By 2004,
more than 60% of the work force still had primary education only, and even the
high-tech industries mostly employed unskilled production workers. The latter
constituted 75% of the workers in manufacturing, compared to 49% in neighbor-
ing Malaysia (World Bank, 2006a, p. 98, 2006b, p. 21). The problem of skills
shortages and mismatches was also revealed in the Thailand PICS, which inter-
viewed both managers and workers. The study showed that Thailand was pro-
ducing fewer secondary education graduates than countries at the same level of
development and also that the quality of these graduates was lower. Further-
more, both managers and workers pointed to the lack of basic and technical
skills with a particular emphasis on English language proficiency and ICT
skills. Almost one third of workers with education attainment less than a univer-
sity degree and more than primary education reported that they were under-
qualified for the jobs they performed (World Bank, 2006a, pp. 69-80, 98, 2006b,
pp- 19-25).

The above-mentioned mismatch of supply and demand of labor also pointed to
the lack of highly trained scientists and engineers in Thailand. This deficit was
increasingly becoming a problem because Thailand competed with technology-
intensive goods from, in particular China, which has invested dramatically in
expanding its higher education system with an emphasis on S&T (World
Bank TEM, November 2006). This put strong pressure on Thailand to expand
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more visionary industrial technology policies developed around strategic indus-
tries and technologies. Due to the stronger focus on the foundations of interna-
tional competitiveness, the suggested policies and measures also became more
relevant for industry. Further, the policy framework for private sector technology
efforts (including training) was improved, and there was also a growing aware-
ness of the systemic aspects of industrial technology upgrading. On the other
hand, lack of continuity in leadership led to delays and some inconsistencies in
the formulation and implementation of human resource reforms. Further, despite
some success in a few cases, interfirm and extrafirm linkages generally remained
a weak point in Thailand’s innovation system, just as the restructuring and
improvement of RTOs was given half-hearted attention and its implementation
was slow.

While the Thaksin administration was certainly not allied to workers and
uniens but tried to meet what were considered as the needs of domestic capital
and in some cases used consultative mechanisms to extract information from the
private sector, there was still a top-down policy approach that did not do much to
eradicate the private sector’s lack of trust in bureaucrats. The government also
tried breaking the strong bureaucratic fragmentation that for long had resulted in
functional duplication, policy gaps, unclear accountability, wasted resources, and
confusing signals to the private sector. Thus the government tried to improve the
institutional setup by bringing together related state agencies, such as in the case
of the transfer of the Bol from being an agency under the Office of the Prime
Minister to becoming a part of the Mol and in relation to the creation of a new
MoE. However, both the organizational changes and the policy record can only
be fully understood in the context of the broader politics of industrial upgrading,
to which I now turmn.

The Politics of Industrial Upgrading

The mixed record in relation to the willingness and ability of the Thai govern-
ment to design and implement an adequate and coherent set of industrial
upgrading policies reflects particular political processes and institutions. The
following text focuses on three aspects of the politics of industrial upgrading:
political-administrative fragmentation, centralized decision-making, and the
nature of coaliion-building.*

Bureaucratic Fragmentation and Party Politics

Though Prime Minister Thaksin did take certain initiatives to cope with func-
tional duplication and administrative fragmentation, these issues still prevailed
in the government's industrial upgrading policy. It reflected the fact that minis-
tries in Thailand generally were weak while departments were strong. This made
the director-generals in departments the leading senior bureaucrats and actually
divided the ministries into separate “silos,” with each of them having divisions
performing identical services.

The administrative fragmentation was fueled by a similar political fragmenta-
tion stemming from the fact that political parties were themselves divided into
competing factions. Factions brought together a group of candidates/Members
of Parliament who were linked to voters through networks of canvassers and a
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system of vote-buying practices. Factions used patronage from cabinet seats as
their primary source of income, but they were also able to obtain funds from the
party or from other parties if they realigned their affiliations just before elections
or between elections. As the ultimate goal of factions was to join a ruling coalition
and obtain cabinet seats, they were a constant source of instability and fragmen-
tation in the political system.

The political parties in Thailand have traditionally been a collection of factions
fronted by a well-known professional politician, but the most important person
has been the power broker, who is able to form parties out of factions and
coalitions out of parties. The cabinet was thus made up of parties with a prefer-
ence for a “minimum winning coalition”; that is, as few parties as possible for
cabinet posts to be shared. It was not unusual to give the post of minister to one
party and of deputy minister to another, but some ministries had such great
potential for spoils that they had several deputy ministers from different parties
(Ockey, 2003; Pasuk & Baker, 2004). Hence a system emerged in which each party
in the coalition government was in charge of some ministries and of some depart-
ments in various ministries. This meant that the jurisdiction of ministries was
divided among ministers who had their primary loyalty to their party/faction
and not to the coalition government as such. Furthermore, each ministry was
divided into fiefdoms (departments, divisions, or state enterprises) run by
deputy ministers who also had their primary loyalty to their party or faction. The
overall result was a fragmented government system in which each party, through
its deputy prime minister, supervised its part of the ministerial system. Con-
sequently, since ministries were divided into fiefdoms leading to their frag-
mentation, and since there was generally a principle of nonintervention across
ministries, crosscutting the coordination of programs and services was
extremely difficult

This system was partly—but only partly—changed by Prime Minister Thaksin.
As the richest man in Thailand he was in a good position to bring many factions
together in his TRT party and win a landslide victory in the January 2001 election
(and later in the February 2005 election). Further, taking inspiration from Malay-
sia and Singapore he used a grand coalition strategy, which led to the absorption
of—or merger with—two other parties: the New Aspiration Party and Chart
Pattana. By using this strategy and also by applying a divide-and-rule strategy he
could to some extent undermine the power of factions, and by combining the
stipulation in the constitution that ministers were not allowed to hold parliamen-
tary seats with well-placed threats of reshuffling he could also to some extent
avoid factional defections, discipline ministers, and centralize power in his own
hands (Bowornwathana, 2004; Connors, 2005; Painter, 2006).° Furthermore,
power was also centralized by forming an inner circle of close ministers in the
cabinet and by attaching a large political staff to the Office of the Prime Minister
(Pasuk & Baker, 2004, p. 92).° This centralization of power (see also the following
section) may explain why by Thai standards, Prime Minister Thaksin was able to
stay in power for a long period and why he was able to push for more strategic
industrial upgrading policies and get cabinet approval for many (but not all)
reform measures.

However, the fact that the TRT itself was made of factions, that it internalized
coalition politics by bringing other parties under its umbrella, that Prime Min-
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project, based on ad hoc decision-making, the sector-specific cluster initiatives
were mostly based on careful analysis and planning. While the pet projects made
political sense—high political visibility—and were instrumental in building up
new networks of local political support, they did not make much economic
sense.” Fourth, there was also the issue of rhetoric versus reality. The managerial
speech and constant flow of new policies or pet projects coming from Prime
Minister Thaksin and his core economic ministers may also have been more a part
of symbolic policy-making and the need to show initiative and drive. McCargo
and Pathmanand went so far as to argue that “Thaksin is an opportunistic poli-
tician, for whom ideas are simple means to an end. He is not animated by the
pursuit of ideas, but by the pursuit of wealth and power” (2005, p. 20). While 1 do
not fully share this view of Prime Minister Thaksin's policies in relation to
industrial upgrading issues, the rhetoric and symbolic aspects of his personalistic
policy style were clear and should not be overlooked. Finally, by applying a
paternalist approach, Prime Minister Thaksin failed to change the traditional
top-down style of industrial policy-making with weak private sector inputs to
planning and policy-making. This leads to the issue of coalition-building.

Big Service Business, Populist Alliance and Distributive Politics

The TRT's electoral platform for the 2001 elections was organized on a
populist-nationalist basis by on the one hand appealing to small-scale business-
men and the urban middle classes who thought that the Democrat Party had
discredited itself by linking up with the IMF during the financial crisis, and who
were sympathetic to Thaksin’s attack on old-style politicians. On the other hand,
it also had a strong appeal for the rural masses who had suffered most during the
finandial and economic crises and who had been neglected by the former gov-
ernment. In reality, however, it was a third group, big service businesses, that was
the leading force behind Thaksin, and it was also this group that benefited most.

When Thaksin formed the TRT in 1998, he drew on the support of major
business survivors from the crisis. Many belonged to the group of so-called
concessionaries, ie., new metropolitan businessmen who obtained lucrative
concessions in mobile phones, media, and entertainment businesses. By 2001,
they also entered politics to defend and enhance their business interests. The
leading business force behind Thaksin was thus not rooted in the manufacturing
sector but mainly in four segments of the service sector: telecoms, real estate
and construction, entertainment and the media, and to some extent banking. It
should be noted that these segments were financed by domestic capital and were
oriented toward a domestic market protected from foreign competition by licens-
ing, concessions, national security laws, and the alien business law. The govern-
ment favored the collective interests of these big service businesses by delaying
the privatization of telecommunication agencies, by delaying the establishment
of independent regulatory commissions for broadcasting and telecom as
required by the 1997 constitution, and by easing conditions regarding conces-
sions (Hewison, 2005; Pasuk & Baker, 2004). On top of this, there were several
cases of more particular favors (McCargo & Pathmanand, 2005, 222-223; Pasuk &
Baker, 2004, p. 112; Tejapira, 2006). For example, state financial institutions
favored specific businesses by writing off substantial amounts of bad debts. In
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short, there were very close, particularistic links between Thaksin and his busi-
ness tycoon associates. Rather than destroying the patronage of old politics,
Thaksin managed to elevate it to a new level and take control of it?

It thus appears that the Thaksin government was organized around a narrow
coalition consisting of the Shinawatra business empire and Thaksin’s business
associates (plus his wider network in the military and the police). However, the
reason for Thaksin's landslide victory in the elections was his appeal to rural
voters and the urban poor who together made up almost 70% of the population
and had been politically marginalized during previous governments. Just a year
before the 2001 election, Thaksin and his advisors drew up a three-point rural
program, consisting of a three-year debt moratorium for farmers, a Btl million
community fund for every village in Thailand, and a Bt30-per-hospital-visit
program. The reforms were mostly of a distributional nature, and other aspects of
the new populism were aimed at converting peasants into small entrepreneurs,
rather than changing their structural position in the overall socioeconomic struc-
ture, e.g., through land reform.” The next step in this new “contract policy” was
to actually carry these policies out soon after the election, and by doing so Prime
Minister Thaksin managed to obtain strong support among rural people in par-
ticular. During the election, the TRT used the media and the press to make direct
appeals to the rural poor, but to be effective it also had to rely on “old politics”
and use substantial sums to buy local canvassers and bring in “old-style” faction
leaders, not least Sanoh Thienthong (the Wang Nam Yen faction). In sum, by
combining a narrow alliance encompassing a selected group of domestic busi-
nesses with considerable side payments to the rural masses, Thaksin managed
to develop a special kind of “business populism,” or a rich-poor “pluto-populist
alliance” (Baker, 2005, p. 108; Hewison, 2005; Pasuk & Baker, 2005).

In relation to the policies of industrial upgrading, one can observe first that there
was much more focus on distributive politics as compared to productive devel-
opment policy. The distributive focus encompassed both handouts to the rural
poor and side payments to business supporters.”” Second, the alliance with busi-
ness was directed at service sectors oriented toward the domestic market, while
manufacturing sectors were less well placed. This meant that Prime Minister
Thaksin was neither particularly interested in embedding the foreign assemblers
in the export-oriented sectors (e.g., automobiles and electronics/HDD industries)
more in the Thai business context, nor in promoting industrial upgrading of the
local Thai suppliers in these industries. In contrast, his focus was much more on the
idea of developing new innovative entrepreneurship, combining available new
technology with existing local knowledge (called “local wisdom”) and coming up
with new national products to serve the domestic, regional, and in some cases
international markets. Third, in contrast to the earlier indirect influence of metro-
politan businessmen, Prime Minister Thaksin brought representatives of metro-
politan business groups into the TRT party and into government, making it more
difficult to develop more broad-based industrial upgrading policies.”

Conclusion
Prime Minister Thaksin was the first elected Thai prime minister to serve a full
term, and his politics was one of centralization of political power in the hands of
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I focus only on these three political-institutional factors, but as correctly pointed out by a reviewer

three other factors played a role, too. First, the ministries involved in industrial upgrading were .

mostly weak ministries and academic economists who preferred a hands-off approach to economic
development populated the key economic ministries. Second, the core persons in charge of S&T kept
addressing S&T issues as simply a matter of science-push with an emphasis on R&D and human
capital formation rather than as a broader and more demand-driven process of improving the Thai
innovation system. Third, the still-influential old establishment around the monarchy, high-rank
bureaucrats, and old business families had interest in neither bureaucratic mrmrm.:m_ nor industrial
upgrading. In addition, one could mention that there were strong structural forces at play. The
pressure from the economic downturn that during the early years forced Prime Minister Thaksin to
act and also put a strong incentive on businessmen to care about the structural problems of competi-
tiveness was eased as Thailand went into a period of fast economic recovery.

*During his first government (2001-2005) there were no less than 10 such reshuffles.

“For details of the personnel in Prime Minister Thaksin's inner network and political staff, see
McCargo and Pathmanand (2005, pp. 93-99) and Pasuk and Baker (2004, pp. 66-74).

“Funston (2002, p. 320) observed that the product selection was arbitrary without clear guidelines
and that the program was an administrative nightmare that involved no less than 16 different
ministries and agencies. McCargo and Pathmanand (2005, p. 82) observed that the OTOP exezcise
played a role for Prime Minister Thaksin’s sister in her formation of a political support base in
northern Thailand, and that Suriya Jungrungruenkit as Minister of Industry and a wealthy new party
secretary-general was instrumental in this process. By mid-2005, it was clear that the OTOP had lost
momentum and could not make a major contribution to industrial development in Thailand (see, e.g.,
Bangkok Post, 2005).

*Factions were still to some extent allowed to fund themselves through their respective individual
cabinet members by entering into old-style patronage. Consequently the usual corruption scandals
mvmmm-mn_ in various ministries.

‘Other parts of this grassroots program include the OTOP scheme already mentioned, a People’s
Bank, and associated micro-credit schemes.

"“For a comparison of the size of pro-poor distribution with that of pro-rich redistribution, see Warr
(2002, pp. 332-334).

"In this sense Prime Minister Thaksin differed from Malaysia’s Mahathir Muhammed and in
particular Singapore’s Lee Kwan Yew—both of whom he admired and tried to copy (Pasuk, 2004).
Prime Minister Thaksin did interact with broader parts of national business. As a part of its “com-
petitiveness drive,” the Thaksin government did in March 2002 formalize broader public-private
deliberations by setting up a national committee with the participation of the prime minister, the
economic ministers, the Federation of Thai Industries, the Thai Bankers’ Association, and the Board of
Trade. The committee reflected the increasing concern in both the private sector and the government
about Thai competitiveness in core experting industries, as well as Prime Minister Thaksin’s ambi-
tious plan to convert Thailand into a knowledge-based economy, but this mechanism did not repre-
sent a significant shift in the direction of a more institutionalized public-private sector interaction
(Bangkok Post, March 7, 2002).
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