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In January last year (2001), the Thai electorate gave the biggest-ever majority victory to a new prime minister, Thaksin Shinawatra. He is one of the nation’s richest individuals. Shortly before the poll, it was found that he had earlier failed to include in his statutory declaration of assets, billions of baht that happened to be listed in the names of his housemaid, driver, cook, and gardener. If the constitutional court found that he had intentionally failed to declare these assets, he could be debarred from politics for five years.

Thaksin insisted the failure to report was an ‘honest mistake’, a sort of clerical error by his wife, his secretary, his sister—one of the women in his entourage. He argued that he himself was not corrupt because he had plenty of money. He distinguished himself from Thailand’s money politicians. They, he said, treat politics as a business from which they can make money. He, by contrast, had made his money honestly in business before he entered politics. Indeed, as part of his party program, he declared a ‘war on corruption’.

The constitutional court’s judgement came very close to farce. The chief judge read out the preamble of the judgement, then stopped short. He didn’t seem able to bring himself to announce the verdict. A journalist had to prompt him. But it hardly mattered. One of the judges had already leaked the decision, reportedly so that some people could have a last-minute gamble on Shinawatra shares before the stockmarket closed.

The verdict was split 8–7, the narrowest of possible margins in the premier’s favour. None of the judges had yet provided the written rationale for their decision, and it was soon clear that the reasons were inconsistent. The press hinted that some judges had been bought. The chief judge later called Thaksin “a product of the past” who had never explained how he became so rich so quick.
 A politician who had earlier been disqualified in a similar case (Sanan Kachornprasart), collected 50,000 signatures to impeach four judges over the Thaksin verdict. There is now a wonderful legal muddle over whether the Counter Corruption Commission can investigate the judges of the Constitutional Court over a verdict in a case in which the Counter Corruption Commission was the plaintiff.

This incident is just the latest in Thailand’s on-going saga of political change. In this talk, we want to reflect on the significance of Thaksin’s rise, in the context of ideas about corruption, governance, money politics, and rent-seeking. Let us start by giving some background about the concept of corruption, and the role that it has played, locally and internationally, over the last decade.

The Corruption Craze of the 1990s

Corruption was one of the big buzz-words of the 1990s. This craze began when agencies like the World Bank, IMF and Asian Development Bank realised that the effectiveness of their loans and grants was often reduced because large parts leaked away. These agencies began to include administrative reforms to control corruption among the conditions demanded in return for the loans. From there, the anti-corruption business simply took off. The term ‘governance’ was reinvented to describe the opposite of ‘corruption’. Administrative reforms became a larger and larger element in World Bank and IMF packages. The World Bank funded studies of corruption in various parts of the world. 

By the time of the Asian crisis of 1997, legal, administrative, and political reforms had become at least as large an element in the World Bank-IMF crisis programs as fiscal and monetary measures. Indeed, it sometimes seemed that the international organisations’ enthusiasm to highlight corruption and cronyism was one way they undermined the legitimacy of national governments, and increased the legitimacy of their own interventions. The crusade for good governance took on some of the function of the ‘civilising mission’ in colonial times. 

In the discourse on corruption and governance in these international agencies, there are three main points which we want to highlight.

First, they see corruption as a kind of administrative failure which comes about because the rules, institutions, punishments, checks and balances to prevent corruption are inadequate. The solution, therefore, is to create the appropriate rules, punishments and so on.

Second, they suggest that corruption is pervasive within administrative and political systems, and that it results in the failure of government to deliver public goods at all levels. Their model is classic bureaucratic ‘squeeze’, operating at every level of government from the front-office clerk in the district office demanding a petty bribe, up to the general wanting ten percent commission (or more) on the purchase of weapons.

Third, they argue that corruption inhibits economic growth, because it distorts markets and misallocates resources.

We will come back to these points. But first let Pasuk detour into autobiography.

Studying Corruption in Thailand

I first became interested in corruption in the early 1990s—for very different reasons, and without any connection to the international organisations’ new interest. I subsequently helped to do some of their studies. But my focus has been rather different.

In 1991​–2, I became concerned by the way discourses about corruption became part of the struggle between military dictators and civilian politicians. Generals who took power in Thailand by coup in 1991 justified their action in part on grounds that the overthrown (Chatichai) government had been corrupt. This was undoubtedly true. Some of the members of Chatichai’s ‘buffet Cabinet’ had openly confessed to corrupt practices, and had accused their colleagues of even worse behaviour.

What stuck in my throat was that military dictators, who had a record of spectacular corruption in the past, could use this argument to legitimise themselves, and roll back democratic reforms. Out of this came a book on Corruption and Democracy in Thailand.

Starting from this, our team at Chulalongkorn University have done a series of studies on corruption and related issues. Here I just want to highlight two of the important findings.

First, corruption in Thailand is highly focused and specific. In 1999, we carried out a survey of household experience of corruption, with a representative sample of over 4,000 households all over the country.
 We found that the vast majority of people do not have to pay squeeze money at government offices, public utilities, and similar places; and that generally they are satisfied with the services they receive. We found that bribe-taking is concentrated in a small number of offices, but here the amounts are truly large. These offices are those which have influence over significant monetary transactions—namely the land department; the tax and customs offices; the transport department which controls vehicle licensing; and the police. These five offices accounted for 95 percent of the total corruption income.

Finally, we found that most of the total corruption money came in the form of big bribes (not petty squeeze); that most of the bribe-givers are businessmen; that the procedures for offering a bribe and negotiating the amount are well known and understood; and that most of the bribe-givers were confident that their gifts would have the desired result. In other words, the system is well-established.

In short, most corruption in Thailand is about business deals. The parties involved are businessmen, and the bureaucrats and political office-holders who are in a position to influence business profits. There is also some gate-keeping and racketeering in the police. But the big issue and the big money is about the interface between business and government.

The second finding is about money politics. In the Corruption and Democracy study, we looked at the money flows in Thai politics. There is no doubt that the democratic politics which developed over the 1980s and 1990s involved large money flows. Parliamentary candidates invest huge sums in getting elected. Indeed, by some estimates (not ours), the total unofficial expenditure on a Thai general election is equal to the official expenditure in a US presidential campaign. This, of course, is quite bizarre. 

Party leaders have to offer cash to attract good electoral candidates. Recently, we have had so-called ‘fertiliser formulas’, like 5-10-10-20, which indicate the sums (in millions of baht) a candidate will receive when he expresses interest (5 million); when he signs up to join the party (10 million); when he succeeds in getting elected (10 million); and so on.

We also know that leaders have to pay retainers to keep their parties together; that money has sometimes been paid for votes on parliamentary motions; and that, of course, these expenditures have to be recouped. We also know that senior posts in the bureaucracy are often up for sale, and that again such investments need to be recouped. 

From the start, our team was puzzled by the amounts involved. They seemed too large given the potential revenues available from political office. The reason is, of course, that becoming a political figure has many ‘externalities’. The status, contacts, networks, and so on, enhance the politician’s capacity to earn money completely outside the money flows in the political system. 

That still didn’t seem to explain the spectacular amounts, but it gave us a hint: the explanation for the high amounts invested in money politics would probably be found outside politics—in business. Moreover, the highest levels of profit come from businesses which are illegal. Perhaps, then, there was a connection between money politics and the illegal economy.

That train of thought led to our study of Thailand’s illegal economy.
 We looked at illegal gambling, gun-running, drugs, prostitution, smuggling, and human trafficking. We tried to estimate the scale of these businesses. We suggested the extent to which these businesses operate because they are practiced and protected by people who have political and bureaucratic power. We manage to detail the links between money flows in some of the illegal economy, and money flows in politics. But we did not identify specific people involved. Largely because we wanted to stay alive. 

The response to the study suggested we had got the basic pattern right. A number of people got rather angry (particularly in the police). One senior (and straight) political figure came out to say that he had always been puzzled by the size of position buying and investments in politics, and felt that this study put the jigsaw puzzle in place. 

Now, let me go back to the three points from the international organisations’ analysis of corruption: that it is pervasive; that it results from the lack of proper rules and institutions; and that it inhibits economic growth.

Our studies suggest a rather different viewpoint. Corruption in Thailand seems to be mainly about the intersection between business and politics. Businessmen buy opportunities and favours. Office-holders sell opportunities and favours. Because Thailand has a rather weak rule of law and rather primitive capitalism, illegal or semi-legal business activities are significant for the process of capital accumulation. Such businesses have special needs for the kinds of opportunities and favours which politics can provide (particularly protection, status, immunity). Hence they contribute significantly to political investments.

To put it another way, in any capitalist economy, businessmen want access to political power because it affects their profits. In a democratic system, that access is transacted through both the parliamentary and bureaucratic systems. When these transactions are not governed by any set of rules, we tend to call them ‘corruption’. 

So, to return again to the international organisations’ agenda, we agree with them that we need the rules, institutions, punishments, checks and balances to control corruption. Indeed, Thailand’s 1997 constitution has introduced many new and appropriate innovations. But we don’t share the belief that rules and institutions can make corruption disappear. We believe they can help bring corruption down to levels which are acceptable or manageable. But we also think that such rules and institutions on their own are only part of the story. We need to think more closely about the connection between business and politics.

Rent-Seeking and Economic Growth

In this area, there has recently been some fascinating research by a brilliant institutional economist in London, Mushtaq Khan. He tries to put some theory around the relationship between corruption—or in the institutionalists’ term, ‘rent-seeking’—and economic growth.

The international organisations’ model, as noted earlier, contends that corruption inhibits economic growth. But in that case, if Thailand is corrupt, how come it grew at a rate of 6–8 percent a year for almost half a century? They answer, of course, that Thailand would have grown even faster if it had not been corrupt; but unfortunately we cannot rewind and replay history to test if that is true. Mushtaq Khan’s approach is different. He compares models of corrupt, rent-seeking behaviour in different countries, and questions how the varying patterns of money flow impact on the economy. Luckily for us, Mushtaq Khan compares Thailand along with Korea and his own native country of Bangladesh.

Here’s the idea, summarized very quickly and crudely. Those holding political and administrative power have the ability to create rents, particularly in the form of abnormally high levels of business profit. They can do this in many ways: by creating a monopoly; by providing protection against foreign competition; by sheltering an illegal business; and so on.

The impact of these rents on the economy depends on how big they are, but more importantly on how they are used. Rents excite the animal spirits of entrepreneurs and encourage them to invest. If the rents are structured in such a way that the rent-seeking entrepreneur invests a large part of the rent income, and invests it in the right things (such as in innovation, in adapting new technology and knowledge, in good management, etc.) then the result will be growth.

But the rent-seeking entrepreneur may not innovate. Instead, he may decide to buy himself a yacht; or the politician may grab a large share of the rent and decide to spend it in Las Vegas; or the rents may get distributed to petty bureaucrats who consume but do not invest; in all these cases, the rents will not contribute to economic growth.

In brief, Mushtaq Khan concludes that Korea’s economy grew very fast because the political leaders allowed the entrepreneurs to make high rents, but also forced the entrepreneurs to reinvest them in productive ways. Also, rents were not dissipated by  being redistributed to groups outside the business sector. By contrast, Bangladesh goes nowhere because the rents are spent on luxury consumption, or dissipated among petty bureaucrats and those outside the business groups, with little left for investment.

Thailand in the 1970s and in the 1980s was in the middle. The government created quite high rents. But it was totally ineffectual at telling the rent-seeking entrepreneurs how to use them. However, Thailand’s political system was a not a dictatorship, but a sort of oligarchic competition, with power spread between different bureaucratic and political factions. These factions competed for the rent-seeking opportunities. The successful competitors then allocated these opportunities to their group of business friends. This oligarchic competition at the political level was then reproduced within the ranks of business groups. The favoured entrepreneurs were motivated to invest a high proportion of the rents in order to stay ahead of their competitors, and thus remain in the market for capturing more rents in the future. The system has been described nicely as 'competitive clientelism'.
 In the end, more of the rent gets dissipated than in the Korean case; but enough of it gets invested to deliver higher economic growth than in Bangladesh.

Mushtaq Khan’s conclusion seems intuitively right. Thailand’s growth, before the crisis, was well above the average for developing countries, but below that of the East Asian economies. That growth was driven by a very high rate of investment (around 30 percent of GDP), most of which was locally sourced. The spearheads of this economy were corporate conglomerates which invested in gaining privileges from government, but which in most cases were competing oligopolies rather than monopolies.

But the picture is still rather abstract and theoretical. It does not tell us much about the nature of rents. It concentrates on economic growth, without considering the wider political and social consequences of rent-seeking.

Rent-Seeking and Politics

There is another simple little formula which is useful in pushing the analysis a bit further. This simple formula runs:

V = A + B – K.

V here is the total rent or final net corruption revenue.

This is made up of two sorts of income, A and B, less the costs incurred, K.

Of the income, A is the kind of ‘corruption tax’ which politicians and bureaucrats collect by taking commission fees, padding expenditure budgets, and so on. This is simple theft, and very familiar.

The second type, B, is more complex. This is the corruption or ‘rent’ which politicians and their friends earn from businesses which are able to charge high prices. Some of these are illegal businesses, like oil-smuggling. Some are businesses which have been granted a monopoly.

Let’s take an example. Suppose a company acquires a licence to operate a mobile phone system. Suppose there are so few such licences that the companies conspire to charge monthly fees higher than almost anywhere else in the world. Then that company might make such high profits that its owner becomes a multi-billionaire in five years.

K is the costs. This also has two parts. First, there are the costs of getting caught. Under a democratic system of government with a judicial system, corruption has costs. The corrupt politicians might get caught, tried, fined, and jailed. They may be barred from politics for a certain number of years. The second cost is that they may lose office and may face social derision. They might fail at the next polls; and they may thus lose the benefits of the ‘externalities’ attached to political office.

Net corruption income equals commission fees plus monopoly profits less costs. Once in power, political parties will try to maximise their corruption revenue by increasing the amount of A and B. They will also do several things to ensure that K is minimised. They will try to control the judiciary; and suppress sources of opposition such as the media, opposition parties, and activist elements in civil society.

Institutionalizing Corruption

Thaksin Shinawatra, made his initial fortune from four telecom concessions awarded by government at a time when military influence was strong. He had to lobby generals to get these concessions, and he had to reward them. In one famous instance, he gave a general a Daimler. At the launch of his satellite, he said “I could not have this day without Big Jod,” meaning General Sunthorn, the head of the 1991 coup junta.

In 1992, the army lost influence, and politicians now controlled the award of concessions. In 1994, Thaksin entered politics, choosing the party which controlled the communications ministry. He got another telecom contract and also extended into highway concessions.

But in 1995–6, Thaksin lost his influence over the ministry of transport and communications. One competitor got the phone contract. Another got a second mobile phone concession which undermined Thaksin’s monopoly. The military began making plans to put up a satellite to compete against Thaksin’s. The government signed the WTO agreement to liberalise telecommunications and other services by 2006. 

The future success of Thaksin's business depended crucially on political decisions: who would get what concession; who would be in the right position to manage telecom market liberalisation in 2006. He needed political power for commercial survival.

When the financial crisis struck in 1997, Thaksin and his rivals in the telecom industry decided to stop competing with one another. Thaksin and his biggest rival, the Charoen Pokphand group (CP), agreed to merge their cable TV businesses, and cooperate in other ways. In 1998, Thaksin re-entered politics, started his new party, and launched his bid for the premiership. CP became one of his biggest boosters and backers. By the time Thaksin became prime minister, all four of the big Thai telecom companies were represented in the party and in the Cabinet.

Since Thaksin came to power in February 2001, the government has taken several steps to help the telecom industry in general and Thaksin's interests in particular. It proposed to scrap big compensation payments which the previous government imposed on the telecom concessionaires. It effectively killed a project, hatched by the previous government, to launch another mobile phone network to undermine oligopolistic pricing. It dissuaded a Hong Kong company (Hutcheson) from launching another mobile phone system. It has allowed the procedure to create an independent regulatory body for the telecom industry o run into the ground. It took the first step towards managing the WTO liberalisation in 2006 by the blindingly simple strategy of legislating that any Thai telecom operator can have no more than a 25 percent foreign shareholding. It has proposed to absolve ministers' wives from a ban on holding state concessions. Thaksin's businesses are currently run by his wife. 

Isn’t state power useful.

Thaksin, as earlier noted, insists he is not corrupt. In the usual sense in which the word is used in Thailand, maybe he is right. He is not A, but B. One way to view his rise, is as part of an institutionalisation of the interface between business and politics.

In the histories of most democracies, you can identify phases when rules are made to regulate the relations between businessmen on the one hand, and those who wield state power on the other. These rules outlaw certain sorts of payment, and set the conventions for others. In other words, societies which have both free-enterprise capitalism and parliamentary democracy have at some point to institutionalize the ways in which businessmen gain access to state power.

In place of the scrappy, unregulated market for political favours of all kinds, Thaksin would like to create a more discrete and regulated market. Almost certainly, he would like this market to operate through a dominant majority party. As part of this project, he will have to clean up the petty A-type corruption because, in the recent past, this corruption has created the atmosphere of scandal in which governments have been driven out of power. The result, presumably, would look something like the US Republican party, in which Thaksin has several friends.

However, this transition will have some consequences. Going back to the Mushtaq Khan framework, the new system may not be so good for economic growth, for two reasons. First, it may result in more monopolies, and hence may undercut the competitive character of past Thai rent-seeking behaviour which seems to have sustained a fairly high level of investment. Second, it may require a dissipation of rents to other political clients to buy their acquiescence. We have already seen this with Thaksin’s ‘populist’ programmes to gain the electoral support of the rural mass.

Moreover, Thaksin and his allies want to reduce the  costs, K, in ways which are not favourable to democracy. They have already taken out insurance against criticism by blunting media freedom and obstructing media liberalisation. The press has been tamed by money. The process for democratising control of the electronic media, laid down in the 1997 constitution, has been sabotaged. The first independent TV station, which in its first two years took news reporting and investigation in Thailand to new levels, is now majority-owned by Thaksin, and has been lobotomised. Serious political comment and debate has disappeared from TV, and been dulled on radio. Opinion pollsters have been subjected to intimidation. Journalists, NGOs and opposition politicians have had their assets investigated by the anti-money laundering office.

The new institutions for monitoring and punishing corruption are in trouble. The Thaksin decision has probably damaged the constitutional court. The Election Commission is now headed by a man whose own election to the Senate in 2000 was voided by the previous election commission for electoral irregularities. As his chief investigator, he appointed a man who had been sacked as a judge. To reassure the public, the new election commissioners went to the temple of the Emerald Buddha to chant in unison an oath promising to act honestly. 

The counter corruption commission, which started the assets case against Thaksin, seems to have lost its bite.  Thaksin argued that anti-corruption laws need to be modified:   He said: "We have to ask ourselves what kind of person we really need to solve the country's problems. If your answer is an absolutely clean man and it doesn't matter if he has never done anything at all, then we need one type of law. But if you prefer efficiency and experience, the prerequisites they use when selecting a company's president, then we need another type of law."

Thaksin’s rise to power is a paradox. By fighting the election on a party platform; placing bright young reformers in key ministries; and implementing all of his electoral programme in the first six months; he has shaken up the political system, and perhaps begun to re-write the social contract.

But at the same time, his rise signifies the consolidation of business and politics. Of course, businessmen have dominated Thai politics since parliament became significant in the 1980s. But mostly these were provincial businessmen of only moderate wealth. At the core of Thaksin’s government, by contrast, is a group of the biggest Bangkok business groups which have survived the crisis: Thaksin himself, the richest single entrepreneur; CP, the biggest conglomerate; Maleenont, the largest stock-holders on the stock exchange; Summit, one of the biggest Thai-owned manufacturing groups; and so on. Thailand’s biggest business now controls the government.

Where this will lead is not yet clear. But there may be some important parallels in neighbouring countries. Paul Hutchcroft has argued that the Philippines is stuck in a “developmental bog” because a small group of business oligarchs dominate the government, use their power to protect monopolies, and invest too little of the resulting rents to sustain economic growth. Thaksin’s rise certainly seems to be a shift away from the “competitive clientelism” which underwrote Thai growth in the past, towards something more like Hutchcroft’s “oligarchic patrimonialism”.

The new social contract in Thaksin’s electoral platform promises to redistribute income more fairly so that more of the society share in the fruits of growth. But while Thaksin mobilised popular support behind these policies at the time of the general election, there is no way this popular support is institutionalised through Thaksin’s Thai Rak Thai party. Hence it is unlikely that the local leaders, activists, and NGOs who helped mobilise the popular support for Thaksin will be able to maintain the government’s attention to these redistributive policies over the long term. 

Much then depends how other parties and political forces react to Thaksin’s rise. If other parties react by copying Thaksin’s model of a big business coalition, then Thai politics may move towards a US model. If on the other hand, they recognise the popular support which Thaksin mobilised, but give it better institutional form as a mass party, Thai politics will move in another direction.

Conclusion

Thaksin may feel this analysis is unfair. If so, we must apologise. This is how it seems to us, and if we are wrong, that is just an honest mistake.
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