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jority victory to a new prime minister, Thaksin Shinawatra,

oneof thenation’srichest individuals. Shortly beforethe poll, it
wasfound that Thaksin had failedtoincludein hisstatutory declara-
tion of assetshillionsof baht (40 baht = US$1) listed inthe names of
hishousemaid, driver, cook and gardener. If the Congtitutional Court
found that he had intentional ly failed to declarethese assets, he could
have been debarred from paliticsfor fiveyears.

Thaksininsisted thefailureto report wasan “ honest mistake”, a
sort of clerica error by hiswife, hissecretary, hissister — oneof the
women in hisentourage. He argued that he himself was not corrupt
because he had plenty of money. He distinguished himself from Thai-
land’smoney politicians. They, he said, treat politicsasabusiness
from which they can make money. He, by contrast, had made his
money honestly in business before he entered politics. Indeed, aspart
of hisparty programme, he declared a“ war on corruption”.

The Constitutional Court’sjudgement camevery closetofarce.
The chief judgeread out the preambl e of thejudgement, then stopped
short. Hedidn’'t seem ableto bring himself to announcetheverdict. A
journaist had to prompt him. But it hardly mattered. Oneof thejudges
had a ready |eaked the decision, reportedly so that some peoplecould
have alast-minute gamble on sharesinthe Prime Minigter’sfirm be-
forethe stockmarket closed.

Theverdict wassplit 8-7, the narrowest of possiblemargins, inthe
premier’sfavour. None of the judges had yet provided the written
rationale for their decision, and it was soon clear that the reasons
wereincons stent. The presshinted that somejudgeshad been bought.
Thechief judgelater called Thaksin “aproduct of the past” who had
never explained how he became sorich so quickly. A Democrat Party
politician and Interior Minister in aprevious government who had
earlier beendisgudifiedinasimilar case, Sanan Kachornprasart, col-
lected 50,000 signaturesto impeach four judges over the Thaksin
verdict. Thisled toawonderful legal muddie over whether the Coun-
ter Corruption Commission caninvestigatethejudgesof the Congtitu-
tional Court over averdict in acaseinwhich the Counter Corruption
Commissonwastheplaintiff.

I n January 2001, the Thai electorate gave the biggest-ever ma-
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“Good governance”
was a 1990s World
Bank buzz-word
signifying the
opposite of
“corruption”.

Thisincident isjust one episodein the ongoing sagaof political
changein one medium-sized South-East Asian country. But it may
provide auseful starting point for somereflectionsabout corruption
and money paliticsinan ageof globalisation, not only in Thailand, but
el sawherearound theworld.

The Craze for “Governance’

“Governance” wasone of the big poalitical buzz-words of the 1990s.
The craze began when agencieslikethe World Bank, Internationd
Monetary Fund (IMF) and Asian Development Bank realised that
their loans and grantswere often |ess effective than they might be
because large partsleaked away. These agenciesbegan to include
adminigtrativereformsto control corruption among the conditionsde-
manded inreturn for theloans. From there, the anti-corruption busi-
nesstook off. Theterm “good governance” wasinvented to describe
theoppositeof “corruption”. Administrativereformsbecamealarger
and larger element in World Bank and International Monetary Fund
(IMF) packages. The World Bank funded studies of corruptionin
various parts of theworld.?

By thetimeof theAsanfinancid crissof 1997, legd, administra
tiveand political reformshad becomeat least aslargean element in
theWorld Bank-IMF crissprogrammesasfisca and monetary meas-
ures. Indeed, it sometimesseemed that theinternationa organisations
enthusiasm to highlight corruption and cronyism wasoneway they
undermined thelegitimacy of nationa governments, andincreasedthe
legitimacy of their owninterventions. The crusadefor good govern-
ancetook on someof thefunctionsof the“ civilisng misson” incolo-

. Characteristic early emanations of theWorld
Bank’swork on “good governance” include
Sub-Sahara: From Crisis to Sustainable
Growth, World Bank, Washington, 1989
and Governance: The World Bank's Experi-
ence, Development in Practice Series, World
Bank, Washington, May 1994.

nial times— athough of coursethis crusade was adapted and modi-
fied by interested locdl partiesin various partsof theworld (see Box:

" Good Governance” Discoursein Thailand, p.7).

But how well did theWorld Bank and other internationa agencies
andysecorruptioninal itsawkward complexity? And to what extent

Some Economic

Corruption gives rise to a
number of economic distor-
tions.

Public infrastructure projects
which give monopoly benefits to
businesses and commission
fees to officials and politicians
are often of little public benefit
and result in inflated costs to the
taxpayer. Seats in parliament,
ministerships and high bureau-
cratic offices are often bought in
order to get access to this
corruption revenue. Ordinary
people have to pick up the costs
of kickbacks, monopoly pricing,
substandard goods and serv-

Costs of Corruption

ices, and misuse of public funds.
Illegal super-profits are often
laundered through speculative, if
legitimate, markets in real estate,
stocks and entertainment busi-
nesses, magnifying boom-and-
bust tendencies in the economy.
Honest businesspeople are dis-
couraged when faced by competi-
tors who have access to large
reserves of cheap funds. Saving,

inflation control measures and the
work ethic are further undermined

when extravagant illicit profits are
spent on luxurious consumption.
Income distribution suffers.

Gambling transfers money from a

mass of often poor punters to a
handful of wealthy entrepre-
neurs. Drug trafficking benefits
the rich at the expense of
students, youth, workers and
vulnerable groups such as sex
workers and slum dwellers.

The human impact of illegal
businesses is high. Drug abuse,
AIDS and child abuse character-
ises the sex services trade,
which, with the enticement of
high earnings at an early age,
also prevents people from
educating themselves.
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wastheir conception of “good governance” capable of addressing it?
A closelook at one concrete case— that of Thailand — suggeststhe
need for abroader inquiry into the connections between businessand

politics

An Orthodox View

I nternational agenciessuch astheWorld Bank and IMF tend to think
of corruptionin at least threeways.

First, international agenciessuggest that, whereit exists, corrup-
tion tendsto be pervasivewithin administrativeand political systems,
andthat it resultsin thefailure of government to deliver public goods
adl levels Their model isclassic bureaucratic“ squeeze” operating at
every level of government from thefront-officeclerk inthedistrict
officedemanding apetty bribe, up tothegenera wanting ten per cent
commission (or more) on the purchase of weapons.

Second, they arguethat corruption inhibitseconomic growth, be-
causeit distorts marketsand misallocates resources.

Third, they seecorruption asakind of adminigtrativefailurewhich
comes about when therules, institutions, punishments, checksand
balancesfor preventing it areinadequate. The solution, therefore, isto
create appropriaterules, punishmentsand so on. Organisationssuch
astheWorld Bank regard ascrucid thetop-down institutionalisation
of abetter lega framework to ensuretrangparency and accountability
in public administration. Onesuggestionisthat economic globalisation
hel psdeliver such aframework. Typicaly, theissueof political reform
isnot touched on.

A Different View

Thailand suggestsarather different, and more complex, picture. First,
inThailand, corruptionisnot pervasivethroughout thesystem. It mainly
occurs at theintersection between businessand politics. Businesses
buy opportunitiesand favours. Office-holders sell them. Most cor-
ruption money comesintheform not of petty squeezebut of big bribes
and commercid collusionbetween paliticians, high officidsand busi-
ness.2 Thevast mgjority of peopledo not haveto pay squeeze money
at government offices, public utilitiesand smilar places, and generaly
they are satisfied with the servicesthey receive. Rather, bribe-taking
isconcentrated inasmall number of officesthat haveinfluenceover
significant monetary transactions— the Land Department; the Tax
and Customsoffices; the Transport Department, which controlsvehi-
clelicensing; and the police. Thesefiveofficesaccount for 95 per cent
of tota corruptionincomein Thailand.

Thepoliceareaparticularly important forceintheillegal economy.
Inmany ingtances, policeeffectively licenseillegd activities, for exam-
ple, casinos, inreturnfor aregular feeor informal tax. In other cases,
policehep organiseillegal activitiesthemselves. Inrecent pressre-
ports, policemen have appeared asimportersand tradersof ampheta-
mines, shareholdersin gambling enterprises; kingpinsin human traf-
ficking; and agentsand entrepreneursin the sex servicestrade. Such
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But how well does
the World Bank
understand
corruption?

2. In 1999, asurvey of household experience

of corruption was carried out over arepre-
sentative sample of more than 4,000 house-
holdsall over the country. The survey found
that only 10 percent of households said
that they had paid bribes when visiting
public offices, averaging 1,000 baht per year
per household (about US$22). See Pasuk
Phongpaichit, Nualnoi Treerat, Yongyuth
Chaiyapong and Chris Baker, Corruption
in the Public Sector in Thailand: Percep-
tion and Experience of Households, Po-
litical Economy Centre, Chulalongkorn
University, Bangkok, 2000.



Money Politics

In Thailand, parliamentary
candidates invest huge sums in
getting elected and usually
expect massive returns. Party
leaders, too, have to offer cash
to attract good electoral candi-
dates.

So-called "fertiliser formu-
las”, like “5-10-10-20", indicate
the sums in millions of baht a
candidate will receive when
expresses interest (five million);
when he or she signs up to join
the party (10 million); when he
or she succeeds in getting
elected (10 million); and so on.
Leaders also have to pay
retainers to keep their parties
together; money also has
sometimes been paid for votes
on parliamentary motions. All
these expenditures have to be
recouped. Senior posts in the
bureaucracy are often also up
for sale, and again such invest-
ments need to be recouped.

The amounts involved may
seem bizarre given the potential
revenues available from political
office. By some estimates, the

total unofficial expenditure on a
Thai general election is equal to the
official expenditure in a US presi-
dential campaign. But it must be
remembered that political figures’
status, contacts, networks and so
on enhance their capacity to earn
money completely outside the
money flows in the political system,
including in the illegal business
sphere, which has the highest levels
of profit and huge revenues.

A conservative estimate is that
during 1993-5, just six illegal
activities — drug trafficking;
trading in contraband arms;
smuggling of diesel oil; trafficking
labour in and out of Thailand; local
prostitution and three forms of
illegal gambling — generated 286-
457 billion baht (US$11-18 billion)
of value added, a figure equal to 8-
13 per cent of GNP.

With the exception of contra-
band arms trading, moreover, all
these sectors have a tendency to
grow, because of their high profit-
ability and the ineffectiveness of
law enforcement. If other illegal
activities are included — such as

and the lllegal Economy

trafficking of people to third
countries, smuggling goods other
than diesel oil, trading in protected
animals and plants, and illicit
logging — the figure could jump to
20 per cent of GNP. Increasingly,
these activities are linked together
in organised crime networks. Guns
are exchanged for drugs. Gambling
profits are invested in prostitution.
Routes for smuggling drugs are
adapted for traffic in people.
Protection networks span across
the whole range of the illegal
economy.

Some of the most important
connections in money politics are
with such activities, whose rev-
enues, used to buy votes and
attract and retain MPs’ support, are
dependent on protection from
elected officials and bureaucrats.
Politicians and operators of illegal
businesses are often even the same
people. The ranks of recent MPs
include hosts of the underground
lottery, oil smugglers, alleged
traffickers in drugs, investors in
casino businesses, suspected
traders in contraband arms, and

Corruptionin
Thailand has been
compatible with
fast economic
growth.

busi nesses have specia needsfor thekindsof opportunitiesand fa-
vourswhich politicscan provide (particul arly protection, statusand
immunity). Hencethey contributesignificantly to politica investments.

Second, corruptionin Thailand, at least from the 1960sthrough
the 1990s, has been compatible with high level sof economic growth.
Because Thailand hasarather weak rule of law and rather primitive
capitdiam, illegd or semi-legd businessactivitieshave been sgnificant
for the processof capital accumulation.

Third, corruptionin Thailandisnot simply amatter of lack of rules.
Of course, there have dwaysbeen informal rules. Proceduresfor of -
fering bribesand negotiating amountsarewel I-known and understood,
and most bribe-giversare confident that their giftswill havethede-
sred results. Theimportant point, however, isthat the growing impor-
tance of formal rulesgoverning thewaysinwhich busnessmengain
accessto state power for their own purposesthrough both the parlia
mentary and bureaucratic systemsiscompatiblewith continuing cor-
ruption, even when it no longer goesunder that name.

Internationd organisationsareright, of course, that countriesneed
rules, ingtitutions, punishments, checksand balancesto control cor-
ruption. Thailand’sown 1997 congtitution, like those of many other
countries, hashel ped by introducing new and appropriateinnovations.
But rulesand ingtitutionson their own areonly part of the story. Un-
derstanding therest requiresamuch broader |ook at the connections
between businessand politicsand thesignificance of political reform
and sociad movementsworking from below.
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others involved in illegal logging
and cross-border trade. One recent
study found that some 20-30 MPs
in recent governments were
prominent figures in the illegal
economy, through direct participa-
tion, protection or financing.

Vote-Buying

The rapid growth of money politics
can also be linked to illegal busi-
nesses. While money politics are
not new in Thailand — vote-buying
can be traced back to the 1957
elections — the amounts involved
have increased enormously. A by-
election in Roi-Et province in 1981
is often cited as a landmark in the
development of elaborate systems
for buying votes through profes-
sional vote-banks. In this one
constituency alone, competing
parties sank some 57 million baht.
Thereafter, the practice of buying
votes became more pervasive and
more systematic. The sums spent
were estimated at 300-400 million

rising to 4-5 billion in 1988; 10
billion in March 1992; 17 billion in
July 1995 and 20-30 billion in
November 1996. Thirty per cent of
voters admitted to pollsters they
had been offered money for their
votes, averaging 700 baht per
household.

The illegal economy’s networks
not only contribute their super-
profits to politicians’ coffers. They
also help organise vote-buying
directly. The influence wielded by
middle-level agents in the drug,
lottery, casino and sex services
trade makes them especially
valuable as vote-bankers. In the
1996 election, the head of the
largest underground lottery in the
north-east told the press openly
that he would use his network of
lottery agents to assist a major
political party.

Profits from the illegal economy
have also contributed to the rise of
“dark influences” (itthiphon muet)
and provincial “godfathers” (jao
pho) in Thai politics. Not all local
barons described by these terms

baht in the 1986 general election; are engaged in illegal businesses.

But many of them are, and use
their influence to gain lucrative
concessions and contracts from
the government. At the same
time, they enhance their posi-
tion in society by helping build
local infrastructure, donating to
temples and welfare services
and entertaining important local
and national politicians.

Sources: Pasuk Phongpaichit,
Sungsidh Piriyarangsan and
Nualnoi Treerat, Guns, Girls,
Gambling, Ganja: Thailand’s
Illegal Economy and Public
Policy, Silkworm Books, Chiang
Mai, 1998; Pasuk Phongpaichit
and Sungsidh Piriyarangsan,
Corruption and Democracy in
Thailand, Silkworm Books,
Chiang Mai, 1996; Pasuk
Phongpaichit, Nualnoi Treerat,
Yongyuth Chaiyapong and Chris
Baker, Corruption in the Public
Sector in Thailand: Perception
and Experience of Households,
Political Economy Centre,
Chulalongkorn University,
Bangkok, 2000.

Rent-Seeking and Economic Growth

Economist Mushtag Khan hasrecently illuminated business-politics
connectionssuch asthoseevident in contemporary Thailand by putting
sometheory around therelationship between corruption— or, to use
atermfrominstitutional economics, “ rent-seeking” — and economic
growth.?

Theinternational organisations model, asnoted earlier, contends
that corruption inhibitseconomic growth. Butinthat case, if Thailand
iscorrupt, how comeits economy grew at arate of 6-8 per cent a
year for amost half a century? An easy answer, of course, isthat
Thailand would have grown even faster if it had not been corrupt. But
unfortunately we cannot rewind and replay history totest if that istrue.
Mushtag Khan’sapproach isdifferent. He compares model s of cor-
rupt, rent-seeking behaviour indifferent countries, and questionshow
thevarying patterns of money flow impact on the economy.

Khan'sidea, summarised very quickly and crudely, isasfollows.
Thoseholding political and administrative power havetheability to
createwhat arecaled “rents’, particularly intheform of abnormally
highlevelsof business profit. They can do thisin many ways. by cre-
ating monopolies; by providing protection against foreign competi-
tion; by shelteringillegal businesses; and soon.

Theimpact of these rents on the economy depends on how big
they are, but moreimportantly on how they areused. Rentsexcitethe
animal spiritsof entrepreneursand encouragethemtoinvest. If the
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Political
powerholders can
createrentsin
many ways — for
example, by
licensing
monopolies.

3. Khan, M. H. and Jomo K.S. (eds.), Rents,
Rent-Seeking and Economic Devel opment:
Theory and Evidence in Asia, Cambridge
University Press, Cambridge, 2000, espe-
cialy chapters 1 and 2.




What matters for
economic growth
Is whether rents
are invested
productively (asin
South Korea) or
dissipated (as in
Bangladesh).

rentsare structured in such away that rent-seeking entrepreneursin-
vest alarge part of therent income, and invest it in productive areas
(such asininnovation, in adapting new technology and knowledge
and in good management), then theresult will be economic growth.

But the rent-seeking entrepreneur may not innovate. Instead, heor
shemay decideto buy himself ayacht; or thepolitician may grab a
large share of therent and decideto spenditin LasVegas; or therents
may get distributed to petty bureaucrats who consume but do not
invest. Inall these cases, the rentswill not contribute to economic
growth.

In brief, Mushtag Khan concludesthat South K orea’ s economy
grew very fast during the 1960s-1980s because the political leaders
alowed theentrepreneursto make high rents, but also forced themto
reinvest themin productiveways. Also, rentswerenot diss pated by
being redi stributed to groups outsi dethe business sector. By contrast,
theeconomy of Bangladesh goesnowhere becausetherentsare spent
onluxury consumption, or dissipated among petty bureaucratsand
those outsidethe businessgroups, with littleleft for investment.

Thailandinthe 1970sand 1980swasinthemiddle. Thegovern-
ment created quite high rents, largely by manipulating licencesand
favoursto allow only afew companiesto dominate a sector. But it
wastotaly ineffectud at telling the rent-seeking entrepreneurshow to
usethem.

However, Thailand spalitical system wasanot adictatorship, but
asort of oligarchic competition, with power spread between different
bureaucratic and politicd factions. Thesefactionsvied with each other
for the rent-seeking opportunities. Inthe 1940sand 1950s, for exam-
ple, major bankswould change handswhenever different factionsgot
enough political power to seizethem. After the sector settled down,
competition was morefor licences, investment privilegesand other
favours. The processwas often quite subtle. And if you could show
you had good political connections, then you wereagood partner for
foreigninvestors. Japaneseinvestors, who understood thisworld very
well, werevery careful about picking their partnersaong theselines.

The successful competitorsthen alocated rent-seeking opportuni-
tiestotheir group of businessfriends. Oligarchic competition at the
politica level wasthen reproduced withintheranksof businessgroups.
Thefavoured entrepreneurswere motivated to invest ahigh propor-
tion of therentsin order to stay ahead of their competitors, and thus
remaininthemarket to capture morerentsinthefuture. Thesystem
has been described nicely as“ competitive clientelism”. Inthe end,
moreof therent getsdiss pated than inthe Korean case; but enough
of it getsinvested to ddliver higher economic growththanin Bangladesh.

Most of Thailand’ svery high pre-1997 rate of investment (around
30 per cent of GDP) waslocally sourced. The result was that the
country’seconomic growth, beforethe 1997 crisis, waswell above
theaveragefor Southern countries, athough still below that of the
East Asian economies. L eading theway were corporate conglomer-
atessuch asthe Charoen Pokphand (CP) agribus nessgroup, theBang-
kok Bank group centred on the Sophonpanich family, theThai Farm-
ers Bank group centred on the Lamsam family, the Pornpraphaauto-
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mobileempire, threebig family businessesin sugar led by theA sadathon
group, and the Bulakun group, which moved from rice into other
agribusnessinterestsand property devel opment. All such conglomer-
atesinvestedingaining privilegesfrom government, but in most cases
were competing oligopoliesrather than monopolies.

Assumingthispictureisroughly correct, it still rather abstract and
theoretical. It doesnot tell us much about the nature of rents. It con-
centrates on economic growth, without considering thewider politica
and socia consequences of rent-seeking.

Like many other modern or
recently-invented political
words, the term “governance”
proved difficult to translate
when it was tossed into Thai
social debates in the late 1990s,
largely as a result of the World
Bank’s use of the term.

The first stab at interpreta-
tion produced thammarat, an
assemblage of thamma
(dharma), the Buddhist term for
truth or virtue, and rat, a word
for rule or state. This was
challenged on the ground that it
could easily be misinterpreted
as meaning something like a
“holy state”. One suggested
alternative was thammapiban,
with the second part now a word
meaning administration. How-
ever, this form appears clumsy
and smacks of officialese.
Besides, some also felt that the
usage of thamma gave the new
term too strong a Buddhistic
connotation. Finally, others felt
that both these efforts relied
wholly on Sanskritic (rather than
Thai) words and hence belonged
to old bureaucratic high culture.

In 1998, while these linguis-
tic squabbles were going on, a
group led by Anand
Panyarachun, a career techno-
crat and ex-premier, and
Thirayudh Boonmee, a veteran
ex-student leader and promi-
nent social critic, began to
educate people about “govern-
ance” through speeches, radio
broadcasts, seminars and so
forth. From this process
emerged two very different
interpretations of “governance”
or thammarat/ thammapiban.

For one group, championed
by Anand, governance was
interpreted in a way close to its
new conventional international
meaning: as meaning greater

“Good Governance” Discourse in

efficiency in government and
business through better informa-
tion, improved transparency and
accountability, and more attention
to rule-based systems and laws. In
other words, it meant a further step
on the road towards modernity,
especially through a resuscitation
and renovation of the state.

A Different
“Governance”

Meetings of NGOs, activists and
local groups called by Thirayudh to
discuss thammarat came up with a
different meaning, as a result of
their distrust of state-based
culture.

This culture, in their view, has
helped construct forms of domina-
tion which are themselves a
problem for governance. They
argued, for example, that the
state’s adoption of the colonial-era
myth identifying a nation with an
ethnic group (thus turning Siam
into Thai-land), has resulted in
“non-Thai” groups — Lao, Chinese,
Malay, Karen, Hmong and so forth
— being treated as less than full
members of the nation. They noted
that state policies have resulted in
the capital, Bangkok, becoming
oppressively dominant economi-
cally and culturally. They suggested
that the influence of the court, the
aristocracy, the Chinese, the
Americans and the Japanese have
increased male dominance in the
family, politics and administration.
And they pointed out that elites’
enthusiasms for “modernity” —
visible in the nobility’s defence
against colonialism at the end of
the 19th century, the urban
response to the period of high US
influence in the 1960s and 1970s,
and the more widespread belief in

Thailand

the decade of economic boom
from 1986 to 1996 that foreign
investment was Thailand’s
opportunity to become a fully
qualified, urbanised member of
the modern world — have been
prejudicial to many ordinary
people.

People who find themselves at
the “wrong” end of these axes
opposing “Thai” to “non-Thai”,
city to village or forest, men to
women and “modernity” to
“tradition”, the critics charged,
have often suffered from forms
of civil disability, political disen-
franchisement, social exclusion
and cultural suppression.

Examples include women in
hill communities, ethnic minori-
ties, forest gatherers, and the
poor living on the fringe of
degraded forests that city
dwellers would like to claim as
sites for hydroelectric dams,
waste-disposal systems, facto-
ries, or leisure facilities and
national parks.

Accordingly, activist critics
claimed, “good governance”
ought to mean expanding civil
society at the expense of the
state. They advocated decentrali-
sation and increased autonomy
of local communities and admin-
istration, especially in the
management of local natural
resources. They wanted to keep
more surplus produce within
rural communities and to get
more recognition of cultural
rights. Sometimes showing little
interest in ideas like transparency
and accountability, they were
concerned with ways to make the
state more responsive to local
needs and with reinterpreting
history, redefining communities,
and revisioning future societies
in ways ordinary people want.
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Corruption
includes both petty
graft and
monopoly profits
made possible
through political
influence.

4. See Hawley, S., “Exporting Corruption:
Privatisation, Multinationalsand Bribery”,
Corner House Briefing 19, June 2000;
Hawley, S., Turning a Blind Eye: Corrup-
tion and the UK Export Credits Guarantee
Department, The Corner House, June 2003,
www.thecornerhouse.org.uk.

Rent-Seeking and Poalitics

Another smpleformulamay help pushtheanaysisabit further:
V=A+B-K.

HereV isthetota rent or final net corruption revenue. Itismade up
of two sortsof income, A and B, lessthe costsincurred, K.

Of theincome, Aisakind of “corruptiontax”, which politicians
and bureaucrats collect by taking petty commission fees, padding ex-
penditure budgets, skimming expenses, and soon. Thisissmpletheft,
andvery familiar.

The second type, B, ismore complex. Thisisthe corruption or
“rent” which paliticiansand their friendsearn from businessesthat are
ableto charge high pricesthrough creation of afavourablepolitical
environment. Someof theseareillegal businesses, like oil-smuggling
or prostitution. Some are businesses which have been granted mo-
nopolies, such asmining or liquor concessions. Some arejust busi-
nesseswhich havebeen given privileged or favourabletrestment. They
may includetransnationa corporationsbasedin Europe, NorthAmerica
or Japan.*

Thus, suppose acompany acquiresalicenceto operate amobile
phone system. Supposethere are so few such licencesthat the com-
panies conspireto charge monthly feeshigher than dmost anywhere
elseintheworld. Thenthat company might make such high profitsthat
itsowner, like Thaksin, becomesamulti-billionaireinfiveyears.

K representsthe costsof rent-seeking or corruption. Thisalso has
two parts. First, therearethe costs of getting caught. Under ademo-
cratic system of government with ajudicial system, corruption has
costs. Corrupt politiciansmight get caught, tried, fined or jailed. They
might be barred from politicsfor acertain number of years. Second,
they might lose officeand face socid derison. They might fail at the
next poll and thuslosethe benefits of the* externalities’ attachedto
politica office.

Net corruptionincomeegualss, roughly speaking, commissionfees
plusmonopoly profitslesscosts. Oncein power, political partieswill
try tomaximisethelr corruption revenue by increasing theamount of A
and B. They will also do severd thingsto ensurethat K isminimised.
They will try to control thejudiciary and suppress sources of opposi-
tion such asthemedia, opposition parties, and activist e ementsin civil
society, aswell astrying to redefine how corruptionisperceived.

A Business Triumph Dependent on Poalitics

Thaksin Shinawatrawas probably the single most successful entre-
preneur of Thailand’s1986-1997 boom period. A member of thefourth
generation of aChinese-immigrant family prominent in businessand
local politicsinthe country’snorth, he earned master’ sand doctor’s
degreesin crimina justicefrom obscure USuniversitiesbefore carv-
ing out acareer inthe national police department. Hethenrosefrom
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Suppressing or controlling
Thailand’s illegal economy will
be impossible as long as its
income flows are crucial not
only to the funding of politics
but also to the remuneration of
the police. As the scope of
money politics is reduced, the
police must also be overhauled
— an equally difficult job.

Politicians are currently
reluctant to challenge the power
of the police. Often they are
themselves involved in the same
networks, or at least in the same
culture of influence. The illegal
economy currently acts as a
subsidy towards state support
of the police.

Police are poorly paid, junior
policemen especially so. They
become accustomed to corrup-

tion for simple survival, and
“earning enough to perform
regular duties” provides a ration-
alisation for fee gathering at all
levels of the force.

The top of the hierarchy, in
addition, has too many levels with
too little to do. Authority is very
centralised, facilitating corruption,
nepotism and abuse of power, and
preventing good relations between
local police units and the commu-
nities they serve.

There is no outside monitor of
police performance, and police are
very rarely punished for wrongdo-
ing. At worst, they are transferred
elsewhere. The officers involved
may thereby be separated from
their established income streams,
but for the society as whole this
represents no gain. Bad apples are

Overhauling the Police: The Challenges

simply circulated around the
barrel, and other policemen are
not deterred from wrongdoing.

Branding an activity as
criminal but then failing to
suppress it effectively creates a
high profit rate. The profits have
a distorting impact on the
economy and a corrosive impact
on police and politics. This in
turn breeds distrust of police
and politicians.

Partly because of this dis-
trust, many people do not
support decriminalisation of
adult prostitution and gambling.
They believe this would just lead
to their increase, while leaving
still-criminalised sectors such as
child prostitution, trafficking in
women and contraband arms
trading untouched.

being astruggling vendor of computer equipment inthelate 1980sto,
by the mid-1990s, atycoon whose personal worth wasreckoned at
between three and four billion US dollars (at then current exchange
rates).

Thaksin’srapid success camefrom two things. First, he secured
four tel ecoms concess onswhich gavehimmonopoly or oligopaly rights
— inparticular, thefirst Thai mobile phone concession and thefirst
Tha communications satellite. Second, heraised money ontheThai
stock market, which wason arisefrom 200 in 1986 to 1750 at its
peak.
From the start, Thaksin'striumph was dependent on politics. He
got hisfour telecoms concessionsat atimewhen military influence
was strong. He had to lobby generals to get them, and he had to
reward them. In onefamousingtance, hegaveagenera aDaimler.bAt
thelaunch of hiscommunicationssatellite, hesaid “I could not have
this day without Big Jod,” the nickname of General Sunthorn
Kongsompong, the head of ajuntawhich briefly took control of the
country inacoupin 1991. Onthe other hand, he lost some contests
(especialy athree-million-linetel ephone contract in 1991) because
rivalshad better political connectionsat theright time.

In 1992, thearmy lost influence, and politicians began to enjoy
morecontrol over concession awards. In 1994, Thaksin entered poli-
tics, choosing the party which controlled the communicationsminisry.
Heimmediately used hispositionto anglefor another telecom con-
tract and al so expanded into highway concessions.

Butin 1995-6, Thaksinlogt hisinfluenceover theministry of trans-
port and communications. A competitor got anew telephonelinecon-
tract. Another got asecond mobile phone concession, undermining
Thaksn’smonopoly. Themilitary began making plansto put up asatdlite
to competeagaingt Thaksin's. Thegovernment signed theWorld Trade
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Prime Minister
Thaksin’s business
triumph was
dependent on
politics.

5. Ukrist Pathmanand, “The Thaksin
Shinawatra Group: A Study of the Rela-
tionship between Money and Politics in
Thailand’, Copenhagen Journal of Asian
Studies 13, 1998.

6. Chang Noi, “Political triangle takes
shape”, The Nation [Bangkok], 7 October
1996. Although Thaksin allegedly told the
general involved, Sombun Rahong, to keep
quiet about the 8-million-baht gift,
Sombun was so proud he drove it to Par-
liament next day and told thefirst reporter
who asked him about it that it came from
Thaksin.



Where weak law enforcement
allows corruption to prolifer-
ate, an active civil society is
needed to push for reform.
The movement to rewrite the
Thai constitution in 1997 and
to create new institutions to
combat corruption is one
example. The movement
merged two social strands.

One consisted of heirs to
the student movement that
had dislodged the military
dictatorship in the 1970s.
This strand was frustrated at
the failure of the subsequent
parliamentary system to break
down the power of the central
state, protect human rights,
ensure greater media free-
dom, and reverse the growth
in money politics.

Another strand consisted of
“enlightened conservatives”:
senior technocrats and other
officials and leaders of mod-
ern businesses hoping to
contain the development of
“money politics” within parlia-
ment by raising the risks,
reducing the rewards, and
strengthening judicial institu-
tions which act as checks and
balances.

Working
Together

Working together, the two
strands pushed parliamentar-
ians to instigate reform,
captured the key posts in the
assembly drafting the new
constitution, and worked hard
to build political support.

By organising public
hearings all over the country
to solicit suggestions and to
review the draft, the drafting
assembly instituted a new
kind of process which was
arguably as important as the
resulting document itself — a
process which suggested ways
ordinary people could control
politicians.

The final constitution,
passed in September 1997,
requires the state to enact
policies fulfilling many human,

civic and community rights —
freedom of information, freedom
of the press, community rights
over local resources and so on.

It gives one quarter of the
total MPs or 50,000 qualified
voters the right to request the
senate to remove the prime
minister, a cabinet member, an
MP, a senator, a chief justice or
a high ranking bureaucrat from
office for corrupt conduct or for
an unjustifiable increase in
wealth.

The constitution also tries to
reduce vote-buying by transfer-
ring spending decisions affecting
local areas from the national
budget process to local bodies,
empowering local people to
monitor local budget decisions
and see that more tax monies go
toward reducing poverty instead
of having to become clients of
MPs and their canvassers.

Beginning in fiscal year 2001,
at least 20 per cent of the
national budget must be dis-
bursed through local govern-
ment. This proportion is to
increase to 35 per cent in fiscal
year 2006.

The new constitution also
adds 150 new seats to parlia-
ment, to be elected on a “party
list” system (a national vote by
party); requires ministers to
resign their parliamentary seats;
and makes pork barrel politics
more difficult.

Not least, the new constitution
sets up a strengthened, more
independent National Counter
Corruption Commission (NCCC)
as well as other institutions
aimed at curbing corruption,
including:

®* A new Election Commission
empowered to order re-
counts of votes, publicise the
assets of families of MPs,
senators, cabinet members,
and high government officials,
on each occasion of taking or
vacating office; disqualify
candidates; bar from politics
for five years those found to
have concealed assets inten-
tionally; and demand re-
polls. In the senate election of
2000, the Commission
initially rejected 78 of the

Social Movements against Corruption:

200 successful candidates,
and ordered new elections
four times in some provinces
due to electoral cheating. In
the general election of 2001,
some seven constituencies in
six provinces were ordered to
hold re-elections.

®* A National Human Rights
Commission investigates acts
or omissions which have led
to violations of human rights
and compiles an annual
report.

® A Constitutional Court adjudi-
cates complaints involving
actions or laws which may
contradict the constitution, as
well as disputes over the
power and duties of state
organisations created under
the constitution.

® A Public Finance Audit Com-
mission is a more independ-
ent, senate-appointed body
replacing the Office of Auditor
General, which was under the
supervision of the Office of
the Prime Minister.

® A Parliamentary Ombudsman
investigates complaints
against government officials
and employees of govern-
ment or state agencies, state
enterprises or local adminis-
tration. The Ombudsman has
so far been ineffective; few
people grasp its function.

®* An Administrative Court gives
ordinary Thai citizens the
right to sue government
agencies regarding agency
behaviour, local administra-
tion and officials’ perform-
ance of duty.

The senate has been converted
from an ineffective law-making
body into a monitoring institution
to which, for example, the
Election Commission reports.

Using the
Constitution

A popular campaign waged in
1998-9 is a good example of
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how a social movement made
use of the new constitution to
fight a specific example of
corruption.

On 15 June 1998, the chair-
person of the non-governmental
Rural Doctors Society (RDS) sent
letters to its members warning
them about a new public health
ministry directive on the budget
for welfare services to low-
income people. After the warning
was published in the press,
people sent information about
corruption in the public health
ministry to mass media outlets.

A provincial hospital official
told a television reporter that:

“Two months ago | was told
by the provincial health chief
that this year the hospital
would get a one million baht
budget for drug purchases,
a substantial increase from
the initial amount of

600,000 baht. But | was also
told that we had to place
orders with companies
named by senior persons in
the Public Health Ministry, for
example, the Siam Green
Cross Supply”.

Under this scheme, drugs and
medical equipment were to be
bought at fixed prices which in
some cases were two or three
times higher than normal. For
example, a pair of surgical
gloves were sold at 220 baht
rather than the normal price of
100 baht, and a syringe at 160
baht instead of 80 baht.

The RDS called on district
hospital directors not to accept
this special budget and to return
the money to the government
rather than participate in an
obviously corrupt scheme.

The RDS also urged doctors
to send documentation to the
Counter Corruption Commission
and the office of the Auditor
General for investigation.

The Public Health Minister
denied any irregularities and
refused to set up a committee to
investigate the case, claiming he
did not want to be accused of
persecuting permanent officials.

Some 67 Thammasat Univer-
sity lecturers then signed an
open letter calling for an

Creating and Using a New Constitution

independent investigation into
the scandal. In September 1998,
an independent committee led
by a retired public health official
was appointed to investigate.

At the same time, the perma-
nent secretary of the ministry
asserted that the rural doctors
had raised the issue only be-
cause they had lost 10 per cent
commission from drug and
medical supplies purchases,
provoking an RDS protest.

The RDS campaign was
supported by 30 NGOs, who
called for the resignation of the
minister, his two deputies and
other top officials, including the
permanent secretary. They
called on the government to
protect doctors and pharmacists
who had already made pur-
chases at inflated prices so that
they could serve as witnesses
without becoming scapegoats.

Resignation

Under pressure from the media,
the Public Health Minister re-
signed, but a deputy minister
from the same party refused to
follow.

The media carried accounts
from several public hospitals of
how senior officials had ordered
them to buy medicine and
supplies from certain companies
at inflated prices. The RDS and
other NGOs held press confer-
ences to dramatise the issue and
catch public attention.

In late September 1998, the
fact-finding committee con-
cluded that certain politicians
had collaborated with top
officials to force state hospitals
to abuse the 1.4 billion baht
budget for purchasing medicine
and medical equipment.

Its report was sent to the
prime minister who forwarded it
to the National Counter Corrup-
tion Commission (NCCC). The
government set up a disciplinary
committee to investigate impli-
cated officials. The permanent
secretary was transferred out of
the ministry.

The NGOs meanwhile col-
lected the 50,000 signatures

required for senate investiga-
tion of the minister under the
new constitution — the first
exercise of this provision in
the 1997 charter.

The NCCC and a discipli-
nary committee ruled that two
senior officials should be
charged with corruption
offences. In the end, as a
result of the campaign, two
ministers were forced to
resign, seven officials were
sacked or asked to leave, 23
other officials were repri-
manded for misconduct, a
widespread scam was closed
down, and several other high
officials still face charges.

The RDS and other NGOs
also pushed for further
investigation of the role of
ministers and other senior
officials, although these efforts
were hindered.

Finally, in October 2003,
the former Public Health
Minister, Rakkiat Sukthana,
was sentenced by the Su-
preme Court to 15 years in
jail for taking a bribe from a
drug firm. In a separate
judgement, he was ruled to
have become “unusually rich”
while in office, and his assets
were subject to seizure.

These judgements were a
landmark victory. However,
Rakkiat had already fled and
his assets had disappeared.
NGOs insisted that officials in
the health ministry still be
brought to account.

Sources: The Nation [Bang-
kok], 2 September 1998;
Nualnoi Treerat, ‘Fight against
Corruption’, Asia Solidarity
Quarterly [Seoul] 3, 2001;
Pasuk Phongpaichit, “Good
Governance: Thailand’s
Experience”, Paper for Asia-
Pacific Finance Association
annual conference, Bangkok,
July 2001; “Rakkiat Gets 15
Years for Taking Bribe”,
Bangkok Post, 29 October
2003; “NGOs: What about the
Others?”, The Nation, 29
October 2003.
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Thaksin’s telecoms
Interests have
benefited from his
rise to political
powver.

7. “Cabinet Backs49% Foreign Shareholder

Cap”, Bangkok Post, 15 May 2002.

8. “Furore over Tax Decree”, The Nation
[Bangkok], 22 January 2003; “Telecom
Excise Decree Passed”, The Nation, 15

May 2003.

9. The government is also crippling state
telecom bodies prior to privatising them
to prevent them from competing with
telecom companies such as Shin. These
bodies will probably get bought up. See
“Policy Confusion Clouds Plan”, The

Nation, 15 July 2002.

10. The dividend payments were made to
members of Thaksin'sand hiswife’'sfami-
liesfrom AI'S (amobile* phone subsidiary
of the Shin Group) and from the Shin
Group itself. See “Peace Dividend”, The

Nation, 11 September 2003.
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Organisation (WTO) agreement to liberaise telecommunications
and other servicesby 2006.

Clearly, thefuture success of Thaksin’s business depended cru-
cidly onpalitical decisons whowould get what concesson; whowould
beintheright positionto managetd ecom market liberdisationin 2006.
Heneeded political power for commercid survival.

Whenthefinancial crissstruck in 1997, Thaksinand hisrivalsin
thetelecomindustry reacted very quickly. They realised that inthe
new, tougher circumstances, they had the option of elther fighting one
another to thedeath or pooling resourcesfor surviva. They chosethe
latter. Thaksin and hisbiggest competitor, Charoen Pokphand (CP),
Thailand’sbiggest conglomerate, merged their cable TV networksand
agreed to co-operate in other areas. In 1998, Thaksin re-entered
politics, started anew party, Thai Rak Thai, and launched hisbid for
the premiership. CP became one of hishiggest backers. By thetime
Thaksin became primeminister in February 2001, al four of thebig
Thal telecom companieswererepresentedin hisparty andinthe Cabi-
net. Hewas endorsed by the Bangkok Bank, Thailand'slargest, and
hisTha Rak Thai party wasstudded with other big businessfamilies
which had survived (or even profited from) the 1997 economic crisis,
including, most prominently, firmsin the service sector — telecoms,
media, finance, hotels, property, construction, infrastructure. If the past
isany guide, thesegroupswill usetheir influenceto protect these ar-
eas, but asoto engineer favourablejoint ventureswith foreign provid-
ers of technology and expertise. They will aso need the export
economy to underpingrowth, sothey will work withthemultinationas
whichdominatethisarea

Since Thaksin cameto power, the government hastaken several
stepsto helpthetelecomsindustry in general and Thaksin'sinterests
in particular. The 1997 congtitution mandated an independent com-
mission to manageand liberalisete ecom frequencies, but the process
to establish the commission becameburied inlitigation, whichthegov-
ernment has done nothing to disentangle. Asaresult, Thaksin'scom-
panies continue to enjoy market advantagesresulting from the con-
cessionsgranted over adecade ago. Parliament passed aresolution
restricting foreign ownershipintelecomfirmsto 25 per cent—aleve
met only by Thaksin’sgroup— athoughit had toreversetheresolu-
tion after ahuge outcry.” When the Thailand Devel opment Research
Institute, an independent think-tank, proposed ascheme by which
telecom firmswould pay off their future contractual concessionfees
prior to WTO-mandated liberalisation of theindustry in 2006, the
government instituted an excisetax instead. Thisshifted the burden
from telecom firmsto consumers.? Despite the entry of new firms
(Hutcheson, Orange) and hence some price competition, the sector
continuesto make massive profitsfrom high margins, and the Shin
Group (the new name of the Shinawatrafamily companies) retainsa
60 per cent-plus market share.® Thaksin'srelativesmade almost 1.8
billion baht from mid-year dividendsin 2003.%°

Fromthebeginning of hispremiership, moreover, Thaksn hasmade
it clear that hewill not be satisfied with asingleterm. Thisisan odd
declaration given that no previouselected premier hassurvived even

December 2003
The Corner House
Briefing 29: Corruption, Governance and Globalisation



onefull four-year term. But it makes sensein that Thaksinand his
allies need a second term to ensure they are in charge through the
critical period of WTO telecom liberalisationin 2006.

Regularising Corruption

Thaksin, asearlier noted, insistsheisnot corrupt and triesto distance
himsdf from conventiond “money palitics’. Intheusua senseinwhich
thesewordsare used in Thailand and elsewhere, maybe heisright.
Hedoesnot collect A (petty graft) —merely arranging thingsso that he . .
getsB (rentsgleaned through structuring afavourable political envi- But Thaksin, like
ronment). And hegetsit, increasingly, according to rules. Moreover, many US
beginning with hispersond investment of an enormous sumto found p0| iticians, insists
hispolitical party, Thai Rak Thai, and lead it to victory, he hastaken -
money politicsto anew, moreregularised stage. he is not corru pt.
Oneway toview hisriseisaspart of aninstitutionalisation of the
interface between businessand palitics. In the histories of most de-
mocracies, phases can beidentified when rulesare madeto regul ate
the relations between business on the one hand and thosewho wield
state power onthe other. An exampleisthe United Statesinthe early

Corruption, Land Rights and the World Bank
The World Bank tends to see it easier for wealthy financiers and 1993 without any knowledge of
corruption as detachable from land developers to buy up and local communities, who became
processes of economic glo- hoard vast tracts of land previously aware of the situation only when
balisation. This oversimplifica- used as village farmlands and fences started appearing in their
tion encourages projects and commons, particularly during the fields. Some wealthy individuals
policies which foster corruption economic boom of the 1990s. The hold as many as 250 title deeds.
and undermine the Bank’s stated developers mortgaged these lands When the bubble resulting
concern with “good governance”.  to commercial banks for loans that from overinvestment in real
A good example is the Bank- were then used to fuel successive estate development burst in
supported Land Titling Pro- waves of property speculation. 1997 and land prices plunged,
gramme (LTP) in Thailand, which Often they did so through fraud the banks seized many such
has won a number of awards made easier by the trimmed-down properties in lieu of loan repay-
including the Bank’s own Award survey procedures introduced by ments. Local-level movements
for Excellence in 1997. the LTP, which dispensed with of the poor then attempted to
Implemented in four phases safeguards requiring documents of  take back many of the aban-
since 1984, the LTP is one of the occupancy or land claim reserva- doned and idle lands, exacerbat-
Bank’s largest land titling tion certificates. With the collusion ing strife with the authorities. In
programmes, having disbursed of state authorities, wealthy April 2002, Prime Minister
US$183 million in loans and families were easily able to acquire Thaksin Shinawatra’s govern-
issued 8.7 million titles. Butinits title to land they treated as source ment issued a resolution that
attempt to foster land markets of possible future profits from resulted in police arresting and
by placing a simplistic, uniform, resorts, plantations or construc- imprisoning many farmer
“globalising” grid of land titles tion. Many title deeds were issued leaders seeking land for the
over a complex system of rural on the basis of incomplete survey communities’ survival.
land tenure, the programme has information or under false names.
paved the way for corrupt Many individual sellers listed on Source: Rebecca Leonard and
acquisitions of land by specula- title deeds now in the hands of the Kingkorn Narintarakul na
tors, undermining villagers’ rich have been discovered to be Ayutthaya, “Taking Land from
tenure security and causing non-existent or long dead. In the the Poor, Giving Land to the
widespread rural conflict. northern province of Lamphun, Rich”, Watershed [Bangkok], Nov.
The accelerated titling titles to extensive areas were 2002 - Feb. 2003, pp. 14-25.
fostered by the LTP led to a rapid issued during the height of the
increase in land values and made  economic growth period in 1990-
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At the beginning of his rise to
power, Thaksin Shinawatra had
no rural programme and
appeared uninterested in the
rural majority’s problems. But he
became increasingly aware
during his campaign that the
rural masses were a possible
source of K, or costs to be
subtracted from gross rent
income, and that to succeed with
his pro-business policies, he
would have to keep the country-
side happy. Thailand is, after all,
a country where 10 per cent of
people are in the modern
economy, 50 per cent are right
out of it, and the rest float in
between.

Many rural dwellers, in
addition, have become both
more squeezed and more vocal
in recent decades. Until the
1980s, agriculture was still
growing because of the expand-
ing land frontier, heavy invest-
ment, and rising international
prices. At the same time, rural
society was kept under firm
political control. The army
destroyed political organisa-
tions, and rural leaders got shot.
Political leaders were sensitive to
rural demands, but they adopted
a strategy of benign paternalism:
don’t make trouble; we will look
after you. But in the 1980s,
agriculture lost its buoyancy
because the land frontier ran
out; investment was diverted to
industry; and the world terms of
trade turned against agricultural
goods. With the ending of the
Cold War, the army’s role in Thai
politics diminished, and the
attempts to suppress rural
politics relaxed.

By the early 1990s, two
streams of rural protest had
emerged. The first was located
among advanced, market-
oriented farmers who had led
the earlier phase of agricultural-
export-led growth. They pro-
tested mainly against falling
crop prices and rising rural debt,
complaining that market-
oriented agriculture was no
longer profitable. A second
stream of protest came from
farmers at the edge of the land
frontier, many in ecologically
fragile areas. The government
had failed to recognise their land

rights and often tried to move them
off their farms in areas the expand-
ing urban economy wanted to
exploit for dams, factories, waste
sites or plantations for the pulp
and paper industry. Many had a
history of resistance to central
authorities, and protests flared
claiming local use-rights over land,
forest, and rivers and attempting to
defend local ways of life.

In 1978, the government
counted 42 incidents of protest. In
1994, the figure was almost 1,000.
Most of these were rural, and
around half about control over
land, water and forests. In 1992,
farmers marched on Bangkok, and
have repeated the same tactic
frequently since. In 1995, the
Assembly of the Poor was formed
to co-ordinate protests and
negotiate directly with the central
government.

Financial Crisis

The financial crisis changed the
intensity of these protests. Initially
farmers did well in the crisis
because agricultural prices (in local
currency) rose. But from mid-1998
onwards, much of the impact of the
crisis was dissipated through rural
society. The international price of
rice dropped by a half. The cost of
imported inputs rose. Remittances
from family members working in
the city shrank. Rural migrants lost
their jobs and were thrown back on
the support of their rural families.
The number in poverty rose by
three million.

In early 1998, when government
wanted to implement IMF measures
to sort out the financial sector,
farmers got together to protest for
debt relief. They argued: if the
government can help the rich, why
doesn’t it help the poor? This
protest was repeated in 1999 and
2000. At the same time, many
farmers groups protested for price
support. Paddy farmers invaded
Bangkok’s northern suburbs and
blocked roads. Cattle farmers
started marching on the capital
with herds of cows. Cassava
farmers threatened to build a
bonfire in the city centre. During a
big UN conference in late 1999, the
police had to block radial roads to
prevent sugar trucks invading the

“Populism” as a Check on the Costs of Corruption

city. There were scattered move-
ments by unemployed workers to
occupy land — both land in
forests and unused land held by
speculators.

By 2000, every large project
which needed to appropriate land,
forest, or water was blocked by
some form of protest. This
included two power plants, a gas
pipeline on the Malaysian border,
at least eight dams, an experi-
mental nuclear project, an
industrial waste scheme for
Thailand’s most polluted prov-
ince, and urban waste schemes
for the two largest cities.

Hence when in early 1999,
rural protests for debt relief,
price support, and land were
peaking, Thaksin asked his people
for ideas about agrarian reform.
They recommended an old
student activist from the 1970s
who now ran an orchard. Thaksin
called him up. The old activist
faxed back a two-page plan.
Thaksin’s team did some re-
search and boiled the proposals
down into a three-point plan
which appeared on election
posters throughout the country:
a debt moratorium for farmers, a
million-baht credit scheme for
each village, and universal health
care with a 30-baht charge for
any hospital visit.

There was nothing genuinely
populist about this program; at
bottom, it was in the tradition of
the old-fashioned paternalism.
And it accompanied the older
strategy, which Thaksin also
followed, of making alliances with
the provincial business barons
who had come to dominate
government by the 1990s. What
was new was Thaksin’s idea of
asking the largest element in the
electorate what they wanted from
government, and then offering
that as a platform. No one had
tried that before, largely because
rural society had not previously
had the means to express views
and make demands. The ap-
proach got results. Thaksin spent
his first day in office having lunch
with the Assembly of the Poor,
the biggest rural protest or-
ganisation, after which they
closed down a protest encamp-
ment occupied for the previous
two years.
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20th century. Theserulesoutlaw certain sortsof payment and set the
conventionsfor others. In other words, societieswhich haveboth free-
enterprise capitalism and parliamentary democracy havea somepoint
to institutionalise the waysin which businessgains accessto state
power for itsown market purposes. Inthe UStoday, parliamentar-
iansand other politiciansa soind st they arenot corrupt, athough they
or their associatesearn B from businessesthat gain favourableofficia
treatment — for example, from construction or weapons firms
who gain monopoly or near-monopoly rights over government
contracting.*!

In placeof the scrappy, unregulated market for political favoursof
all kinds, Thaksnwould liketo createamorediscrete and regul ated
market. Almost certainly, hewould likethismarket to operatethrough
adominant mgority party. Aspart of thisproject, hewill haveto clean
up the petty, furtive, A-type corruptionif only because, inthe recent
past, this corruption has created an atmosphere of scandal inwhich
governments have been driven out of power. Theresult, presumably,
wouldlook something likethe US Republican party, inwhich Thaksin
hasseveral friends.

Difficult Consequences

However, thistransition to amore stable system of rent-seeking will
have some consequences.

Toreturn to the Mushtag Khan framework, the new system may
not be so good for economic growth, for two reasons. First, it may
result in more monopolies, and hence may undercut the competitive
character of past Thal rent-seeking behaviour, which seemsto have
sustained afarly highlevel of investment.

Second, going over to the new system of rent-seeking may mean
dissipating rentsto other political clientsto buy their acquiescence.
Thishasdready happened through Thaksn'sso-caled“ populist” pro-
grammesto gain the electoral support of therural mass, whose de-
mands have becomeincreasingly difficult toignoreduetoitsprecari-
ouseconomic status, growing demand for political goods, new and
effectiveformsof agitation, andincreasing competition over natura
resources. Programmesto placatethisrural clienteleinclude adebt
moratorium for farmers, amillion-baht credit schemefor eachvillage,
and universal health carewith a30-baht chargefor any hospital visit
(seeBox: “Populism” asaCheck onthe Costsof Corruption, p. 14).

In addition, despite the populist glossof such actions, Thaksin's
approach to reducing the costs of corruption, K, isin general unfa-
vourableto demacracy. Thaksnand hisallieshave already taken out
insurance againg criticism by blunting mediafreedom and obstructing
medialiberdisation. The presshasbeen tamed by money, againalong
thelinesof theUSmodel. The processfor democratising control of
thedectronic medialaid downin the 1997 congtitution hasbeen sabo-
taged. Thefirstindependent TV station, whichinitsfirst two years
took newsreporting and investigationin Thailand to new levels, is
now majority-owned by Thaksin, and has been |obotomised. Serious
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Cleaning up petty
graft can go hand-
in-hand with
Institutionalising a
deeper kind of
corruption.

11. One notablerecent example of theUSbusi-
ness-politics nexus is the link between
Vice President Dick Cheney and
Halliburton, the world’s biggest oil-serv-
icescompany (market value US$18.2 bil-
lion). As a Congressional representative
from 1978 to 1989, Cheney co-sponsored
a measure to open the Arctic National
Wildlife Refuge to oil drilling and also
opposed the Clean Water Act, which re-
quired industriesto releasetheir toxic emis-
sion records. After serving as Secretary of
Defense under the first George Bush, he
took the helm at Halliburton. Since 1992,
the firm has contributed US$1.6 billion
to the campaigns of Washington-bound
politicians, and has received special con-
sideration for contractsin postwar Afghani-
stan and Iraqg. See, for example, “Greasing
the Machine”, New Internationalist, June
2001.
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political comment and debate has disappeared from TV, and been
dulled onradio. Opinion pollsters have been subjected to intimida-
tion. Journaists, NGOsand opposition politicianshave had their as-
setsinvestigated by the anti-money laundering office.

A harsh anti-drug-trafficking crusade unveiled in 2003, moreover,
gavepolice an expanded licencefor extrgudicia murder and opened

It was inevitable that globalisa-
tion — and especially the rather
intense phase of globalisation of
the 1990s — would evoke
reactions among groups in the
South which saw that it needed
to be managed. Many new
Southern leaders have appeared
in response to these pressures.
Mexico’s Vicente Fox and
Venezuela’s Hugo Chavez are
examples on the American
continent. In Asia, examples
include the Philippines’ Gloria
Arroyo and Indonesia’s
Megawati in addition to Thai-
land’s Thaksin Shinawatra.

However, while Megawati,
Arroyo and Thaksin all reflect
the desire of established elites
to remain in place, Thaksin
represents a new shoot off the
old stock and responds more
creatively to new social forces
and conditions.

One of the spurs for
Thaksin’s interest in politics, it
is often suggested, is to add
more billions to his already
huge personal fortune. If so, the
project has required that he
become Thailand’s manager of
globalisation and to try to lead
the dominant urban population
towards a new arrangement with
the rural majority. His rise is in
part a response to the changes
which overtook Thai capitalism
and its relationship to the
outside world in the 1990s.

1980s Growth

In the mid-1980s, economic
growth was strong (6 to 8 per
cent a year, with no serious
crisis), and largely internally
driven by the twin forces of an
agrarian frontier and highly
entrepreneurial domestic
capitalism. Land under cultiva-
tion was expanding faster than
population. Agrarian exports
were growing in volume and
price. There was a subsidiary

Managers of Globalisation:

growth of manufactured exports
based mainly on locally-sourced
materials and a small transfer of
cheap labour out of agriculture.

This growth was based on a
high savings rate (around 30 per
cent of GDP, common in such
expanding agrarian economies),
and a domestic banking system
which swept up those savings and
allocated them to groups of
domestic entrepreneurs. These
entrepreneurs took high risks for
high returns, and overcame market
failures (such as the lack of legal
systems, secure property rights
and market information) by
systems of mutual co-operation.

The government managed and
protected this economy in two
important ways. It maintained a
stable, safe macroeconomic
environment; because the currency
exchange rate was fixed and the
capital account closed, this meant
simply managing the budget deficit
and the current account deficit. The
government also protected the
capital market by defending a
domestic banking cartel, and
structured oligopolistic competi-
tion between entrepreneurial
groups to create enough rents to
incentivise them, while maintaining
enough competition so that their
“animal spirits” never lapsed into
full cronyism.

With economic growth so
strong, political energies were not
consumed in debates on economic
strategy, but rather in efforts to
drive political changes which would
sweep away the inheritance of
dictatorial military rule from the
Cold War era, and allow capitalists
to dominate the polity. Globalisa-
tion was seen as a benign force
because it favoured democratisa-
tion, and because it provided
Thailand’s reformers with exam-
ples and assistance. Business and
the urban middle class expected
Thailand to develop into a “modern”
society relatively quickly under the
forces of economic growth and
globalisation.

Liberalisation

This picture changed after 1984.
Policy switched away from agrarian
growth to export of manufactures
and services. Asian (especially
Japanese) capital flooded in, and
foreign direct investment (FDI)
became a much larger component
of the economy. Over 1990-3, the
capital account was opened and the
financial market liberalised,
allowing large amounts of money
to flow in and out of the country
without needing special permis-
sion. That made it easier for
foreign banks to lend to local
customers and for foreign firms or
individuals to invest in the local
stock market

These shifts totally changed
Thailand’s integration into the
global economy, and exposure to
global forces. They also happened
very fast, with almost no institu-
tional development to cope with the
changes.

Thailand made the fatal mistake
of undertaking financial liberalisa-
tion at a time of recession and high
liquidity in the advanced economies
of the West and Japan. Western
investors — and the World Bank —
indulged in fantasies of “Asian
miracles”. The resulting financial
inflows into Thailand were enor-
mous compared to the past. In one
year (1995), more money flowed
into Thailand than over the whole
decade of the 1980s. The result was
an economic shock of a new type
and scale. The failure to handle this
shock resulted in the financial
crisis of 1997.

Given that Thailand already had
a domestic savings/investment
rate above 30 per cent of GDP,
there were not many places for all
this new money to go. Over-
investment and speculation
resulted. The money then all
rushed out. This flight halved the
value of the currency. Any firm that
had borrowed too much foreign
cash, after seeing its debt double in
local currency terms, went bankrupt.
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the door to increased suppression of local dissidence, claiming over
2,270livesinlessthan threemonths, with 50,000 arrests. Thaksin's
government has also authorised violence and the threat of violence
againg villagersprotesting pipeineand dam projects, including amass
policechargein December 2002 against demonstratorsagainst agas

12. Adams, B., “Thailand’s Crackdown: Drug
‘War’ Kills Democracy, Too”, Inter-
national Herald Tribune, 24 April 2003.

13. National Human Rights Commission,
“The Case of Violence Related to the
Thai-Malaysian Gas Pipeline Project”,
www.nhrc.or.th/statement%20Thai -

pipelinerunning between Thallandand Malaysia®®

mal aysian%20gas%20pipeline.pdf.

A New Leadership Trend?

This had two critical results.
First, the bank-based capital
market at the heart of the old
political economy collapsed. Bad
loans rose to almost half of the
total. Many financial firms closed,
and others were sold. Those that
remained ceased to play the role of
gathering up the proceeds of the
high savings rate and allocating it
to entrepreneurs. They tried to
survive by shrinking their business.
The old forms of business co-
operation which had overcome
market failures dissolved as well.
Debtors, creditors and business
competitors went into battle with
each another.

The resulting wreckage looked
to foreign capital like a tempting
bargain-basement sale. More
foreign direct investment (FDI)
rushed in to Thailand in the two and
a half years after the crash than in
all the 12 years of the 1986-97
boom. Almost all this inflow went
into buying up distressed compa-
nies.

Cast Adrift

Most Thai business people felt they
had done nothing wrong. They had
invested heavily in response to the
signals of a rising market; they had
obeyed market forces and bor-
rowed capital from the cheapest
source (foreign loans); and they
had believed their government’s
assurance that the currency value
would remain stable.

They were, of course, stupid to
have done so. In the end, 7,000
companies disappeared. Some
55,000 debt and bankruptcy suits
went before the courts. Eight banks
and around eighty financial firms
vanished. A few of the big corpo-
rate conglomerates were crippled.
Others had to downsize and sell off
assets.

Having previously seen the state
as protector and friend, Thai
domestic capital felt abandoned.

When it appealed for help, the state
instead obeyed the IMF and helped
to orchestrate a fire-sale, assisted
by technocrats and the then
Democrat Party government.
Adding insult to injury, business’s
old US patrons led the way in
condemning bad “Asian capital-
ism”. The lesson domestic capital
learned was to focus more on
capturing or influencing the state
and restoring its historic role as
protector of domestic business.

To the Rescue

In many ways, those corporations
that survived the crisis emerged
stronger. Often big enough to
absorb the shock in the first place,
they also were able to restructure,
saw their local competitors disap-
pear, and so on. Thaksin’s Shin
Group and other core groups
inside Thaksin’s Thai Rak Thai party
— CP, the biggest conglomerate;
Maleenont, a media giant and the
largest stock-holder on the stock
exchange; the Thai Military Bank
group; Summit, one of the biggest
Thai-owned manufacturing groups;
and so on — are among these
survivors.

But Thaksin’s politics have also
been shaped by a broader reaction
among many businesspeople who
felt abandoned by the state and the
Democrats. As the crisis deepened
over 1998-9, Thaksin stopped
presenting Thai Rak Thai as a party
of modernisation in the old style
and recast himself as the defender
of small and medium entrepre-
neurs — the people really hit by the
collapse of the banking system. “I
wouldn’t solve this crisis just from
a commercial banker’s point of
view”, he said.

Appealing to feelings of neglect
and entrepreneurial pride among
Thai businesspeople, he painted a
picture of economic revival driven
by entrepreneurship, local craft
heritage, and high technology.

Thaksin claimed, “If | get into
government, | will open up
choices for people who have the
leaning and the ability to be
entrepreneurs.”

When the capital market
collapsed, he proposed a Thai
Asset Management Corporation
to buy up the bad debts. In his
second weekend in power, he
convened a conference which
brainstormed how to restore the
capital market.

One of the main reasons
Thaksin was chosen by the
electorate in January 2001 was
that he was perceived as the
leader with the best credentials
for managing globalisation. The
foreign press tried to portray
him as a nationalist and inward-
looking, but this is misleading.
He is not a nationalist in the old
sense, nor inward-looking in the
sense of being unaware of, or
antagonistic to, the rest of the
world. To the Thai electorate, he
is seen as the most interna-
tional, most global, of Thai
leaders: he has a US doctorate;
he talks to foreigners in their
own language; he claims to be a
transnational businessman; he
deals in hi-tech. The electorate
chose him over more obviously
local leaders like his predeces-
sors because he seemed better
equipped to deal with the
outside world.

He did not promise to lead
Thailand away from global
involvement; but to manage the
relationship better, to avoid the
disasters of the financial crisis;
and to enable Thailand’s do-
mestic capital to recover its
growth trend. Whereas the
orthodoxy of recent years has
said that developing countries
can rely upon external forces —
world markets, FDI, exports —
to stimulate growth, Thaksin
now fronts an alternative
strategy which pays more
attention to building local capital
and increasing local demand.
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Thal anti-
corruption
movements are
now in trouble.

Will the new fusion
of big business with
politics be
compatible with
economic growth
or redistribution?

14. The Nation, 24 November 2001.

15. Hutchcroft, P. D., Booty Capitalism: The
Palitics of Banking in the Philippines,
Ithaca, Cornell University Press, 1998.
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New ingtitutionsfor monitoring and punishing corruption set up as
theresult of long democratic struggle (see Box: Social Movements
againgt Corruption, pp.10-11) aredsointrouble. Thedecision over
Thaksn'sassetshas probably damaged the Congtitutional Court. The
Election Commissionisnow headed by amanwhoseown electionto
the Senatein 2000 wasvoided by the previous & ection commission
for electora irregularities. Ashischief investigator, he appointed a
man who had been sacked asajudge. To reassurethe public, thenew
election commissionershad to go asfar asto takethemsel ves off to
thetempleof the Emerald Buddha, the site of one of Thailand’smost
holy relics, to chant in unison an oath promising to act honestly.

The Counter Corruption Commission, which sarted theassetscase
against Thaksin, also seemsto havelost itsbite. And Thaksin has
argued that anti-corruption laws need to be modified:

“We have to ask ourselves what kind of person we really need
to solve the country’s problems. If your answer is an absolutely
clean man and it doesn’'t matter if he has never done anything at
al, then we need one type of law. But if you prefer efficiency
and experience, the prerequisites used when selecting acompa-
ny’'s president, then we need ancther type of law.” *#

Thaksn’sundermining of both thenew anti-corruptioningitutionsand
the movements which gave rise to them does not bode well for a
“clean” future Thailand.

Uncertain Futures

Thaksin Shinawatra' sriseto power isaparadox. By fighting theelec-
tiononapolitical party platform, placing bright young reformersin
key ministries, andimplementing al of hiselectora programmeinthe
first six months, he has shaken up the political system and perhaps
beguntore-writethesocia contract. But at the sametime, hisascen-
songgnifiesanew consolidation of bigbusinessand palitics. Whereas
the busi nesspeople who have dominated Thai politicssinceparlia-
ment became significant in the 1980s used to be mostly provincial
figuresof only moderatewedlth, Thaksin’sgovernment iscontrolled
by the biggest Bangkok business groupsto have survived the 1997
crigs

Whereall thiswill lead isnot yet clear. But there may be some
important parallelsin neighbouring countries. Political scientist Paul
Hutchcroft hasargued that the Philippinesisstuck in a“ developmen-
tal bog” because asmall group of businessoligarchsdominatethe
government, usetheir power to protect monopolies, and invest too
little of theresulting rentsto sustain economic growth.™> Thaksin'srise
certainly seemsto beashift away from the* competitive clientelism”
which underwrote Thai growth inthe past, towards something more
likeHutchcroft's* oligarchic patrimoniaism”.

Thaksin'selectora platform promised to redistributeincomemore
farly sothat moreof the society shareinthefruitsof growth. Butwhile
Thaksin wasableto mobilise popular support behind these policiesat
thetime of the 2001 general election, thereisno way this popular
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support can beingtitutionalised through hisThai Rak Thai party. Loca
leaders, activistssand NGOswho hel ped mobilise popular support for
Thaksin have aready shown themsel ves unableto maintain the gov-
ernment’ sattentionto theseredistributive policiesover thelong term.
Thaksin himsdf isenormoudy popular, but hisThal Rak Thai party is
not amovement and has no mass base.

Yet at the sametime, Thaksin's pseudo-populist movesand other
reforms have disrupted some established habits, confronted vested
interests, and broken somerice-bowls. Those affected include pow-

erful bureaucrats and old-style politicians, including many inside . PO'_OU |a_.l’
Thaksin'sown party. Over time, such forces often grow stronger be- participation is
causethey know how to play the games of day-to-day politics, while crucial to
popul a der_n_andsfor changeremainwithout aningtitutional channel controllin g
into the political process. )
Much depends on how other partiesand political forcesreact to corruption.

Thaksin'srise. If they react by copying Thaksn’'smodel of abigbusi-
nesscoalition, then Thai politicsand Thai corruption may moveto-
wardsaUSmodé. If, on the other hand, they recognisethe popular
support which Thaksin mobilised, but giveit better institutiona form
asamassparty, Thai politicswill moveinanother direction.

Popular participationiscritical tothe successof effortsto put and
keep in place new independent institutionsto ensure human rights,
community rights, and therightsof citizenstoinvestigate the behaviour
of paliticiansand bureaucrats. Itisalso central to therel ated attempt
tocontrol or limitanillega economy tightly integrated with the power
gructureof politicians, policeandloca influential people.

This briefing is extracted from recent writings of Dr Pasuk Phongpaichit,
Professor of Economics at Chulalongkorn University, and draws also on

contributions from Chris Baker, Sungsidh Piryarangsan, Nualnoi Treerat,
Kingkorn Narintarakul na Ayutthaya and Rebecca Leonard.

NEW CORNER HOUSE REPORT
TurningaBlind Eye

Corruption and the UK Export Credits Guarantee Department
Dr Susan Hawley
June 2003, A4, 80 pages, £20 printed paper copies

Despite amajor international convention to combat bribery and corruption, large Western companies
continue to bribe their way into government contracts around the world. Export Credit Agencies
exacerbate this corruption. They use taxpayers' money to support companies doing business abroad
and are now the largest source of public finance for private sector projects worldwide. This report
focuses on the UK’s Export Credits Guarantee Department (ECGD). Its assessment of nine ECGD-
backed projects reveals an array of institutional practices within the Department that have allowed
corruptionto go unchecked. It examinesrecent reformswithin the ECGD and findsthat its new procedures
still fall short of international best practice and of what isrequired to combat corruption more effectively.
The report makes detail ed recommendations for changes within the ECGD if the UK istoliveuptoits
international commitmentsto combat bribery and corruption.

Available on The Corner House website: www.thecornerhouse.org.uk

December 2003
The Corner House
Briefing 29: Corruption, Governance and Globalisation 19




THE CORNER HOUSE BRIEFING PAPERS

Briefing 1**
Briefing 2**

Briefing 3**
Briefing 4**

Briefing 5**

Briefing 6**

Briefing 7**

Briefing 8

Briefing 9**

No Patents on Life

Nuclear Legacy: Democracy in
aPlutonium Economy

Climate and Equity after Kyoto

Same Platform, Different Train:
The Politicsof Participation

The Myth of the Minimalist
Sate: Free Market Ambiguities

Engineering of Consent:
Uncovering Corporate PR

Whose Voice |Is Speaking?
Opinion Pollsand Cost-Benefit
Anaysis

Dams on the Rocks: The
Flawed Economics of
Hydroelectric Dams

Missing the Point of
Development Talk: Reflections
for Activists

Briefing 10** Food? Health? Hope?

Briefing 11

Briefing 12

Genetic Engineering and World
Hunger

‘Blood’ and ‘Culture': Ethnic
Conflict & the Authoritarian Right

Internal Conflict: Adaptation and
Reaction to Globalisation

Briefing 13** Forest Cleansing: Racial

Oppressionin Scientific Nature
Conservation

Briefing 14** Snoutsin the Trough: Export

Credit Agencies, Corporate
Welfare & Policy Incoherence

Briefing 15** Carbon “ Offset” Forestry &

The Privatization of the
Atmosphere

Briefing 16

Briefing 17

Briefing 18

Briefing 19**

Briefing 20

Briefing 21

Briefing 22

Briefing 23

Briefing 24

Briefing 25

Briefing 26

Briefing 27

Briefing 28

If Cloning is the Answer, What
was the Question? Power and
Decision-Makinginthe
Geneticisation of Health

How NOT to Reduce Plutonium
Socks: The Danger of MOX-
fuelled Nuclear Reactors

Fire Planet: The Political
Economy of Combustion

Exporting Corruption:
Privatisation, M ultinationalsand
Bribery

The Malthus Factor: Poverty,
Politicsand Populationin
Capitalist Development

Genetic Dialectic: The Biological
Politicsof Genetically Modified
Trees

Apartheid Cartography: Identity,
Territory and Co-existencein
Bosnia

Trading Health Care Away?
GATS, Public Services and
Privatisation

Democracy or Carbocracy?
Intellectual Corruption and the
Future of the Climate Change
Debate

Financial Market L obbying: A
New Political Space for Activists

Codes in Context: TNC
Regulation in an Era of
Dialogues and Partnerships

The Origins of the Third World:
Markets, States and Climate
Re-imagining the Population
Debate

Briefings can be sent FREE electronically in PDF, RTF, Word or Text versions upon request to

<cornerhouse@gn.apc.org>

Single issues per printed copy: £5/$8 or 12 international reply coupons (stamped at the issuing post office)
**Indicates out of print; £10/$15 for photocopy.
UK cheques, US checks accepted, payable to 'Corner House Research’, NOT credit cards.

The Corner House, Station Rd, Sturminster Newton, Dorset DT10 1YJ, UK.

All briefings are posted on The Corner House website: www.thecornerhouse.org.uk

Thisbriefing is printed by RAP Spiderweb, Clock Street, Hollinwood, Oldham, Lancashire OL9 7LY, UK.

20

The Corner House

December 2003
ion

Briefing 29: Corruption, Governance and Globalisat




