
IntroductIon

in the first decade of the twenty-first century, thailand is unequivocally 
a capitalist economy and society. this once agricultural society is now 

incorporated into a world system of production, exchange, and investment, 
subjecting its people to the many vagaries associated with international 
capitalism.

Most writers have tended to use ‘capitalism’ as a shorthand designation 
for the process of economic change that has taken place within a relatively 
free enterprise system. industrialisation has been an important part of this 
process, transforming a subsistence economy into one in which production 
involves the application of capital in enterprises that produce primarily for 
profit. trade and commerce take on an increasingly significant role, while the 
industrial system sees producers separated from their products as they become 
waged workers, employed by the owners and managers of enterprises who 
control those products. Capitalist industry occurs within an environment 
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where individuals or groups of investors own businesses and competition 
among businesses is the norm.

Conceptualising these fundamentals as integral to a system is important. 
Capitalism, as well as being a way of organising economic production, also 
structures society. Capitalist enterprise demands a social system in which the 
working class has at least some of its labour for sale, to be purchased by a 
much smaller class of business owners and managers. as capitalist globalisation 
enters a phase that sees production increasingly broken into many component 
parts because capitalists seek to reduce their costs, national borders are no 
longer obstacles to internationalised production and trade. Finance, too, has 
had to become mobile and, as a result of this change, huge sums of money 
are invested internationally.2

it is sometimes argued that thailand’s capitalist transition has not 
matched the history of anglo-american development (see, for example, pasuk 
& Baker 1998:ch. 4). thailand’s progress has not followed the same trajecto-
ries as that of Britain, Japan, or the Us; however, thailand’s transformation 
has much that is recognisable in other experiences of capitalist transition. 
thailand’s capitalist development has been rapid and has deeply transformed 
society. Capitalist revolutions involve a rearrangement of the forces that rule a 
society. new elites are created while old elites struggle to maintain their eco-
nomic, social, cultural, and political power. at the same time, subordinated 
classes are reconfigured. of course, such transformations involve considerable 
political activism and are inevitably highly contested.

thailand’s transformation was underpinned by a remarkable period of 
uninterrupted growth from 1957 to 1996 (Warr & Bhanupong 1996). While 
the asian economic crisis ended this growth period, and dramatically dem-
onstrated thailand’s integration into the global capitalist system, economic 
expansion again resumed from 1999. Contestation over the shape of this 
development and over the benefits that flow from it are both economic and 
political. it is these struggles that are the focus of this chapter. in examining 
contestation, the analysis will follow two main dimensions of struggle: the 
first is conflict between classes, focused on the contest between capitalists, 
workers, and other subordinated classes; the second is the conflict within the 
capitalist class itself. in outlining these patterns, the accumulation regime of 
each of the epochs examined will be delineated. the analytical task is not so 
much to identify good and bad economic policy in each epoch, but to outline 
the ensemble of class forces and the conflicts that led to the emergence of par-
ticular policy responses. this means that emphasis will be on delineating the 
class relations involved in capitalist development, the changing international 
context of development, the role of the state, and the way in which policy 
reflects patterns of domination. the outline is necessarily schematic. it seeks 
to determine general patterns in periods of rapid change and to convey the 
essence of particular accumulation regimes.

this perspective is explicitly grounded in the social conflict approach 
outlined in chapter 1 of this volume. as was noted in that chapter, this is not 
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the only interpretation of capitalist development in the region. it is, therefore, 
appropriate to begin this chapter with a brief outline and critique of the 
theoretical debates; however, as chapter 1 has detailed the general approaches 
that analysts have taken, this first section will elaborate upon these only for 
thailand. Following this, the chapter turns to the story of contestation over 
the control and outcomes of thailand’s capitalist transformation over the last 
150 years, paying particular attention to the last five decades.

a sketch of theoretIcal approaches

modernisation approaches

the dominant perspectives on thailand’s society and politics remain much 
influenced by modernisation theory. this theory characterises thai society 
as ‘loosely structured’, the mass of the population is apolitical, and politics 
revolves around the politicised elite. Hierarchy and status were important in 
binding the masses to the elite through a vast patronage network. Writing in 
the mid 1960s, Riggs famously analysed thailand as a ‘bureaucratic polity’, 
a conception of the relations between business and government that remains 
exceptionally strong in the literature. Riggs (1966) saw business as having 
little political influence. the political elite of civil and military bureaucrats 
adopted a predatory attitude, making businesspeople their clients. through 
its control of politics, the elite was able to dictate policy and establish cor-
rupt patron–client relations that fed on economic development. Bureaucrats, 
especially those in the military, were able to maintain a degree of control 
over business that ensured that the benefits of development served the inter-
ests of the military and bureaucracy first and the masses second. Riggs used 
bureaucratic polity as a theoretical conceptualisation of the transition from 
tradition to modernity, while most others who utilise the concept tend to use 
it as a descriptive category to identify a polity in which the civil and military 
bureaucracies retain considerable political power and privilege and where 
society is relatively powerless.

By the 1980s, bureaucratic polity came to be seen as an inappropriate 
characterisation of a thailand experiencing rapid economic growth and mas-
sive social change. the rise of a powerful and apparently independent business 
class and the concomitant decline of the military contradicted the Riggsian-
derived description (see McVey 1992:20–2). they saw the bureaucratic polity 
replaced by a system in which business had far more autonomy, which led 
to the historical institutionalist approaches discussed below, where business– 
government relations were conceptualised as a partnership, albeit character-
ised by corruption that emerged from patronage (anek 1992:13–15).

the 1997 economic crash saw a limited resurgence of modernisation 
perspectives. Unger (1998), for example, has taken a broadly modernisation 
perspective in his application of the notion of social capital to thailand. He 
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identifies the paradox of rapid growth being achieved where the bureaucracy 
is weak and policy implementation poor. Unger explains this as resulting from 
a lack of social capital among thais. His analysis draws extensively on obser-
vations from modernisation theory, reviving bureaucratic polity in explaining 
cultural differences between ethnic Chinese and thais. the former are seen 
as more sociable than the thais, thus providing drive in the economy, albeit 
with limited inputs into the political system. Unger (1998:18) suggests that 
limited sociability among thais has diminished the capacity of state officials 
to foster social change and the adoption of market strategies, and has led to 
factionalism and poor coordination among state agencies. in this approach, 
the 1997 crisis can be seen to have resulted from shortcomings that have 
deep cultural roots.

like his modernisation predecessors, Unger operates with models of 
society, politics, and ethnicity that tend to downplay much of thailand’s 
diversity, political competition, repression, and struggle. like his theoretical 
predecessors, Unger also pays too little attention to the international dimen-
sions of capitalist development. the relative neglect of these factors means 
that revised modernisation approaches are unable to capture the full ramifica-
tions of thailand’s recent economic and political development.

dependency approaches

as explained in chapter 1, dependency theorists argued that modernisation 
approaches were inadequate for placing too much emphasis on elite behav-
iour and ignoring predatory international capitalism. Dependency analysts 
regarded thailand’s business and state elites as tools of internationalised cor-
porations, complicit in the exploitation of their own country (suthy 1980).

a major problem emerged for this approach when a significant local 
capitalist class developed. Dependency approaches could only explain this 
as an artefact of foreign investment. Hart-landsberg and Burkett (1998), 
for example, characterise such developments as tenuous and subject to the 
vagaries of business decisions made outside thailand, meaning that it is ‘false 
development’.3 But this explained little about thailand’s capitalist develop-
ment over several decades.4

the asian economic crisis saw a resurgence of interest in dependency 
approaches. the attraction lay in its criticisms of the negative impacts of capi-
talist development and its nationalist economic rhetoric. Dependency analysts 
argued that high-speed growth, fuelled by foreign capital, had promoted the 
interests of international investors and technocratic and economic elites in the 
region, rather than the interests of the majority of the population. thailand’s 
development was considered as ultimately unsustainable and dependent on 
investment decisions made overseas. For these analysts, the 1997–98 crisis 
demonstrated the power of the major capitalist nations, especially the Us, 
and thailand’s weakness. they condemned the iMF for taking advantage of 
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the crisis to demand increased liberalisation that reproduced structures and 
approaches inspired by the Us model of capitalist organisation (Bello 1998; 
Bullard, Bello & Malhotra 1998:124). Rejecting the iMF program, depend-
ency analysts argued for a nationalist approach to development, including 
reorientating production to domestic markets and controls on international 
capital flows (Bello, Cunningham & li 1998:249). this was seen as the only 
sure way to avoid domination by rich countries.

While the revised dependency approach directs attention to national 
responses to the negative impacts of liberalisation and capitalist globalisation, 
it does not indicate an approach that overcomes the theoretical problems 
noted by earlier critics and discussed in chapter 1. importantly, the alter-
natives proffered appear unrealistic in the context of the embeddedness of 
capitalist development in south-East asia (Hewison 2000b).

neoclassical and neoliberal economic approaches

Despite fads and fashions in development theory, the promotion and sus-
taining of economic growth has been the central pillar of thailand’s public 
policy since the early 1960s. indeed, international financial institutions have 
praised thailand for its conservative economic policy and growth (Warr & 
Bhanupong 1996). the official view has been that growth is best achieved 
through the operation of the free market, although this has not always meant 
adherence to all aspects of neoclassical and neoliberal economic doctrine. 
indeed, while the discussion in chapter 1 shows that the neoclassical approach 
asserted the primacy of market over government, this had to be modified 
following the success of the East asian development model. Government 
was seen as having a role in getting the basics right and setting the legal and 
institutional frameworks that allow markets to operate.

the asian economic crisis prompted neoclassical analysts to identify 
market distortions as contributing factors, reasserting their preferred theoreti-
cal and ideological position that distortions resulted from state intervention. 
these analysts and their institutionalist allies identified poor policies, weak 
governance (state and corporate), inadequate institutions, cronyism (result-
ing in moral hazard), corruption, and resource misallocation as factors in the 
crisis. they argued that rent-seeking meant that state intervention prevented 
effective policy-making. it was argued that development would have been 
more rapid if industrial policy had promoted thailand’s comparative advan-
tage through increased labour intensity and agriculture-related processing 
(Christensen et al. 1993:1–8).

the crisis saw these analysts supporting iMF and World Bank market-
enhancing reform. this meant considerable attention to issues of so-called 
good governance. Good governance is usually seen to involve the neoliberal 
policy orthodoxies of privatisation, liberalisation, and the development of 
institutions for a rules-based market system. the aim of many governance 



thailand: boom, bust, and recovery

��

projects is public policy developed by technocrats, where they are relatively 
insulated from political influences. it is assumed that there are universally 
applicable and technically correct policies available to capable technocrats.

these approaches suggest a narrow appreciation of the social or political 
nature of institutions and often fail to address the power relations inherent 
in programs that alter the existing arrangement of political and economic 
forces. that the market and policies are socially and politically constructed 
is inadequately considered. indeed, for thailand, neoliberal reformers have 
sometimes suggested that parliamentary politics has been an impediment to 
good policy development because rent-seeking politicians have obstructed 
the work of able technocrats (see Christensen et al. 1993:19–20). this pro-
clivity for technocratic solutions to economic problems, while bypassing or 
ignoring politics and power, is essentially anti-democratic and ignores the 
fact that democratic struggles have been—and remain—essential elements of 
thailand’s modern development. since the 1980s, for all of these problems, 
orthodox theory has been transformed into an ideology that has driven the 
policy agendas of the international financial institutions and most developed 
country governments, making it an exceptionally powerful doctrine and one 
that is difficult to challenge. as will be shown later in this chapter, following 
the asian crisis, there was a thai challenge to the orthodoxy, reflective of the 
economic and political contestation unleashed by the recession.

historical institutionalist approaches

there was increased interest in historical institutionalist approaches as thai-
land’s economic performance during the boom was compared with that of 
East asian economies. analysts argued that the focus on only state and market 
drew too much attention away from an ensemble of non-state and non-
market institutions that had determined thailand’s economic success. these 
included private-sector institutions such as banks, commercial networks, 
and business associations (Doner and Ramsey 1997). specifically rejecting 
the bureaucratic polity, and differentiating thailand and other south-East 
asian economies from north-East asian developmentalist states, Doner and 
Hawes (1995:168–9) argue that these countries have been successful due to 
their dynamic private sectors. they see a ‘relative strength’ in private institu-
tions and comparatively weak states. Unlike the states of north-East asia, 
these ‘weaker’ south-East asian states have not been subject to the popular 
challenges that led to the emergence of the developmental states (Doner, 
Ritchie & slater 2005). For thailand, it is argued that some state elements, 
especially in fiscal and economic offices, were insulated from patronage, but 
that the private sector has also played a significant directing role (Doner & 
Ramsey 1997:273). thus, in the face of market failures, a lack of popular 
challenge, and indifferent or predatory state policies, it has been business 
driving development.
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the asian crisis brought a re-evaluation. the more state-focused his-
torical institutionalists argued that the extent of the impact of the crisis on 
thailand demonstrated the state’s incapacity to drive the changes required to 
improve the ‘production regime’ and to establish the resources required for 
this (Weiss 1999:319–22). as noted in chapter 1, these analysts also identified 
external factors as responsible for deepening the crisis. Weiss (1999:329) adds 
that there was relatively limited insulation of state agencies from ‘particular-
istic interest politics’. More society-focused institutionalists give attention to 
this latter aspect. Hutchcroft (1999:474), echoing Riggs, argues that thailand 
has exhibited the characteristics of ‘bureaucratic capitalism’, where the state 
was relatively stronger than were business interests, and where the state was 
‘relatively more patrimonial’. However, the economic boom of 1986–96 saw 
business establish its collective interest over that of the state. Market libera-
lisation occurred, with little attention paid to the building of appropriate 
institutions. this, together with an increasing tendency for rural politicians 
to enhance their patronage through access to state coffers and policy, set the 
framework for economic crisis. these politicians besieged the bureaucracy 
and expanded patrimonialism beyond the bureaucracy, making thailand’s 
system much more like the philippines model of the patrimonial oligarchic 
state. this was reflective of a weakening of the state interests vis-à-vis those 
of business (Hutchcroft 1999:474, 495–7).

such revised approaches were attractive for explaining differences 
between thailand and developmental states, and for including historical argu-
ments about the development of power and institutions. However, they have 
tended to emphasise trust, cooperation, and order among private-sector 
actors, while downplaying competition and conflict among them. Reform is 
often seen to be about establishing order, stability, and accountability. Where 
conflict is discussed, it is in the context of the state (and its officials) versus 
the private sector. among other things, the crisis laid bare the contradictory 
relationships among the various factions of capital and indicated that the 
state, although responsible for the interests of capital in general, was also 
cognisant of the shifting power relationships between domestic and interna-
tional capital and within domestic capital.

as noted above, institutionalists and historical institutionalists both 
favour technocratic solutions to economic and political problems. Hutchcroft 
(1999:488) argues that thailand’s reforms and appropriate policy require that 
conservative urban elites capture the state and parliament from unsophisti-
cated ‘country bumpkins’ (elected rural constituency politicians) who engage 
in money politics and patrimonialism.

social conflict approaches

if other approaches lack attention to conflict and attach too much significance 
to good policy, this is not the case for the conflict perspective. as explained 
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in chapter 1, conflict theorists see markets, states, and institutions as prod-
ucts of interests and conflicts emanating from class relations and inequalities 
generated within societies and by the forces of global capitalism. the use of 
terms such as ‘capitalism’ and ‘capitalist state’ includes an identification of 
the nature of domination.

From this perspective, thailand’s growth and development during the 
past century is a part of a capitalist transformation that has irreversibly altered 
patterns of social, economic, and political relations. the period of growth 
from the late 1950s that culminated in the 1986–96 economic boom, saw 
a rapid advance of capitalist relations throughout the country and the rise 
and diversification of competing capitalist groups, together with increased 
attention from international capital.

Marxist political economists, then, saw the asian crisis as a moment 
in this development process. in explaining the crisis they pointed to issues 
sometimes ignored in other approaches—overexpansion, overproduction, 
declining profits, and the cyclical and crisis-prone nature of capitalism (see 
Hewison 2000a). Crises are thus unavoidable elements of the logic and con-
tradictions of capitalist production. these analysts also recognise that a crisis 
will be associated with a recomposition of business. the tendency for compe-
tition among capitalists to become more intense and for capitalists to turn on 
each other in times of crisis means that crises invariably result in bankruptcies, 
mergers, and acquisitions. the crisis is thus a part of global processes of capi-
tal accumulation and cycles of crisis. the boom emerged from the aftermath 
of an earlier crisis in the mid 1980s (see Robison, Hewison & Higgott 1987), 
and the country was again consumed by crisis in the late 1990s. although 
domestic capitalists did exceptionally well during the boom, the crisis saw a 
remarkable reconstruction of the local capitalist class, brought about by both 
the deepest recession since the 1950s and intense competitive pressure from 
international capital.

We may now turn to the examination of thailand’s capitalist 
development.

the polItIcal economy of capItalIst development

early development

While significant socioeconomic change was already underway in thailand 
by the 1850s, the signing of the 1855 Bowring treaty marked the emergence 
of modern thailand and its enmeshment in trading patterns negotiated on 
Western terms and involving Western notions of free trade (Hong 1984; 
nidhi 1982).

in 1855, thailand’s relatively small population was overwhelmingly a 
peasantry engaged in subsistence production that was within family and com-
munity units (Chatthip 1999). the links between these units and the royal 
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state often weakened as distance from administrative centres increased, with 
state control manifested in obligations on the population to be met through 
slavery, corvée labour, military service, or in the delivery of valuable, often 
tradeable, commodities. External trade was controlled by royals and nobles 
who were also the state’s officials (Reid 1995). Royals and nobles dominated 
the class and political structures, drawing their wealth and power not just 
from their control of trade, but also from their command over labour and 
land. the monarchy, often in competition with leading noble families, kept 
close control of government, developing a highly personalised state that was 
focused on the monarch.

Changes to this system emanated from a range of pressures. First, inter-
national trade patterns altered, driven by industrial production in the West 
and the need to sustain colonial empires. this saw thailand’s exports increase, 
initially of rice and later of timber, rubber, and tin. second, colonial aggres-
sion in the region and the need to facilitate trade required that the thai state 
modernise its administration and more carefully define its territory (tej 1977; 
thongchai 1994). a significant outcome of these changes and reforms was a 
greatly strengthened monarchy and state. By 1900 the monarchy, supported 
by a modernising military and bureaucracy, had become absolute. any opposi-
tion to the regime was vigorously suppressed; political decision-making was 
controlled within the court.

Economic and political change was associated with a transformation of 
class relations. slavery and the corvée were eventually discarded by the rulers, 
resulting in the emergence of a free peasantry. For the ruling class, the direct 
control of peasant labour became less significant as this class came to rely on 
land, taxation, and the control of business for their wealth and that of the state 
(Hong 1984). Hence, peasants were far more useful released from bondage 
and producing commodities for the export trade. the development of busi-
ness saw the ruling class and state—with little distinction between state assets 
and those of the monarch—entering into alliances with foreign and local 
Chinese business. as trade grew the ruling class expanded to include foreign 
and local Chinese businesspeople. not only did they become partners with 
the thai elite in business and trade development, but foreigners also became 
part of the administrative reforms, with some Chinese acquiring tax farms 
(and associated royal titles) and some Westerners participating in bureaucratic 
modernisation as senior officials.5 tax farming allowed the state to convert 
its revenue system to one based on money. in business, Chinese merchants, 
royals, aristocrats, and Western interests developed a supportive, yet still com-
petitive, business structure that remained in place until 1932 (suehiro 1989). 
additionally, Chinese merchants and traders spread throughout the country, 
establishing businesses and shops and enhancing commodity trade.

at the same time, a working class was being created and it was over-
whelmingly Chinese. as trade and industry developed, labour was in short 
supply, especially in Bangkok and the southern tin mines. this was partly 
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due to thailand’s small population, but also because thais, freed from labour 
obligations, took advantage of opportunities in smallholder agriculture. the 
result was that, from the late 1880s to the 1930s, there was an addition of 
about 1 million Chinese to the population, and they dominated the working 
class until the 1960s.

Domestic and international events in the 1920s and 1930s brought 
dramatic economic and political change. Rising pressures for political reform 
were thwarted by King Vajiravudh, his successor prajadhipok, and their 
advisers. Economic reform was also stifled, even as the government faced con-
siderable fiscal problems through royal profligacy under Vajiravudh (Batson 
1984; Copeland 1994). When combined with the world economic depression 
and international political instability, the stage was set for political change. 
in June 1932, a small group of commoners, organised as the people’s party, 
overthrew the absolute monarchy and established constitutional rule.6

the overthrow of the monarchy brought new economic and political 
ways. although still not a fully fledged capitalist system, the commercialisa-
tion, monetisation, and commodification of the economy were well established 
by the 1930s. the overthrow of the monarchy’s accumulation regime was 
an important step towards a modern economic system. although unable to 
entrench the alternative constitutional form, 1932 was the year of a move 
against unrepresentative politics (nakharin 1992). initially brought together 
by economic nationalism and their opposition to the monarchical state, the 
people’s party split over economic policy and political representation. Even 
though no agreement could be reached, the regime held together through its 
resistance to a royalist restoration. For the population as a whole, the ousting 
of the monarchy promised an end to royal privilege and a more rational eco-
nomic system that might spread economic benefits more broadly in society.

the period from 1932 to 1957 saw considerable debate over economic 
policy, dominated by nationalist concerns and the role of the state in the 
economy and, especially, over industry policy and the lot of farmers. indeed, 
this economic contest revolved around the struggle by the royalists to main-
tain their economic and political power. the competition that emerged was 
bitter. the royalists wished to preserve their privileges, as did those businesses 
that had done well from the royalist economic and political regime. the new 
political freedoms saw workers and peasants demanding a better deal. as more 
radical elements in the people’s party, supported by workers and students, 
proposed increased state intervention in the economy, the royalists countered 
with accusations of bolshevism.

the political outcome of this dispute was an increased role for the mili-
tary. Economic policies meant to promote ethnic thai non-agricultural 
employment and investment were also developed. this sometimes meant 
investments by the state. When the military seized power following the 
second World War, economic policy and practice became more closely associ-
ated with private benefits to senior political figures. Even so, there was no 
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widespread opposition to private enterprise. it was this period that Riggs 
(1966) identified as the clearest expression of the bureaucratic polity, with 
military and bureaucratic leaders tapping into state enterprises and the 
resources of Chinese business for personal gain and to finance their political 
activity. Clearly, for those businesses that managed to link themselves to 
powerful political leaders, there were significant competitive advantages.

When the boom that had developed with the Korean War waned in 
the mid 1950s, business became concerned that this accumulation regime 
was no longer appropriate. For the capitalist class as a whole—as opposed 
to favoured individuals and firms linked to powerful leaders—the increas-
ingly personalised arrangements required by the existing accumulation regime 
meant an uncertain investment climate. Demands that the state’s investment 
role be limited received the support of foreign businesses. Us companies, the 
largest foreign investors, also took the lead in pressuring the government to 
be more receptive to foreign capital and were supported by the use of official 
aid to encourage positive attitudes (Hewison 1985:276–7).

in two coups, one in 1957 and another in 1958, military leader General 
sarit thanarat seized political power. While a military-led administration 
was not new for thailand, sarit’s coup established a government that set 
about altering the ways in which politics and economics had been organi-
sed. sarit did this in the context of promises to improve the then struggling 
economy, proclaiming that his government would boost national income and 
improve standards of living. sarit proclaimed that his government’s authori-
tarianism—a system described by one analyst as ‘despotic paternalism’ (thak 
1979)—would deliver the political stability necessary for the expansion and 
strengthening of the middle class. the new government’s economic approach 
represented a significant change from that of previous administrations, evi-
dencing a determination to promote private rather than state investment and 
encouraging foreign participation; the state’s economic role was to be limited 
to infrastructure. this enthusiasm for the private sector developed from the 
realisation that a number of state enterprises were in serious economic trouble 
and coincided with a range of reports by international organisations recom-
mending increased support for the private sector and import-substituting 
industrialisation (isi) (World Bank 1959).7 these reports echoed a sentiment 
regarding development strategy that had emerged among a rising group of 
young technocrats who took important positions in sarit’s new economic 
agencies.

the system that the military promoted—sarit called it a ‘revolution’—
required that a bargain or social contract be developed between the military 
leadership and domestic capital that demarcated their joint hegemony over 
the working and peasant classes. the military government would deliver 
political stability and support the further expansion of private capital while 
domestic capital was required to deliver the increased and sustained economic 
growth that would modernise the economy. the subordinated classes, who 
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had no role in establishing this developmental deal, were involved through 
an assumption that enhanced capitalist development would permit a gradual 
trickle down of benefits to them.

the era of import-substitution industrialisation

When the World Bank (1959:94–106) country report urged an isi strategy 
for thailand, sarit and his advisers seized upon its recommendations as a 
justification for their new economic model and moved quickly to expand 
manufacturing. the government established generous incentives for private 
investment and sought to attract foreign investors. the first national devel-
opment plan (1961–66) saw a shift to policies that emphasised industrial 
development and the government welcomed Us and World Bank assistance 
in implementing the plan, revising the promotion of investment act (1960) 
and other policies that supported business and directing state investments to 
infrastructure. 

the Us had provided substantial aid to thailand prior to sarit, which 
aid was concentrated on military assistance (see Darling 1965). this aid 
increased and broadened after sarit came to power, with thailand being the 
centrepiece in the Us’s Cold War strategy in asia. thailand’s authoritarian 
governments were firm Us allies; they provided a number of bases for the 
Vietnam War and opposed communism.

the focus on industry did not mean that agriculture was neglected. 
indeed, in addition to isi, the first national plan emphasised agricultural 
development. the government was keen for agricultural exports to grow as 
this permitted agricultural taxation and the extraction of household savings 
into the commercial banking sector to provide much of the domestic capi-
tal required for the development of industry (silcock 1967b; Jansen 1990). 
sarit’s policies targeting industry and foreign investment saw substantial 
investment in manufacturing. For local business, the government’s approach 
meant more room to invest free of state competition. For budding indus-
trialists, the government granted the tariff protection required to develop 
domestic manufacturing. at this time, foreign manufacturers were also keen 
to establish behind protective barriers (Hewison 1985:280–1).

the government created a number of agencies to support isi, includ-
ing the Board of investment (Boi), a new national planning office, later 
named the national Economic and social Development Board (nEsDB), 
and a revamped Ministry of industry. By the time of the second development 
plan (1967–71), isi was embedded, with the bulk of capital invested with 
promotional privileges going to import-substituting industries.

Manufacturing’s contribution to GDp rose significantly (see table 3.1, 
below). High rates of protection encouraged domestic investment and fur-
ther strengthened local finance and banking. the banking and finance sector 
was also protected—no foreign banks could enter branch banking and were 
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permitted to offer only limited services; policies to encourage saving also 
increased financial sector profitability. these were the big isi winners. large 
conglomerates resulted, many of them with commercial banks at their apex. 
Business control was consolidated within the fifteen to twenty families domi-
nating commercial banks (Hewison 1989:ch. 8). these mainly sino-thai 
families also invested heavily in the expansion of manufacturing. it was their 
control of finance, when the stockmarket was in its infancy and raising capital 
overseas was tightly controlled, that permitted the building of oligopolies in 
a range of economic sectors. the families also maintained excellent relations 
with powerful political figures.

Table 3.1  GDP by industrial origin, 1960, 1971, 1980 (%)

Sector	 1960	 1971	 1980

Agriculture	 39.8	 29.8	 24.9

Mining	and	quarrying	 1.1	 1.5	 1.6

Manufacturing	 12.5	 17.5	 20.7

Construction	 4.6	 5.5	 5.7

Electricity	and	water	supply	 0.4	 1.8	 1.9

Transport	and	communications	 7.5	 6.7	 6.4

Wholesale	and	retail	trade	 15.2	 17.1	 16.5

Banking,	insurance,	and	real	estate	 1.9	 4.2	 6.0

Ownership	of	dwellings	 2.8	 1.9	 1.5

Public	administration	and	defence	 4.6	 4.3	 4.2

Services	 9.6	 9.7	 10.6

Source: Bank of Thailand, National Income of Thailand, various issues

isi resulted in a larger and more diverse working class, the expansion of 
which coincided with the class’s ethnic and gender transformation. Following 
the cessation of large-scale Chinese immigration, it was thais, mainly from 
rural areas, who moved into industrial employment, some temporarily, but 
increasingly on a permanent basis. although agricultural activities remained 
the predominant occupational activity, the industrial labourforce expanded 
substantially. Between 1960 and 1979 the total workforce expanded by more 
than 20 per cent or almost 3 million people. the manufacturing workforce 
grew by 45 per cent over the same period (Hewison 1989:215). increasingly, 
too, women moved into manufacturing employment.

isi policies protected the big conglomerates. Funds deposited in the 
banks grew rapidly, enabling the banking families to expand their economic 
control. the protection of manufacturing and the banks ensured profitability. 
support for isi also came from some influential foreign investors, especially 
the Japanese, with investments in textiles and auto assembly and parts manu-
facture (pasuk & Baker 1995:130–8).
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export-oriented industrialisation: the creation of an economic boom

Export-oriented industrialisation (Eoi) is an approach to development that 
is meant to be based on a nation’s advantage in producing commodities for 
a world market. For many asian economies, this has meant utilising cheap 
labour. in thailand, critics of isi had long argued that isi was limited by the 
relatively small domestic market and that the strategy created disincentives to 
export (see the summary of arguments in Hewison 1989:118–21). However, 
there was no strong pressure from business, especially as profits were main-
tained. in fact, under pressure from domestic capitalist groups, protection for 
import-substituting manufacturing actually expanded through the 1970s and 
into the early 1980s (pasuk & Baker 1995:144–5). it was not until the mid 
1980s and an economic downturn that the necessary policy momentum for 
a change to an Eoi strategy was developed.

this downturn resulted from of a confluence of events. First, from the 
late 1970s, the baht, being tied to the strengthening dollar, began to climb. 
second, agricultural commodity prices had been declining since the late 
1970s. third, the nature of international investment was changing, with a 
major relocation of East asian firms to cheaper labour sites in south-East 
asia. Fourth, the second oil crisis saw the government seeking loan funds, 
significantly raising public-sector debt. Fifth, military assistance had declined 
from the mid 1970s and, as counterinsurgency ended, the military embarked 
on a spending spree, buying new weapons, further expanding public debt 
(Hewison 1987:61–76; pasuk & Baker 1996:ch. 4).

the economic downturn had a substantial impact on business. Growth 
continued, but was the lowest for years. Bankruptcies mushroomed, pri-
vate investment collapsed, unemployment increased, and even the strongest 
companies reported flat profits or their first losses in years. the slump also 
highlighted problems with state policies. Budget deficits ballooned, public 
debt reached unprecedented levels, and trade and current account deficits 
increased. agriculture was doing poorly. Reflecting the policy emphasis on 
industry, government and business were little interested in the agricultural 
sector, except to promote agro-industry and to continue the exploitation of 
its output and labour. the downturn meant that farmers faced low prices 
and that workers’ wages were eroded by inflation and increased government-
owned utilities charges.

as pasuk and Baker (1996:65–6) point out, technocrats were split on 
the appropriate response to the economic slowdown, but even entreaties from 
the powerful banking and textile sectors and the World Bank brought few 
decisions. it was the belated recognition that there would be no rebound of 
agricultural prices that would lift growth that resulted in a devaluation and 
a concerted move to embrace Eoi. an important impact of the devalua-
tion was to make thailand’s manufactured goods cheaper, emphasising the 
significance of cheap labour for export-oriented industries.
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in terms of policy and production, Eoi remained the dominant strategy 
until the 1997 economic crisis. the economic results of this emphasis were 
spectacular. there was a rapid expansion of exports, from average annual 
growth rates of 6 per cent in the 1960s and 11 per cent in the 1970s, with 
rates rising to over 16 per cent a year in the 1980s, and remaining above 10 
per cent through the first half of the 1990s. However, in a warning of things 
to come, there was no increase in 1996. the wider economic significance of 
the move to Eoi can be seen in the data presented in table 3.2.

Table 3.2  GDP by industrial origin, 1985–96 (%)

Sector	 1985	 1990	 1991	 1992	 1993	 1994	 1995	 1996

Agriculture	 15.8	 12.7	 12.6	 12.3	 10.4	 10.7	 11.1	 11.0

Mining	and	quarrying	 2.5	 1.6	 1.6	 1.5	 1.4	 1.3	 1.2	 1.4

Manufacturing	 21.9	 27.2	 28.2	 27.6	 28.1	 28.0	 28.2	 28.4

Construction	 5.1	 6.2	 6.7	 6.7	 7.0	 7.4	 7.3	 7.4

Electricity	and	water	supply	 2.4	 2.2	 2.1	 2.3	 2.4	 2.3	 2.4	 2.3

Transport	and	communications	 7.4	 7.1	 7.1	 7.2	 7.5	 7.4	 7.3	 7.3

Wholesale	and	retail	trade	 18.3	 17.6	 17.0	 16.7	 16.7	 16.5	 16.2	 15.5

Banking,	insurance,	real	estate	 3.3	 5.5	 5.3	 6.4	 7.3	 7.8	 7.5	 7.6

Ownership	of	dwellings	 4.2	 3.0	 2.8	 2.8	 2.6	 2.4	 2.4	 2.4

Public	administration	and	defence	 4.6	 3.5	 3.5	 3.7	 3.7	 3.5	 3.7	 3.7

Services	 14.5	 13.3	 13.0	 12.7	 12.9	 12.6	 12.8	 13.1

Sources: TDRI (1995; 1998); Bank of Thailand (2000, 2005)

the change in the relative shares of the manufacturing and agricultural 
sectors in the economy is remarkable (see figure 3.1, page ??). in 1960, agri-
culture was the most important economic sector. it accounted for 40 per cent 
of GDp, most exports, and employed the vast majority of the population. 
Manufacturing made a small contribution to production and employment. 
the transition took place in the early 1980s. By the mid 1990s, agriculture 
produced just 11 per cent of GDp, ranking lower than manufacturing, trade, 
and services. Rapid industrial growth saw manufactured exports expand from 
just 1 per cent of total exports in 1960 to a whopping 75 per cent by the early 
1990s (tDRi 1992:6). this does not mean that agriculture had shrunk—it 
grew, but far less rapidly than did manufacturing.

in 1960, 82 per cent of the economically active population was in agri-
culture. By 1996, this had declined to just 48 per cent (Economic section 
1998:9). these data understate the magnitude of change as most agricul-
tural families now rely on income from off-farm sources. at the same time, 
employment in non-agricultural activities grew significantly. Eoi saw the 
further development of the working class. Between 1979 and 1998, the 
workforce expanded by more than 50 per cent or almost 11 million people; 
the manufacturing workforce almost tripled over the same period (tDRi 
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1999:14) and, by 1992, women made up half the manufacturing workforce 
(Yada 1998:126).

Growth was driven by the private sector. Measured as a percentage of 
GDp, private investment in 1975 was about three times greater than was pub-
lic investment. the boom in private-sector investment following the policy 
changes of the mid 1980s saw private investment levels almost five times 
that of the state. Real gross fixed capital formation grew by an average 20 
per cent annually during the boom of 1986–91, and by 10–15 per cent in 
1992–96. the value of new business registrations and capital expansions also 
grew rapidly during these periods, averaging more than 50 per cent in the 
1986–91 period. these levels were reduced after 1991, but remained high by 
international standards until 1996 (Board of investment 1995, 2000).

these impressive results mirrored the expansion of a powerful domestic 
capitalist class and also saw this class become increasingly diverse. there was 
also considerable stimulus from foreign investors (Jansen 1997). Domes-
tic investors remained positive towards foreign investment, often preferring 
joint ventures when entering new business sectors.8 Foreign investment was 
seen as a barometer of business confidence, giving it considerable political 
significance. as seen in table 3.3, the inflows of foreign capital increased 

Figure 3.1  GDP in agriculture and manufacturing, 1960–2003

 
 
 
 
 

Source: Bank of Thailand, National Income of Thailand, various issues
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substantially in the late 1980s and remained high until 1996. it is of interest, 
however, that direct foreign investment (DFi) continued to increase during 
the early crisis period before sharply declining (discussed below).

Table 3.3  Flows of foreign capital, 1986–2004

Year	 Net	DFI	(US$	million)	 %	Change	on	 Total	capital	flows	
	 	 previous	year	 (US$	million)

1986	 276	 55.5	 –376

1987	 362	 30.9	 896

1988	 1	118	 209.2	 2	926

1989	 1	828	 63.4	 5	780

1990	 2	588	 41.5	 9	910

1991	 2	056	 –20.6	 10	726

1992	 2	151	 4.6	 9	630

1993	 1	675	 –22.1	 10	636

1994	 598	 –64.3	 12	229

1995	 1	995	 233.6	 21	803

1996	 2	299	 15.2	 19	741

1997	 3	752	 63.2	 –8	637

1998	 5	547	 47.8	 –15	593

1999	 3	562	 –35.7	 –13	541

2000	 2	813	 –21.0	 –9	770

2001	 3	873	 35.5	 –3	908

2002*	 1	023	 –73.6	 –5	714

2003*	 1	882	 84.0	 –8	766

2004*	 835	 –55.6	 –211

Note: For the period 1986–96, US$1 was exchanged at about 25 baht. In 1997, after devaluation, 
US$1 was averaged at 31.37 baht, whereas for 1998, the figure was 37.84 baht and for the 1999–
2003, US$ figures provided by the Bank of Thailand have been used. 
* Preliminary figures.

Sources: TDRI (1992, 1995, 1998); Bank of Thailand (2000, 2005); Board of Investment (2000)

the sources of DFi altered with the expansion of investment. in 1984 
the Us was the largest investor; by 1986, Japan held this position. Japan’s net 
investments increased ninefold between 1987 and 1990 and accounted for 
about 44 per cent of all DFi. Japan, the Us, and Hong Kong remained the 
largest investors throughout the period.

although foreign investment was strategically important, local business 
investments were far greater. For most of the period between 1960 and 1994, 
although foreign investment increased steadily, its contribution to gross capi-
tal formation usually remained in a range of 1–8 per cent (Hewison 1989:112; 
pasuk & Baker 1996:35). Even among Boi-promoted firms, approximately 
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two-thirds of registered capital between 1960 and 1993 was domestic (Board 
of investment 1995:11). these levels of DFi are relatively low when com-
pared with other asEan states. as pasuk and Baker (1996:35) observe, 
‘Foreign investment may have sparked the [post-1986] boom … [but] thai 
investments made it a big boom.’

the boom, driven by ballooning exports, pulled the domestic market 
along. Bangkok and other urban centres experienced investment booms that 
saw markets expand and diversify, especially in real estate, construction, and 
wholesale and retail trade. the outcome was the emergence of an expanded 
capitalist class (pasuk & Baker 1996:chs 3 and 4). this resulted in a challenge 
to the financial dominance of the big banks. as noted above, the banks and 
their controlling families had long managed the supply of domestic invest-
ment funds. From the late 1970s, however, some technocrats sought to reduce 
the economic power of these families. it was decided that a limit on bank 
ownership in other business sectors and a widening of bank ownership would 
enhance growth (Hewison 1989:191). as some families were unable to keep 
pace with the capital expansion requirements of their banks, the dilution of 
family holdings began, however, it was only the expansion of the boom that 
was able to loosen banking family control in other business sectors.

although the sino-thai-owned banks did well from the boom and 
were aggressive in financing exports, a range of factors challenged their 
dominance.

First, the post-1985 increase in DFi saw foreign investors seeking local 
partners. the level of demand was such that it went well beyond the bank-
dominated cliques.

second, policy changes saw state controls on the finance sector and on 
capital flows eased, meaning that domestic borrowers were no longer tied to 
domestic banks. another important change was the ability to borrow over-
seas. at the same time, increased numbers of foreign banks were established 
in thailand, and were particularly aggressive in their corporate and business 
lending. Merchant banking also expanded significantly, and several finance 
companies were in a position to expand their activities, especially as they were 
also freed from reliance on the commercial banks.

third, the banks were challenged by the expansion of the stock Exchange 
of thailand (sEt). the sEt had existed for years, but had been hampered 
by a lack of investor confidence, particularly after a finance sector crisis in 
1979 (Hewison 1981). However, following the Wall street crash of october 
1987, the sEt took off, and capitalisation and turnover expanded markedly 
(see table 3.4, below). although still volatile, the sEt became attractive to 
both local and international investors. it mobilised large amounts of capital, 
loosening the grip of the banks on finance and industry. an important factor 
in this was the establishment of international securities and brokerage com-
panies in Bangkok (pasuk & Baker 1996:39).



the political economy of south-east asia

�0

Table 3.4 Selected statistics on the Stock Exchange of Thailand,  
 1985–2004 (selected years)

Indicator	 1985	 1990	 1996	 1998	 1999	 2002	 2004

Annual	turnover	(US$	billion)	 0.6	 25.1	 52.1	 20.7	 42.5	 51.2	 125.6

Average	daily	turnover	(US$	million)	 2.5	 101.6	 213.6	 84.7	 173.6	 208.9	 512.7

SET	Index	(end	of	period)	 134.9	 649.4	 910.3	 331.3	 395.5	 356.5	 668.1

Market	dividend	yield	(%)	 8.2	 3.6	 3.5	 1.3	 0.6	 2.7	 2.7

Number	of	quoted	companies	 97	 214	 454	 418	 392	 389	 439

Market	value	capitalisation	(US$	billion)	 2.0	 24.5	 102.4	 30.7	 58.0	 49.5	 113.1

Sources: Board of Investment (1990, 1992, 1995); SET (2000, 2005);  
Securities and Exchange Commission of Thailand (2000)

For many rising capitalists the expansion of the sEt and the liberalisa-
tion of the financial sector were perceived as freeing them from the control of 
the banking families. a range of companies and groups emerged to challenge 
those who were powerful during the isi period. Many saw the sEt as an 
unlimited source of funds and an expression of the free-wheeling spirit of 
capitalism. Manipulation was not unusual, especially as regulation was often 
deliberately loose (Handley 1997).

the result was a larger, more diverse, capitalist class. the dominance of 
banking and industry was challenged. these areas remained important, but 
remarkably wealthy capitalist groups were produced by the widened financial 
sector and by telecommunications, real estate, tourism, and a range of services 
(Handley 1997). some of these new business groups even chose to challenge 
the big families on their own ground—in banking—and there were takeover 
battles among the smaller banks. Huge profits were made and, although 
much was reinvested, consumption and luxury spending increased markedly, 
further expanding the domestic market, but setting the scene for the 1997 
economic collapse.

the accumulation regime of the isi era had seen a small capitalist group 
dominant, buttressed by its relationships with powerful political figures. 
technocrats tended to have control of economic policy-making, but this 
did not amount to independence. the Eoi-driven boom disrupted these 
relationships. although many of the links remained, the nature of thai-
land’s capitalism meant that technocrats were more concerned to manage an 
economy that enhanced expanded accumulation, being less particularistic and 
more concerned with the health of capital in general. this was a better strategy 
for dealing with a diversified business community; however, the expansion of 
electoral politics, where success depended on access to enormous quantities 
of money, saw business and elected politicians establishing relationships not 
unlike those between officials and business under isi.

thailand’s consistent economic growth from the late 1950s to 1997 
was not unreservedly positive. a range of negative issues was identified (see 
Medhi 1995), including a central problem of the boom period—wealth 
distribution.
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wealth distribution and the boom

the World Bank (1993) argued that one of the results of the East asian 
miracle was increased equity. For thailand, however, this was not the experi-
ence. as can be seen in figure 3.2 below, rapid increases in per capita incomes 
brought significant reductions in poverty. the downward trend has been 
consistent, with urban dwellers doing better than those in rural areas.9

Figure 3.2  Poverty incidence, 1975/76–2002

 
 
  
 

Sources: TDRI (1992; 1995; 1998; 2003)
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Figure 3.3  Income distribution, 1975/76–2002

 
Sources: TDRI (1992, 1995, 1998, 2003)
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the trickle-down effects of growth in provincial areas, while not compromis-
ing national growth (nEsDB n.d.:99–104).

this approach failed. there was little consensus in business or govern-
ment on the need for higher-level skills. the existing accumulation regime 
produced the boom and profits seemed to flow easily from both productive 
and speculative investment. in short, there was no imperative to look beyond 
existing patterns of investment and exploitation. Continued opposition to 
any expansion of the limited social welfare system reinforced this. these 
debates were temporarily abandoned when the 1997 crisis hit.

in addition to increasing inequality, there were other signs that the 
economy faced problems by 1996. From 1993, for example, the sEt began 
a steady decline. speculative attacks on the baht began in 1995, and there was 
a decline in property values, rising vacancy rates for office and condominium 
space, and deteriorating investor confidence. the 1996 failure of the Bangkok 
Bank of Commerce and the cessation of export growth confirmed that the 
economy was in trouble. But booms build confidence and many simply did 
not want to believe that the boom was ending.10

economIc crIsIs and recovery: estaBlIshIng a new 
accumulatIon regIme

there have been a range of explanations for the asian crisis (see chapter 1, this 
volume). particularly significant for thailand were downturns in investment 
and exports, partly attributable to the high value of the baht. there was also 
over-capacity in a range of sectors. Despite this, ‘hot money’ poured into 
unproductive areas and sectors with over-capacity (United states Embassy 
1998:1). the result was a ‘price collapse’ and an erosion of ‘the rates of return 
on new capital invested’ (Bank for international settlements 1998:35–6, 
117). in addition, the 1996 troubles of the finance sector saw investor con-
fidence weaken.

the 2 July 1997 devaluation marked the beginning of a downward 
economic spiral (see table 3.5 below). the iMF brokered a Us$17 billion 
support package, demanding in return substantial reform and restructuring 
from thailand’s government.

Much has been written of the economic impact of the crisis (see Glass-
man 2004; Hewison 2000a; pasuk & Baker 2000). the popular picture, 
especially outside thailand, is that the crisis was a disaster for the country’s 
corporate conglomerates and the middle class. Capitalists lost their business 
empires, while many in the middle class were thrown out of work. there is 
no doubt that the impact on business was considerable. Manufacturing firms 
struggled with overcapacity, which continued into 2003, and many firms were 
weighed down with debt, hamstrung by a liquidity squeeze and declining 
domestic demand. the finance sector was left in tatters, with only a handful 
of finance and securities companies remaining after 1997 and many banks 
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closed, taken over by the state or sold off to foreign investors. thus, there 
is considerable truth in the popular picture. However, this is only a partial 
depiction of the broad impacts of the crisis. the principal impact was on the 
poor, who became poorer as a result of the crisis.

Table 3.5  GDP by industrial origin, 1997–2004 (%)

Sector	 1997	 1998	 1999	 2000	 2001	 2002	 2003

Agriculture	 9.4	 10.8	 9.4	 9.0	 9.1	 9.4	 10.0

Mining	and	quarrying	 1.7	 1.8	 1.9	 2.4	 2.5	 2.5	 2.6

Manufacturing	 30.2	 30.9	 32.6	 33.6	 33.4	 33.6	 34.7

Construction	 5.7	 3.9	 3.6	 3.1	 3.0	 3.0	 3.0

Electricity	and	water	supply	 2.5	 3.1	 2.8	 3.0	 3.2	 3.2	 3.2

Transport	and	communications	 7.8	 7.8	 8.1	 8.0	 8.3	 8.3	 7.8

Wholesale	and	retail	trade	 17.2	 17.0	 17.3	 17.2	 16.7	 15.9	 15.4

Banking,	insurance,	real	estate	 6.5	 5.1	 3.4	 3.0	 2.9	 3.1	 3.4

Ownership	of	dwellings	 3.3	 3.3	 3.4	 3.3	 3.2	 3.2	 3.0

Public	administration	and	defence	 3.8	 4.2	 4.4	 4.3	 4.3	 4.5	 4.4

Services	 11.9	 12.1	 13.1	 13.1	 13.4	 13.3	 12.5

Note: Categorisation for some sectors changed in the mid 1990s. This table modifies these so that they 
match earlier tables in this chapter. Data for 2003 are preliminary.

Sources: Bank of Thailand (2005)

it is worth recalling that, prior to the crisis, thailand was seen by many 
orthodox economists as a success story (Warr & nidhiprabah 1996:3), shep-
herded towards ‘good’ policies by capable technocrats. But in 1997, something 
went wrong with the orthodox success story and suddenly thailand was at 
the centre of a regionwide economic crisis. the orthodox consensus was 
that the crisis was a result of poor policies, weak state and corporate gover-
nance, inadequate institutions, cronyism, corruption, moral hazard, resource 
misallocation, and failed liberalisation. While this conveniently ignored 
the existence of the same factors during the boom times of the early 1990s 
(pasuk & Baker 1998:318), neoliberals were quick to reaffirm the critical 
differences between right and wrong policies, and the need for sound mac-
roeconomic management that included further liberalisation. in thailand, 
the post-crisis, neoliberal approach, promoted by the iMF, the World Bank, 
the asian Development Bank, and a range of bilateral partners, emphasised 
expanded liberalisation and more privatisation, fiscal austerity, deregulation, 
and decentralisation. a fundamental concern was to further reduce the eco-
nomic role of the state.

Following the flotation of the baht, its subsequent and rapid devalua-
tion, and the flight of capital (see table 3.3 above), the iMF had brokered a 
rescue package with the government led by Chavalit Yongchaiyudh. the 
devaluation saw many companies pushed into insolvency. those that weren’t 
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insolvent, together with many small businesses, found they were unable to 
access a banking system that had all but collapsed (see Hewison 2000a;  
Regnier 2001). thailand had little choice but to accept the iMF’s Us$17 
billion standby facility and its demands for austerity and market-enhancing 
reform.

initially, the iMF, drawing on latin american experience, was concerned 
to stabilise the economy and negotiated policies that involved a tightening 
of monetary and fiscal policy. this was followed by attention to financial 
restructuring and reforms that demanded low wages, the privatisation of state 
enterprises (especially in communications, transport, and energy), civil ser-
vice reform, improvements to corporate governance, regulatory reform, eased 
restrictions on foreign investment, and increased private sector participation 
in infrastructure projects (see Hewison 2005).

the outcome of this misguided reform strategy was a recession that 
was far deeper than might otherwise have been expected. not only was the 
economic distress deep, but there were also negative political consequences. 
the crisis cut a swathe through the domestic business class, destroying or 
weakening all of the bank-based conglomerates that had long dominated 
the domestic capitalist class, and crushed many of the new business groups 
that had mushroomed during the boom. With the banking sector crippled 
by non-performing loans, even small enterprises found they had no access 
to capital. Foreign investment grew rapidly as joint-venture partners were 
bought out and cheap acquisitions completed. this was especially notable 
in the finance and industrial sectors. While business struggled, the greatest 
impacts of the economic downturn were on poverty, employment and wages, 
and inequality.

as mentioned, prior to the crisis, poverty had been reduced; however, 
the crisis saw more than 7 million people fall below the World Bank’s poverty 
line of Us$1.50 a day.11 the impact was especially hard in already disadvan-
taged areas and the crisis meant that poverty re-emerged as a serious national 
problem.

in just a year following devaluation, unemployment and underemploy-
ment also increased to about 10 per cent or almost 3.5 million people; a 
further half a million opted out of the workforce. Most affected were lower-
skilled and semi-skilled urban workers in the construction, service, and 
manufacturing sectors. Contradicting popular views regarding traditional 
social safety nets provided by rural villages, not only were many of the unem-
ployed found in rural areas, but people also continued to leave farms, just as 
they had during the economic boom. the already poor northeast region was 
hard-hit, accounting for almost 40 per cent of all unemployed.

Declining real wages had a substantial impact on thai workers and 
farmers. average monthly wages declined by 7.9 per cent between 1997 and 
2000 and remained stagnant into 2004. Wages declined for all occupational 
categories, but most substantially in the agricultural sector, manufacturing, 
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sales, transport, and clerical work. the most severely affected were workers 
with only primary school or lower education. strikingly, as the World Bank 
(2000c:32) concluded, ‘there was a shift in the distribution of aggregate wage 
earnings from groups with low pay to those with high pay’. this involved 
shifts in the distribution of aggregate wages from rural to urban areas, from 
poor to relatively wealthy regions, from shopfloor workers to technical and 
professional workers, and from those in small enterprises to those in large 
establishments.

the data on inequality are not so clear. the World Bank, using national 
statistical office data, indicates that inequality increased during the crisis, 
with the richest 20 per cent of the population seeing its share of wealth rise 
between 1996 and 1999, while that of all other quintiles declined. part of the 
reason for this was that the poor had to transfer substantially higher propor-
tions of their incomes to support their extended families than did the rich. 
the World Bank concluded that increased income inequality was associated 
with increased poverty and that inequality posed a threat to recovery. surpris-
ingly, given its ideological edge, World Bank analysis indicated that the source 
of inequality was profits; however, the tDRi (2003), using the same data, 
reports that inequality was marginally reduced during the crisis. Even if the 
more conservative data are used, it remains the case that the poor have not 
been able to improve their situation markedly (see figure 3.3 above).

all in all, it was the poor who were most severely affected by the eco-
nomic downturn, with a movement of wealth and savings from the already 
poor to the already wealthy. this situation meant increased social conflict. 
While all workers suffered during the crisis, it was the lowest paid workers 
who suffered the most. Workers responded vigorously to their deteriorating 
situation and, while there were few strikes, officially reported grievances rose 
substantially (see Brown, Bundit & Hewison 2002).

as the economic crisis worsened, a widespread and popular opposition 
to the iMF’s strictures developed. this resulted in a loose alliance of workers, 
intellectuals, nGos, politicians, domestic businesses, and even the country’s 
monarch, drawn together in a broadly nationalist opposition to a perceived 
loss of sovereignty over economic policymaking, negative social impacts, and 
a fire sale of local assets to foreign interests. Domestic business was especially 
vocal and urged the government to implement measures to save the economy. 
Despite these pressures, the government continued to implement a neoliberal 
reform agenda. this steadfastness caused powerful elements of the local busi-
ness class to conclude that the iMF-sponsored reforms would so weaken their 
control and reduce their wealth that the demise of their class was possible.

these political developments took place in a context in which domestic 
capital was restructuring under intense domestic competitive pressures and 
in the face of aggressive competition from international investors. the result 
has been a massive reorganisation of ownership and control, including the 
transfer of assets to foreign investors (see Hewison 2002b, 2004).
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in terms of the discussion of economic regimes, a significant change was 
the relegation of the once powerful banking families and their conglomerates. 
Before the crisis, these families controlled the partially liberalised finance 
sector, including thirteen of the sixteen commercial banks. While competi-
tive reorganisation of banking capital had begun in the 1980s and continued 
through the 1990s, it was the crisis that ended the family control of a number 
of banks. By 1998, only five commercial banks remained outside state control 
and in majority thai ownership, with each of these having foreign sharehold-
ings of 40–49 per cent (Hewison 2004). this suggests the end of the control 
of the bank-based conglomerates that had been central for much of thailand’s 
capitalist development.

Domestic capital thus identified iMF-sponsored reforms as a threat to 
their power and control. the government was seen to be implementing a 
program that kept the iMF and its Western supporters on side. the govern-
ment appeared determined to save capitalism, but this plan seemed to favour 
foreign investors rather than domestic capital, contrasting with previous poli-
cies in which domestic business had long been supported by international 
agencies and various thai governments; now these agencies seemed intent 
on its destruction.

this threat to the power of local business forced the domestic capitalist 
class to take direct control of the state, parliament, and ministries. in this they 
were supported by a broad coalition that felt that thai society was being torn 
apart by crisis and neoliberal reform. the political vehicle for local capital’s 
fight was the thai Rak thai party (tRt), established in 1998 by one of the 
few local tycoons to come through the crisis relatively unscathed, thaksin 
shinawatra.12

More than any previous party, tRt represents the interests of big domes-
tic business. previously, business leaders had remained aloof from corrupt 
electoral politics; they had not needed to be directly involved for government 
had supported domestic business. it was the threat to their interests and power 
posed by neoliberal policy that caused the remaining tycoons to conclude that 
big domestic capital needed to take control of the state. Many long-standing 
rivalries were put aside as big business coalesced around thaksin. tRt thus 
became the vehicle to give back a competitive edge to domestic business. this 
was symbolised in the tRt’s runaway 2001 election victory.

tRt built an electoral platform that addressed the aspirations of many 
voters. it developed an inclusive message and nationalist policies and pledged 
help for those suffering from the slump. this was especially appealing to poor, 
especially rural, voters. tRt also targeted small business, promising to make 
credit available to them. in economic policy, tRt caught the mood of an 
electorate that had suffered the welfare declines outlined above. the party 
emphasised a dual track development strategy, in which the initial emphasis 
was on strengthening the domestic economy by boosting demand. particular 
attention was paid to schemes that poured government funds into rural areas. 
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specific programs were developed to appeal to rural people: soft loans for 
every community in the country, a three-year debt moratorium for farmers, 
a 30 baht universal health care program, and a people’s bank (thai Rak thai 
n.d.).

not only did these promises deliver a handsome election victory in 
2001, but they also rejected the iMF-brokered policies. to emphasise this, 
thaksin extolled the virtues of managed development, drawing on the exam-
ples of Malaysia and singapore (thaksin 2001). not only did thaksin and 
tRt make promises, but, following the 2001 election, also moved quickly 
to implement them, emphasising its pledges to the poor, which saw tRt win 
a landslide re-election victory in 2005.

these obligations to the poor should not conceal the fact that the tRt 
government was by and for the rich. thaksin’s cabinets included representa-
tives of the most powerful post-crisis business groups and families, including 
his own shin Corp, Jasmine, Charoen pokphand, Bangkok Entertainment, 
the thai Military Bank, thai summit, and others. the tRt government 
set about helping domestic business, including those associated with its own 
leaders, advisers, and supporters (see McCargo 7 Ukrist 2005:ch. 6).

to protect domestic business the government slowed the pace of libera-
lisation in a number of areas, including in the telecommunications sector 
and the privatisation of state enterprises, and suggested limits on foreign 
ownership. in this the government ignored timetables and programs set by 
the previous government and the iMF. the government was also supportive 
of businesspeople who had come under investigation for deals done in the 
pre-crisis period and had state banks bail out a number of businessespeople 
(Baker 2004:18–19). that many of these were supporters of and advisers to 
tRt, and that there were serious conflicts of interest involved, was hidden 
in the language of economic nationalism.

Meanwhile, powerful nationalist rhetoric was not going to maintain 
political consensus for too long. as a result, tRt strengthened its politi-
cal control. thaksin and tRt have attacked critics, neutered independent 
agencies, limited the media, managed news, managed mergers with smaller 
political parties, limited parliamentary scrutiny, and strengthened state security 
agencies (see pasuk & Baker 2004; McCargo & Ukrist 2005). as Glassman 
(this volume) indicates, the government has also utilised the Us-sponsored 
war on terror to shore up aspects of its political control. the intention has 
been to make the government of tycoons safe over the long term by minimis-
ing and managing opposition. thaksin himself has argued that adversarial 
parliamentary politics is a betrayal of the people (thaksin 2002:4).

renegotiating social contracts

But this was not a simple case of domestic business seizing the state. Rather, 
thaksin, tRt, and domestic capital, operating within a representative  
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parliamentary system, established their political legitimacy through a new 
social contract that replaced sarit’s developmental social compact.

a political backlash against neoliberal economic policies had brought 
thaksin his first election victory and, while tRt strategists clearly saw the 
need for alternative economic recovery strategies emphasising demand-driven 
growth, neither tRt nor thaksin were natural enemies of liberal economic 
policies. thaksin supports free trade and some of tRt’s policies were congru-
ent with those favoured by the international financial institutions (for example, 
on decentralisation, bureaucratic reform, and the promotion of small- and 
medium-scale enterprises). in essence, tRt’s policies were designed to give 
domestic capital enough space to restructure and regather its strength before 
returning to policies that looked more like neoliberal orthodoxy. Without 
this breathing space, domestic capital would have been uncompetitive and 
foreign capital would have won substantial gains.

once tRt had secured its 2001 electoral victory, thaksin set about 
delivering on the promises that had him elected. the party came to power 
through electoral policies that promised rapid economic recovery, targeted 
the poor, made social welfare a significant part of its platform, and allocated 
government a central role in reducing poverty. While the international finan-
cial institutions fretted over the increased role for the state and the impact of 
aggressive expansionary economic policies, this approach delivered growth 
and considerable political support for the tRt government. it also repre-
sented the establishment of a new social contract.

the deal implicit in tRt policies was that, if the electorate supported 
tRt, then tRt promised enhanced social protection and economic oppor-
tunities for the relatively poor majority of the population. this side of the 
bargain was targeted directly at those who would elect the government in the 
2001 polls—small farmers, the working class, and those in the middle class 
who had been adversely affected by the economic crisis. the other side of bar-
gain was support and protection for domestic capital as it faced restructuring 
and significant competition, especially from foreign investors (see Robison, 
Rodan & Hewison 2005).

these policies raise an interesting question: How it is that a government 
that is representative of domestic capital developed a social contract that 
delivers state-supported social protection at a level never before considered 
possible for thailand?

interestingly, in the midst of competitive restructuring, the remaining 
elements of big local business were able to put aside their economic com-
petition in order to cooperate politically. this was because they recognised 
that domestic capital needed a new social contract if it was to re-establish its 
economic power. in addition, domestic capital recognised that political and 
social unrest could result from crisis-induced rural stagnation, inequality, 
and poverty; it was keen to avoid the situation seen in indonesia with the 
overthrow of the suharto regime.
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at the 2001 elections the domestic capitalist class allocated a high 
priority to achieving direct control of the state and to retain control for a 
considerable time. this was indicated by the large expenditures it allowed the 
tRt government to allocate to the five major election policies—the 1 mil-
lion baht village and community fund, the 30 baht universal health scheme, 
the people’s bank, the one tambon-one product scheme, and farmers’ debt 
suspension—more than Us$3.6 billion. the most significant of these pro-
grams were the village and community fund and the 30 baht health scheme, 
accounting for about 90 per cent of the funding and claiming almost 52 
million beneficiaries by 2002 (Worawan, 2003:3).

Much of the public support for thaksin and tRt was generated from 
programs delivering benefits to the poor, the success of their broader eco-
nomic policies was also important. While thailand’s growth rates have not 
returned to pre-crisis levels, the tRt government has presided over growth 
rates that increased to more than 6 per cent in 2002, which, despite a series 
of external shocks, were able to be maintained until 2005. Domestic capital 
benefited from a return to growth and other policies that supported recovery. 
the satisfaction of major business figures with the government was indicated 
during the campaign leading up to the 2005 election, when virtually all of 
them threw their weight behind tRt.

conclusIon

thailand’s economic development can be judged successful in growth terms. 
the crisis has not altered this judgment, even though it has prompted a 
reconsideration of the reasons for economic achievement and failure and the 
role of the state. Before the crisis, some concluded that thailand offered little 
theoretical support for the efficacy of either interventionist or minimalist 
states. others argued that thailand’s growth might have been higher had 
it not been for weak state institutions. the crisis focused attention on the 
institutions capable of facilitating markets through rules-based and predict-
able systems.

this chapter has attempted to demonstrate that this debate is not always 
enlightening. in general terms, it is not surprising that thailand’s development 
strategies and plans have supported the expansion of markets and capitalist 
accumulation. these policies were adopted not necessarily because politicians, 
bureaucrats, and technocrats were listening to capitalists or including them 
in policy-making—sometimes they did—but because structural imperatives 
demanded that the state support capitalist accumulation. in thailand, from 
the late 1950s to the 1997–98 crisis, this has usually been translated as sup-
port for domestic capitalists. it has only been under thaksin and tRt that 
a capitalist state controlled by capitalists has emerged.

the history of thailand’s development has seen the establishment of 
particular accumulation regimes. these regimes are an amalgam of economic, 
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social, and political power, and structure the development of public policy. 
in other words, policy outcomes are not a measure of the abilities of institu-
tions (state or private) or of the relative insulation of decision-makers from 
political interference. Rather, policy results from competition and conflict 
over production, profits, wealth, and power. these conflicts are intimately 
bound to the trajectory of various classes and class fractions, nationally and 
internationally. in thailand, the conflicts unleashed by economic crisis and 
recovery have underlined the fact that markets are ‘politically constructed by 
governments through a set of rules that enable rights and obligations to be 
allocated to different actors via markets’ (Higgott & nesadurai 2002:29). it 
is clear the government has been critical in shaping the accumulation regimes 
that have organised thailand’s markets and institutions from the time when 
monarchs were most powerful. it is the understanding of this fact that led 
thailand’s domestic capitalist class to seize control of the state in 2001. the 
importance of shaping the way markets will operate in thailand has seen an 
attempt to reshape the accumulation regime through a social contract that 
delivers improved social welfare in a deal that also allows local capital to 
rebuild its competitiveness and avoid the bleak outcome that seemed likely 
under orthodox reforms proposed when the economic crisis began. through 
intense struggle, particularly between domestic and international capital, the 
former appears to have achieved considerable success, re-establishing itself 
post-crisis through the use of state power and authority.

notes
 1 i am grateful to andrew Brown and Garry Rodan for comments on an earlier version 

of this paper.
 2 these paragraphs are a characterisation; for more detail, see Bottomore (1985).
 3  Writing from a different perspective, Yoshihara (1988), in arguing that south-East asian 

capitalism is ersatz, develops an analysis that produces conclusions close to those of 
dependency theorists.

 4 For a discussion of thailand’s capitalist development that points out these shortcomings, 
see Hewison (1989).

 5 the history of the Chinese in thailand is analysed by skinner (1957, 1958) and suehiro 
(1989).

 6  the event is usually portrayed as the replacement of one elite by another in a coup. it was 
far more than this. the people’s party, although not cohesive or ideologically coherent, 
established the fundamentals of the political and economic landscape and discourse. it 
defined a political opposition (royalists), brought the military to political prominence, 
and raised economic management, modernisation and progress, constitutionalism, rep-
resentation, and opposition as important issues.

 7 sarit evidently had fewer links to state enterprises than did the leaders of the previous 
government; he had built his connections with the private sector (silcock 1967a:20).

 8 the Boi made no particular distinction between foreign and domestic investors. pro-
motional privileges to foreign firms have also been available to domestic investors, 
although a few areas of employment were reserved for thais. the privileges have been 
generous. in addition to guarantees against nationalisation, state monopolies, or gov-
ernment competition, Boi promotion offers incentives such as tax holidays and other 
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taxation relief, import bans on competing products, tax deductions, repatriation of prof-
its, and substantial and additional benefits for exporters (Board of investment 1995).

 9 it needs to be noted that all of these data are based on unrealistically low poverty lines. 
the figure used to calculate these figures in 1996 was annual per capita income of the 
equivalent of 59 Us cents per day for rural areas and 94 Us cents a day for urban areas. 
in 2002, it was about 93 cents a day in rural areas and, in urban areas, about $1.29 a 
day (tDRi 2003).

10  the Bank of thailand (1997a:5), for example, reporting the first nine months of 1997, 
referred to ‘subdued’ economic conditions, this when the crisis was underway. shortly 
afterwards, the bank’s annual report referred to ‘severe difficulties’ and a ‘sharp economic 
slowdown’ (Bank of thailand 1997b:5–6).

11  this and the next two paragraphs are based on an analysis of World Bank crisis era 
research (World Bank 1999a–c, 2000a–c, 2001, 2005). For a detailed discussion, see 
Hewison (2002a).

12  a figure already higher than that used by the thai government in assessing poverty 
incidence. it is unclear how thaksin’s businesses survived the crisis. His telecommunica-
tions businesses continued to provide cashflow during the crisis. at the same time, it was 
said that, when deputy prime minister in the Chavalit government, thaksin may have 
benefited from inside advice on the devaluation (thitinan 2001:327). this allegation 
has been vigorously denied by thaksin and his supporters. thaksin’s business success 
coincided with the economic boom. From a small computer business in the early 1980s, 
thaksin was, by 1996, one of thailand’s wealthiest businesspeople and his companies 
were generally profitable (see pasuk & Baker 2004). Even so, it is worth noting that 
much of thaksin’s business success was based on state concessions in telecommunica-
tions and related areas (see Ukrist 2002). He had excellent connections in the military, 
where relatives had powerful positions, and the police, where he had trained; also, he 
had married the daughter of a powerful police general (see McCargo & Ukrist 2005). 
thaksin had dabbled in national politics from 1994 to 1997, although he had not been 
particularly popular or successful.
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