STATE STRUCTURE AND ECONOMIC DEVELOPMENT:
THE POLITICAL ECONOMY OF THAILAND AND THE PHILIPPINES

ANTOINETTE R. RAQUIZA

A dissertation submitted to the Graduate Faculty in Political Science
in partial fulfillment of the requirements for the degree of Doctor of Philosophy,
The City University of New York

2010



© 2010
ANTOINETTE R.RAQUIZA

All Rights Reserved



This manuscript has been read and accepted for the
Graduate Faculty in Political Science in satisfaction of the
dissertation requirement for the degree of Doctor of Philosophy.

Susan L. Woodward

Date Chair of Examining Committee

Joe Rollins

Date Executive Officer

John R. Bowman

Yan Sen

Supervision Committee

THE CITY UNIVERSITY OF NEW YORK



Abstract

STATE STRUCTURE AND ECONOMIC DEVELOPMENT:
THE POLITICAL ECONOMY OF THAILAND AND THE PHILIPPINES
by

Antoinette R. Raquiza

Adviser: Professor Susan L. Woodward

This dissertation investigates the factors that account for different economic
performance among late developing countries that are vulnerable to external shocks,
crony capitalism, and political instability. The dissertation undertakes an historical,
comparative analysis of industrializing Thailand and relatively low-performing
Philippines, and argues that differences in economic performance are due to variations in
the institutional configuration of state power, defined along two dimensions: the
embeddedness of governing elites in state institutions, and the relationship between the
political leadership and economic technocracy in the development policy process.

The dissertation adopts the concept of bureaucratic polity, used in Thailand
studies, to refer to the series of coalitions between military rulers and senior technocrats
that controlled state power for most of that country’s modern history. Thai political rulers
and technocrat economic managers were deeply embedded, respectively, in the military
and civilian bureaucracies; economic technocrats had relative autonomy from the

political rulers. For the Philippines, this study introduces the concept of proprietary



polity, a form of elite rule in which personalistic politicians gain power because of their
personal wealth, connections, and political skills. Philippine political leaders belonged to
weak political parties and recruited technocrats from the private sector. Hence, the
development bureaucracy was strongly subordinate to political leaders.

These distinct institutional settings produced different economic growth patterns.
Thailand’s more stable bureaucratic polity proved conducive to long-term capital
accumulation, necessary for the rise of a robust industrial sector. Because political
contestation proved much more disruptive under the Philippines’s proprietary polity,
investment flowed more into the commercial sectors, where economic activities promised
fast turnovers. Four causal mechanisms link the institutional setting to economic
outcomes: (1) political contestation, 2) presence of policy continuity, 3) choice of policy

design and tools, and, 4) the consolidation of different policy constituencies.
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CHAPTER 1

Introduction

The Board of Investment (BOI) in Thailand sits at the outskirts of Bangkok in a
towering and pristine new building well-suited to its reputation as the powerful
impresario of the country’s industrial development. I had asked for an interview with the
agency’s head a week before, and had been quickly given an appointment by an efficient
staff member. On the morning of the meeting, I was ushered into a modern, brightly lit
conference room, obviously designed to receive CEOs and industry leaders. The
secretary general came in promptly and, assisted by a senior staff member, spent an hour
answering my questions.' He stressed Thailand’s specific advantages as an investment
site vis-a-vis its neighbors, discussing up-and-coming Vietnam with particular attention.
He also took time to defend the BOI against critics in Thai policymaking circles who
were at the time beginning to argue that the agency had outlived its usefulness. I left the
interview with two glossy brochures and a CD promoting Thailand as a site for foreign
investors and business activity. It was an altogether impressive showing: a demonstration

of modernity and efficiency designed to dazzle...and it did.

My first encounter with the Philippine Board of Investment (BOI) came at a
public consultation it sponsored to discuss the 2007 draft of its Annual Investment

Priority Plan (IPP), listing specific industries that would be entitled to BOI incentives.

! Interview with Satit Chanjavanakul on November 7, 2006.



The meeting occurred in a poorly-lit conference room at the cramped BOI building in
Makati, Manila’s premier commercial district. The BOI building lies a short distance
from its head agency, the Department of Trade and Industry (DTI) and is led by a
department undersecretary. For the meeting, however, a panel consisting of only BOI
bureau directors and division chiefs met an audience that included a leading Filipino-
Chinese industrialist, the senior manager of a multinational steel corporation, some
Department of Finance representatives, and a Federation of Philippine Industries
officer—all seated on monoblock plastic chairs, flexing under the weight of so much

economic potential.

The panel opened by explaining what industries were not included in the draft,
and why: these were the “mandated inclusions” or economic activities that Congress had
for years legislated as entitled to fiscal and non-fiscal investment incentives. Also not
included were the economic activities that the departments (equivalent to ministries in
Thailand) needed still to identify and submit to the BOI. The chair of the panel explained
that since the BOI was constantly criticized for giving out incentives, the DTI Secretary
decided to have cabinet members share the responsibility of explaining to the President
and to the public why certain economic activities should be supported. Under the new
procedure, the BOI would consolidate the lists the departments would submit through

their cabinet secretaries.

This meeting, and subsequent visits to the Philippine BOI, revealed stark and
significant contrasts with the powerful and modern Thai BOI (in comparison to which,
the Philippine office seemed a poor cousin). As the public consultation suggested, the

BOI in the Philippines merely administers the investment incentives program; Thai BOI



officials actually make policy. While the Thai office had its critics, it responded by
defending its mission and asserting its bureaucratic prerogatives; in the Philippines,
officials sought instead to spread risk and potential blame, but also to diffuse power
among different executive agencies. Moreover, in the Philippines, incentives were
allocated around a wide variety of standing decisions, taken by Congress, to distribute
support to a range of interests.” Nothing of the sort intruded on the power of the Thai
BOI, which remains as the country’s most important allocator of investment incentives.
Hence, despite sharing the same name and some administrative functions, the two BOIs
occupied a different place in their countries’ development bureaucracies. This
dissertation will argue that such distinct institutional arrangements derive from variations
in the two countries’ patterns of economic development policy making and different

political dynamics.

My research seeks to explain differences in economic performances of Thailand
and the Philippines, treating the two countries as divergent cases of late-late industrial
development among Southeast Asia’s market economies. Analyses of Southeast Asian
economic development generally point to market liberalization and international free

trade as engines of growth (Pritchard 2006, Thomsen 1999). Thailand and Malaysia

2 Mandatory inclusions to the investment priority plan cover the following laws:
Presidential Decree No. 705 or the Industrial Tree Plantation Act; Republic Act No. 7103
on the iron and steel industry; RA 7942 on mining; RA 8047 on book publication or
printing; RA 8479 on the petroleum industry; RA 9003 on waste management; RA 9275
or the Clean Water Act; R.A 7277 on rehabilitation of disabled persons; and, RAs 6957
and 7718 on the build, operate and transfer arrangements.

From 1972 to 1998, there had been at least 44 laws passed on tax incentives.
Besides the industries and concerns cited above, Congress has also granted fiscal
incentives to specific business enterprises and constituent services such as tax benefits for
a local hospital or school (Llorito 2002).



registered growth rates of 8% and higher after their governments’ retreat from the
economy in the 1980s gave the private sector a greater role in industrial development.
Indonesia’s further liberalization since the collapse of the Suharto regime in May 1998
has also made it a key destination for foreign investors. These trends seem to uphold
arguments attributing the region’s growth economies to open markets (Bowie and Unger
1997). Conversely, analysts have typically explained poor economic performances—as in
the case of the Philippines under the Marcos regime, and Thailand during the 1997 Asian
financial crisis—in terms of graft and corruption (Campos 2001). Analyses of both
economic success and failure in the region, therefore, demonstrate strong faith in free-

market liberalism.

Yet there have always been problems with neoliberal explanations of Southeast
Asian development mainly because public authority and private power in the countries
have always been closely linked. My work seeks to explain the different economic
trajectories in the region by focusing on patterns of state activity in the economy. In fact,
the policymakers and governments in Southeast Asia’s market economies have played
decisive roles in building domestic capitalism. Ruth McVey (1992), for instance, argues
that because colonial administrations attempted to co-opt indigenous political elites by
recruiting them into the state bureaucracy while reserving the economy largely for
colonial exploitation, Southeast Asian capitalists first rose from the ranks of the

bureaucracy.

Since the start of the 20" century, emergent national political elites in the region
also undertook development programs that were designed, on the one hand, to modernize

an economy inherited from the colonial period and, on the other hand, to shore up their



political standing as claimants to the post-colonial state. Thailand holds the distinction of
never having been directly under colonial rule, yet the emergent bureaucratic elites that
seized control of the state from the monarchy in 1932 were similarly propelled by the
two-pronged objective of modernizing the economy and consolidating their rule. In this
light, development strategies that called for state corporations, import substitution, or

export promotion cannot be separated from political objectives.

From the standpoint of broad policy design, governing elites implemented
generally similar development strategies. Nevertheless, facing different political
conditions due to historical and colonial legacies, and drawing on different institutional

resources, those efforts produced divergent economic results.

This dissertation explains the divergence in economic performance of late
developing countries as a function of their different political economies. I argue that in
late-late developing countries the institutional configuration of state power exercises a
decisive influence on economic performance. I define the institutional configuration of
state power along two dimensions. It is, first, the embeddedness of the political
leadership and economic state managers in state institutions, and second, the pattern of
interaction and contestation among these governing elites, particularly as expressed in the
development policy process. In concentrating on this political and institutional story, this

study situates state activity at the center of the countries’ economic development.

To test this argument, I conduct an historical comparative analysis of Thailand
and the Philippines. Among Southeast Asian countries, Thailand and the Philippines

invite comparison for a variety of reasons. Although Thailand was never colonized, the



early development of its market economy was largely influenced by the demands of the
British Empire and other western countries. The Philippines, on the other hand, served as
the extension of the US market in the Pacific. Since their full integration into the global
economy in mid-19™ century, the two countries have relied heavily on international trade
to raise revenues for state-building and economic development. Both also received US
economic and military aid during the Cold War. Thailand and the Philippines began the
1960s on almost equal economic footing, and from there, embarked on an industrial
development strategy of investment promotions led by the BOI with sharply different
results. Up until the mid-1990s, Thailand’s sustained growth marked it as a leader among
the region’s emergent second-generation newly-industrializing countries while the
Philippines has consistently occupied the last place among the region’s market
economies. In fact, Thailand began to distinguish itself as an industrializing country in
the mid-1980s at about the same time that the Philippine economy, an aspiring industrial
leader in the region in the 1950s, began seriously to falter. Given their similar starting
points and shared development strategies, what accounts for discrepancies in their

performance? The effort to explain this divergence will occupy the pages that follow.

The comparison between Thailand and the Philippines also allows me to control
for some potential alternative explanations for their contrasting economic performances.
Thailand and the Philippines both have had troubled polities: in both countries, transfer of
power generally is accompanied by polarization of contending factions within the ruling
circles. In Thailand, the traditional mode of resolving elite political conflicts had been
through coups d'etat; in the Philippines, electoral contests were traditionally accompanied

by violence and massive fraud. Thai and Philippine religious conflict also falls along



similar lines, pitting a militant flank of a Muslim minority against a dominant religio-
national group. Finally, indigenized Chinese capitalists dominate both economies, posing
similar questions about the economic role that ethnicity played. Thailand and the
Philippines, therefore, provide opportunities for a paired comparative analysis since they

allow me to control for these social and cultural factors.

Despite these areas of similarity, the countries do diverge in the way institutions
of state power were configured, and this difference provides the opportunity to trace out
the processes by which those configurations influence economic outcomes. More
broadly, an analysis of Thai and Philippine experiences can help clarify the development
dilemmas of many Third World countries—where development efforts are similarly
weighed down by colonial or historical legacies of unstable political regimes, dependent

capitalism, and social conflict.

Review of the Literature

Established theories of economic development tend to explain growth in terms of
two very different models: the free market model stresses the role of self-regulating
markets while the statist model points to the necessity of a strong, centralizing state. Both
arguments postulate a separate space for state and market forces: in the economic model,
the state retreats from the economy, and the market ensures the efficient allocation of
resources (World Bank 2002, Friedman 1999); in the political model, the state, relatively
insulated from social forces, steers the economy by mobilizing and allocating resources

to strategic sectors (Katzenstein 1985, Evans 1995).



That said, the dichotomy between these two schools of thought began to blur as
the question of late development drew more and more on multi-disciplinary studies
(Bates and Krueger 1993). An area where the two approaches seem most to converge is
around the study of institutions, particularly the linkages and patterns of interaction
between state and society actors (Portes 2006). In addition, some points of consensus
have developed around the roles the state can play in the domestic economy as late
developing countries face new opportunities and different risks given the changing rules
of globalization. Below, I first examine the sharply differentiated versions of the statist
and market-centered arguments before considering how newer institutionalist approaches

have been used to guide the study of late-late developing Southeast Asian cases.

Market-Driven Growth

Since the mid-1980s, the robust economic performance of Malaysia, Thailand,
Indonesia, and even the Philippines—generally referred to in the literature as the
ASEAN-4 countries’—has highlighted the role played by open economies. The ASEAN-
4’s dramatic growth, occurring as it did during the democratization wave of the 1980s
and 1990s, supported the argument linking economic performance and a liberalizing state
(Huntington 1992, Diamond 1999). Multilateral agencies like the World Bank stress that
Southeast Asia’s market economies grew as domestic regimes were retreating in both

political and economic ways. Some claimed that the governments came to see their

3 Malaysia, Thailand, Indonesia, and the Philippines are founding members of the
Association of Southeast Asian Nations.



economic role as primarily ensuring macroeconomic stability (Haggard 1989, Fukuyama
1999), and also noted the resulting surge in foreign investments (Pritchard 2006).
Statistical correlations between foreign capital inflow and the dramatic expansion of
export manufacturing in the ASEAN-4 countries reinforce a market-led explanation of

growth.*

Basically, these analyses draw on neoclassical economic theory, which stresses
the importance of self-regulating markets as the way to grow the economy. Left
unfettered, the market, operating simply according to the law of supply and demand,
determines the most efficient allocation of resources. Factors of production, notably
capital and labor, flow to areas with higher productivity and (thus) the promise of
increasing returns; commodities are produced and exchanged using the price mechanism.
As Jeffry Frieden and Ronald Rogowski (1996) argue, prices are “the basic signal by
which economic information is transmitted, and therefore the proximate (if not
underlying) determinant of wages, rents, and other profits” (p. 29). In this world, market
competition is the causal mechanism that propels efficiency and innovation. As such,

neoclassical economists see the market as the lever for economic growth.

The problem with free market arguments, however, lies in their ahistorical and
clinical view. Factor accumulation and the efficient allocation of resources do lead to

growth, but whether these conditions derive from a free-wheeling market or from well-

* For instance, Thomsen (1999) notes how the growth of ASEAN-4 countries’ exports
from 30.5% in 1989 to 39.7% in 1992 roughly corresponded with the rapid growth of
foreign direct investments (pp. 25-26). Citing how foreign direct investments had
generated jobs, promoted technology transfer, and raised government revenues, he argues
for governments to lift restrictive conditions such as local content requirements on
foreign investments.
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timed government intervention is another question. In the histories of northern countries,
a centralizing state proved critical to industrialization (Chang 2002). Alexander
Gerschenkron (1962) pointed out in his study of 19th—century Russia that the state had to
provide resources for industrialization because European investment bankers did not find
the country’s “backward” economy appealing. The same situation prevails in late
developing countries as argued by Marcus Kurtz (2001) in his study of Chile’s high-
performing economy. Studying the export performances of three industries (forestry,
fishery and fruit-growing) in which Chile had a comparative advantage, he found that
only forestry and fishery, which received government assistance, expanded dramatically;
the fruit-growing industry, left mostly on its own, did not attract as much investment and
thus experienced middling growth. For his part, Dani Rodrik (2000) stresses that, despite
attempts to attribute China’s and India’s economic successes to liberalization, the two
countries’ economies first experienced high growth in the 1980s—more than a decade
before they actually lowered their tariff walls. In all these cases, state activity proved
critical in hastening economic growth. These cases suggest that neoclassical prescriptions
may be time- and condition-bound. Domestic and global conditions may well influence
whether neoclassical prescriptions, statist approaches, or some alternative will be most

appropriate to a country’s developmental objectives.

Upon deeper examination, neoclassical assumptions do little to explain Southeast
Asian economic development. Close links between politicians and business in these
countries (MaclIntyre 1994, McVey 1992) constrain market competition—a defining

feature of liberal economies. Moreover, in some ways, the impact of liberalizing policies
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runs directly counter to neoclassical expectations: the region’s most rigidly neoliberal

country, the Philippines, has also been the least economically successful (Bello 2000).

Statist conception of development

The literature on economic development increasingly regards the state as central
to this process. Studies of late industrializing countries in particular give states a central
role in facilitating capital accumulation and mobilization. Gerschenkron (1962) argued
that because of the indivisibility and complementarities of activities involved in industrial
development, central states needed to provide the “initial big push” and invest in
industrial development in order to transform agrarian economies and enable these
latecomers to compete in the international economy. Scholars from many different
traditions also broadly agree on the role of the state in the economy. Regarding economic
growth as a public good, rational-choice institutionalist perspectives see the state as
stepping in to resolve collective action problems (Olson 1977, Doner 1991). The
neomarxist tradition, in stressing the modern state’s structural dependence on capitalists
for public revenues and private investments (Block 1977, Przeworski and Wallerstein
1988, Swank 1992), asserts its critical role in maintaining and expanding capitalist

production (Jessop 1979, Offe and Ronge 1982).

From this broad consensus on the state’s key economic role, the question shifted
to issues of what state forms could best generate growth. Taking off from the literature
that sought to establish the state as an independent variable shaping societal, historical

processes (Evans 1995; Evans, Rueschemeyer, and Skocpol 1985), studies of the East
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Asian economic miracles centered on the Weberian concept of the modern state,
characterized by a rational-legal authority, with a trained and tenured bureaucracy
exercising impersonal power (Pierson 1996; Evans and Rauch 1999). The presence and
active intervention of a competent state with an independent political will to restructure
the economy was, in this view, the catalyst that propelled Asia’s biggest economies.
Chalmers Johnson (1982) studied Japan’s high-speed growth, and developed the concept
of the developmental state in which a meritocracy used subsidized credit and other policy
tools to promote strategic, competitive industries. Studies of East Asian cases, notably
South Korea and Taiwan, support the idea that an interventionist, modernizing state was

key to economic success (Amsden 1985, Wade 1990).

In the main, the East Asian experience presented a path for late developing
countries that relied heavily on foreign capital and trade as sources of state revenues, and
adopted fairly similar development programs (World Bank 1993, Medhi 2000). That East
Asia prospered while other similarly situated economies in the 1960s and 1970s failed to
keep pace highlighted state agency in ensuring that resources go to industries with actual
or potential competitive advantages. Nevertheless, partly because the developmental
perspective stressed the state’s coherent and insulated character, it invariably presented
the state as a homogenous corporate entity—its parts subordinated to a central authority
able to wield public and private resources and shape the market almost at will.
Moreover, because the “state as organization” argument was first raised to debunk the
view of the state as simply an arena of social contestation or as extensions of the ruling

elites (Skocpol 1979), there was a tendency to underplay dynamics within the state itself.
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Others, however, grasping the significance of these dynamics, sought to
incorporate state-society relations in the developmental state paradigm. In constructing
the concept of “embedded autonomy,” Peter Evans (1995) asks how some states
maintained their relative independence as an economic actor while being closely involved
with producer groups. According to him, the developmental state is necessarily
embedded in dense social networks, from which it draws critical information and
expertise necessary for the formulation and efficient implementation of economically
transformative joint ventures. At the same time, the state maintains its autonomy: civil
servants continue to identify with corporate goals, ensuring the bureaucracy’s
cohesiveness and loyalty. Other prominent studies of the state’s role in economic
development include analyses of coalitional politics, notably between state actors and
industry groups (Haggard 1990, Gereffi and Wyman 1990). Nevertheless, even while
these approaches move in the direction of pulling the state apart a bit to see how it moves,
most analysts continue to present the developmental state as a largely singular actor,

dominant in its interaction with social forces.

That said, the developmental state paradigm has become an enduring tradition in
political economic studies. It draws attention to the pivotal roles that states play in
industrial development and the specific policy tools that state elites used to influence
business decisions of both domestic and foreign investors. Because of their distinct
regional history (Cumings 1987, Booth 1999), state formation in East Asian countries
produced central authorities able to wield the state apparatus and mobilize social forces in
order to play catch-up in the global market (Amsden 1989, Wade 1990, Evans 1995).

Due to their developmental states, East Asia’s governing elites were able to fast-track
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industrialization in an increasingly competitive world. In particular, these so-called tiger
economies benefited from a package of complementary policies that included:
nationalization of or substantial control over the financial system to shape savings and
investments patterns; selective trade liberalization designed to protect fledgling domestic
industries; restrictions on foreign direct investments; and an industrial policy that
identified priority sectors for subsidized credit, foreign exchange, state investment funds
as well as fiscal and non-fiscal incentives in exchange for “state controls on technology
(e.g., production methods, product variety), entry, capacity expansion and reduction, and

pricing” (Chang 2003: 116).

The model’s replicability in countries with different state and social formations,
or operating at different periods in world time, remains a matter of some uncertainty. The
rapid growth of China and India invited comparisons with East Asia (Baek 2005, Rodrik
2000); importantly, these economic powerhouses have a relatively strong central
authority and relatively insulated state bureaucracies. In other contexts, the specificity of
the East Asian experience raises questions about the Weberian state paradigm itself.
Some call for the need to distinguish between “developmentalism as a state form,” that is,
a fundamental character of the state and “developmentalism as a state project,” referring

to specific economic activities that the state undertakes (Boyd and Ngo 2007).

Since the breakout of East Asia’s tiger economies, analysts have attempted to
extend this line of argument to second-tier newly-industrializing countries in Southeast
Asia. Rapid growth of Thailand, Malaysia, and Indonesia, however, occurred more than a
decade after the development of the first-generation newly-industrializing countries

(NICs) and without any real activist state to engineer economic restructuring. The trend
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in recent literature on these so-called cub economies lacking a centralized developmental
bureaucracy has been to resort to the institutionalist approach to study specific
government agencies (Doner 1992; Doner, Ritchie, and Slater 2004) or specific state
activities (Leipziger 1997, Unger 1998, Kurtz 2001). The ASEAN-4 countries have long
been a particular focus of many such studies, mainly because of their failure to keep pace
with their northeastern neighbors’ industrialization and social development (Yoshihara
1988). Studies up to the early 1990s, in fact, tended to attribute Southeast Asian
countries’ relatively slow development (when compared to East Asia) to the lack of
“centrally coordinated and disciplined elite bureaucracies that are less prone to the
problem of inefficiency, incompetence, and official corruption”—in other words, no

developmental state (MaclIntyre 1994: pp 4-5).

In contrast to East Asia’s relatively homogenous societies, Southeast Asia has
also been plagued by deep divisions of class and race—largely because of colonial or
historical legacies. Unlike Japan, Korea, and Taiwan, the ASEAN-4 countries did not
undertake sweeping land or asset reform before embarking on their industrialization
programs, and so land-based privilege often persisted in their class structures (Jomo
1997). Southeast Asian societies are also ethnically heterogeneous partly due to how
colonial powers drew territorial boundaries (Reid 1993). Colonial authorities imported
and used migrant labor (notably, Chinese and Indian) to work in clearly defined segments
of the economy. In some places, Indians were plantation workers or money lenders.
Chinese merchants often dominated internal trade and many built their fortune by acting
as middlemen between foreign trading companies and domestic producers. In Thailand as

well, the monarchy promoted a dichotomy between the political arena, controlled by the
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indigenous elites, and the economy, dominated by the Chinese, foreign capital, and the
aristocracy. In time, this historical legacy gave rise to “pariah capitalism” (Riggs 1960,
McVey 1992, Gambe 2000)—a situation in which an economically-dominant yet socially
discriminated-against ethnic minority sought protection and patronage from indigenous
political authorities who, in turn, dispense favors as money-making opportunities to
expand their personal wealth.” Class and ethnic cleavages were therefore much more
pronounced in Southeast Asia than in East Asia, suggesting that more intense
distributional conflicts would tug at policymaking processes (Booth 1999). For example,
ethnicity became politically salient across Southeast Asia as indigenous political leaders
mobilized expressions of economic nationalism into anti-Chinese campaigns to rally
support to buttress their rule and develop domestic capitalism (Chang 1973; Skinner
1959). Partly because of these social cleavages, Southeast Asian state-building processes

differed from the East Asian experience, as discussed below.

I locate my work in the growing scholarship that incorporates an understanding of
these particular social and political influences on processes of state building and
economic development policymaking. To understand how late-late developing Southeast
Asian states work, I study the institutional configuration of state power, and how those
configurations structure interactions among governing elites. In particular, I concentrate
on interactions among members of the national political leadership and senior technocrats

who served as economic managers and thus occupy the upper rungs of the civilian

>Investigating the symbiotic relationship between Chinese business elite and indigenous
political rulers, Fred Riggs (1960) was among the first to adapt the Weberian concept of
“pariah capitalism” in the context of Southeast Asia.
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bureaucracy. Political leaders and technocrats bring different institutional traditions and
resources to bear on the policy process. While the character of the bureaucracy helps
ensure capitalist development (Weber 1968, Evans 1995, Maclntyre 1994), it best
explains regime maintenance and continuity (Lindblom 1959, Miliband 1969). On the
other hand, political leaders, similarly interested in maintaining their hold on power and
control over rents, respond differently to demands for political democracy or economic
liberalization, depending on their institutional settings (Geddes 1995, 1998). This
dissertation follows this differentiated approach to governing elites. Finally, the political
leadership also drives policy change (Kingdon 1984) and so I set out to examine how
such leaders draw resources to effect this change. In fact, organizational attributes
attached to the Weberian bureaucracy can just as well be used to analyze key institutions
of the political leadership, like political parties and the military; in both, issues of
corporate identity, cohesiveness, and level of insulation from outside forces (attributes
that Weber linked to bureaucratic rationality) matter intensely. In contrast to personalistic
rulers, a national leadership that rose from the ranks of established political organizations,
for instance, may behave in ways that more closely resemble a Weberian bureaucracy:
they will more likely take the national agenda seriously and allocate resources to produce
desired results specified in national programs. Such considerations can work to lessen,

but not eliminate rent-seeking.
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Interaction between State and Society

Many state-society based explanations of economic performance focus on
institutions, defined as formal organizations and informal rules, procedures, norms and
value systems structuring interests, behavior, and interactions (Peters, Pierre, and King
2005, Hall and Taylor 1996). Institutions influence policy processes by constraining and
influencing politicians, bureaucrats, and economic actors like producer groups. Historical
institutional analyses attempt to describe how specific confluences of social and political
conditions give rise to new institutional arrangements, and how these institutions in turn
shape activity going forward. But these institutions, carrying as they do the legacies of
past politics, always interact with larger social and political forces at any moment. Thelen
and Steimo (1992), for instance, describe historical institutionalism as focusing on how
intermediate-level institutions such as trade unions and political parties interact with
macro-level socio-economic structures such as class to explain political or economic

outcomes.

Atul Kohli’s study (2004) of South Korea, India, Brazil, and Nigeria illustrates
how important the question of state-society relations has become to the question of
economic development. He works out a typology of capitalist states depending on how
they link up with class interests to pursue economic growth; his equivalent of the
developmental state is the “cohesive capitalist” state, that is, a state with “centralized and
purposive authority structures,” stable links with major economic groups, and tight
control over labor (p. 10). Different state-society dynamics that find expression in

specific patterns of authority are historically contingent, Kohli says, drawing attention to
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the long shadow cast by colonial rule. Nevertheless, what stands out from his work is that
a country can shift from one category of capitalist state to another, depending on the
balance of power between state and society forces. Thus, Korea and Brazil shifted from
having cohesive-capitalist states (during General Park Chung Hee’s rule and Vargas’s
Novo Estado period, respectively) to having “fragmented-multiclass states” at other
times. This suggests that the developmental state concept is time- and condition-bound

rather than a fundamental state attribute.

On the more finely grained institutional end of this approach, Paul Hutchcroft
(1998) discusses state failure in the Philippines. Using an historical institutionalist
perspective, Hutchcroft focuses on the history and changing economic roles of the
Philippine Central Bank, highlighting its use of exchange control during the import-
substitution phase in his thesis on regulatory capture—that is, how social forces captured
the regulatory capacities of the state, and diverted them to their own ends. An important
contribution of his work is his typology of capitalist development based on how
institutional arrangements between state and society determine the flow of rents.
According to this scheme, in “patrimonial administrative states” (e.g., Thailand and
Indonesia), “bureaucratic elites are able to extract privilege” from business, thereby
giving rise to “bureaucratic capitalism,” while in “neopatrimonial oligarchic states” (e.g.,
the Philippines), “a powerful business class extracts privilege from a largely incoherent
bureaucracy,” resulting in “booty capitalism” where rents flow outside the state (pp. 18-

21).

Using Hutchcroft’s work on rents as a reference point, David Kang (2002)

compares South Korean and Philippine economic performances, partly attributing the
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difference to historically contingent patterns of rent-seeking. Using rational choice
institutionalism, he argues that the organization of and balance of power between
political and economic elites determine transaction costs associated with doing business
in any country, and so represent an important influence over economic performance. In
South Korea where political and economic elites comprise a small group and are more or
less equal in power, Kang describes the situation as one of “mutual hostages,” in which
power symmetry between the two restrains predation. In the Philippines, he argues that
power alternates between society (during democratic regimes) and the state (under
President Marcos), and the situation is governed by a bandwagon dynamic, with little

restraint on corruption in either case.

The question of rents, in fact, looms especially large in discussions of industrial
development and international trade. The economic literature on interest group politics
broadly defines rents as market privileges in the form of government regulation and
subsidies, and rent-seeking as the political activities interest groups undertake to obtain
monopoly rights from government (Munger and Mitchell 1991). Because rents have
political rather than economic bases, they distort markets and therefore undermine
economic development: restrictions on entry and competition, for instance, breed
inefficient industries and have welfare costs (Krueger 1974, Frieden and Rogowski
1996). The critique on rents thus runs directly against the infant industry argument, first
articulated in the context of American trade protectionism against Britain in the 19™

century® and later, after World War II, in support of import-substitution industrialization

® Ha-Joon Chang (2002) points out that the infant industry argument was first articulated
in 1791 by Alexander Hamilton in his Reports of the Secretary of the Treasury of the
Secretary on the Subject of Manufactures, where he argued that “competition from
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in late developing countries. Where the interest group literature sees state intervention as
an occasion for distortion and rents, the infant-industry argument sees it as essential to

building and expanding an indigenous manufacturing sector.

In fact, a narrow interpretation of rents does little to explain rapid growth in East
Asia where governments intervened in the economy down to the shop-floor level to
ensure performance from government-assisted private firms. It fails to distinguish
different forms of state intervention, and instead presents these as always occasioning
wasteful or illegal rents. More importantly, the approach does not allow for situations in
which rents were used to develop an entrepreneurial class in late industrializing
economies. Mushtaq Khan (2000) states that “in developing countries, the state is
involved not only in redistributing incomes (as in advanced countries), but also in
creating new property rights” (p. 25). Elaborating on rents as a form of “politically-
organized income transfers,” he says that legal mechanisms like subsidies and taxes as
well as illegal means of asset accumulation and redistribution played roles in the

emergence of domestic capitalists and the middle class (p. 35-36).

Khan’s comparison of these rents to Marx’s concept of primitive accumulation is
particularly relevant where governing elites’ attempted to build the economy alongside
state-building programs. In the context of transitioning agrarian societies, the impetus for
emergent political elites to promote an incipient entrepreneurial class may have to do

with the political need to expand a potentially strategic social base, distinct from that

abroad and ‘forces of habit’ would mean that new industries that could soon become
internationally competitive (infant industries’) would not be started in the USA, unless
their initial losses were guaranteed by government aid” (p. 25).
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which supported the ancien regime. Thus, the Thai military and civilian leaders who
brought down absolute monarchical rule in 1932 also set up manufacturing state
enterprises ostensibly to indigenize Thai industries, previously in the hands of foreign
capital and the nobility (Muscat 1994, Hewison 1989, Ingram 1971). On the other hand,
studies of the Philippine government’s adoption of ISI in the 1960s demonstrate that the
policy resulted from pressure from an agrarian elite branching out into business (Wurfel
1991, Rivera 1994), a manufacturing sector that was then one of the region’s most
vibrant, and a US government working to give American transnational corporations first-
entry advantage in the domestic market (Maxfield and Nolt 1990). While there is little
question that ISI occasioned politically organized transfers in Thailand and the
Philippines, one must go beyond identifying a singular economic interest and instead

explain political elites’ calculations that guided the transfers.

Globalization and Late-late Development

There is a general agreement in the literature on the growing role of international
capital in developing countries’ economic performance. Still, the argument linking open
economies and the increased mobility of capital as the key engines of domestic growth
(World Bank 2002, Friedman 1999, Pritchard 2006) ignores the differential impact of
globalization on developing economies. Douglass North (1990) argues that differences in
economic performance remain, despite globalization’s expected homogenizing effects,
because of varying national institutions, particularly concerning property rights and
political culture. Globalization arguments that use international trade and foreign

investments to explain domestic growth often overlook the fact that the relationship is not
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unidirectional: domestic factors like political stability, total factor productivity, or human
capital may influence foreign investors’ calculations (Garrett 1998). Even the more recent
literature on economic geography (e.g., natural endowments and proximity of late
developing countries to fast industrializing economies) puts a premium on the quality of

both political and market institutions (Rodrik 2003).

On their own, foreign investments will not produce economic spin-offs in host
countries because most profits are repatriated, as dependency analysis stresses.
Globalization and open economies make it easier for foreign firms to avoid paying taxes
to host countries (Strange 1996); technological advances make capital flight harder to
monitor and control (Simmons 1999); and disaggregated production reinforces dual
economies with little positive externalities to the local market. In developing countries,
states continue to mediate between the interests of international capital and the needs of
the domestic economy. Even while arguing that national states have increasingly adopted
the neoliberal agenda since the 1970s, Leo Panitch (1996) suggests that whose interests
the state eventually privileges is an empirical question, decided by struggles between
agencies with direct links to global capital (e.g., finance, office of the prime minister) and

those more closely linked to domestic social forces (e.g., labor, producer groups).

As noted above, the developmental state literature shows how previously
dependent economies established competitive industries under the leadership of relatively
autonomous, central development authorities. Evans’s (1995) pioneering work showed
how states in late industrializing and peripheral countries repositioned themselves in a
changing international division of labor (privileging knowledge-based and niche

industries). Richard Doner’s (1991) four-country study of the automobile industry in
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Southeast Asia argues that states that directly and indirectly supported domestic
manufacturers in negotiations with transnational corporations had the most successful
operations. Notably, Doner’s study identified Thailand and the Philippines as the most
and least successful cases of this, respectively. In growth economies, therefore, states tap
foreign capital for industrialization, but do so in ways that produce positive externalities
for domestic industries (e.g., technology transfer, development of backward and forward
linkages). Kurtz (2001) argues that economic development happened in Chile without a
developmentalist state because government provided specific sectors with targeted
assistance, including credit and other inputs, market information, and distribution

markets.

State activity is particularly important in the context of the ASEAN-4 and other
countries developing more than a decade after the tiger economies of East Asia, partly
because they confront a different global environment than did their East Asian
counterparts. No Southeast Asian government had anything close to the US military and
economic aid that Japan, Korea, and Taiwan received during the early Cold War years,
when borders where being redrawn among newly-independent countries surrounding
communist China (Cumings 1987). Both the Korean War and Vietnam War also
triggered a commodity boom and helped stimulate export production in the region (while
Thailand benefited from consumer spending linked to Vietnam-era US bases, its
industrial structure was not yet positioned to take advantage of that boom). Timing
proved particularly auspicious for an industrializing Japan, Taiwan, and South Korea, all

of which were looking for markets for manufactured exports (Stubbs 1999).
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Regional geopolitics benefited the frontline states of South Korea and Taiwan in
other ways, too. The external threat helped rally and unite their political leaders and
populations behind a nationalist industrial agenda and redistributive programs that, under
less contentious geopolitical conditions, might have polarized society (Stubbs 1999: 339-
343). For instance, the threat of the spread of communism from across their borders
played a critical role in South Korean and Taiwanese governing elites’ implementation of
agrarian reform. This initial condition is particular to first generation NICs and its
absence in the Southeast Asian market economies presented their governing elites with
different development challenges. Anne Booth (1999) also cites other historical factors
working for East Asia: the Japanese colonial period’s extensive educational system, their
populations’ high degree of ethnic homogeneity, and the inflow of entrepreneurs and
resources from northern Korea and China after the communist victory in the 1950s—a
development that shifted the power balance away from agrarian elites and facilitated land
redistribution (pp. 302-305). These factors contributed to social cohesion and human
capital development, thereby setting the stage for the countries’ rapid economic growth.

Southeast Asian countries during this early period were still largely agrarian
societies, exporting prime and low-grade, semi-processed commodities. The ASEAN-4
countries, in particular, undertook industrialization amidst the 1973 and 1979 global oil
crises and the debt crisis that broke in 1982-1983—crises that sent the global economy
into recession and most export-dependent economies reeling. Late industrializing
economies that missed out on the recovery of the world economy in the decade after
World War II had also to contend with changing capital flows. First-tier NICs benefited

from increased international trade due to pent-up global demand for their commodities
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and the rush of post-war rehabilitation and reconstruction aid after the war as well as US
spending in line with heightened Cold War tensions; second-tier NICs largely had to
resort to private sources for investment capital (Winters 2000). This difference in the
composition of capital flows is critical in determining how much control states had over

external development financing.

Finally, since the 1970s, fundamental changes in the economic paradigm and
development financing have provided fewer policy options to latecomers. The shift in
economic ideology from Keynesianism to monetarism in the 1970s (Krugman 1994), the
growing importance of foreign investments over official development aid as external
sources of development financing since the mid-1980s,” and competitive pressures
(Garrett 2000) deeply influence domestic economies. For instance, greater capital
mobility and rising investor demands for stable currency compromised late-late
developing countries’ monetary autonomy (Quinn and Inclan 1997). Moreover, the
World Trade Organization, established in 1994 to replace the General Agreement on
Tariffs and Trade (GATT), has begun requiring developing countries to reform or drop
trade and industrial incentive policies that give preference to domestic businesses over
foreign investors (e.g., the local content requirement)—mechanisms that were integrally

important to the East Asian development model.

As this section argues, the ASEAN-4 countries seeking to catch up with their East
Asian neighbors’ economies were comparatively constrained in terms of state capacity

and financial resources. On the one hand, as described above, they lacked the relatively

7 Jeffrey Winters (2000) pinpoints 1984 as the year when private capital flows overtook
foreign government loans as the dominant external source of financing to developing
countries (p. 36).
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autonomous meritocracies of East Asia that could generate and centralize development
resources and distribute these effectively to strategic industries. On the other hand, they
also confronted a much more hostile environment—of global recessions and an
increasingly globalizing world that discourages the use of certain policy tools,
particularly trade and financial controls that proved critical to East Asia’s high-speed
growth. Given these constraints, Southeast Asia’s second-generation NICs relied less on
government credit and direct subsidies to pursue industrial development and more on
fiscal and non-fiscal incentives designed to influence private sector investments. Rather,
ASEAN-4 countries adopted a package of what I call soft resources, revolving around
investment promotion, export marketing, and mediation between foreign investors and
domestic firms. This conception of soft resources aligns with another observation that, in
the Southeast Asian context, governments performed intermediate roles that transcended
the minimal state model of providing infrastructure and ensuring rule of law but fell short
of developmentalist state activism (Doner, Ritchie, and Slater 2004). Depending on the
institutional configuration of state power, governing elites deployed these resources

differently, thereby contributing to the divergence in economic performance.

This dissertation investigates the factors explaining economic performance in
late-late developing countries where states and markets do not follow either the
developmental state or the self-regulating market models of economic growth. I argue
that differences in economic performance are due to the institutional settings of
governing elites, notably, the political leaders who wield national political power and
senior technocrats who manage the economy. I conduct an historical comparative study

of relatively high-performing Thailand and consistently low-performing Philippines,
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studying both countries’ political economies and the specific implementation of import-
substitution and export-oriented industrialization. To identify causal mechanisms that link
state configuration and economic performance, I undertake a paired comparison of the

two cases.

Argument: Configuration of State Power and Economic Performance

My dissertation starts by asking what factors account for the differences in
economic performance among late-late developing countries, particularly those that are
small, have open economies, and experience highly contested political transitions. To
find out, I studied Thailand and the Philippines, two countries similar in each of these
respects. They also pursued broadly similar development policies and strategies—relying
largely on investment promotion as the main strategy to pursue import-substitution and,
later, export-oriented industrialization.

The two cases differ, however, in the institutional settings of governing
elites, and I examine the impact of these distinct institutional settings on the policy
process, and on economic outcomes—outcomes like stronger and more steady growth in
Thailand than in the Philippines. But more analytically significant differences also exist,
differences that suggest key points of divergence in the policy process. The two countries
exhibit different patterns of sectoral development. In Thailand, the industrial sector grew
steadily, contributing 47% to GDP in 2005. In the same year, the Philippine service

sector’s contribution to GDP registered an unprecedented 53% while declines in its
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industrial sector signaled a trend toward deindustrialization.® What explains these
different economic outcomes?

This study argues that variations in the countries’ institutional configuration of
state power account for differences in their economic performance. In this study, I
defined institutional configuration of state power along two dimensions: the
embeddedness of governing elites (that is, the political leadership and the economic
technocracy) in state institutions, and the way technocrats and political leaders relate to
each other in the development policy apparatus and processes. In my cases, I do not
approach states as monolithic entities, with a highly centralized authority; rather, I make
a distinction between the political leadership and economic technocrats in the state
apparatus because the balance between them, between political power and technocratic
expertise, is crucial to my analysis. I differentiate the governing elites between these two
state actors in order to trace their distinct and interacting interests, and examine how state

institutions structure the interactions between them.

The institutional configuration of state power and the policy process

This study begins with some general considerations. The political leadership
survives and thrives largely on the strength of its domestic social networks, even if it also
seeks international support. Moreover, political leaderships engage in significant elite

power struggles, are vulnerable to social pressures, and therefore interested in

® For instance, one study using World Bank data notes that the share of manufacturing in
gross domestic product in the Philippines went down from 26% in 1980 to 22% in 1998
(Weiss 2002: 18).
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constituency-building. The degree and ways in which leaders are embedded in state
institutions structure political contests and their outcomes.

In a broad and preliminary way, I examine patterns of institutional embeddedness
for both political and technocratic actors, and then examine the relationship between the
two. I distinguish two key types of Southeast Asian political leaderships: the civilian
(personalistic and party) and the military rulers. On the technocratic side, I examine the
relationship between top economic managers and the state bureaucracy, identifying more
strongly embedded actors as insider or career officers, and those that are more weakly
embedded as outsiders or political appointees. To illustrate the logic of the analysis, I
consider these issues for the full array of ASEAN-4 countries. In fact, the ASEAN-4
countries demonstrate robust variations in these different types of political leaderships.

Political Actors: In Thailand and Indonesia, the military rose as the decisive
policy actor while in Malaysia and the Philippines, civilian rulers prevailed even during
periods of authoritarian rule. The differences in the organization of the political
leadership owe much to the construction of the political system. The Armed Forces of the
Republic of Indonesia (Angkatan Bersenjata Republik Indonesia or ABRI) grew out of
the national liberation struggle against the Dutch (Crouch 1988) while the Royal Thai
Army as a regular force could trace its roots to the mid-19th century when the Chakri
monarchy began to modernize the state (Lhikit 1992). On the other hand, since it gained
independence from the British, Malaysia’s prime ministers and key political leaders rose
from the ranks of the United Malays National Organization (UMNO)—the dominant
force in the ruling coalition, Barisan Nasional (Kheng 2002, Jomo 1990). Their Filipino

counterparts, in contrast, operate within national political parties that generally come to
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life only during national elections when prominent politicians who harbor presidential
ambitions put in personal resources into the party for electoral campaigns (Lande 1996,
Waurfel 1991).

Technocrats: Technocrats have been defined as people who seek to apply
rational policy tools to solving problems in development and who possess technical
expertise and management skills partly due to their academic training, usually in
economics, business, public administration, engineering, and political science (Hooley
1976, Dubsky 1993: 17). Structurally, technocrats stand in one of two distinct
relationships to the larger civilian bureaucracy: they can either be insiders (meaning, they
rose from the ranks and were already career officials before their appointment as heads of
economic agencies) or outsiders (i.e., they were recruited from the private sector and
appointed by incumbents as economic managers). The designation that best describes any
group of technocrats, therefore, depends on the typical trajectories of career development
and training in the civil service: in the ASEAN-Four cases, technocrats become members
of the civilian bureaucracy either as career officers rising up from the ranks of the
bureaucracy and eventually pursuing higher studies (often on scholarship abroad) as in
the Thai case, or as political appointees, drawn from academia or the corporate sector to
work as consultants or heads of department agencies or technical units (Philippines and
Indonesia). Malaysia’s technocrats differ in that, in UMNO, the most powerful politicians
usually got their start as technocrats, heading successful public enterprises (Milne 1982,
Paauw 1963). The relationship of technocrats to the specific bureaucracies in which they

work influences the leverage that they have with the political leadership.
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These different actors—political leaders and technocrats--bring distinct influences
and concerns to policymaking: Political leaderships, often more interested in expanding
and consolidating their power and social bases, tend to be most concerned with sectoral
development (industry, agriculture, and the service sector). This preference partly reflects
the rents that sectoral activities commonly generate: such economic activities allow
political leaders to directly create or restructure property rights (Khan 2002), and these
rights are key in creating social bases of support. On the other hand, due to their training
and the prospect of career advancement, technocrats tend to occupy themselves with
macroeconomic policy and technical questions.

In this light, embeddedness looks into whether governing elites emerge from and
operate within a definite institutional setting: for political leaders, this means membership
in robust national political organizations like strong parties or the military; for
technocrats, this refers to a status as career officials in the government bureaucracy.
Embeddedness further means that both the political leadership and technocrats have risen
through and been socialized by their respective organizations, and are thus subject to the
norms and practices of these organizations. These governing elites’ policy orientation or
the consistency of their policy approach will also reflect how they are integrated to
national political or state institutions, and how robust these institutions are. Political
leaders who rose from national political organizations and were socialized by those
organizations draw on shared corporate identities, and undertake programs that future
leaders will understand and pursue. These leaders also can be expected to identify with
corporate interests and pursue broader goals since their political survival partly rests with

their organization. The same is true for technocrats who are organic to the civilian
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bureaucracy: they can better assert bureaucratic autonomy and corporate interests as well
as follow through with programs regardless of changes in the political leadership. In this
sense, differently composed governing elites will be more or less equipped or disposed to
ensure policy continuity—a feature of policymaking that helps ensure predictability and
space for long-gestating industrial investments. I will trace these different arrangements,
and their underlying logic, to the specific organizations of the development policy
apparatus in Thailand and the Philippines. Embeddedness, as defined, can be measured
by looking at governing elites’ career trajectories, and examining their organizational
context.

Embeddedness will influence economic performance in at least two ways. First,
the organization of governing elites structures political contestation and their outcomes.
When political elites are embedded in strong organizations, competition among them is
largely contained within or between these organizations and has a limited impact on other
arenas (here, I emphasize the economy). Second, embeddedness promotes policymaking
that advances organizational interest and corporate identity—determining the degree of
correspondence between parochial concerns (personal gain) and national goals
(organizational performance) of the countries’ governing elites. These causal mechanisms
(containment or diffusion of contestation, and the extent of institutional structuring of
interest) affect the type of policies often made (such as their timeframe, consistency, and
reflection of technocratic design) and thus provide incentives for specific types of
investments (for instance, speculative or commercial vs. strategic or industrial).

The second variable is the relationship between the political and technocratic

leaders, indicating the extent to which technocrats serving as economic managers have
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relative independence or autonomy from the political leadership. Indicators of levels of
independence or autonomy include the degree of institutional differentiation between
political and technocratic offices as well as delineation of authority. Significant variations
in chains of command, such as whether the Board of Investment is autonomous from or is
subordinate to the legislature, suggest different levels of autonomy. Another indicator is
the manner of appointment of technocrats to top management in economic agencies.
Appointments that start from the pool of senior government technocrats mean that
economic managers will have bureaucratic resources and institutional memory that they
can use to assert long-standing government programs with incoming political leaders. In
contrast, when incoming leaders appoint most economic managers from their pool of
advisers, those economic managers will serve at the pleasure of political leaders and are
subordinate to them. Relative autonomy will thus ensure the presence of policy actors
who could shepherd policies and programs across different administrations. By the same
token, autonomy encourages long-term planning and promotes consistency in policy
implementation.

Policy stability or instability affects policy outcomes. For instance, public
spending on social and economic services like education and infrastructure development,
and efforts to encourage or direct private investments (especially in the real economy)
take time to produce results. Industrial development in agrarian societies entails massive
public investment and long-term planning. It also requires social processes or explicit
plans to promote the development of an entrepreneurial class capable of accumulating
capital and investing in the manufacturing sector. Investors require stability in both the

macroeconomic environment and the climate for industrial development, among other
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things. In this sense, the institutional setting of policymaking matters because it
encourages and enables governing elites to think strategically and adopt comprehensive
goals—a necessary condition for industrial development to take place. In contrast, rulers
relying on weak political organizations or state institutions tend to embrace policies that
promise immediate returns, and under such conditions structural change will take longer
or not at all, because the regime’s policy choices will tend to favor the status quo.
Embeddedness of and the relationship between political and technocratic leaders
are particularly important in countries vulnerable to political instability and the vagaries
of the global market. These two attributes influence the extent to which development
policy is used as a means to ensure regime survival. In combination, they produce a
specific institutional setting that shapes governing elites’ time horizons, political
calculations and policy agenda that, in turn, influence investors’ behavior. This broader
imagining of the potential relationships between political leadership and economic
technocracy sets up a more focused discussion of the institutional configuration of state
power in Thailand and the Philippines, a discussion that will occupy the rest of this

dissertation.

Thailand’s Bureaucratic Polity and the Philippines’s Proprietary Polity

These two institutional attributes combine to produce two distinct institutional
settings that I identify in this dissertation. One is the “bureaucratic polity” that Fred Riggs
(1966) introduced and that has since been widely used in subsequent Thai studies

(Girling 1981, Medhi 2000, Ockey 2004) to refer to the series of ruling coalitions that
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ascendant military factions forged with top-ranking civilian bureaucrats to run the
country. I adopt this heuristic device as well because it corresponds to the two variables I
use to investigate the configuration of state power.9 Under Thailand’s bureaucratic polity,
the political leadership and technocrats who served as economic managers were
embedded in the military and civilian bureaucracy, respectively. Emerging from and
ensconced in distinct hierarchies, the embeddedness of political leaders combined with
the second attribute: economic technocrats had relative autonomy or independence from
the political leadership.

As Chapter 3 elaborates, Thailand’s history has been rife with coups and counter-
coups, with different factions of the military competing against each other for political
power and the spoils of office. Nevertheless, under a bureaucratic polity, where the
governing elites are embedded in political or state institutions and economic managers
have relative autonomy from the political leadership, political conflict will largely be
contained within the ruling political organization so that even extra-constitutional regime

transitions will disrupt government operations and the economy to only a limited extent.

? To be sure, there have been some theoretical and empirical debates regarding the
bureaucratic polity model. Using a Marxist perspective, Kevin Hewison (1989) criticized
the concept’s simplistic approach to Thailand’s social formation. Other scholars, focusing
on Rigg’s (1966) underlying assumption that a bureaucratic polity existed due to the
absence of countervailing social forces, question the utility of the concept since the late
1980s when the parliamentary road to state power began to take root. Anek Laothamatas
(1992), for instance, argues that the model lost much of its explanatory power with the
emergence of business and social movements as important policy actors since the 1970s.
Nevertheless, the debate remains unresolved and the concept continues to be a reference
point for Thai studies (see Medhi 2000 and Ockey 2004). While recognizing these
questions, this dissertation starts with the “bureaucratic polity” model because of the
focus on the attributes of the institutional embeddedness of governing elites and the
relative autonomy of technocrats from political leaders. Equally important, this study
covers mostly the period before the 1980s when the foundation of domestic capitalism
was still being established.
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Moreover, since political power resides in state institutions, governing elites are less
threatened by and thus better able to work closely with established business elites.
Development plans and investment strategies can unfold over the long term and build on
the steady gains of domestic capitalists. This institutional setting, therefore, encourages
and supports industrial development, which usually requires long-gestating investments.

Another combination of attributes produces what 1 will call the “proprietary
polity.” This analytical model corresponds to the Philippine case where state power-
holders are loosely organized in state institutions. Here, the political leadership is
composed of personalistic ~ politicians whose rise to political power is based on their
personal wealth and social status rather than long-term membership in established
political parties or state institutions (Lande 1968, Wurfel 1988)—a situation that merges
political and economic power (Boudreau 2004: 76, Simbulan 2005). Economic managers
are recruited from outside, based on their personal relationship with political leaders as
much as on their expertise. Given these relationships, the bureaucracy enjoys little
autonomy from political leaders and is often subordinated to them and to their political
objectives (Carino 1992, Dubsky 1993). This combination provides weak institutional
links between and among politicians and technocrats, in comparison to the Thai case.

In the proprietary polity, the lack of embeddedness means contestation among
political elites easily spreads to other arenas, including the bureaucracy and the economy.
Incumbents will tend to use economic policymaking to create a political constituency. In
times of political contestation and transition, these constituents, and the economic
projects and policies associated with their interests, therefore, often come under attack.

The turnover of political power—often through elections—also occasions a change in
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economic managers. Such an unstable policy environment will provide incentives for
governing elites to prioritize economic activity with quick returns and mobilize more
readily-accessible foreign capital to finance development.

Ultimately, my study seeks to explain the difference between Thai and Philippine
development patterns as a function of distinct institutional settings. Both countries
undertook industrial development programs to grow the domestic economy. No less than
Thailand, Philippine development programs set out to construct factories and stimulate
industry. Unlike Thailand, however, the Philippines could not sustain industrialization. I
argue this divergent outcome is due to the difference in the way politics intruded into
economic policymaking. The Philippines’s proprietary polity prevents policymaking
from achieving any substantial continuity and creates incentives for investors to take up
commercial activities that promise fast turnover. In contrast, Thai bureaucratic polity
provided policy continuity that, in turn, worked to steer capital into strategic economic
sectors, particularly banking and agro-industry. Over time, the expansion of commercial
and industrial elites in the Philippines and Thailand, respectively, made them important
policy constituencies that constrained the options open to future policymaking, and
reinforced existing investment thrusts. The succeeding chapters will trace these different
arrangements, and their underlying logic, to the specific organizations of the development
policy apparatus in Thailand and the Philippines.

My study raises questions on the applicability of the developmental state and
liberal economic models on small, late-late developing countries. While states, in my
view, play pivotal roles in development, my cases do not exhibit the kind of Weberian

state that the developmental state literature identifies as central to rapid industrial growth
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(Kohli 2004, Evans 1995, Amsden 1989). Rather, I begin with late-late developing states
with weaker authorities and in which the requisites of political survival may shoulder
aside the basic economic policy agenda. Among such cases, the institutional
configuration of state power—located in arrangements between the political leadership
and economic technocracy—explains different economic policymaking and development
outcomes.

My study also critically engages the neoliberal argument that holds that state
retreat from the economy frees market dynamics to generate growth (Williamson 1994).
Both Thailand and the Philippines have rightly been characterized as market economies,
yet the case studies show that politics has almost always intruded on their economic
policymaking. The nature of political contestation and the effort government elites make
to use economic development policy to build social bases for themselves are two
mechanisms by which the organization of state power influences economic performance.

Finally, this dissertation draws attention to agency of the state in the interaction
between the domestic economy and the global market. Small countries are subjected to
structural constraints as price-takers in the global economy (Katzenstein 1985). Equally
important, my cases as well as other countries in Southeast Asia passed from the 19"
century as virtual extensions of industrializing western nations, with international trade
playing a central role in their state activities. Emergent indigenous political leaders in
these countries thus inherited states that were further bound by international agreements
forged with imperial or colonial powers. Duty-free or preferential trade relations limited
the use of tariffs as a tool for domestic industrialization while foreign loan agreements

usually contained provisions on public spending, which can affect government budget for
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economic and social services. How state actors mediate between global and domestic
economic interests will depend as well on the nature of political contestation among

domestic elites and from which economic sector governing elites draw support from.

Organization of the Dissertation

In explaining differences in development patterns, this dissertation uses an
historical, configurative approach to my case studies, and argues a path-dependent, and
recursive argument. Briefly, I argue that the institutional configuration of state power, as
expressed in the development policy apparatus, shapes policy outputs and outcomes and
this, in turn, influence economic performance. The chapters that follow build on these
points. Chapter 2 sets the stage for the succeeding chapters: it examines the state-vs.-
market debate as it has been applied to the Thai and Philippine cases. First, the chapter
examines growth patterns from 1950 to 2005, and draws attention to the dramatic growth
of the industrial sector and the service sector in Thailand and the Philippines,
respectively—a divergence in outcome that suggests different growth coalitions between
governments and specific economic groups. The chapter then uses this to question the
dominant narratives that attribute Thailand’s economic success to market efficiency and
the Philippines’s middling performance to a captured Philippine state. The chapter argues
that these narratives seldom match economic realities, but they persist because they help
frame political contestation between incumbents and their rivals. I test this by examining
closely how the governing elites in the two countries responded to specific episodes of
debilitating economic crises. In the Philippine economic crisis of 1983 to 1985 and the

Thai financial crisis in 1997-1998, the problems of financial mismanagement and “crony
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capitalism” combined and yet the Philippines focused on the issue of cronyism while
Thailand stressed the issue of financial mismanagement. In the end, what influenced

government response was the nature of political competition at that time.

Chapter 3 provides a detailed account of the two countries’ history of state-
building, focusing especially on the emergence and dynamics of Thailand’s bureaucratic
polity and the Philippines’s proprietary polity. I pay attention to the historical interaction
between state-building and economic policymaking processes in each country, focusing
on two key conjunctures in the countries’ histories: the 1930s when a new breed of
political leaders took control of the central state and set new rules of political contestation
that would persist through the last decades of the 20" century, and the 1960s and the
1970s when attempts to strengthen technocratic rule led to comprehensive government
reorganization, directed by western educated technocrats working with international
development agencies. The history of state-building and economic development in
Thailand saw the country’s bureaucratic elites turn to industrialization as a way to expand
state revenues, rents, and grow capitalism as the social base of their rule. Industrialization
in the Philippines began more tentatively, and mainly due to governing elites who also
pursued commercial and agricultural interests. The chapter argues that the distinct way in
which state power is organized in the two countries explains the differences in economic

policy process.

Chapters 4 and 5 pursue the discussion on how institutional configuration of state
power, as expressed in the embeddedness of governing elites in state institutions and the
institutional arrangements between the political leadership and economic managers,

shape policy outputs and outcomes. The chapters tackle the question of how the two
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countries set about implementing import-substitution industrialization (ISI) in the 1950s
and 1960s and export-promotion industrialization (EOI), starting in the 1970s. While
adopting broadly similar industrial development strategies, governments used different
policy tools and produced different policy constituencies—the choices of which were
historically and politically contingent. Because both Thailand and the Philippines were
integrated into the global economy at the end of the 19" century and have since then been
highly dependent on trade for state revenues, Chapter 4 starts with a brief discussion on
the initial engagement between domestic elites and imperial powers as background
condition to the subsequent implementation of ISI. The discussion then goes into how
governing elites in each country pursued ISI, using distinct policy tools and strengthening
particular economic sectors. In Thailand, protectionism was used to promote fledgling
domestic agro-industries; in the Philippines, import controls also worked to empower
Filipino traders. Chapter 5, on the other hand, ends with an explanation to the two
countries’ different patterns of sectoral growth—thus bringing the discussion back to the
changes in their economic structures, first mentioned in Chapter 2. In 2005, Thailand had
a relatively robust industrial sector that was anchored in the domestic economy while the
Philippines had begun to experience deindustrialization. In the Philippines, a trend in
sectoral development since the 1980s had been a division of labor where Filipino capital

dominated commerce and foreign capital dominated manufacturing.

The conclusion, Chapter 6, summarizes the key argument: the two countries’
divergent economic performance was a product Thailand’s bureaucratic polity and the
Philippines’s proprietary polity. I outline four ways in which a country’s institutional

configuration of state power influences economic performance. As discussed in Chapters
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3to 5, these are (1) nature of political contestation, (2) presence of policy continuity, (3)

use of specific policy tools, and (4) emergence of distinct policy constituency.
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CHAPTER 2

Patterns of Economic Growth: Narratives and Realities

Thailand and the Philippines invite comparison for their diverging development
trajectories. In spite of their shared attributes (ostensibly, their open economies but
troubled polities), Thailand has successfully joined the elite group of newly
industrializing countries (NICs) while the Philippine economy has yet to catch up in a
region marked by rapid growth. Even while the Philippine economy has improved
considerably in recent years (growing an average of 2.7% a year in real per capita GDP
from 2001 to 2006—up from the previous decade’s 0.9%), its performance pales in
comparison to that of Thailand. In fact, according to the Asian Development Bank
(2007), if the Philippines were to grow at this rate, two decades would still not be enough

for it to reach Thailand’s per capita GDP in 2006."°

These observations of growth in the two countries have contributed to the
development of a dominant story line about the two economies and their economic
performances. In general, the dominant narratives tend to privilege free market
arguments: the Philippine account shows the direst consequence of state capture and the

Thai case highlights free-market economic success. Many accounts of the Philippines

' The Asian Development Bank notes that it had taken the Philippines two and a half
decades to attain a per capita GDP similar to that in 1983. As such, it calculates that,
given this rate, it would take 26 years for the Philippines to double its per capita GDP,
currently at US$1,175. Doubling this figure would still fall short of the per capita GDP of
US$2,549 that Thailand registered in 2006 (Asian Development Bank, 2007, p.6).
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stress how a promising economy has been derailed by corruption, captured and plundered
by powerful social groups. As far back as the 1950s, the argument runs, Philippine
governing elites managed to squander away the country’s burgeoning manufacturing
sector because of trade and industrial policies that favored inefficient crony firms.
President Ferdinand Marcos’s authoritarian rule removed all institutional constraints on
predation and created state and crony monopolies that drained the country’s resources,

eventually leading to economic collapse.

In contrast, many studies of Thailand’s growth economy stress the role played by
the private sector. These studies credit the country’s growth economy to Chinese
entrepreneurs and domestic private banks, which financed industrialization in the post-
war period. Thailand’s economic take-off in the late 1980s has been attributed also to the
growing role of foreign investors, especially Japanese businesses that came in droves to
take advantage of the country’s low-cost labor during this period. Such accounts present
the Philippines and Thailand as paradigmatic cases—of the high risks that come with
government intervention and the economic success that can be had with free markets,
respectively. They give credence to the prevailing view among orthodox economists that
Southeast Asia’s economic miracles occurred due to the workings of the market’s

“invisible hand,” and failures stem from an overreaching state.

A critical comparative analysis of the two countries’ political economies,
however, reveals gaps between the narrative and a much more complex reality. The
argument that governments should stay out of industrial development, an area rife for
rents, only makes sense if one looks at Thailand and the Philippines in isolation from one

another. The standard account on the Philippines, linking declining industrial
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performance to bad governance and rent-seeking, in particular, does not reflect the fact
that, from 1965 to 1973, manufacturing was growing at an average of 7 to 8% a year
(Bautista 1981) and that by 1980, the sector’s contribution to gross domestic product
peaked at 26% (Weiss 2002). Only in the 1990s when the government had more
thoroughly disengaged from industrial development and more embraced liberalization did
its manufacturing sector experience contraction. On the other hand, Thailand’s
manufacturing grew, although some call attention to its dependence on government
support and its capital intensiveness (Phisit 1988); these two factors also characterized
Philippine industrialization at least up until the 1980s, and some argue that they explain
the Philippines’s slow growth (Baldwin 1975, Dohner and Intal 1989). A historical,
comparative approach reveals that there are real differences between the two countries,
but not along the lines indicated by the countries’ dominant narratives. Rather, as I argue
in this dissertation, the difference lies in the countries’ political economies and the

specific economic policies that these give rise to.

In this chapter, I trace the broad outlines of the standard accounts given by official
and academic sources to explain the Philippine economy’s long-standing snail-paced
growth, and Thailand’s relatively rapid economic growth. The next section discusses the
dominant narratives, assessing briefly how they fare against two sets of figures: average
annual economic growth rates per decade and changes in sectoral growth. In comparing
the two countries’ patterns of economic development, I consider not only levels of

growth but also their changing economic structure.

More than mere descriptive accuracy hangs in the balance. Standard narratives of

economic performance contribute to the sorts of policy programs recommended for, and
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implemented by governments. Hence, in the last section before concluding the chapter, 1
give some attention to a specific period in each country when an economic crisis was so
severe that it brought upon a deep recession. Such moments of crisis provoked intense
policy debates and political polarization, and so put the policy prescriptions of these
standard narratives most sharply to the test. The defining moment for the Philippines was
the economic crisis in 1983 to 1986—a time when national political turmoil combined
with a severe economic crisis to facilitate the shift from authoritarian to democratic rule.
For Thailand, a similar moment dawned with the 1997 currency and financial crises,
which took place at a time when the country was grappling with competitive electoral
politics, financial liberalization, and the domestic economic surge.'' This chapter
demonstrates that while different explanations of economic performance exist, they are

all framed by a guiding view of the appropriate role states play in markets.

Deconstructing Dominant Narratives

The dominant accounts of the Thai and Philippine economic performance rest on
two general assertions: as the Philippine experience illustrates, countries suffer during

periods when government plays a more pronounced role in economic development, and,

"'To be sure, these crises were not specific to each country—that is, the debt crisis in the
early 1980s and the 1997 financial crisis had international or regional dimensions and, as
such, Thailand and the Philippines were adversely affected by both. Both crises impacted
the Thai and the Philippine economies, albeit in varying degrees. There were also other
periods of economic turmoil in each country’s history. My decision on which crisis to
focus in each country is based on the gravity of its impact on the economy. In these
specific cases, the Philippine and Thai economies registered negative growth rates of
more than eight percent.
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as with the Thai case, the economy grows robustly when market forces are given freer
play. The Philippine story of poor development has economic and political arguments.
The “economic reform school” attributes the country’s underdevelopment to low
productivity that came from a long history of protectionism and the lack of government’s
political will to complete trade liberalization (Montes and Lim 2001). This school argues
that the protectionist regime, consisting of foreign exchange and import controls,
nurtured industries that were inefficient and, therefore, unable to compete in the global

economy (Bautista et.al. 1979, Baldwin 1975).

The political argument investigates patterns of state-society relationship and rent-
seeking. According to this view, Philippine governing elites, with ties to oligarchic
families, used the Philippine state to facilitate the extension of colonial patterns of trade
with the US and the adoption of import-substitution industrialization (ISI) in the 1950s
that benefite