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Introduction

It was already in the early 1990s acknowledged that Thailand was equipped a weak science and technology infrastructure, and the financial crisis in 1997-98 revealed that many local Thai suppliers were in the process of loosing ground to global suppliers because they were not in the position to live of to the rising QCD (quality, cost, and delivery) requirements. Based on a factory diagnosis of the automotive and auto parts industry a JICA Study team in its 1999 Follow-up Study of Supporting Industries in The Kingdom of Thailand stated that ‘both the government and private sectors must clearly and fully recognize the danger of elimination of the local industry companies because of weak competitiveness relative to global suppliers and imported parts after year 2000.’ In relation to the electrical and electronics parts industry, the team further observed that ‘local parts manufacturers, which are mainly small-to-medium enterprises, were unable to deliver parts of export grade to those buyers who were making a transition to expansion of exports’
 A UNIDO Study of Thailand’s manufacturing competitiveness found that the nature of Thailand’s industrialisation ‘with its heavy and persistent reliance on imported capital goods, intermediate goods and technology, was a major contributor to the widening trade deficit in manufactured goods, in overall exports and in the current account’.
 This study also found that compared to 1996, Thai exports had by 2000 lost considerable market-share in the fast-growing product segment.

Further, a comprehensive study of Thailand’s system of industrial technology development observed that Thailand was a regional laggard in industrial technology development. ‘The current intensity of R&D performed by business enterprises in Thailand lags around 10-15 years behind the level in Korea in the early 1980s when that country had a similar level of industrial and manufacturing development as contemporary Thailand. The intensity of business-performed R&D in Thailand would need to be increased to around 20 times its present level in order to ‘catch up’ with the intensity in Korea at the corresponding stage of industrial development.’
 This study also called for the economic agencies (in particular the Ministry of Industry) to take on direct responsibility of more policy and institutional support for industrial technology development, just as it pointed at the urgency of the whole matter. ‘Further, we believe it is a matter of great urgency … because it takes a considerable time to deepen the technology development capabilities of industry. But significant technological deepening will be required very quickly if industry in Thailand is going to contribute even to maintaining real income levels over the medium term, let alone to raising them in a world where competitiveness depends increasingly on technology development and its underlying knowledge, skills and organisational arrangements.’
 Finally, although the 2000 R&D/Innovation Study found an increasing trend in private-sector R&D, and the existence of broader non-R&D technology activities as well, it also demonstrated that more than four fifths of Thai enterprises did not conduct R&D, and more that three quarters were not involved in broader innovation activities; that most firms had low levels of technological capability, with only simple testing and quality control; that less than half had design capabilities; and that only a third had a capacity for reverse engineering.
 In short, a range of studies and reports pointed to the fact that Thailand had serious problems in relation to supplier development/linkages, competitiveness and industrial technology development.

Henceforth, it was timely that the Thaksin government, which came to power in February 2001 suggested a development strategy that would shift Thailand towards a ‘knowledge-based economy.’ In his speech to the UNESCAP session in April 2001, Thaksin Shinawatra 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 marketing and communications technology’ and that she could not ‘rely on adopting or importing discarded industries or products of low value nor rely on promotion of export industries requiring high import contents and low cost labor with low domestic value added’.

The policy was presented as a so-called a “dual-track” policy aiming to expand the export-led sector while boosting the domestic economy, with a particular emphasis on the rural economy. In contrast to the neo-classical macro-economic focus of the previous government(s), the new government apart from stimulating domestic demand stressed the importance of supporting local resource capacities and local entrepreneurship, and of enhancing the meso-level and micro-level foundation for international competitiveness. Furthermore, Thaksin stated that he was determined to use his political power to modernise the administration and curb the traditional bureaucratic culture – making it possible to develop coherent policies and actually implement such policies. In all this the paternalist and developmental approach of Singapore’s Lee Kwan Yew inspired him.

The present paper focuses on the way the Thaksin governments dealt with the problems in relation to internal linkages, competitiveness and industrial technology development and analyses the ability and willingness of the government to design and implement an adequate and coherent set of industrial upgrading policies. It is argued that although many initiatives concerning industrial upgrading and institutional strengthening were taken they did not add up to an adequate and coherent set of industrial upgrading policies. This was partly due to institutional legacies in the bureaucratic system but mainly a result of the politics of survival  and the nature of coalition building. The rest of the paper is organised as follows. The second section outlines the framework of analysis. Then follows two sections on Thaksin’s policy of industrial upgrading. The fifth section deals with the public sector reform process, while the sixth section is about the underlying political processes.

The policies and politics of industrial upgrading – elements of a framework of analysis.

The analysis is based on the assumption that a transition from low to high value-added activities does not take place ‘automatically’ as a result of the working of market forces or of the choices and activities of transnational companies or 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, and thus did not adopt the ‘good policies’ and ‘good institutions’ prescribed by the so-called Washington Consensus.
 Henceforth, there is good reason to believe that set of strategic policies and related governance will also be needed in the case of Thailand in its endeavour to catch-up or at least keep-up with the advanced capitalist countries.

Strategic industrial policies are those that are deliberately aimed at fostering new industrial capacity and at shifting the industrial structure towards 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 competitiveness in the domestic market. We examine a subset of strategic industrial policies, namely the deliberate attempts to foster industrial upgrading. The latter refers to the shift to a more advanced and competitive industrial structure. Here the focus is on technological advance and organisational learning, making 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 (intra-firm) technology efforts; by strengthening inter-firm knowledge spillovers and learning effects through fostering dense networks of local suppliers; by building up a strong infrastructure of extra-firm public research organisation (RTOs); and finally by developing human resources for industrial technology development. Concerning the second type of policy intervention it should also be noted that by supporting local/domestic suppliers, countries also reduce value added leakage and improve the balance of trade.

In the present paper the focus is on the ability and willingness of the government to design and implement an adequate and coherent set of such industrial upgrading policies. 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. 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 also refers to policy content that is to whether the state introduces a set of policies that all work in the intended direction and not against each other. Finally, the paper focuses only on the state’s deliberate and direct attempts to influence upgrading processes.
 

Although policy content is a major object of analysis, the paper also addresses the policy process, i.e. whether and especially how states actually create and implement such policies. Policy choice and policy design are complicated matters. In relation to agenda setting and formulation of industrial upgrading policies a strategic vision of supplier development and technological development is vital both to create policy coherence and to serve as a focal point – or “a development corridor” –around which private sector decisions can be coordinated. However, 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 prioritise other issues that are more important for their political survival. The political elite may also have preferences for formulation policies that help existing firms rather than moving strategically towards emerging firms with a higher value-added potential. 

Even if they 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, the kind of policy and institutional support we are interested in here is not particular controversial and thus 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 technical capacity as well as sufficient financial resources. Furthermore, as such policies often cut across bureaucratic agencies, successful implementation requires bureaucratic co-operation. Implementation may fail because the bureaucracy has insufficient autonomy from above (i.e. from politicians and individual ministers) but may also fail if the bureaucracy does not receive sufficient support from the political elite. Implementation may also fail if there is too little autonomy from business (i.e. if the bureaucracy is captured by individual firms or business groups), as well as if there are insufficient connections to the business sector, which both has vital information to provide and is crucial in the actual implementation process. One should also note that we are concerned with both macro and micro-levels of implementation. The former involves political and bureaucratic officials having decision-making responsibilities, thus being directly involved in the politics of implementation and policy redesign. Micro-implementation, by contrast, is carried out by lower-echelon implementers in focal agencies (e.g. in industrial service or science and technology units). It is at this level that sub-sectoral, public-private policy networking, including possible feedback and two-way learning processes, are especially important. Finally, implementation of upgrading policies may run the risk of shirking by bureaucrats, who may concentrate instead on bureaucratic politics and maximising budgets. Henceforth, policy implementation is a complex matter, being highly interactive and apparently as much political as technical. There are also limitations at the impact stage, in the sense that well-conceived and well-implemented policies may not have the intended effect due to changing structural conditions and/or private sector resistance.
Altogether, this also implies that broader political-institutional factors must be taken into account, which leads us to the broader politics of industrial upgrading. What states actually do with what they have cannot be deduced from what states can – i.e. state capacity. At a more general level, the potential developmental role of the state cannot be studied only by looking at administrative structures, interactions and procedures. In the end, it is a matter of political structures and processes. To understand state action and development orientation, one needs to consider leadership, state elite challenges, political conflicts, political exchange relations, coalitional politics and legitimacy. One may find a determined developmental elite and/or there may be elite cohesion over national goals, which may in turn be associated with a developmental urgency stemming from external threat or regional competition.  Alternatively the elite may be divided, and/or abundant natural resources may make dynamic industrialisation a less urgent matter. Even when we find that the state has played the developmental role, this may be not because it has exclusively followed a particular economic-technocratic logic, but may reflect a political logic that has unintended consequences and that takes the form of an ex-post developmentalism. Further what look like a developmental policy may actually be ambitious and unrealistic policies that are brought forward for symbolic reasons or because huge projects normally also have wide scope for monetary gain (corruption). Similarly, one must also study the politics of state-business relations, not just technocratic public-private networking. While all capitalist states are structurally constrained by their dependence on a stable but dynamic private sector, some are further constrained by political exchange relations with the private sector. In any case, one must analyse how political coalitions building and political exchange relations between state and business elites are organised, and how this impacts on ‘the will’ of the state elite in relation to industrial upgrading. Finally, though less obvious than when we analyse economic policy more broadly, the relation between the state and broader segments of society, and in particular how political legitimacy is ensured, must be taken into account too. 
The Thai policies of industrial upgrading - national competitiveness, industrial linkages and small-scale entrepreneurship.

The Thaksin-I government became pro-occupied with policies that could improve national competitiveness. One aspect was the strong emphasis on accumulation of technological capabilities in general and information and communication technology (ICT) capabilities in particular. Another set of policies and institutional building was aimed at creating stronger intra- and inter-sectoral linkages as well as assistance to small-scale enterprises (SMEs) and cottage industries. In this section we will deal with the latter set of policies, while technological capability and skill upgrading is addressed in the next section.

A high-level National Competitiveness Committee (NCC) set up in the spring of 2002 orchestrated the government’s industrial competitiveness strategy. The committee was allocated Bt17.6 bn for ad hoc programs outside the ordinary fiscal budget. It commissioned numerous studies and projects. Building on the endorsement of ‘Thailand's Vision’/’Seven Dreams’ (January 2003), the NCC developed strategies to promote certain niche sectors and to support SME businesses. The five strategic niche sectors chosen by NCC to turn Thailand into a regional manufacturing hub were processed food, automotive vehicles and parts, fashion (including garments, leather and jewellery) tourism and software (multimedia and animation). The first group of products was to convert Thailand into the ‘Kitchen of the World’, the production of automobiles and parts would take place in the ‘Detroit of Asia’ and the capital was to become the ‘Bangkok Fashion City’.
 The strategies that were built around the business cluster idea was developed by the National Economic and Social Development Board (NESDB) and accepted by the NCC that hired Harvard economist Michael Porter to give input to the cluster approach and his people conducted specific studies of potential clusters in tourism and shrimp farming. 

These general ideas and priorities were transformed into a set of new industrial policies that focused on targeted industries. By October 2003, the automotive and parts, fashion and textiles, and electronic/electrical appliances sectors had been selected as pilot clusters.
 In March/April 2004, a cluster development manual had been prepared, the Ministry of Industry (DIP) 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 programme, while Deputy Prime Minister Suchart talked about ‘ways to revive’ it. Finally, the ceramics (in Lampang) and digital industries i.e. industries that had long been ‘promoted’ by Ministry of Industry (MoI) and Board of Investment (BoI) were added to the list of clusters to be promoted, and 2005 was fixed as the year in which support for clusters – i.e. their becoming regional manufacturing hubs – was expected to ‘take off’.
 In his 55th statement on the new governments policy in March 2005 Thaksin reiterated that cluster support was an important ingredient in the governments policy and that the government would support cluster formation in the five niche sectors and wider industries. The government would “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.”
 
The actual results of the niche-cluster exercise appear to be mixed and the sectoral approach did not seem to survive during the post-coup interim government of General Surayud Chulanont. The Bt1.8bn (US$ 46) Bangkok Fashion City project which aimed at placing Bangkok as a regional fashion hub at par with Paris and Milan focused on raising the international awareness of Thai design and skills. Though, a few local manufacturers were able to register improved international awareness of their brands, the project was criticised for lacking transparency, for benefiting to few entrepreneurs and for wasting too much money on luxurious trips and exhibitions.  By mid-2005, only seven out of eleven project under the campaign had started.
 Concerning the plan to support the automotive industry to attain the status as the ‘Detroit of Asia’, the Japanese auto producers and their Western followers kept expanding their production and exporting activities in Thailand with an emphasis on the one-tonne pick-up trucks. The total vehicle production surpassed 1,1mn units in 2005, of which 440.000 were exported. However, the plan to diversify production into trucks of other sized and/or fuel-efficient small cars (“eco-cars”) was characterised by rapidly shifting plans.
 

As part of the dual track policy Thaksin also stated that the new government would 'promote the development of basic industries and linkages with supporting industries as part of industrial restructuring and development'.
 However, in relation to linkage policy, there was less emphasis placed on much needed vertical linkages with TNCs and on support to domestic suppliers serving the latter. While the only serious vertical linkage programme to create inter-firm linkages and embed TNCs in the local industrial structure – the Board of Investment (BoI) Unit for Industrial Linkage Development (BUILD) programme - was allocated a mere Bt27 million in 2002, the high-profile cottage industry OTOP (‘One Tambon, One Product-Project’), aimed at promoting a unique product for each village (tambon) in Thailand, had a budget of Bt800 million.
 A further initiative of horizontal linkage formation was demarcation of exclusive zones and industrial estates for SMEs. Though such zoning may create a certain collective efficiency it certainly also contributed to the ambiguity around the whole cluster development exercise. More generally, the promotion of clusters became a buzzword used in a variety of programmes and strategies. As it encompassed national clusters, sectoral clusters, regional clusters and local level clusters there was somewhat confusion around the cluster approach.

Stronger assistance to SMEs and cottage industries as well as the formation of a class of new innovative entrepreneurs were further cornerstones of the government’s policy as reflected in the relevant documents. In relation to SME assistance, the short-term measures were focused on financial support, business advisory services and support to production, management and marketing.
 

Financial support was aimed at solving the SME liquidity problem. Low interest rate loans were to be channelled through commercial banks and the specialised financial institutions. However, commercial bank lending to the business sector in general was slow to materialise. In order to expand SME lending from commercial banks and state-owned banks, the Bank of Thailand (BoT) and the Ministry of Finance (MoF) told state banks to develop a comprehensive SME strategy and accelerate SME lending, while commercial banks were asked to set up SME lending targets and to report on actual extended credits to SMEs on a biannual basis. Having been negative in 2000, the extension of loans went up but only slowly to 0.5% in 2001, 2.7% in 2002 and 3.5% in 2003.
 As a consequence of the failure to get the commercial banks to channel funds to SMEs, the Thaksin government turned to state-owned finance institutions. During the financial years 2002 and 2003, the specialised financial institutions actually provided SMEs with estimated funds equal to 2.7–2.8 per cent of GDP.

Financial support to SMEs was also included in the October 2001 Bt 58bn emergency stimulus package, of which Bt 8bn was planned for industry. The Industry Ministry's first project was a Bt2bn programme, The Invigorating Thai Business Programme (ITB), to provide technical and financial support to 2,600 SMEs.
 During its first phase (2002-03), 2,256 troubled enterprises were selected for support (out of 3,917 applicants) and approximately Bt1.9bn was disbursed.
 Though this programme was at a much larger scale than similar programmes in Thailand, it was according to Dhanani and Scholtès ‘a crisis-related project’ and so it was not ‘geared to building long-term relationships with enterprises’ just as it was ‘heavily reliant in consultants, many of whom from universities and institutes, and who have limited practical experience’.

Furthermore, new initiatives were taken in relation to venture capital. In 2003, the Thaksin government set up a Bt 5bn venture capital fund aimed at creating joint ventures with SMEs. The fund was set up to assist SMEs financially as well as to assist them in upgrading their management and marketing skills.
 The plan was to invest no less than Bt2bn in 2004, but by May 2004 the investment had reached only Bt66 million.
 The problem of expanding venture capital for SMEs was also found in the Bt 1bn Venture Capital Fund (established in 2000 by the Democrat government), which the firm One Asset Management ran for the government. During 2000-2004, the firm was contacted by 1900 SMEs, of which 366 submitted an application, including a business plan. By October 2004 only 54 had been selected as qualified and they were mostly found in ICT/software and the food industries. The executive vice-president of One Asset Management pointed to the lack of business potential and competence, owner withdrawal and a reluctance to change accounting systems as the main obstacles to investments in SMEs.
 In contrast, representatives from the private Subcontracting Promotion Club pointed out problems related to the rules governing the fund. Because the venture capital fund could only hold fifty percent of the paid-up capital, assistance was limited to 500,000 baht, which they considered to be an insufficient sum for business expansion. Furthermore, the club found that regulations giving the fund one seat once it had made a fifty percent investment produced resistance among family-owned SMEs.
 However rather than looking at the underlying problems, the Cabinet decided to boost venture capital investment in SMEs by making income tax exemptions more favourable for such investments.

A final area of financial support was debt restructuring. By early 2005, the post-financial crisis process of debt restructuring had generally been finished for the large companies. However, debt restructuring of SMEs had not got very far, and the World Bank expressed concern that so little progress had been achieved for these companies. ‘Given the relative importance of the SME sector to the national economy and the fact that there remain substantial amount of NPLs in the financial system, it is worrisome that debt restructuring of SMEs has not made significant progress.’
 In short, although the picture is mixed, there can be little doubt that the Thaksin government was more committed to giving financial support to SMEs, and that this commitment was transformed into significantly higher rates of lending by the special finance institutions.

When it came to non-financial support to SMEs a more proactive, comprehensive and fairly coherent SME policy had been designed in the wake of the financial crisis. Partly as a result of small business criticism but mainly due to an alliance between agencies distributing Japanese aid (the Miyazawa Fund) and core politicians and bureaucrats within the Ministry of Industry a comprehensive SME initiative was undertaken. In January 2000 an SME Promotion Act was adopted. In order to ensure coherence and co-ordination of effort, the new legislation set up an SME Promotion Committee chaired by the Prime Minister and consisting of 25 members, two from apex business associations (Federation of Thai Industries (FTI) and the Board of Trade), and at least further six nominated by private-sector organisations. Moreover, it was decided to establish a semi-autonomous Office of SME Promotion (OSMEP) and an SME Promotion Fund. 

OSMEP was to co-ordinate the formulation of an SME Promotion Action Plan, manage the SME fund and prepare SME status report to the cabinet.
 Apart from covering the administrative costs of OSMEP, the SME Promotion Fund was to be used to fund projects under the SME Promotion Action Plan and to give financial and other assistance to SMEs.
 Moreover, a comprehensive, multi-agency SME Master Plan (1999-2004) covering seven main strategies was decided upon. A final important initiative was the formation of an Institute for Small and Medium Enterprise Development (ISMED). ISMED’s role was to disseminate knowledge and provide training and advisory support to SMEs. The Institute was semi-autonomous under the MoI and was regarded as a network organisation consisting of the ministry’s Department of Industrial Promotion (DIP), Thammasat University and the major regional universities. The target groups were middle management and employees of SMEs, as well as student and graduates with the potential to become entrepreneurs or SME advisors. More specifically, the Institute was expected to train 116,000 entrepreneurs (including 84,000 new entrepreneurs) during the period 1999-2004.
 

Hence by early 2001 a comprehensive SME policy was already in place but implementation of a credible and well co-ordinated SME policy had still not taken off. The new incoming Thaksin government had a strong focus on SME and entrepreneurship - but mostly on micro-enterprises (community enterprises) in the provinces and on exporting SMEs in the main exporting industries (target sectors). As mentioned previously, the Prime Minister’s preference for supporting development of unique products for each village  (OTOP) was highlighted and given able funding. The strong rural grassroots orientation in the SME policy was also reflected later on in Thaksin’s policy statement in March 2005. Here he stated that ‘regarding small and medium sized enterprises, the Government will create opportunities for entrepreneurs to be able to access financial resources, product development and innovation, and local and international marketing, so as to build competitiveness through various mechanisms that have already been initiated i.e. village fund and bank, assets capitalization, and development of standards and quality of OTOP products.’

During the Thaksin-I government a further range of business advisory services was set up. Thus in 2002 DIP in co-operation with Industrial Finance Corporation of Thailand started a Bt2bn large New Entrepreneur Creation (NEC) Programme consisting of financial, production and marketing training courses in preparation for SME business in ten provinces.
 Though the programme in theory targeted university graduates and researchers, there was according to a preliminary investigation by Altenburg et al. in practice a focus on enterprises in traditional, non-dynamic industries (furniture, handicrafts, textiles etc.), so there appeared to be a lack of guidelines and criteria for selecting innovative business projects.
 
The DIP still appeared to be in charge of SME development, since it was in the process of preparing a new SME development plan. In order to upgrade training, technological assistance and marketing support, improvements to the functioning of SME-related agencies were suggested. OSMEP– supposed to be in charge of SME policy - was actually set up in 2001 with a budget of Bt100 million for the first year. It was in particular involved in setting up a national SME data centre connecting all existing SME information in government agencies so as to be able to provide up-to-date information to SMEs. In 2004, it expanded its activities into the provinces. However, it looked as if the OSMEP had difficulties in actually getting and playing the planned role of a co-ordinating and screening SME body.
 

Altogether a range of non-financial SME support measures was taken but is was not obvious how they were co-ordinated among each other, with previous SME policies and with other targeted industrial policies. Moreover, they were only able to reach a small part of the potential target group. When reaching them they mostly took the form of supply-driven support, which may have difficulties in meeting the needs of SMEs at their actual threshold of production, technology and marketing. Finally, the stronger rural orientation did not make SME support easier as many rural communities lacked the absorptive capacity to actually take advantage of the state support measures.

Summing up, during the Thaksin governments there was a strong policy focus on SMEs, mostly on micro-enterprises in the provinces and on exporting SMEs in the main exporting industries (target sectors). Though there was much concern over ‘screwdriver’ assembly industries and the dominance of foreign manufacturers, the need to reduce imported inputs in production by supporting industries, vertical linkages and supplier-SMEs was not a priority consideration. As part of the stimulatory economic policies to reinvigorate the economy, assisting SMEs and supporting a new grassroots economy, Thaksin successfully utilised the special financial institutions. Hence, financial assistance was significantly stronger than under the previous governments and in general more effectively implemented.   However, the relationship between these SME initiatives and other competitiveness and clustering initiatives were not always clear. In relation to the latter, many new ideas, visions, and new plans were brought forward. While the problems and constraints in individual industries were studied extensively during this process, the transformation from plans to specific policy programmes took considerable time. At lower levels of the bureaucracy there appeared to be a strong emphasis on adjusting to the new government's catchwords of competitiveness, SMEs, entrepreneurship and community enterprises, rather than on the implementation – in particular coherent implementation – of concrete measures providing or supporting real services.

The Thai policies of industrial upgrading - towards a knowledge-based economy.

As part of its endeavour to enhance the meso-level and micro-level foundation for Thai international competitiveness there was also strong emphasis on accumulation of technological capabilities. Thaksin talked repeatedly about the transformation of Thailand to a ‘knowledge-based economy’ through the formation of a class of new innovative entrepreneurs, the use of local knowledge (‘local wisdom’) and the introduction of information technology. In his policy statement to the National Assembly in February 2001 he stated the government was mindful of the fact that ‘in order to achieve economic recovery it is necessary to rely on appropriate science and technology for developing the production and services sectors’ and a set of policies were listed including development of S&T personnel, revision of S&T laws and promotion of technology, in ‘particular information technology for modern administration and management’.
 When Thailand had recovered the financial crisis and when Thaksin started his second period as PM in 2005 his policy statements apart from cluster development stressed the need to develop local science, technology and innovation capabilities, to strengthen S&T manpower and human resources in industry, to strengthen the S&T infrastructure at the regional level (the provinces) and to encourage clean technology production.
 The notion of national innovation systems had entered strategic policy documents by 2003-4, and the priorities in Thaksin’s second policy statement were a reflection of the Science and Technology Action Plan (2004-2013). The plan identified four national priority core technologies: information and communication technology, biotechnology, material technology and nanotechnology, and pointed at five major strategies: cluster development linked to strengthening of the national innovation system, development of S&T human resources, development of S&T infrastructure, enhancement of public S&T awareness, and improvements of the S&T management system.

The issue is then to what it extent the Thaksin governments actually succeeded in introducing and implementing a strategic and more coherent industrial technology policy with the aim of improving Thailand’s innovation system. More specifically, what was done to promote intra-firm, inter-firm and extra-firm aspects of technological capability accumulation?

In relation to promotion of private sector technology efforts, the Thai government had been running a combination of fiscal and financial mechanisms, and a June 2002 evaluation report had concluded that Thailand’s system of incentives did not pay sufficient attention on ‘efforts to enhance basic engineering and design capabilities, building knowledge networks between large and small firms and stimulating demand for technology upgrading. Other weaknesses identifies in the Thai systems concern targeting, coordination and promotion of the schemes and a lack of an overall evaluation framework.’

The Thaksin government did introduce two important changes. First, the government in August 2003 decided to merge two of the financial support schemes into a National Innovation Agency (NIA), to promote and support ‘innovation for competitiveness’. Besides supporting innovation at the enterprise level through financial and technical advice, NIA was also supposed to create a supportive atmosphere for innovation culture and to strengthen the national innovation system.
 Second, the BoI as part of the public administration reform (se below) was in October 2002 transformed from an agency under the Office of the Prime Minister to becoming part of Ministry of Industry. The BoI, which had traditionally focused on investment promotion in relation to “physical capital rather than “knowledge capital”, was asked to focus more on the latter. Hence it launched a new investment promotion strategy in late 2002. Since BoI was to pay much more attention to issues of long-term competitiveness, it designed a special promotion package for ‘Skills, Technology and Innovation’ (the STI package). Under this framework, firms could enjoy one or two years of extra incentives in the form of an exemption from corporate income tax for expenditure on R&D or design, advanced technological training and support for educational or research institutions. With regard to R&D or design, firms could enjoy such extra incentives by spending at least 1-2% of sales on R&D or design, or by employing scientists and engineers with at least a bachelor’s degree if they represented at least 5% of the work force. In December 2005 a more flexible STI incentive system was introduced. Now the incentives were applied to the total of STI expenditure and the greater the expenditure, measured either on a scale from 1%-3% or from Bt159 million–Bt450 million, the greater the tax exemption.
 

In brief, both initiatives indicated a stronger focus on technology upgrading and of a broader range of innovation-activities making the policies more relevant in a Thai context, in which most firms have technological capabilities well behind those required for entering into advanced R&D.

Concerning strengthening of inter-firm knowledge flows, the vertical innovation-related links between producers and customers and between producers and suppliers (of inputs and equipment) in Thailand were by the end of 20th century considered to be important for technology development but also limited and weak.
 The ability to use such linkages for capability development was of course also closely linked to the absorptive capacity of the producers in question. During the Thaksin period the weak and fragmented inter-firm linkages were acknowledged but the main policy focus was as described previously on horizontal linkages and clustering.

Concerning the extra-firm links to public research technology organisations (RTOs) these links have generally been weak in Thailand.  For one, public research activities have not been oriented towards industry. Next those that were supposed to service the industrial sector conducted RTO activities that were supply-driven in the sense that they defined their own priorities and focused on capability building in the RTOs that subsequently could be transferred to the private industry. When ad-hoc links were created, they were related to company-specific problem-shooting rather than to helping enterprises deepen their own expertise and improve their ability to acquire and exploit external knowledge in the process of building up technological capabilities. Moreover, RTO services were little used and they were considered as unimportant sources of innovation-relevant information. Further, there were overlapping services and a general lack of both institutional and functional specialisation. Finally, the activities were not adjusted to the fact that most firms were below the R&D threshold, so that consultancy and advanced technical services rather than R&D were of particular importance for developing their technological capabilities.
 

The Thaksin government was well aware of the need to focus and improve the role of RTO in industrial technology development. Hence, both the research oriented RTOs under the Ministry of Science and Technology (MOSTE) and the more service-oriented RTOs under MoI were involved in the cluster-based initiatives. Thus the National Electronics and Computer Center (NECTEC) of the National Science and Technology Development Agency (NTSDA)s became an active agent in the Hard Disk Drive (HDD) industry. Thailand was the world’s second largest HDD producer and export of HDD and peripherals accounted for 12% the country’s export. The HDD industry consisted mostly of fully-owned foreign enterprises that traditionally had functioned as a “high technology enclave” with import of high technology 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 hand-off approach in relation to technology development.
 According to Brimble and Doner there was a major shift in the governments approach to HDD industry in 2003. Building on previous action of first the HDD giant Seagate and later the collective initiatives by the Thai branch of the global HDD association IDEMA, the NSTDA financed a HDD industry cluster study. The following year BoI made HDD a prioritised industry and  made a special incentive packaged for the industry.
 In August 2004, the NECTEC worked with IDEMA to set up a co-ordinating cluster management organisation under the leadership of a university professor with industry experience. Hence, there is now a HDD Programme, a Steering Committee for the HDD cluster and a HDD Institute.
 As far as university-Industry linkages (UIL) is concerned more initiatives have taken place in HDD industry but generally the linkages between academia and industry are according to Brimble and Doner few and weakly institutionalised.

Initiatives were also taken in relation to the basic technological infrastructure, which during the 1990s was organised into semi-independent industry institutes under the MoI. Since the Thaksin government acknowledged the problems of limited financial means, limited technical resources and narrow orientation, it decided not just to accelerate the formation of independent sectoral institutes, but also to focus their mission and strengthen them financially. Based on a 2003 NCC study, it was in the spring of 2004 decided that the Productivity Institute, the Automotive Institute, the Food Institute and the Textile Institute would be the first to undergo restructuring during 2004-2006. In April 2005, the World Bank observed that ‘the progress of the restructuring has been slow due to insufficient allocation of government resources for the institutes, and the multi-layer bureaucratic procedures that delayed implementation’.
 Concerning international standards, metrology, testing and quality control, the quality and outreach of public organisations were still too low, so local companies had to pay high fees to international agencies to acquire product certification.
 

In short, there were signs of a more focused and strategic approach in relation to the RTOs. However, this does not indicate that Thailand has moved far in relation to creating extra-firm or for that sake inter-firm linkages related to technological development. A 2006 World Bank study of analysed the country’s technological capabilities based on the productivity and investment climate survey (PICS) embracing 1385 local and foreign firms of various sizes in ten different industries plus 100 in the ICT sector. The survey took place during March 2004 - February 2005. In the study, it turned out that linkage capabilities were actually the weakest TC-component, meaning that Thai firms generally have difficulties in tapping into the global available knowledge and build technological capabilites in cooperation with other firms or RTOs.
 

Development of human resources for industrial technology development is the final component of industrial upgrading policies we will look into. The building up of firm-internal technological capabilities as well as the ability to utilise inter-firm and extra-firm relations are tightly coupled to the availability of a skilled workforce and sufficient S&T personnel. When the Thai Rak Thai Party came to office, Prime Minister Thaksin stated that the government would launch new educational reforms aiming at transforming Thailand into a knowledge-based society. The major rationale of the reform was to solve the following problems: the lack of coordination of diverse and fragmented education efforts, the highly centralised and Bangkok-centred administration of the educational system, the overemphasis on bricks and mortar compared to investment in people, the neglect of science and technology issues, inadequate incentives to promote good teaching and teacher learning, inadequate use of ICT, insufficient foreign language (i.e. English) proficiency, persistent unequal access to secondary and higher education, and problems with traditional teaching methods based on rote learning.
 

Prior to that the 1997 Constitution and the National Education Act (NEA) of 1999 had already opened for twelve years of education for all and for nine years of compulsory education. Moreover, the NEA was made up of four main components: an administrative reform, a learning reform, a personnel reform, and a reform of resources and investment in education. When implemented, the educational reform would result in a total reorganisation of the educational system, including a considerable decentralisation of authority to 175 Educations Service Areas (ESAs). To make the educational reform easier Thaksin in 2002 merged the Ministry of Education (MOE), the Ministry of University Affairs and the Office of the National Education Commission into a single new MOE with four commissions. Besides the administrative National Educational Council the three councils for basic education, vocational education and higher education were created to supervise each type of education.  Finally, a Fifteen Year National Education Plan (2002-2016) was enacted. 

However, the new MoE was characterised by considerable turbulence, and there was a total of five ministers during 2001-05. It happened that the third education minister opposed the ‘student-centred active learning’ approach and treated the NEA as a product of the former government, while the last education minister soon ran into a scandal but kept portfolio during the rest of the Thaksin I government.
 

Three areas of educational reform were of particular importance for industrial upgrading – vocational education, skill development and tertiary education. 

Thailand ran a dual secondary education system, in which the vocational stream provided pre-employment training in a range of fields. The vocational education was during the 1990s criticised for failing to meet industry needs and provide the necessary skills for future development. Furthermore, around two-thirds of the existing labour force had only received primary education. Due to the very slow pace of the educational reform, the NESDB in May 2003 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 fourteen 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 jobs, of which 470,000 were 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 subsequently ordered the 412 public vocational schools to admit 25,000 more first-year students.
 Furthermore, the 412 schools were merged into 28 multi-campus vocational institutes ‘aiming at developing a strong partnership with the private sector, remobilizing resources; developing demand-driven programs in line with local needs; identifying and strengthening areas of excellence in each institute; developing multi-disciplinary programs.’
 
To promote skill development in the private sector the Thai government had with inspiration from similar programmes in Singapore and Malaysia in 2001 decided to introduce a payroll tax on firms that were not providing adequate training. Based on the Skill Promotion and Development Act of 2002 a Skill Development Fund was set up to support private sector training activities. The Act required all firms with more than 100 workers to provide training to at least 50 per cent of their workers. If they did not abide this requirement they had to pay one percent of the monthly base wage of untrained workers to the fund. If they abided they could deduct the training costs from income tax and get loans from the fund to subsidise training and skill testing activities.

Further, in cooperation with the Federation of Thai Industries, the NESDB in October 2003 developed a demand-driven programme, Thai Vocational Qualifications (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 subsidise training. By April 2005, the TVQ Act had been drafted, but they were 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 Commission approved the formation of the TVQ institute and committees were established to work on the formation of the institute and its programme but by November 2006, when Thaksin has already left office, the TQVI initiative was still pending.

Due to neglect of the secondary education in the 1980s, Thailand had an underdeveloped skill base in Thailand. By 2004 there was still more than 60% of the work force that had just primary education and even the high tech industries mostly employed unskilled production workers. The latter constituted 75% percent of the workers in manufacturing compared to 49% in neighbouring Malaysia.
 The problem of skills shortages and mismatches was also revealed in the Thailand PIC-survey, which interviewed both managers and workers. The study showed that Thailand was producing fewer secondary education graduates than countries at the same level of development and also that the quality of these graduates was lower. Furthermore, both mangers and workers pointed at 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 university degree and more than primary education reported that they were under-qualified to the jobs they performed.

The latter pointed at the lack of highly trained scientist and engineers in Thailand. This lack is increasingly becoming a problem because Thailand competes with technology-intensive goods from in particular China, which has invested dramatically in expanding its higher education system with an emphasis on science and technology.
 This puts a strong pressure on Thailand to expand enrolment in tertiary S&T education and to compensate for its higher wages by improving the quality of such education. The Thaksin government acknowledged the problem of shortage of S&T-based professionals for the new knowledge economy but strong action was not taken. Already in 1998 it was decided that all Thai universities would become autonomous by 2002, which in principle should give them greater financial freedom, less bureaucratic red tape and more scope for interacting with industry - but also create more staff insecurity. Whether this reform, in combination with the parallel public-sector governance reform, would enhance the industry orientation of the educational curricula was still not clear by late 2005 – as no university had actually switched to autonomous status.
 

Summing up, the analysis of the industrial technology related policies presents us with a mixed record. On the one hand there was a shift towards more visionary industrial technology policies developed around strategic industries and technologies. Due to the stronger focus on the foundations of international 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 due to the promotion of the concept of national innovation system thinking, there was also a growing awareness 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 the human resource reforms. Further, despite some success in the HDD-industry inter-firm and extra-firm linkages generally remained a weak point in Thailand’s innovation system just as the restructuring and improvement of the basic technological infrastructure was given less attention and here the implementation was slow.

The Thaksin government also tried to improve the institutional set-up by bringing together related state agencies such as we saw it in the case of the transfer of BoI from being an agency under the Office of the Prime Minister to becoming a part of MoI and the creation of a new MoE. The ministerial restructuring was part of larger public sector reform process to which we will now briefly turn.
Institutional upgrading – public sector reform.

Under the oversight of a Public Sector Development Commission (PDC) and with strong donor support, an ambitious five-year bureaucratic reform programme, the Public Sector Development Strategy (PSDS) 2003-2007, was initiated in late 2002 and approved by the Cabinet in May 2003.
 The strategy aimed at improving the quality public services, right-sizing the bureaucracy, increasing the competences of public sector employees and promoting good governance. It encompassed reforms to public management, restructuring of public organisation, public financial management, including budgetary procedures, the civil service and compensation system, as well as changes to work cultures, use of ICT and the promotion of public participation in monitoring and decision-making. 

While the PSDS was based on the fifth Public Administration Act of October 2002, ministerial reorganisation was based on the Ministerial Restructuring Act of October 2002.  Thaksin started by reorganising the fourteen existing ministries in order to minimise functional duplication and established six new ministries. One of these was the Ministry of Information Technology and Communication. By September 2005 this ad hoc initiative was in the process of being reversed through a planned merger between the Ministry of Science and Technology and the Ministry of Information and Communication Technology. This was part of a process that would reduce the number of ministries from 20 to 18 but increase the number of departments.
 

The public sector reform put strong emphasis on the result-based management (RBM), and in April 2005 the government adopted a Public Affairs Management Plan 2005-08 (PAMP), which required ministries and departments to develop four-year as well as annual action plans, defining objectives, strategies and key performance indicators. In combination with an output-oriented budget system (strategic-performance-based budgeting) adopted in 2003, the RBM was to contribute to the formation of a ‘performance culture’ in the Thai bureaucracy. Budget preparation was to be taken over by a new Budget Policy Committee and the service delivery task of the individual ministries was to be formulated in Public Sector Agreements. At the next level, heads of agencies were to sign so-called Service Delivery Agreements, complemented by a Monitoring and Evaluation System and strategic budgeting in the form of a three-year medium-term expenditure framework.
 Finally, Thaksin moved forward in implementing a more flexible appointment and transfer system for senior executives, which also included the recruitment of outsiders to top-positions.

All government agencies had by 2006 submitted annual and four-year plans and all senior bureaucratic leaders had agreed on specific performance contracts with the government.
 However, the budgetary reform was only partly implemented. A financial management information system was implemented in all government agencies but devolution of financial management to pilot agencies ran into trouble, and the agency performance part of the system remained inoperative due to lack of information on output and scepticism among ministers and advisors. As a consequence, the Cabinet had by April 2006 still not approved the Budget Procedures Act, which included RBM monitoring, and evaluation systems as well as the establishment of the budget preparation Budget Policy Committee. 
 

The public sector reform also tried to integrate related government policies through the formation of “management clusters” across departments to improve the coordination and integration of related activities. The cluster could designate one department to take on the leading function of the cluster or could pool budgets and re-assign staff. Each cluster was to be headed by a deputy permanent secretary to serve as chief executive officer (CEO). By April 2006 almost half of the ministries (including MoI but not MoE and MOSTE) had implemented the program. A related integration policy was the creation of one-stop service centres - Service Link Units (SLUs) and Government Counter Services (GCSs) - to serve as single service units for different ministries and government agencies. In 2004 SLUs were set up in 8 locations and in 2005 two GCSs were established. Moreover, service delivery units (SDUs) acting as outsourcing units providing non-core functions to their parent organisation were piloted in three agencies in 2005. SDUs were granting quasi-autonomy in management, personnel and financial affairs to certain government agencies but were subject special service agreements. A further integrating initiative was the CEO-Governor system, which should promote integrated administration at the provincial level and open for devolution of power to the provincial governor. Finally, the Office of the Public Sector Commission (OPDC) sat up public sector development groups in individual ministries to initiate, monitor and evaluate decentred governance enhancement and to network with other public agencies as well as OPDC.
 

In short, the introduction of upgrading policies were supplemented by a public sector reform that by means of a range of new public management and good governance mechanisms should overhaul what Thaksin often referred to as Thailand’s slow-moving, inefficient and corrupt bureaucracy. The reforms were not fully implemented but compared to the many previously aborted public sector reforms
, it is safe to conclude that the Thaksin government showed stronger enthusiasm for, and put stronger effort into, administrative reform than previous governments.

The politics of industrial upgrading

The paper has so far described policies - and to some extent the changing institutional framework around - the formulation and implementation of industrial upgrading policies in Thailand during 2001-2006. However, these policy processes were embedded in particular political processes and institutions. Hence, they cannot be insulated from an analysis of the broader patterns of political power, conflict and alliances. In this section we will focus on issues: political-administrative fragmentation, centralised decision making and coalition building.

Bureaucratic fragmentation and party politics

Though Thaksin through public sector reform did take certain initiatives to cope with functional duplication and administrative fragmentation, this still prevailed in the domain industrial upgrading policy. It reflected the facts that ministries in Thailand generally were weak while departments were strong. This made the director-generals 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 fuelled by a similar political fragmentation stemming from the fact that political parties were themselves divided in competing factions.  Factions brought together a group of candidates/MPs that were linked to voters through networks of canvassers and a system of vote buying practices. Factions used patronage from cabinet seats as the 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 fragmentation in the political system. 

The political parties in Thailand then has traditionally been a collection of factions fronted by a well-known professional politician, but the most important person was the power-broker, who are able to form parties out of factions and coalitions out of parties. The cabinet was thus made up of parties with a preference 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.
 Hence, a system emerged in which each party in the coalition government was in charge of some ministries and some departments 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.
 Consequently, since ministries were divided into fiefdoms leading to their fragmentation, and since there was generally a principle of non-intervention across ministries, crosscutting coordination of programs and services was extremely difficult.

This system was partly – but only partly – changed by Thaksin. As the richest man in Thailand he was in a good position to bring many factions together in his Thak Rak Thai (TRT) party and win a landslide victory in the January 2001 election (and later in the February 2005 election). Further, with inspiration from Malaysia and Singapore he used a grand coalition strategy, which led to the absorption of –or merger with – two other parties NAP, and Chart Pattana. Through this strategy and by also 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 parliamentary seats with threats of reshuffling he could also to some extent avoid factional defections, discipline ministers, and centralise power in his own hands.
 Furthermore, power was also centralised 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.
 This centralisation of power (see also below) may explain why Thaksin by Thai standards 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 to many (but not all) reform measures.

However, the facts that TRT itself was made of factions, that it internalised coalition politics by bringing other parties under its umbrella, that Thaksin himself was a major player in patronage politics, and that senior bureaucrats were still in charge of formulating specific rules and regulations making it easy for them to delay or even obstruct policies and programmes, may also explain why he was only able to implement some of the policies and often with delays. Moreover, the above mentioned ministerial turnovers did also, as we saw in the case of educational reforms, have an impact on (non-)implementation of policies. Finally, due to the persistent departmental parochialism, functional duplication and overlaps among departments and divisions, Thaksin also had to turn to the traditional mechanism of setting up new agencies to solve problems without abolishing the old ones or of establishing committees that failed to come up with solutions to pressing problems remained in place. Thus in the case of training and skill development there was still nine different ministries involved in providing training courses for various target groups, so a Skill Development Promotion Committee was set up.

Centralised decision making, prime ministerialisation and CEO-management

Though Thaksin presented himself as a (neo-)liberal reformer that wanted to eradicate an inefficient and corrupt bureaucracy and create a performance-oriented public sector, there are reasons to believe that a significant underlying logic was centralisation of decision-making power and patronage politics. 

First, the centralisation of power was not confined to the parliament, cabinet and bureaucracy. Thaksin also moved to get control over the armed forces, the police, the independent watchdog mechanisms (the National Counter Corruption Commission (NCC), the Elections Committee, the Constitutional Court), the media, local strongmen, NGOs and civil society more broadly. He looked on the country as a company and worked to centralise of power in the hands of a single authority, namely CEO Thaksin himself. Moreover, his ‘war on corruption” was in contradiction with the way in which he undermined the NCC and with his constant political manoeuvrings to save the TRT from public scrutiny.
 Second, Thaksin was not really interested in the minimal state and actually went for a larger state. The creation of six new ministries and seventeen new departments increased patronage politics by making more senior bureaucrats positions available for Thaksin’s supporters through lateral movement and re-shuffling. The strong political overtones in this ministerial restructuring also sent a message to the senior bureaucrats as to where power over the bureaucracy would lie in the future.
 More specifically, the Ministry of ICT played an important role in favouring Thaksin Shinawatra’s own companies during 2002-2003.
 

Third, the administrative cluster initiative can also be seen as a way of breaking the power of the departmental heads (the director generals) as can Thaksin’s push for more flexible appointment and transfer of senior bureaucrats. Though it partly was a way of introducing dynamic CEO-management at the central government level in parallel to the CEO-governor system at the local government level, it was also an effective instrument to replace non-cooperative officials with TRT loyal officials.
 Finally, besides improving the budgeting procedure, the budget reform served also other functions. For one it was about was also breaking the power of the Bureau of Bureau (BoB) and its links to the strong director generals. The BoB was to be sidelined through the formation of the Budget Policy Committee made up of the prime minister, a range of other ministers and handpicked experts. Next Thaksin reserved huge amounts of money (‘the central fund’) to be used at his discretion as prime minister, though with cabinet approval. In relation to the 2005/06 budget, the Economist Intelligence Unit observed that ‘the largest allocation of funds is that directed to the so-called central fund, at Bt256.2 bn, or 18.8% of the total. The opposition has been highly critical of the allocation of such a high portion of the budget to the central fund, as the government has provided few details of how the fund will be used. Most of the central fund’s budget has been allocated to “economic restructuring”, with the remainder set aside for development projects planned by provincial governors and special projects planned by deputy prime ministers. The central fund has traditionally been set-aside as a source of central government budget finance for emergencies. However, the Thaksin administration has been increasingly keen to widen its use, but without a high degree of transparency.’

In short, there were indications of ‘prime ministerialisation’, which Bowornwathana has defined as ‘the use of administrative reform as a means to consolidate and take away power and authority from ministers and senior bureaucrats into his hands’.
 According to that author Thaksin applied ‘a country is my company’ approach in which all power was centralised in the hands of the CEO (chief executive officer), which had discretionary power over central and line bureaucrats.

The strong centralisation of power gave as mentioned previously Thaksin the opportunity to push harder for reform of industrial policy making and service supplying agencies but there were also important drawbacks. First, the discretionary power opened the door wide open for public policies that advanced particularistic interests – those of the Thaksin family, those of his business network or those of the TRT factions. Second (and related) by presenting himself as a CEO – “a man that could get things done” - and also as someone that was above human rights, multi-party democracy and the rule of law, he opened for the “problems of policy unpredictability”.
 Third, it opened for a ‘dual track’ in policy formulation, one track being linked to planning processes, the other to ad hoc decisions on the prime minister’s ‘pet projects’.
 Hence, while the well-funded “one-Tambon-one-product” (OTOP) initiative was a PM “pet project” based on ad-hoc decision making, the sector specific cluster initiative was based on careful analysis and planning. While the pet projects made political sense (high political visibility) and was instrumental in building up new networks of local political support, it did not make much economic sense.
 Fourth, there was also the issue of rhetoric versus reality. The managerial speak and constant flow of new policies or ‘pet projects’ coming from Thaksin and his core economic ministers may also have been part of opportunistic marketing and the need to show initiative and drive. McCargo and Ukrist went so far as to argue that Thaksin’s talk about, for example, ‘the supposed virtues of SMEs’ should be regarded as ‘linguistic tools’, and that ‘Thaksin is an opportunistic politician, for whom ideas are simple means to end. He is not animated by the pursuit of ideas, but by the pursuit of wealth and power.’
 While we do not fully share this view of Thaksin’s policy 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 Thaksin did not change the traditional top-down style of industrial policy making with weak private sector inputs to planning and policy-making. This leads us to the issue of coalition building.

Big service business, populist alliance and distributive politics.

The TRT’s electoral platform for the 2001 elections was organised on a populist-nationalist basis by on the one hand appealing to small-scale businessmen and the urban middle classes, who thought that the Democrats had discredited themselves by linking up with the IMF, and who were sympathetic to Thaksin’s attack on ‘old-style politicians.’ On the other hand it also had a strong appeal to the rural masses, who had suffered most during the financial and economic crises, and who had been neglected by the former government. 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 and set up the first government in 2001, he drew on the support of major business survivors from the crisis. Many belonged to the group of concessionaries, that is 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 sectors but mainly in four segments of the service sector – telecom, real estate and construction, entertainment and media and to some extent banking.
 It should be noted that the four service segments mentioned above were financed by domestic capital and were oriented towards a domestic market that was protected from foreign competition by licensing, concessions, national security laws or the alien business law. The government favoured the collective interests of these big service businesses by delaying the privatisation of telecommunication agencies, by delaying the setting up of independent regulatory commissions for broadcasting and telecom as required by the 1997 constitution, and by easing conditions regarding concessions.
 On top of this, there were several cases of more particularistic favours.
 In short, there were very close, particularistic links between Thaksin and his business tycoon associates. Rather than destroying the patronage of old politics, Thaksin managed to elevate it to a new art and take control of it.

It thus appears that the Thaksin government was organised 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 made up almost seventy percent of the population and had been politically marginalised during previous governments. Just a year before the 2001 election, he and his advisors drew up a three-point rural programme, consisting of a three-year debt moratorium for farmers, a one-million baht community fund for every village in Thailand and a thirty-baht-per-hospital visit programme. 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 socio-economic structure, 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 which Thaksin managed to obtain strong support among in particular rural people. During the election, 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 up 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 business with considerable side payments to the rural masses, Thaksin developed a special kind of ‘business populism’ or a rich-poor ‘pluto-populist alliance’.
 

In relation to the policies of industrial upgrading we can observe first that there was much more focus of distributive politics as compared to productive development policy. The distributive focus has encompassed both handouts to the rural poor and side payments to business supporters.
 Second, the alliance with business was directed towards service sectors oriented towards the domestic market while manufacturing sectors were less well placed. This meant that Thaksin was neither particular 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 supporting the local Thai suppliers to 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 metropolitan businessmen, Thaksin brought representatives of metropolitan business groups into the TRT and into government, making it more difficult to develop more broad based industrial upgrading policies.

Conclusion

Thaksin was the first elected Thai prime minister to serve a full term and his politics was one of centralisation of political power in the hands of a CEO premier, hence transforming the Thai state into his own machine. Thaksin presented himself as a dynamic and effective leader that ‘could get things done’ and worked for the benefit of the people and the nation in part by cleaning up ‘the evils’ of the past. 

The present paper is concerned with the extent to which Thaksin actually managed to restructure the Thai economy by moving the Thai state in a more developmental direction. It narrows the scope further by asking whether the Thaksin governments demonstrated the ability and willingness to design and implement an adequate and coherent set of industrial upgrading policies. The reason for focusing on industrial upgrading, and not other development issues, is because serious problems in relation to internal linkages, competitiveness and industrial technology development appear to block for higher value-added industrialisation in the country. This constitutes a still more serious problem because the country is situated in a sandwiched position between on the one hand competitive pressure from lower-wage countries and on the other hand competition from innovators in the first-tier NICs and increasingly in upcoming countries such as China and India.

Besides presenting elements of a framework of analysis, the first part of the paper analysed a set of policies related to industrial upgrading. At the macroeconomic level, the first Thaksin government managed to kick-start the economy mostly by using off-budget means to promote a range of programs.
 Among these programs were credits to small-scale entrepreneurs, capital injection into provinces and the OTOP. Thaksin took advantage of the low interest rates and huge liquidity to increase lending through state-owned special financial institutions. This was also reflected in the present analysis where we observed that the Thaksin government actually increased financial support to SMEs, while the non-financial support measures were not well coordinated, were often inadequate and had little outreach.  The paper also analysed the government’s industrial competitiveness strategy and found that while it was visionary in trying to spearhead longer-term growth by targeting specific industries, the transformation from plans to specific policy programmes and to implementation took considerable time. Moreover, at lower levels of the bureaucracy where effective implementation was supposed to take place, coherent implementation of concrete measures providing real services often appeared to be less important than simply adjusting to the new government's catchwords of competitiveness, SMEs, entrepreneurship and community enterprises. Finally, we analysed industrial technology related policies and found mixed record of on the one hand visionary and systemic thinking coupled with increasing industry relevance, and on the other hand delays and inconsistencies. The overall picture was thus that of a mixed record that did not qualify to a effective industrial upgrading policy leading towards a “Thailand Inc” – along the trajectory of the Asian NICs. A similar mixed record was also found in relation to public sector reform initiatives that by means of a range of new public management and good governance mechanisms should overhaul what Thaksin named Thailand’s slow-moving, inefficient and corrupt bureaucracy. The Thaksin government did put stronger effort into the administrative reform process but several elements of the reform were not implemented and there was considerable political meddling with the administration. 

The second part of the paper showed that the mixed record linked to the institutional set-up and the broader political processes. We described how the politics of Thaksin was one of centralisation of power in the hands of a CEO premier transforming the Thai state into his own machine. On the one hand this undermined the democratic potentialities in the 1997-constitution. Thaksin turned out to be a soft authoritarian figure that looked at democracy as a tool rather than a goal. He repeatedly showed contempt for the democratic institutions, human rights and the rule of law but managed to appeal to the rural poor who had not experienced that the process of liberal democratisation had worked to their advantage. Hence, they, as well as many urban poor, were open for a charismatic populist leadership who came up with policies that were responsive to some of their needs and grievances. On the other hand the centralisation of decision making in the hands of Thaksin afforded him with a unique opportunity to implement lasting (including industrial upgrading) reforms but also with the opportunity to focus on policies that created material wealth and prosperity mainly for himself and his allies. 

Compared to previous coalition governments, the TRT governments came up with a strategic vision for industrial transformation but this vision was a mixture of well-prepared plans for selected industries/technologies and populist pet-projects of the PM with certain symbolic and distributive qualities but little relevance for productivity and upgrading.  At the level of policy programming and implementation, Thaksin on the one hand was able to use his wealth to buy support from parliamentarians and his political power to discipline ministers and coalitions partners in order to avoid the problem of fragmentation, duplication and poorly coordinated policies. On the other hand, long-lasting reforms of industrial upgrading as compromised by other factors. First, Thaksin was forced to secure that resources flowed to political factions in his own and in coalition parties, which led to a process of shifting, and not particular developmental, policies as in the case of secondary education. Next, even though the administrative reform process as described above had certain potentialities (rationalisation, downsizing, decentralisation, coordination) in creating a more modern, efficient and effective bureaucracy it was compromised by the way Thaksin meddled with the reform process to ensure political loyalty of senior bureaucrats and guard against outside scrutiny in his own affairs. Third, the insufficient autonomy of the bureaucracy from above was combined with a similar insufficient autonomy from below – that is the capture by the Thaksin family business empire as well as other metropolitan businessmen (mostly in services) who entered politics to defend and enhance their business interests (the so-called concessionaries). Finally and related there was a lack of institutionalised connections with the industrial sector - connections that were crucial for information provision, for effective implementation and for policy feedback and learning.
In sum, the government that came to power in February 2001 and Thaksin served as prime minister for an unprecedented 6-7 years. This gave him in principle a unique opportunity of bringing forward a coherent vision for economic transformation, of formulating and implementing long lasting industrial upgrading policies, of breaking with institutional fragmentation and duplication and moving the Thai state in a more developmental direction, and of moving the Thai industrial sector in a more dynamic and advanced direction. Thaksin did formulate strategies to shift Thailand towards a ‘knowledge-based economy and he was more concerned with meso-level and micro-level foundation for international competitiveness than previous prime ministers. However, he was also (and not least) concerned with how these policies, as well as populist policies, could ensure his own political survival and selectively promote the interests of his own business empire and that his business associates. In the end, Thaksin had become so ingrained in one-party dominance, narrow business networking and cases of conflict of interest that he as “the Berlusconi of Thailand” had produced a serious democratic deficit and challenged a range of metropolitan interests including strong interests in the army and royal circles. This opened the scene for the September 2006 military coup and his exodus to London.
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