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Abstract

A crucial aspect to understand the causes of the 1997 economic crisis in Thailand can
be delineated in terms of the degradation of one of the strongest elements of the Thai
state; namely, the macroeconomic technocratic institutions. The paper asks important
questions of how the technocrats, especially those in the Bank of Thailand, who had
been renowned for their integrity and expeﬁise in macroeconomic policy making,
could lead the Thai economy to such a catastrophic state. What went wro;ng? What
was the genesis of their misguided policy decisions? This study argues that the root
cause of the series of poor decisions made by these technocrats, which ultimately led
to the crisis, can.bc best understood in teﬁns of a weakening of the technocracy as an
institution. In particular, it shows that the decline in the degree of the technocrats’
autonomy in decision making from the ruling elites, was caused by the deterioration of
technocratic institutions--their incentive structure; their ethos and their cohesiveness--
upon which their influence rested. This weakening opened up the door for intervention

by the ruling elites, hence giving rise to the inconsistent decisions of the technocrats.

This paper is based on: Apichat Satitniramai, 2002, The Rise and Fall of the
Technocrats: The Unholy Trinity of Technocrats, Ruling Elites and Private Bankers
and the Genesis of the 1997 Economic Crisis, Ph.D. Thesis, University of Wales,
Swansea. I am grateful to the Thailand Research Fund (TRF) for the financial
supports. This paper is part of my long-term research project on a political economy of
economic policy formation processes in Thailand.



The Fall of the Technocrats and the Genesis of the 1997 Economic Crisis in
Thailand

The Changing Tortunes of the Technocrats

If economic development is narrowly defined as a process aiming for having a
sustained high growth rate of an economy, Thailand may proudly claim that her
economic development during the period of 1958-1997 is one of the successful stories
among a few third world countries. This paper claims that a group of high-ranking
bureaucrats, who are generally known in Thailand as ‘the technocrats’ was a major
player béhind the development process in question. The paper however argues that the
rise and fall of the technocrats’ economic policy influence is linked with the economic
boom and bust of Thailand. In other words, the main thesis of this paper is that one of
the root causes of the 1997 economic crisis, which kicks off ‘the Asian crisis’, in
Thailand was the degradation of the technocratic institutions in which the degree of

the technocrats’ policy influence had been embedded.

Who are the Technocrats?

In the present Thai context, the term ‘technocrats’ is referred to as those who
are the top bureaucrats in economic ministries and agencies, especially in
organisations whose main duties concern macroeconomic and the long-term planning
policies. The top bureaucrats in the Ministry of Finance (MOF), the Bank of Thailand
(BOT) and the National Economic and Social Development Board (NESDB}), in
particular, are labelled as 'the technocrats’. However, the terim is ambiguous in several
aspects. As Stifel (1976, 1188-1190) points out, it is conceptually difficult in the Thai
context to distinguish between political actors who set goals and the technocrats who
execute them, if one adopts the definition of the technocrats as suggested by Lande
(1976, 1151), who suggests that "technocrats in the governmental sphere may be
defined as highly trained professionals who have been given extraordinary influence
over the formulation and execution of policy because of their professional expertise”.

This is precisely because of their extraordinary role in policy formulations. Legally,



the system classifies Ministers and their Deputies as political officials and those below
as civil servants. However, from 1932 to the 1970s, almost half of Cabinet ministers
had been civil servants prior to their appointment. During this ‘bureaucratic polity'
period, technocratic achievement was often a vehicle for advancement to political
power (Stifel 1976, 1188). This practice also applied to the period between the 1970s
and 1988, but to a lesser degree, and substantially reduced in the 1990s, during which
period the distinction is therefore clearer.'! However, one also has to realise that
bureaucrats can be deprecatorily labelled as ‘politicians’ or as ‘political’ if they appear
to manipulate others too blatantly for their own interests. .

This paper uses the term ‘technocrats’ to refer in general to those top
bureaucrats who did/do belong to the MOF, the BOT, the Budget Bureau and the
NESDB, but it focuses almost exclusively on those affiliated with the BOT. In other
words, the study focuses on the financial/monetary technocrats and much less on the
fiscal and long-term economic planning technocrats. The BOT's technocrats are of
particular concern here since they were the ones who largely created the post-World
War 1l technocratic tradition and who were the most influential within the wider
group.

As suggested by Stifel (1976, 1190-1191), the post-war technocrats can be
divided into two generations based on the age gap and where they were educated. The
first group, led by Dr. Puey Ungphakorn - the most outstanding of all technocrats -
was educated in England and returned to Thailand in the mid-to-late 1950s (Muscat
1994, 65). They formed a coherent group, especially among those within the BOT and
the MOF. Stifel observed that:

[a] group of technocrats, associated with the Ministry of Finance, the Bank of
Thailand, and other agencies responsible for financial management and

! The ambiguity can be illustrated by the examples of Dr. Puey Ungphakorn and Sunthorn
Hongladarom. Both belonged to the same group of technocrats, but Sunthorn - Sarit's Finance Minister -
was established primarily as a political actor due to his long service in the Cabinet, while Dr. Puey was
clearly recognised »< the leading technocrat although he had been actively involved in 'bureaucratic
politics’ in order to win several reforms (Stifel 1976, 1190).



planning, was widely recognised as most influential because of its cohesiveness,
its common values, its achievements cutting across the entire economy, and the
inspiration of service it provided younger officials (Stifel 1976, 1188).

Dr Puey’s generation was composed of, for example, Chalong Puengtrakul, Khunying
Supharb Yossundara, Bhisudhi Ninmanhaeminda, Boonma Wongsawan, and Sommai
Hoontrakul. All of them, except Boonma, served in high-ranking positions in the
BOT. The younger officials were composed of those who were educated in America
and returned to Thailand in the late 1950s to join the initially tiny professional staff of
tt2 BOT, the MOF, the NESDB, and the Budget Bureau (Muscat 1994, 66).2

The Rise of the Technocrats (1942-1973)

The technocrats’ fortune in terms of their degree of policy influence was
wransformed from a relatively weak one to be the strongest ever during 1942-1973.
T=2 tuming point of technocratic influence started in 1955 and had established its
ecuilibrium point of power sharing with their political masters—mnstly the military-
cum-politicians--by the early 1960s. Throughout this period, the BOT’s and MOF’s
echnocrats were at the forefront. They campaigned for laws and regulations that
centralised macroeconomic policy-making into their hands. Within this process, the
BOT's de facto autonomy was transformed from a relatively weak position to a
stronger one which reached its peak by the end of the 1960s. By that time, Dr. Puey—
th.2 BOT’s longest serving Governor--did not only take care of overall macroeconomic
pohicies, but also social and long-term economic development policies, responsibilities

bevond the normal remit of any central bank Governor.

The Early Period: A weak Central Bank 1942-1957
The main task of the BOT from the first day of its existence in December 1942
was to contain the problem of inflation, which was a consequence of the Japanese

mi:litary spending in Thailand. This problem of economic instability did not end with



the World War Two, however. It, partly as a result of the war but also as a
consequciice of governments’ policies, led to several conflicts between the BOT’s and
the MOF’s technocrats on the one hand and the successive governments on the other.
There were two types of major conflict between the technocrats and their political
masters during this early period. The first was how to re-establish stability of the
baht’s value which had prevailed before the war; in effect, how to manage foreign
reserves and exchange rate system. The second conflict concerned the government’s
fiscal policy, specifically between balance and deficit fiscal policies. Both issues were
entwined and manifested themselves into the problem of inflation. In othgr words,
both kinds of conflict reflected the conflict between the technocrats, who saw the need
to restore both internal and external balances of the economy, 1.e. restore the economic
stability, and their political masters who wanted to continue their state-led economic

growth policy, which was the major cause of budget deficits.

Table t Governors and Deputies of the BOT 1942-1996: Resignations and
Dismissals.

Names Resigned/ Causces Date
And Positions Dismissed
H.H.Prince Wiwat Resigned Method of sclling gold : 16 Oct 1946
Governor reserves
M.L. Dej Snitwongsc Resigned Forcign exchange rate setting 29 Feb 1952
Govemor
Dr. Pucy Ungphakorn Dismissed  Political intervention to 24 Dec 1953
Dceputy Governor protect the misconduct of a

commercial bank which
violated the foreign currency
regulations

Mr. Kasem Sriphayak Resigned Took responsibility fora low 23 July 1958
Governo? ranking staff’s crime of fraud
Mr.Chote Kunakasem Dismissed  Allegation of corrupt conduct 3 May 1959
Govemor when changing banknote

printing company
Mr. Chalong Puengtrakul Resigned The Bank Headquarter 4 Feb 1975
Deputy Governor construction contracts
Mr. Bhisudhidhi Resigned As above 24 May 1975
Nimmanhaeminda Governor
Mr. Nukul Prachuabmoh Dismissed  Currency devaluation 13 Sept 1984
Govemor

? Dr. Snoh Unakul, the 12 BOT Governor, can be singled out as a representative of the group.



Mr. Kamchorn Sathirakul Dismissed  Interest rate policy 5 March 1990
Governor

Mr. Ekamon Kerewat Dismissed  Allegation of illegal release of 26 Dec 1995
Deputy Govermnor sensitive information

Mr. Vijit Supinit Forced to The collapse of Bangkok 2 July 1996
Governor Resign Bank of Commerce

Source: Rungsan Thanapornpan, The Management of Economic Stability Policy in the Future.
{(Bangkok: Thammasat University Press, 1998), Table 10, 132-134.

From 1942 to 1958, 2 out of 8 Governors resigned from their posts as acts of
protest against the judgements of the heads of state and a Deputy was dismissed, (see
Table 1). As the Table 1 points out, all these 3 cases of conflict bgtween the
technocrats and their maters involved foreign reserves or exchange rate management.
The first serious conflict occurred in 1946. The government decided to sell part of the
nation’s gold reserves in order to bring in badly needed hard currency. The
government dictated that the selling price should be a little lower than the market
price. The BOT objected this price setting policy. It argued that the selling would be
better done by an auction method since it would fetch the highest price. However, the
government insisted on its pricing policy and dismissed all members of the BOT’s
Court of Governors, while the first BOT’s Governor (Prince Wiwat) resigned in
protest against the government’s decision. ’

Concerning the foreign exchange rate management, two serious conflicts took
place in 1949 and in 1952. The first case was induced by the devaluation of the British
pound against the US dollar. The technocrats’ policy position was that the baht should
be devalued against the dollar in line with the pound, in order to maintain the same
exchange rate between the pound and the baht, for most of the international trade of
Thailand was conducted in terms of the pound. However, the government decided to
devalue the baut against the dollar by only 25.9%, in effect, the baht was revalued
from 40 to 35 baht per pound since the pound was devalued 30.5% against the dollar.

Prince Wiwat, who was the Finance Minister at the time, hence resigned from his post.

3 BOT, Twenty Years of the Bank of Thailand: 10" December 1962 (Bangkok: BOT, 1962), 85-93.



+ The second conflict occurred in 1952. The Primie Minister proposed the BOT to
revalue the official exchange rate of the baht in order 1o get cheaper imports and hence
jower cost of living.” Governor Dej Snitwongse and Prince Wiwat, then an advisor to
the MOF, did not agree with the policy.® According to the technocrats the BOT could
sell more foreign currencies into the market, instead of immediately revaluating the
off-cial rate. However, the government insisted on its policy and ordered the BOT to
im—ediately re-value the baht from 51 to 45 per pound, while the on going market rate
wzs 51.35 per pound. The Govemor resigned trom his post as a result.” The
revzluation policy proved to be a failure just one ycar later. The trade position was
tt—ad into deficit for the first time since the war, both due to the changed
inz=national trade situation and the appreciation of the baht. The pound reserves at the
BT declined sharply. In 1954, the trade deficit worsened and the market exchange
raiz for the pound was pushed back to 58 baht. However, the turn-around was
acz:2ved in 19535, due to improved trade policy and a reformed foreign exchange
recme (BOT 1992, 111).

To contain the inflation and restore the macrocconomic stability, the BOT had
to .=mit the level of budget deficit. These efforts were the source of ongoing conflict
beracen the technocrats and the ruling elites who exploited the public funds for their
ow= 2nds, i.e., as a means to achieve patronistic politics and sclf-enrichment. A classic
ex:mple was the case of the National Economic Development Corporation Limited
(NZDCL). it was incorporated in 1954 as a 100% private holding company with five
mz=-ufacturing subsidiarics owned by members of the Soi Rajakru group who staged

the 1947 coup. Financed by commercial bank loans and supplier credits, the

* N1 2F. Cremation Book of Prince Wiwatthanachaii (Bangkok: MOF, 1961), 78-85.

* 7=z motive of PM Phibun concerning this matier had originated in June 1949, At that time, he called
for - meeting and made it clear that since his government had been in power the baht had been
coc=-uously strengthened, but that the issues of baht value and the high cosis of living had still been
bla— =3 on the government. He then ordered the BOT to revalue the official cxchange rate in order to
she= the stronger baht value and hence also reduce the costs of living. However, the pound-dollar crisis
du—=: the summer of that year, the first case above, made the authorities revalue the official exchange
rarz  Jence his wish was partly met. It is, then, clear that his motive was a political one.

® Bi- 7. Cremation Book of Prince Wiwatthanachai (Bangkok: BOT, 1961), 230-275.



shareholders were not actually required to pay for their shares. Within ihree years, the
NEDCL went bankrupt. The government was forced to take over the company since
its debt was guaranteed by the MOF. “The NEDCL experience”, Muscat writes,
“stands out because of the foreign financial obligations it imposed on the Thai budget
for five years and because it was the largest single industrial venture of the period”
(Muscat 1994, 61).% In sum, the ruling elites set up various state enterprises in the
name of nationalistic economic policy, and proceeded to share financial spoils.

From 1947 to 1955, there was only | year that the government ran a small
budget surplus in 1948. The trend of deficits steadily increased and, peaked in 1951 at
around 26% of the state’s total expenditures. Moreover, since 1952 the government
had started to finance its deficits by overdraft from the BOT. The BOT pushed
strongly for a balanced budget as clearly seen from the Bank’s annual reports, which
made very strong policy statcments to the governments of the time. Year after year,
the Bank warned that inflation had been a serious issue. For example in 1954, the
BOT’s annual report stated that:

The current budgetary process and its practices are biased toward budget deficit
since they uphold the principle of determining the expenditure side before the
revenue consideration, which is not suitable for the current fiscal situation in
Thailand. The Bank therefore recommends that the revenue estimation should
determine the estimated expenditures.’

The Rise of the Technocrats: 1957-19;13

The dominating characteristic of the period between 1957 and 1973 was the
rise of the BOT's influence in particular and that of the technocrats ih general. Under
the leadérship of Governor Puey Ungphakom, the technocratic influence héd risen to a

peak around 1966-1967. At the peak, it can be argued that Governor Puey did not only

"BOT, Twenty Years of the Bank of Thailand: 10" December 1962 (Bangkok: BOT, 1962), 48-49,

¥ An important consequence of this experience was the enactment of a law in 1967 during the height of
technocratic influence. The Act limits the authority of the MOF from being a guarantor of any private
debt. Rangsan Thanapornpan, “Fiscal Discipline on a Cross Road” In The Public Economy and the Role
of the Thai Government (Bangkok: Kobfai Publishing Project, 1995), 38.

* BOT, Twenty Years of the Bank of Thailand: 10"* December 1962 (Bangkok: BOT, 1962), 63.



take care of overall macroeconomic policies, but also paid attention on social and
long-term economic development policies, which is far beyond the call of duty of any
central bankers.

By 1955, the first milestone of technocratic success was established. In order
to turn around the macroeconomic imbalances, namely the growing trade deficit, fiscal
deficit, and inflation - which were mainly the results of the exchange rate revaluation
and fiscal deficit policies - the technocrats pushed for policy reform. The multiple
exchange rate system was abandoned, giving way to an establishment of the unified
exchange rate system. The Exchange Equalization Fund was introduced as a
mechanism to stabilise the foreign exchange market (BOT 1992, I38~1393. At the
same time, the government revenue was strengthened, because export taxes were
levied directly on the major export commodities in replacement of the previously
implicit export taxes, which were generated under the multiple exchange rate system
and kept in form of the BOT's profits.'® Moreover, the rice monopoly of the
government was abandoned. On the expenditure front, the principle of estimating
expenditures based on expected revenue and not vice versa, which the BOT had
advocated, was gaining ground. In 1956 a new Budget Act was passed improving the
form in which accounts were presented (Silcock 1967b, 16). It was further
consolidated in the Budgetary Appropriations Act BE 2502 (1959), which embodied
the BOT's principle (BOT 1992, 140). In sum, the 1955-1956 adjustments were the
first major reforms towards a more liberal economy.

The macroeconomic organisational reform was implemented night after the
coup m 1957. Three of the so-called ‘Gang of Four’ of the Thai macroeconomic
agencies, namely the National Economic and Social Development Board (NESDB),"!
the Budget Bureau (BB) and the Fiscal Policy Office (FPO), were created at the time.

The former government’s Budget Office was taken out of the Comptroller-General’s

' This reform led to a great increase in government revenue and hence a fall in the deficits to 647
million baht in 1955 and 672 million in 1956, compare 10 1600 million in 1954 (Silcock 1967, 18),
' Formerly, the National Economic Development Board (NEDB) formed in 1959.



Department under the MOF and formed into the BB under the Prime Minister’s Office
in 1958. The BB was responsible for proposing budget appropriations and submitting
a budget allocation to the Cabinet and Parliament for approval. Dr Puey was called
back from de facto political exile in London to serve as its first Director. In the
following year, the Budgetary Appropriation Act BE 2502 (1959) was passed, and the
FPO was founded under the MOF to advise the Finance Minister on economic and
financial issues - the brainchild of the Cabinet. Again, Dr Puey was appointed as its
first Director. These two posts that he 1nled were in addition to his position as the
Governor of the BOT, to which he was appointed in 1959. At the time, then, Governor
Puey was in charge of all agencies except the NESDB, which was created as a centre
for long-term economic development planning. Yet the position of Governor of the
BOT and Director of BB makes one ipso facto a member of the NESDB Board of
Executives.'? In other words, the coherence between monetary, fiscal and economic

development policies was closely coordinated by Dr. Puey. He once stated:

[t]he monetary authorities were called upon to participate in the discussion and
consideration of the development plans from the very beginning... They had to
try to cooperate with the NESDB, whom they might persuade or be persuaded
by, in the course of cost/benefit analysis of development options... They were
required to take part in the annual budget appropriation with an aim to
maximising both savings and profits accruing to the Government. They also had
a supporting role in considering tax measures as well as rules and regulations
pertaining to official borrowings. As a result of these functions, the central bank
was able to safeguard against the instability (BOT 1992, {53-154).

Concerning the annual budget appropriation, the BOT came close to holding
veto power. At the annual meetings, the BB would estimate the revenues and
determine how much it could allow government ~gencies to spend. The NESDB

would propose investment projects as envisioned in the ongoing development plan.

' The NEDB Act was amended in 1966 which made this requirement and changed its name to NESDB.
Dr. Puey was a member of the Board from 1959 to July 1965 as an expert, from 1966 to 1971 as the
Governor, and from 1972 to 1976 as an expert. See, BOT, Governor Puey (Bangkok: BOT, 1999), 33-
34,



The Bank simultaneocusly took into account the expected GDP growth, inflation,
external balance (e.g., balance of payment and foreign reserves), and public debt
service burden. They would then “consult and yield to the BOT’s opinion as to how
much deficit financing the economy can tolerate” (Christensen, Ammar and Pakorn
1997, 32). Finally, the aggregate expenditure for the year was determined. The ruling
elites therefore de facto played a very minimum role in determining aggregate levels
of both expenditure and revenue in the budget. It was well known that the level of the
budget became anything but political. It may be difficult to quantify how much of the
BOT’s veto power had been translated into a degree of economic stability. H‘owevcr, it
1s easy to claim that this power was a significant factor contributing to the stability.

On the foreign exchange front in 1963, the government finally determined the
par value of the Thai baht according to the Bretton Woods Systcm.I3 Since 1949,
Thailand had deferred the par value prescription by convincing the IMF that the
economy was not ready for official commitment. However, in practice, since the
abandonment of the multiple exchange rate system in 1955, the 20.40 to 20.80 narrow
band of trading between the baht and dolar had been maintained, in fact becoming
narrower each year: in other words, a high degree of external stability had been
achieved since then (BOT 1992, 214-215). The par value system was maintained
successfully from October 1963 to May 1972, which testified to the economic stability
of the period. During this period, there were two important external shocks to the
exchange rate.”’ The first was the devaluation of the pound sterling against the US
dollar in 1967. The government responded by keeping the exchange rate between the
dollat and the baht unchanged, i.e. the baht appreciated against the pound. The second
was the devaluation of the US dollar against the major industrial currencies in 1972.

This time the government decided to devalue the baht against major industrial

" There is no evidence to suggest that the government had any objection to this development. It is most
likely that the government’s action was merely the reflection of the BOT and the MOF’s initiative. See
more details in BOT, Thirty Years of The Bank of Thailand: History and Performances (Bangkok:
BOT, 1972), 82-88.

% See the international economic contexts of both incidents in BOT (1992, 217-220).



currencies, i.e., they kept the par value between the baht and do!lar unchanged. In both
incidents, the ruling elites played a passive role by merely taking the advice of the
Bank and the MOF."*

The power of the technocrats reached its peak around 1966-1967. By this
time, Dr. Puey’s role went far beyond the normal call of duty of any central bankers.
He served as a locus for policy co-ordination, as witnessed by his invitation extended
to various civilian ministers for lunch in his office. Most of the time, the participants
were Ministers of Finance; of Education; of Commerce; and of Foreign Affairs, and
Directors of the core macroeconomic agencies such as FPO and NESDB. During these
two years, they met 11 times in total. The topic of their discussions ran‘ged from
education and infrastructure development projects, to the international and regional
interests of Thailand.'® Another two examples are sufficient to establish this point. The
first was that the Sarit government tried to create a monetary policy committee which
would supervise monetary policy, especially the management of foreign reserves.
Governor Puey strongly protested against this initiative and threatened to resign from
the BOT. He recalled, “I did not see any good in the new committee, but bad...and if
this committee was appointed, ! would have no choice but to resign...nobody ever
mentioned the committee again”.” The other example occurred in 1964, when a
rumour circulated that Governor Puey was going to resign from his post in protest
against the government. The Governor had to hold a press conference in which he
made it clear that he had no conflict with the government. It was true that he intended
to resign in order to devote himself to the Thammasat University's Faculty of

Economics, to which he was a newly appointed Dean, but the Ministe: of Finance did

'* This claim is made by comparing the texts of govemment’s public announcement with the internal
memorandums of the BOT and MOF. See, BOT. Archives. “Thai Government's Announcement: The
Devaluation of Pound Sterling, dated 21" November 1967 Devaluation of Pound Sterling file 5.
BOT. Archives. “Memo: Devaluation of Bzht as per US Dollar, dated 29" December 1971 Index of
Baht Value and Changes of Baht Value file 4.

BOT. Archives. “Memo: Baht Value Policy, dated September 1971" Baht Value Policy (September
1971).

"*BOT. Archives. Conversations during Luncheon between the Governor [and] Ministers (1966-1967)
file 5.
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not allow him to. A rumour of his resignation was circulated again in 1972, so he had
to hold a press conference to crush it.'

To sum up. the technocratic influence rose to its peak during this period. The
technocrats. especially in the BOT, were able to consolidate and exert their influences
not only into short-term fiscal and monetary policies, but also into the long-term social
and economic planning. The testimony to this statement is that areas of severe policy
conflict in the previous era - namely fiscal and exchange rate policy - were brought
under the firm control of the technocrats. The extent of their influence reached the
point of dominating the whole process of macroeconomic ?policy formation. The
relationship between the technocrats and their political masters was a sort of power
sharing. While politicians let the technocrats take control of the macroeconomic
policy, they in turn exploited corrupt opportunities, e.g., being board members of
private businesses and/or corrupting the state’s budgets whose overall levels had been
limited by the technocrats. The BOT, led by Dr. Puey, the longest serving Governor
ever, was the heart of the technocratic organisations. Its autonomy from politicians
also reached its peak at this period. But this does not imply that there were no
restrictions on the Bank’s policy line, for example, the BOT’s attempt to depoliticise

the commercial banks largely failed.

The Contributing Factors for the Rise of the Technocrats’ Influence
What were the factors that made the increase in the technocrats' influence
possible? Several factors can be singled out as follows: first, the rise of the technocrats
“coincided with a long period of political stability, PM Field Marshall Sarit Thanarat
(1959-1963) established himself as a strongman after the coup d'état in September
1957 and had monopolised political power to an extent that Thailand had never
experienced ever since 1932. His regime was inherited by PM Thanom Kittikachom

(1963-1973). This long period of political stability was in total contrast with the

17 BOT, Governor Puey (Bangkok: BOT, 1999), 136.
% Ibid., 143-147.
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previous regime of Field Marshall Phibun Songkram (1948-1957), which was
characterised by political and economic rivalry between two main factions of the
armed forces, i.e. between Police General Phao Sriyanon and Commander in Chief
Sarit. The turning point was an arrival of the World Bank mission in July 1957, two
months before the 1957 coup. By this time, the conflict between the two political
factions was intense and when the mission made recommendations,'” it knew that Sarit
was the real power although he made Pote Sarasin and then Thanom Kittikachorn the
PMs before he took the post in 1959. Unlike Phibun, he did not base his power on
patronage within state enterprises; rather it was well known that Sawit had illicit
interests in smuggling®® and in private firms. When the NEDCL collapsed in 1957,
Sarit uscd this as one of the justifications for his coup. Hence the mission's report
discusses at length the evils of state enterprises, and hardly mentions the civil
servants’ involvement in the private sector (Silcock 1967b, 19-20). Sarit was willing
to refrain from investing more in state enterprises because he wanted to weaken the
financial base of his political rivals, and hence the major shift in national policy from a
state-led to private-led economic growth. These facts by no means signified that the
Sarit regime and its successors were less corrupt than the previous rcgimes.z' One
significant consequence of the change was that Sarit accepted the advice for
disciplinary spending from the technocrats. To sum up, the consolidation of political

power by Sarit, and the long period of political stability that followed his

" The mission’s report came out in 1959 and became the blucprint of both the macrocconomic agencics
restructuring and the long-term economic development planning. As Silcock points out, the mission
spent®s full year in Thailand and had a group of fairly senior Thai officials [the technocrats] attached to
work with it. This means that the recommendations were made in part from the inside and can be
treated as a government document rather than a fully independent inquiry ( Silcock 1967b, 19). This is
further cvidence to support the view that the technoerats used the WB to pressure the government for
reforms,

* Dr Puey recalled that during his political exile in London, when he also served as a representative of
Thailand under the Intemational Tin Agreement, he had to deal with a case of illegal tin export from
Thailand which was a violation of the Tin Agreement. This case made him realise later that the
smuggling ringleader was Sarit himself. See, Puey Ungphakorn, “Looking Back and Forward” In Puey
Ungphakorn: Life. Work, and the Past, ed. Rungsan Thanapornpan (Bangkok: Thammasat University
Press, 1986). 168-170.

2! At his death, his fortune of 2.8 billion baht was found and was confiscated {Ammar 1997b, 6).



consolidation, were the major factors accounting for the increase in the technocrats’
influence. However, the military-authoritarian regime type as such should not be
considered a decisive factor, since both Phibun’s and Sarit’s regimes shared the same
type of military authoritarian regime.

The second tuming point was the appointment of Dr. Puey to control
macroeconomic policy. Why did Sarit choose him, after he effectively forced him into
political exile from 1956 to 19597 At first, he wanted to appoint Puey as his Finance
Minister, but Puey refused twice, so he had to appoint him as the first Director of the
Budget Bureau and then as the Governor in 1959.% By this time, Puey's ability and
reputation for integrity were well known. Silcock (1967c, 280-281) suggests that since
Sarit's reputation was known to the main Western aid-giving agencies, he needed to
appoint a 'professional person' to ward off the suspicions. As Suchiro (2002) also
points out, the autonomy of the technocrats also significantly depended on personality

and leadership of key persons such as the Governor of the BOT. He states that:

economic reforms were in a real sense sustained by an outstanding
leadership, well-organized personal networks, and well-designed preparatory
works by Dr.Puey to aim to enhance the autonomy of both economic agencies
and the BOT against the military group” (Suehiro 2002, 9).

In other words, the well-organised network of the technocrats were established
when Puey became the BOT’s Governor. Leading positions in major economic
organisations were occupied by Puey’s group, for example, Dej Snitwongse and
Chalong Puengtrakul were the Chaimman and the Secretary General of the NEDB
respectively (Suehiro 2002, 9). In sum, Puey’s leadership and his cohesive team of
technocrats contributed significantly to the increased degree of the technocrats’
autonomy during this period.

Thirdly, although the rise of the technocrats depended crucially on the rise of

the Sarit regime, their power base was much deeper than the Indonesian technocrats

R BOT, Governor Puey (Bangkok: BOT, 1999), 132.
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('Berkeley mafia') under the Suharto regime. Essentially, the rise of the 'Berkeley
mafia’ in the 1960s depended almost solely on Suharto’s personal sanctions. The mafia
consisted of Suharto's Economic Ministers and had no deep roots within the
bureaucracy, i.e. they were mainly 'parachuted' from the University of Indonesia
(Bresnan 1993, Chapter 3, 51-85). On the other hand, the Thai technocrats were
deeply grounded within the bureaucracy: their authorities and jurisdictions were
significantly institutionalised by laws and regulations. Therefore, once the Sarit and
Thanom regimes had finished, the technocrats' momentum was still rolling extensively
throughout most of the 1980s.

Fourthly, the moral authority and prestige of the BOT were si gniﬁca;lt sources
of its influence. These had been built on its successful policies and its organisational
culture of honesty and integrity since its establishment. The technocrats were able to
establish the ethos of public service with integrity, which clearly set them apart from
the ruling elites. The Prince's and Governor Dej Snitwongse' examples, both of whom
resigned in 1942 and 1952 respectively as an act of protestation against the
governments' policy, were followed by their successors (Table I). In 1953, Dr. Puey
was dismissed from his post as Deputy Governor of the BOT. The Union Bank of
Bangkok had broken the foreign currency regulations, which entitled the BOT to fine
it, but Marshal Sarit and other military leaders tried to persuade Puey not to do so
since Sarit wanted to buy the bank.? Puey refused to relent and, as a consequence, he
had to return to the UK as a de facto political refugee.”* Moreover, in 1958 one
Governor resigned in order to show that he was taking responsibility for a low ranking

member of staff’s crime of fraud (Table 1).* The consequences of these actions for

2 By this time, Sarit was a member of the Cabinet and a leader of a main military faction.

* Puey Ungphakom, “Looking Back and Forward™ In Puey Ungphakorn: Life, Work, and the Past, ed.
Rungsan Thanapornpan (Bangkok: Thammasat University Press, 1986), 163-165.

2 A characteristic of the Thai state was that in those areas where central control was relaxed, such as
state enterpriscs and municipalities, the worst financial irregularities were alleged. The BOT as an
independent body was virtually free from central control, moreover the opportunitics for personal gains
by its staff were almost limitless, e.g. they had authority to inspect private banks thus being able to gain
financial rewards by tumning a blind eye to bad practice, should they want to. Yet, the BOT successfully
maintained its high reputation of integrity both in Thailand and abroad {Silcock 1967a, 187).
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the BOT were twofold. First, it established an organisational culture that was
unparalleled in other public agencies, i.e., a culture of integrity and devotion to public
interest. Secondly, this earned the BOT a reputation of honesty and of being the Thai
national economic guardian, both nationwide and worldwide. It is however important
to note that these actions occurred against the background of factional political
struggling among the ruling elites, outright corruption, favoritism, and patrimony.
Lastly, the technocrats’ successes were due mainly to the leverage that was
chiefly derived from being a negotiator between the government and the West, and
they skilfully manocuvred this leverage to achieve their policies. This must be
understood within the context of immediate post-war Thailand, when she was very
sensitive to the international environment having co-operated with Japan during the
War and later as a partner of the West in anti-communism during the Cold War peniod.
“® In 1949, Thailand became a member of tﬁe IMF and the IBRD, initiated by the
Prince, and an agreement on technical assistance was signed with the USA in 1950
{Silcock 1967b, 9). This brought pressures from the West to bear on the government
through loans and financial aids. The first loan agreement with the IBRD of 25.4 USS
million was signed in 1950, and another 4.6% million flowed into Thailand under the
agreement with the USA in 1951 (Silcock 1967b, 15). From 1947-1966, Thailand
received more loans from the WB than any other countries in Southeast Asia.
Combining all official loans and grants from 1958 to 1965, these amounted to nearly
12%, on average, of the value of imports and 2 % of the GNP (Corden and Richter
1967, 139). An alternative comparison shows that foreign aid was about 14% of
government expenditure during 1955-1970 (Stifel 1967, 1192). The technocrats,
especially those within the BOT, gained influence during this time since they had
good access to Western agencies (Silcock 1967b, 13). They were also very critical of
the current state involvement in industries which was the main source of corruption,

inefficiency and budget deficit. Hence they used the Western agencies to pressure the

26 Gee a brief account of these contexis in Silcock (1967b, 8-13).



government.”’ For example, Phra Boribhand Yuttakit - the Miiister of Finance from
1952 to 1957 - mobilised pressure from the IMF and WB by sending a letter to the.
WB'’s Chairman, asking him to pressure the government to reduce budget deficits.?®
Furthermore, in 1954 a team of officials from the IMF came to Bangkok. They came
to advise on the exchange rate system, since in 1953 Thailand had a serious problem
of balance of payment deficit which was significantly a result of the misjudged policy
of revaluing of baht in 1952. This was the starting point of the reforms in 1955-1956
discussed above (Silcock 1967b, 12).

The Decline of the Technocrats (1973-1988)

After the students’ October revolution in 1973, the polity was turned into
open politics for the first time ever in the Thai history. The macroeconomic policy
process that was previously dominated by the technocrats, who were tactically
allied to the military, had tumbled. The conservative fiscal and monetary policies
became expansionary by Thai standards. Both the politicians, who were newly
elected during 1973-1976, and the military leaders, who came in to power after the
1976 bloody coup, intervened into macroeconomic policies in order to make
political gains. In other words, the degree of insulation of the economic policy
process that the technocrats had previously enjoyed during the 1960s declined.

The BOT’s autonomy also faced the same fate. From 1975 to 1984, there
were several cases in which the BOT suffered by losing its influence on policy
making to the political actors. It was not until the so-called Prem I government
came to power in 1981 that technocrats once again generally gained more
insulation from the regime.

By 1975, the newly elected politicians intervened openly into the fiscal

policy: the Kukrnit Pramoj government created a Rural Employment Generating

77 See the details and further evidence of this point in Silcock (19672, 188-189).
 Rangsan Thanapornpan, The Process of Economics Policy Making in Thailand: Historical Analysis of
Political Economy (Bangkok: Manager Press, 1996), 56.
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Programme, which was primarily designed to capture popular votes. It re-emerged
again in summer of 1980, under the Prem I government (March 1980-March
1981). Moreover, this extra spending was an addition to another extra mid-year
expenditure, enacted by the previous government of PM. Kriangsak (Nov. 1977-
March 1980). Hence, the total planned expenditure for the fiscal year (FY) 6f 1980
_represented a significant increase of 28.3% from the previous year.

The budget of FY 1981 was still on the expansionary path. The BOT
apparently lost its veto power over the budget level. The technocratic ‘Gang of
Four’ suggested that the total expenditure and the estimated revenue for the fiscal
year of 1981 should have been 133,000 million baht and 110.000 miliiox; baht,
respectively. On the contrary, the government insisted that the estimated
expenditure and revenue had to be 140,000 and 120,000 million baht respectively.
The latter figures, however, were considered unrealistic, given that there were
already signs of the coming economic recession.”” In 1981 and 1982. the actual
revenues turned out to be only 92.1% and 81.2% of the estimated figures
respectively.m The main reason why the government insisted on this unrealistic
estimation of revenue was thal ihe newly formed government wanted to fulfil its
two expenditure plans: the general salary increase for civil servants and the
injection of rural development funds to all villages in the country. Assistant

Governor of the BOT, Mr.Chavalit Thanachanan, at the time 1ccalled that:

Mr. Boonchu [the Minister of Finance under the Kukrit Pramoj
government and the Deputy Prime Minister under the Prem 1
« govermnment] had tendency toward an expansionary policy. He
dominated the meeting and insisted that the expenditure side of a
budget should come first, i.e. an expenditure plan was a government’s
policy instrument to achieve its policy platforms, while the revenue
side was merely responsibility of government agencies, which must
perform to achieve the set target. Hence, the expenditure side should

» Rangsan Thanapornpan, Treasury Account in the Thai Economic System (Bangkok: Thammasat
University Press, 1985), 128,
*Ibid., 142.
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determine the revenue side. This contradicted the traditional practices.
Previously, we were more conservative. The revenue side would be
considered first, and accordingly a basis of setting the expenditure
plans. In the process, the BOT would be consulted. The BOT took all
macroeconomic variables into account, e.g. balance of payment, then
normally the BOT would set the growth rate of high power money, say
2%-3% higher than the GDP growth rate, in order to prevent price
instability. This figure, at the end, translated to the govemment deficit
figure. We tried to block his figures without success.”’

The expansionary policy was abandoned and a tight fiscal policy was
introduced in FY 1982 by the Prem II government: by this time, the goyernment
was literally broke. A former BOT scholarship student who closely followed the
fiscal development of the time writes: “The FY 1981 budget policy was of
paramount importance in sparking off the economic instability for more than half a
decade” (Pisit 1991, 35). This imprudent fiscal policy and the negative
consequences of the Second Oil Shock on the economy eventually led Thailand
into the Stand-by Credit Agreements with the IMF as well as the Structural
Adjustment Loan programme with the WB.

The difficult and contentious austere programme led to another layer of
conflict between the BOT and the MOF, namely, an exchange rate policy. The
most contentious of all austere measures was the devaluation, announced on ™
November 1984, after more than a year of policy muddlement: other measures
were used by the BOT in order to avoid the necessary devaluation. Since those
measures did not remedy the root cause of the problem, i.e., the overvalued baht, it
was €inally devalued 14.9% from 23 to 27 baht per US dollar. Moreover, the
exchange rate system was modified by pegging the baht to a basket of currencies
of Thailand’s major trading partners, rather than by tying it solely to the doilar.’
The devaluation was first suggested by the IMF representative and also Dr.

Paichitr Uathavikul, who was the scapegoat of the previous devaluation in 1981,

3! Chavalit Thanachanan, interviewed by author, 18" May 1998, Bangkok.
* BOT. Library. “Rearrangement of the foreign exchange svstem, November 1984,
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both of whom came to Thailand in 1983.3 However, Governor Nukul
Prachuabmoh (1979-1984) was not convinced that devaluation would be
politically possible. On 13th September 1984, the Governor was dismissed by
Finance Minister Mr. Sommai Hoontrakul, a few days before he was scheduled to
join the IMF meeting in Washington DC. During the meeting, the Minister made a
final decision to devalue the currency.>* It was the first time ever that the Governor
was dismissed due to policy conflicts with the Minister, and it was the second time
that an exchange rate policy conflict led to a change in Govemor.*

Apart from other policy conflicts during the years before the November
devaluation, the main reason for Nukul's dismissal was that thc process of
devaluation .could have been carried out legally.’® Article 8 of the Currency Act
BE 2501 (1958) stipulated that a devaluation and change of an exchange rate
system could be done by the Minister of Finance under the recommendation of the
BOT’s Governor. The objective of this article was to serve as a check and balance
over decision-making bodies between the MOF and the BOT. Since the Governor
did not agree with the devaluation and therefore did not make a recommendation,
the Finance Minister was not able to implement the devaluation. The only way out
for the MOF was dismissal.*’

Prem’s government was nearly brought drown by the devaluation. The
army chief launched a televised attack on the government. He called for a reversal

of the devaluation and the dismissal of the Finance Minister, and criticised the

33 Aftér his resignation, he went to work with the World Bank.

M Bhanupong Nidhiprabha, "Baht Devaluation: Policy Formation". In Who Determines Thai Economic
Policies: Proceedings of the Faculty of Economics, Thammasat University 11" symposium in Bangkok.
Thailand, 15™ -16™ February, 1988, 366-367.

% The first exchange rate policy conflict that resulted in the change of the Governor occurred in 1952,
However, in this case the Governor chose to resign as a2 means of protest against the policy.
* There were various issues of conflict between the MOF and the BOT during the period of Nukul's
govemorship and Minister Sommai’s term of office. The above fiscal conflict during the 1980s was one
issuc. A conflict concerning the attempt to establish a deposit insurance institution was another issuc of
g)olicy conflict.

7 Rungsan Thanapompan, The Management of Economic Stability Policy in the Future (Bangkok:
Thammasat University Press, 1998), 103.
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tight monetary policy. As a consequence, large inflows of foreign exchange took
place for a few days in expectation of the revaluation (Pisit 1991, 33}. It is not
surprising that rumours of an impending coup were in the air.>® At the same time,
the opposition party called for a vote of no confidence in the government, and
members of the Cabinet who had not been involved in the decision also attacked
the Minister. The Association of Thai Industries complained of huge losses, and
labourers also threatened a general strike. However, the devaluation was sustained
without a change in Cabinet (Anek and Doner 1994, 431-432).

The series of conflicts between the BOT and the MOF during the term of
Governor Nukul, especially during 1983 to 1984, were due to the differences of
opinion concerning various measures, such as the fiscal policy, the 18% credit
control and the November 1984 devaluation. It can be claimed that while both
sides agreed on the need to impose an austere programme on economy, the
conflicts were mainly the result of stresses and strains derived from both the
economic and political short-term situation, and not from ideological differences.
As much as they stuck together on ideological grounds, by the mid-1980s they
were deeply divided over which tactical means to employ to achieve their goals.
The most obvious example was the November 1984 devaluation. They were
divided not only in the area of macroeconomic policy, but also over the
composition of public investments. A prime example in support of this claim was
the Eastern Seaboard development programme (ESB). It was one of the central
development programmes of the entire post-war era, consisting of both light and
heavy* petrochemical industries. Because the timing of the required financing
commitments {(1985-1986) coincided with the moment of maximum apprehension
over the economy’s short-term financial condition, it became one of the most
intense policy conflicts of the Prem period (Muscat 1994, 205-216). As a result of

the conflicts, Muscat writes:

% As a personal note, I was a Thammasat University Student Union activist at this time and on the night
of the televised attack, we distributed leaflets condemning any coup attempts.
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[t]hose confrontations, and of maneuvering behind the scenes, was some loss of
confidence on both sides among the inner core of the cadre that had been
brought together under Dr. Puey as the second post-war generation of
economists. In fact, as the ESB controversy played itself out, an unpleasant
undercurrent of accusations began to surface alleging conflicts of interest
among a wide circle of public-and private-sector participants (Muscat 1992,
211).

This divided technocratic teamn, however, had successfully stabilised the economy
by 1987. From 1988 to 1990, the economy rebounded strongly; the average growth
rate was 12% per year, which was unprecedented (Chaipat 1992, 7-10). '

The discussion so far points out two related issues. First, the technocratic
influence was eclipsed from 1975 to 1981. From the so-called Prem Il to Prem IV
government (1981 to 1988), the technocrats’ influence gained ground again. They
were better insulated under the Prem regime, which allowed them to push for and
implement the austerity programme successfully. However, the price paid for this
success was a divided technocratic team. By 1975, the macroeconomic
technocrats, the most cohestve group of all the state’s econcmic personnel, began
to split. The first half of the 1980s left the team deeply divided amidst the difficult
economic restructuring. Secondly, during this period the BOT’s de facto autonomy
from the MOF suffered significantly. In 1984, its Governor was dismissed due to
policy conflict with the Finance Minister: this was the first time such a dismissal
had ever taken place.’® It is therefore appropriate to ask a couple of questions:
what were the factors accounting for the decline in technocratic influence, and why
did intervention in the BOT’s autonomy take place?

There are several factors that can be singled out for the decline in

technocratic influence. First, the politics of the democratic period (1973-1976)

* To be precise, the first ever dismissal of a Governor occurred in 1959, but it was not due to policy
conflict.
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swung to the left.*® After more than a decade of dictatorship and high economic
growth, mass politics brought an issue of inequality to the surface and demanded
rectification. The Rural Employment Generation Programme and the mandated
Agricultural Credit Programme initiated by Kukrit’s government in 1975 were
examples of the changed politics, and encroached on the traditional area of
technocratic influence. Secondly, the political instability of the governments from
1975 to 1981, as characterised by. their frequent changes, gave professional and
military-politicians little, if any, incentive or time to implement unpopular policies.
Thirdly, the military dominated authoritarian regime during 1976 to I?SO also
undermined the economic discipline by using the fall of Indochina countries and
the US troops’ withdrawal from them as reasons for more military spending.

Why were the technocrats more insulated under the Prem governments?
This success was largely a function of political factors. Mainly, the Prem regime
can be viewed as a regime that balanced the power between democratic and
military forces. Under this balance, the technocratic team had more political space
to manoeuvre. An example of this claim was the November 1984 devaluation and

its political consequences. This was pointed out by Anek and Doner:

This [Prem regime] was essentially a Bonapartist balance of two major
contending forces - the military and the parties - within a semi or restrained
democratic system. Central to this balance was Prem’s position as an outsider
acceptable to both forces. By playing these forces against each other, by using
their fear of each other, and by capitalizing on the desire of each other force to
have him lead the regiine, Prem was able to protect his proadjustment Cabinet
Ministers and senior technocrats from the groups hurt by adjustment {Anek and
Doner 1994, 427).

While Anek and Doner’s study rightly points out special features of the
Prem regime, it fails to recognise a new significant development whose grave

consequences would play themselves out in 1997; namely, the disintegration of the

* Even a party conservative by nature, such as the Democrat Party, had to compete in the 1975 general
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technocratic institutions. They still believed that: “Prem’s technocrats constituted a
cohesive group following a long Thai tradition of fiscal and monetary caution.
Those officials enjoyed significant autonomy in macrocconomic policy due to
tight legal constraints on political influence in budgetary and monetary decisions”
{Anek and Doner 1994, 446). This was not yet accurate, since the tight legal
constraints had also been in place during 1975 to 1980, but the politicians still
managed to intervene. Hence the technocrats were, in essence, protected by the
special features of the regime rather than by laws.

To what extent did the changing political regime affect the macroeconomic
policy process? By 1988, it was clear to the political parties that the milit;ry was
not an immediate threat to their political power. The refusal of PM Prem to accept
another term as Prime Minister was in itself testimony to the rising power of the
political parties. Without military threats but with the very competitive and
expensive electoral process, the politicians had every incentive to encroach into
the traditional sphere of technocratic influence in order to gain both politically and
financially. And this was cxactly what they did. One of the very first actions of the
Chatichai government was to bypass the technocratic apparatus, as Muscat

observed:

[t]his government in effect suspended the policy apparatus and processes that it
inherited, leaving the economic technocrats with only marginal influence. The
technocrats in NESDB and other agencies were supplanted by Chatichai’s team
of personal advisors ... the penchant of some of its members to bypass the
responsible bureaucrats, or even to push them aside in unceremonious displays
of authority derived directly from the prime minister, created resentment among
the technocrats involved and was disruptive to the policy process (Muscat 1994,
224).

With the declining cohesiveness of technocrats, it was relatively easy to do this. In
other words, the political space or the insulation that they used to enjoy under the

protection of the Prem regime was reduced.

election on the platform of “soft socialist policy™.
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Why did the degree of BOT’s independence decline during this period?
Why did the cohesiveness between the BOT and the MOF deteriorate during the
post-1973 period? The first reason was contrasting economic situations. During the
heyday of the Bank’s high degree of independence, the Thai economy followed a
trend of the world economy--high growth and stable economy. However,
stagflation dominated much of the time during the period under consideration. A
period of high growth and stable conditions is ideal for central bankers, since it is
relatively easy to achieve objectives of a central bank. The price stability, one of
the central bank’s main objectives, could be achieved in this period :.vithout
compromising other important economic objectives, such as employment. In other
words, good economic conditions tended to generate fewer conflicts. These
statements do not imply that the contribution of Dr. Puey’s era was not significant,
but show that the system was never severely put to the test. In a bad economic
situation, policy conflicts could occur simply because two men disagreed on the
best means to achieve an agreed end. In other words, the stresses and strains from
difficult economic situations could create policy conflicts. The Second Oil Shock
and its aftermath for the intemational economy affected the Thai economy badly,
which required necessary remedies. Under pressure to take necessary, but
contentious and difficult actions, and without the clear leadership of a leading
technocrat,*' various conflicts occurred between the BOT and the MOF.

Secondly, there were less policy conflicts during the time of Governor
Puey, especially during the first half of his term, since he himself monopolised
nearly all aspects of macroeconomic management. Once, he was the BOT’s
Govemor, the first Director of the Budget Bureau, the first Director of the Fiscal
Policy Office and, simultaneously a member of the NESDB’s Board of Executives,
all of which were responsible for all aspects of macroeconomic management, both

short and long term. It is, therefore, not surprising that there was no policy

* Dr. Puey left Bangkok on 6" October 1976.
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conflict, especially between the monetary and fiscal policy. Had there been one, it
could have occurred only within Puey’s head.

Thirdly, the history of the BOT played a relevant part. The BOT was first
established as the Thai National Banking Bureau on 24" June 1940 as a part of the
MOF. The Bureau was created out of the Banking Section that had belonged to the
Department of Comptroiler-General under the MOF: out of a total of 20 personnel,
10 were transferred directly from the Department to the Bureau on the first day of
its establishment. Phya Song Suraraj, Director General of the Department, was
appointed as the first Director of the Bureau.’ The flow of personnel from the
MOF to the BOT was continuing well into the 1970s, and this practice ‘partly
ensured the continuing close relations between the MOF aﬁd the BOT.

The transfer of human resources was particularly true for the top
executives. By October 1962, for example, Governor Dr. Puey and all three of his
Assistant Governors had come from the MOF; only his Deputy, a military man,
had not. This pattern is confirmed by the fact that out of 8 Governors during 1942
to 1975, only 3 did not have any work experience as an MOF official, and these 3
Govemors only led the BOT for a combined total of 11 years out of 33. In the
same timie frame, at least 5 Deputy Governors out of the total of 7 also came from
the MOF and served the BOT for at least 21 years. Of the two Governors from
1975 to 1984, only Governor Nukul came from the MOF, and this took place only
after he had spent 17 years outside the MOF wall. None of the Deputies during this
time came from the MOF.*> The 12 year period under Dr. Puey's Governorship
(1959 1972), which transformed the BOT from a relatively weak central bank
during 1942-1959 to a strong one during the 1960s, created one important legacy,
namely the Bank's human resource development programme. The BOT's

scholarship students started to return to the BOT by the late 1960s and the early

“* BOT, Thirty Years of The Bank of Thailand: History and Performances (Bangkok: BOT, 1972),
Appendix Two, 169-171.

** This information was collected from various sources of publications, mainly from the BOT, i.e. from
the CVs of the BOT executives in question.
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1970s, and were gradually promoted to core positions of the BOT by the late
1970s. The rise of this third generation of the BOT's technocrats further
accentuated the separation of personnel between the two organisations. From 1985
to 1997, apart from Governor Kamchorn Sathirakul (1984-1990) himself, none of
the BOT's high-ranking officials came from the MOF.*

The Rise of the Third Generation of the BOT's Technocrats and the Fall of
the BOT (1988-1997)

Governor Vijit Supinit came to power in October 1990. In 1961- the first
year of Governor Puey's famous scholarship programme - he was onc of the first
group of three students to be awarded the BOT's scholarship, and was sent to
pursue higher education in the UK. By 1990, most of the Bank's top executives
were former BOT scholarship students, including both of Governor Vijit's
Deputies and three out of five Assistant Governors’ posts. Mr. Vijit was promoted
from being an Assistant Governor to Deputy Governor on 4™ April 1990. This
promotion was secured by politicking through his connection with the PM's
personal advisory team. Throughout the BOT's history, there had been only a
single Deputy Governor at a time. This appointment meant that, for the first time
ever, the BOT had two Deputy Govemors. Jn effecs, the Bank of Thailand Act kad
to be re-interpreted to support this appointment. Former Governor Chavalit
recalled that he wanted to appoint the other Assistant Governor to the post due to
the latter’s seniority. However, Mr. Vijit intervened in the process. As former

Goverhor Chavalit put it:

Mr. Vijit still had time. I recommended Mr. Paisarn [Kumalavisai] to the Finance
Minister, but Mr. Vijit managed to stop the appointment process within two
weeks. During that time, he initiated the re-interpretation of the Bank’s Act [to
the view] that the BOT legally can have two Deputy Governor posts. Previously,
this had been attempted but it was not interpreted in this way. [This is because] in

* Ibid.
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English, it fthc position in the Act] is singular. However, [the meaning of] the
law is slippery [in That]. But, Prince Wiwat45 drafted the law first in English and
then translated it into Thai; therefore, by the draft's intention, there should be
only one post.46

He had to do this as a stepping stone, from where he could then claim that he had
the ‘proper’ seniority to be appointed to the Governor’s post.

Such the connection was utilised again for Mr. Vijit's governorship.
Governor Chavalit did not recommend Mr. Vijit to the Finance Minister before his
retirement, but the government appointed him anyway.*’ Looking back, he recalled

-

that:

Mr. Vijit involved himself in politics. He had close relations with military and
politicians, for he believed that close personal relations between the Governor
and politicians would facilitate the BOT's policies. The former Governors would
not do this; they believed that the BOT had to rely on reasons and exercise
negotiations to push for the BOT's policies [to be successfully implemented].**

One of the former BOT students pointed out that Mr. Vijit’s politicking process
had begun even earlier, before his attempts to become a Deputy Governor. He was
the one behind the scenes who initiated the special internal meeting on 7" January
1990 between Governor Kamchom and the top ten executives, and later leaked the
story to the press, while coordinating with the advisory team to name Mr. Chavalit
for the Governor’s post. This was “a coup in the making”™.”® In other words, Mr.
Vijit employed the pretext of conflicts between Governor Kamchorn and Minister
Pramual to take action that further undermined the legitimacy of the Govemor,

and, hence gave justification for the Minister to dismiss him. He also knew that

** The first Govemor of the BOT.
:: Chavalit Thanachanan, interviewed by author, 4 June 1998, Bangkok, Thailand.

Tbid.
Dr. Virabhongse Ramangkura - Chatichai's second Finance Minister after Mr.Pramual - had been
chosen by the PM's personal advisor team. He later named Mr. Vijit to the Cabinet {Dr. Ammar
Siamwalla, personal correspondence, 16™ December 2000).
# Chavalit Thanachanan, interviewed by author, 4 June 1998, Bangkok, Thailand.
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Mr. Chavalit had only six months left before his retirement, and that this
appointment could not be seen as a crony’s appointment since Mr. Chavalit had
been a member of staff at the BOT nearly all his life, and had a good reputation.

From October 1990 till the end of 1995, there was no publicly known
serious policy conflict between Govemnor Vijit and various Ministers of Finance or
the government. The main policy line of the BOT throughout this time was an
ambitious financial liberalisation and deregulation programme, which had been
intiated by Govemor Chavalit six months earlier. However, Governor Vijit
himself was the one who brought the programme into implementation that later on,
led to the final conclusion of the economic abyss in 1997. One of the worst policy
misconfigurations was an introduction of the Bangkok International Banking
Financial Facilities (BIBFs). While we leave this issue to be discussed in detail
later, it is sufficient to point out that if an individual must be singled out as
responsible for the great misery of the nation after the 1997 crisis, and the
destruction of one of the most important national! organisations, the BOT in
particular, then that individual is Governor Vijit. It is mcst likely that the main
motive behind his pushing for the programme was the desire to secure his position
as the BOT’s Governor. In other words, he sacnificed the BOT’s fifty years of
integrity and dignity for his personal gain by pleasing his political masters with
some questionable practices. These practices deprived the BOT of its credibility
and effective teamwork at a crucial time when they were needed most. The
symptoms of the long running misconfiguration of policy became apparent just
after Governor Vijit left his office on 2™ July 1996. Exactly one year later, on 2™
. July 1997, the baht was forced to float, precipitating the Asian crisis.

After nearly six years under the leadership of Governor Vijit, the BOT’s
cohesiveness had been washed away. The divisiveness among its top executives
was 50 bad that it prevented the BOT from functioning effectively. As one of the

leading economists of Thailand, Dr. Ammar Siamwalla, puts it: “each individual

* Sirichai Sakomratanakul, interviewed by author, 16 July 1998, Bangkok, Thailand.
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[in the BOT’s staff] is clever but once being together they are stupid”.*® The
divisiveness within the BOT became publicly known at the end of 1995 when
Governor Vijit and Finance Minister Dr. Surakiart Sathirathai accused Deputy
Governor Ekamon Kerewat of releasing market sensitive information to a third
party. He was dismissed as a result on 26™ December 1995, before a formal
process of prosecution was carried out. Moreover on 25" December 1995, Deputy
Ekamon was also forced to resign from his post as Secretary-General of the
Securities and Exchange Committee (SEC), the post which could have ended in
March 1996.>' One cannot know for sure what the issue of conflict between the
Governor and his Deputy really was, but it is certain that a personal ::onflict
between them laid at the centre. The Deputy later sued the Finance Minister and
the Governor for his dismissal. In hts affidavit detailing the reasons for bringing
the libel action against the Minister and the Governor, he writes, “I had intense
conflicts with Mr. Vijit who had always tried to defame me”.*2 However, the press
speculated that Vijit’s real motive behind the defamation and subsequent dismissal
was to prevent the Deputy from returning to the BOT and becoming a competitor
to his governorship.*?

Worst of all was the Machiavellian approach that the Governor employed
during the whole saga. It has been alleged that he used his personal connection
with the Director of the State Intelligence Unit, asking him to gather information
that led to the Deputy’s dismissal, i.e., the Governor asked for the service of the

intelligence unit to spy on his own Deputy.** The Dircctor of the unit himself told

% Dr. Ammar made this remark at the Faculty of Economics, University of Thammasat Annual
Symposium of 1998, He was also 2 member ~f the Sor Por Ror Committee, which investigated the
causes of the crisis and what went wrong within the Bank during the infamous decision to defend the
baht's value.

3! “Critical Situation of Vijit Supanit: When Principle is Melted into Air,” Nation Weekly, 22-28 March
1996, 14.

52 «“Mr. T V Dr. S: From Proxy War to Hot War,” Share News, 23-24 March 1996, }.

%) Sujit Chaitrakulchai “The Three Factions of Thai Capital Market,” Corporate Thailand, August 1996,
59-60.

34 Maticiiun, 6 January 1996.
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the press that the Governor was indeed the one who had made the request.™ This
revelation put the Governor into a corner: he then had to state publicly on 10"
January 1996 the extent to which he had been involved in this dismissal. By this
time, however, the press had become suspicious of Vijit, and was determined to
prove that he was lying on this matter. It was the very first time that a BOT's
Govermnor had been treated like this by the press. There was also a distribution of
unsolicited leaflets within the BOT criticising the Governor. By March 1996, the
MOF was still unable to charge the Deputy formaily since the main evidence
against him could not be used in court due to the fact that it had been obtained by a
spy. However, the Manager of the Stock Exchange of Thailand (SET) introduced
another criminal prosecution against Ekamon on the same ground. The press
speculated that this was a proxy war since the Manager was close to the Govemor.
By November 1996, the public prosecutor dropped all the charges against the
Deputy since the Director of the Intelligence Unit refused to identify the spy who
gathered the information in the first place and there was thercfore no direct witness
or evidence that could link the Deputy to the chargess"

There are two points that can be learned from this saga. First, it is worth
noting that all three of the individuals involved, the Govemor, the Deputy and the
Manager of the SET,”” were former BOT scholarship students. All of them headed .
various organisations that governed the nation’s money and capital markets, All of
them knew one another personally. It is thus fair to claim that during the first half
of the 1990s the cohesiveness among the top technocrats, who govemed the
monctﬁry policy and capital market of the country, had completely wom away.
This statement can also be applied to the goings-on within the BOT. The other
Deputy Govemor in post, Mr. Rermngchai Marakanond, who would eventually

succeed Governor Vijit, was sidelined by Govemor Vijit himself. He was

% Ibid.

8 Manager, 29 November 1996.

37 The Manager of the SET resigned from the BOT in 1981. See, Puwanat Na-Songknla, “The Bank of
Thailand's Brain Drain: Lost but Sustainable,” fnterest, January 1995, Table 3, 87.
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delegated only non-strategically unportant duties, e.g., the general management
and the note printing mill supervision.’® The main policy line of command was
taken care of by an Assistant Governor, Dr. Chaiyawat Wibulswasdi, who was
then appointed to the Deputy’s post after the dismissal of Deputy Ekamon. Again,
both Mr. Remgchai and Dr. Chaiyawat were former BOT scholarship students.
Once Mr. Remgchai became the Governor in July 1996, he then delegated less
important duties to Dr. Chaiyawat whilst allowing another Assistant Governor Dr.
Siri Ganjarerndee - yet another former BOT scholarship student - to take care of
the policy line of command. To sum up, it can be said that by the middle of 1996,
when the symptoms of the long-running misconfiguration of policy started to
become clear, the BOT was badly divided internally.

Secondly, the saga also shows the extent to which the top technocrats were
involved themselves in party politics. It was pointed out earlier that Govermnor Vijit
came to power by allying himself with the personal advisory team of PM
Chatichai, who was the leader of the Chat Thai Party in 1990. Dr. Surakiart
Sathirathai was formerly one of the advisory team members and became the
Finance Minister (18" July 1995-27" May 1996) under PM Banharn Silpa-archa,
the new leader of the Chat Thai Party. After the general election on 2™ July 1995,
Deputy Ekamon announced to the press his intention to resign from the Security
Exchange Committee (SEC) on 22™ July 1995. This news rocked the capital
market and sent the SET index down heavily. The press speculated that this was an
attempt to discredit the newly elected government since the Deputy was close to
the ptevious government from the Democrat Party.” The Minister had to stop him

from resigning at the time, only to dismiss him in December 1995 with the co-

%8 “The Art of Being Deputy Govemor of Central Bank,” Corporate Thailand, August 1996, 50-51.

* Dr. Ammar suggests that while Governor Vijit had a good relationship with the Chart Thai Party, he
had a rocky relationship with the Democrat's Finance Minister Tarrin Nimmanhaeminda (personal
correspondence, 16™ December 2000).
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operation and/or initiation of Governor Viji.** Whatever the ‘real facts’ were, this
saga ended the BOT's reputation of non-partisan technocracy.

Since March 1996, the Governor’s personal integrity had been challenged
daily by the press due to the further revelation that he had received stocks from a
financial company which was a subsidiary company of the Siam City Commercial
Bank (SCCB). Moreover, the company was approved for listing in the SET on 13"
January 1993, the day that the Governor acted as chairman of the SEC. This
scandal actually began in 1990 when he represented the BOT on the Board of the
SCCB since the bank was under the BOT financial aid programme. As a Board
member, he was entitled to buy stocks at the par value price, which he did, and
selling them at the end of 1995. Both facts, namely, possession of stocks and the
approval of listing, were seen as at least a conflict of interest or breaking the
unwritten code of conduct, and at worst as outright corruption. By 15™ March
1996, he told the press that it was legal for a Governor to hold shares so no laws
had been broken. This generated an outcry from the press. Never before had the
BOT's Governor been questioned by the press concerning undue personal gains.

By the first week of May 1996, the press reported that the Governor had
overdraft facilities with the Bangkok Bank of Commerce (BBC). The first time he
took advantage of this was in August 1990 while he was the BOT's Deputy. The
second and the third times were in May 1992 and November 1995.%' The point of
contention was that the BBC had been a troubled bank since 1986. The Managing
Director of the BBC was a former BOT staff member, and in fact he and another
formet BOT scholarship student were the ones that the BOT sent to the BBC in
1986 in order to solve the BBC’s problem. From 1992 onward, the bank’s

financial status had been increasingly deteriorating mostly due to corruption and

% See this line of interpretation, for example, “Ekamon: New Species of Guinea Pig,” Manager Weekiy,

8-14 January 1996, 31 and Sujit Chaitrakulchai, “The Three Factions of Thai Capital Market,”
Corporate Thailand, August 1996, 54-65.
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