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Lessons from Hyni x

ITis afamliar tale. Wen state-run Korea Devel opment Bank extended
support to the world's third-1argest nenory chi ps producer and US$1
billion debt-1aden Hyni x Sem conductor Inc, the South Korean Governnent
was accused of bailing it out.

Mal aysi a was al so accused of the sane sin over the Governnent's RM3. 8
billion takeover of United Engineers (M Bhd. But there is a distinction
between a bail-out and a restructuring exercise. As pointed out by Prine
M ni ster Datuk Seri Dr Mahathir Mohanmad, the Governnent is helping to
restructure ailing conpanies, not rescue themor, least of all, any
i ndi vi dual

Mai nst ream economi ¢ thought in the international finance comunity
posits the theory of allowing ailing conpanies to fail, whereby their
cl osures are seen as necessary market corrections that will resuscitate
the econony and capture the Holy Grail of |nvestor Confidence. However,
the "current pain for future gain" neasure is a deception. The cl osure of
these conglonerates will cause severe pain in terns of further economc
contraction and negative multiplier effects, including unenploynent and
consequent wi despread unrest.

In Hyni x, South Korea appears to have discovered the illusion of the
pai n-for-gain principle, which it had earlier conplied with under the | M-
dictate. Nowit is seen to be preventing wi despread failures of ailing
conmpani es. Perhaps it is reconsidering the | essons of its | M--tutored
econom c recovery - a recovery that earned it nmuch praise fromthe West
and saw its congl onerates com ng under foreign control. Sanmsung car brand
is owned by France's Renault and ten per cent stake of Hyundai bel ongs to
Dai m er Chrysl er.

Consi der Daewoo's woes: Under | M--tutel age, Korea Devel opnent Bank cut
of f loans, forcing Daewoo to default on short-termdebts. It was decl ared
bankrupt, put into receivership and taking into account the inpact on its
suppliers, job | osses was as high as 500,000. But the point is, as in
UEM s case, its assets are not valueless. After all, it was the West that
proclaimed its Changwon factory as the nost efficient in the world with
hi ghly productive workers.

Li ke South Korea, Brazil's and Thailand' s pattern of recovery shows that
the pain-for-gain principle provides only tenporary reprieve and that it
is mostly in the interests of the new MNC owners of the |ocal assets
(bought at "bargai n-basenment” prices). In actuality, it laid further
ground for greater vulnerability and deeper soci o-economic crises.

Be it in South Korea or Malaysia, the truth is that some of the
conpani es reviled as opaque and cronyistic are, in fact, the nost
significant elenments in the countries' industrialisation process. They
formthe backbone of the growh mracle. Their existence was the result of
strategic industrialisation policy. Yes, there was state intervention in
the initial gromh phase. But don't forget that what is now condemmed as
finance-industry interlinkage was, in reality, a necessary part of both
the hi gh donmestic savings and i nvestnent rates that fed the grow h,
expansi on and success of these conpani es.

Yes, m stakes and excesses were nmade. They nust, at all costs, be
renmedi ed t hrough greater corporate governance and effective debt
restructuring process. But this does not necessarily nean that these
conmpani es' assets nust be sold for a song or sinply be thrown away and



allowed to go to waste. Treading the pain-for-gain path is no nore than
the suicidal march of |Iemmings to the sea.
( END)
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