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Hyundai: Leading the Way in the Global Auto Industry


The global automotive industry is one of the largest and most in
ternationalized business sectors. There are seventeen major global
automotive companies producing more than one million cars a year.
Hyundai Motor Company is South Korea’s number one carmaker
~id the tenth largest in the world, generating about $100 billion in
annual sales. It sells vehicles in over 190 countries, producing about


:. a dozen car and minivan models, plus trucks, buses, and other corn
mercial vehicles. Popular models in the United States are the Accent
and Sonata, while exports to Europe and Asia include the GRD
and Equus.


~ The Industry
~‘ During the recent global financial crisis, global automotive sales de
~ dined to •near-record lows. Automotive industry profits suffered due
~to significant excess production capacity. Although there is capacity


to prodUce 80 million cars worldwide, total global demand fell to only
:..about 60 million a year. This led to consolidations and divestitures,


including those between Ford and Land Rover; Jaguar.and Volvo; Fiat
and Chrysler; and General Motors and Opel, among others. Consistent


~. with new trade theory, the required scale compels automakers to
target world markets, where they can achieve economies of scale and
maximize sales.


The Industry in South Korea
Despite its large size, the car market in South Korea (Korea) is insuf
ficient to sustain indigenous automakers like Hyundai and Kia. Korea
holds numerous competitive advantages in the car industry. The
country is a world center of new technology development. Korea has
abundant, cost-effective knowledge workers who drive innovations
in design, features, production, and product quality. The country also


~ has a high savings rate, with massive inward FDI, which ensures a
ready supply of capital for carmakers to fund R&D and other ventures.
CoIIect~veIy, Korea’s abundance of production factors in cost-effective
labor, knowledge workers, high technology, and capital represent key
location-specific advantages.


Korean consumers are demanding, so carmakers take great pains
to produce high-quality automobiles. Intense• rivalry in the domestic
auto industry ensures that carmakers and auto parts producers improve


~ products continuously.
The Korean economy is dominated by several conglomerates,


called chaebols. They include Hyundai, Samsung, LG, and SK and ac
count for about 40 percent of Korea’s GDP and exports.


~‘ The Korean government has imposed stringent accounting con
~. trols on many of these firms. The government cooperates closely


with the business sector, protecting some industries, ensuring funds
for others, and sponsoring still others. The government promoted
imports of raw materials and technology at the expense of consumer
goods and encouraged savings and investment over consumption.
Partly due to these efforts, Korea is home to a substantial industrial
cluster for the production of cars and car parts. The nation benefits
from the presence of numerous suppliers and manufacturers in the
global automotive industry.


In past years, Hyundai also benefited from a weak Korean won
(Korea’s currency), making prices for Hyundai cars cheaper for custom
ers in Europe and the United States who buy imported cars in their local


currencies. Hyundai owes much of its success to favorable international
exchange rates.


Background on Hyundai
Hyundai was founded in 1947 by Chung Ju-yung, a visionary entrepre
neur from a peasant background. By the 1970s, the firm had begun an
aggressive effort to develop engineering capabilities and new designs
in the auto iHdu~try. In the 1980s, Hyundai began exporting the Excel,
an economy car priced at $4,995, to the United States. An instant suc
cess, Excel exports grew to 250,000 units per year. But the Excel suf
fered from quality issues and a weak dealer network. Buyer confidence
waned in the late 1990s and Hyundai’s brand equity weakened. In
response to complaints, Hyundai initiated major quality improvement
programs and introduced a 10-year p er train warranty-p


~
the auto industry. hestrate~ywasa major turnir~9)


Geographic Diversificàtiöñ
In 1997, Hyundai built a car factory in Turkey, giving the firm convenient
access to key markets in the Middle East and Europe. Next, Hyundai
opened a plant in India and within afew years became the country’s
best-selling br~nd of imported car. In 2002, Hyundai launched a factory
in China, doubling production, and is aiming for 20 percent share of the
Chinese car market. The firm also, partnered with Guangzhou Motor
Group, winning entry to China’s huge commercial-vehicle market. In
addition to gaining access to low~cost, high-quality labor in emerging
markets, Hyundai hopes its pre~ence in local showrooms will improve
consumer awareness and drive new sales. Most recently, Hyundai has
been ramping up sales in Europe.


Hyundai uses FDI to develop key operations around the world.
Management chooses locations based on the advantages they bring to
the firm. The firm established plants in Iran, Sudan, Taiwan, Vietnam,
Venezuela, and numerous other countries. Recently, the firm opened
plants in Europe and the United States. Hyundai has R&D centers in
Europe, Japan, and North America. It has distribution centers and
marketing subsidiaries at various locations that deliver parts to its
expanding base of car dealers worldwide. Hyundai also has regional
headquarters in Asia, Europe, add North America. To guarantee con
trol over production and marketing, the firm has internalized many of
its operations.


To remain competitive, Hyundai employs inexpensive, high-quality
labor. Engines, tires, and other key inputs are sourced from low-cost
suppliers. The firm has entered various collaborative ventures to
cooperate in R&D, design, manufacturing, and other value-adding
activities. These allàw Hyundai access to fOreign partners’ know-
how, capital, distribution channels, marketing assets, and the ability
to overcome government-imposed obstacles. For example, Hyundai
partnered with DaimlerChrysler to develop new technologies and im
prove supply-chain management. Compared to Japanese or Western
rivals, Hyundai has superior cost advantages in the acquisition of
high-quality inputs. . -


While Japanese auto giants such as Toyota and Honda rely heavily
on U S sales for their profits Hyundai is more diversified North America
accounts for only 2~ percent of Hyundai’s total sales, while Europe and
Asia (excluding Korea) represent about 30 percent


I
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Hyundai recently launched its first luxury model, the Genesis. The
Elantra was named the North American Car of the Year at the 2012
Detroit Auto Show, trumping industry favorites like the Ford Focus and
Volkswagen Passat.


A recent marketing innovation is the “Assurance Program” under
which buyers can return recently purchased cars if they lose their job
within one year of purchase. The program even pays the customer’s
lease payments for up to 90 days while the customer searches for
a new job. Owners who elect to keep their cars are not required to
reimburse Hyundai.


Recent Events
Hyundai continues to launch new marketing campaigns and replaced
General Motors as the official automotive sponsor of the Academy
Awards. Hyundai has pursued inte~nationalization aggressively. While
many global firms struggle to stay afloat during a crisis, Hyundai is
seeking to expand. Hyundai sees the crisis as an opportunity, with
plans to emerge even stronger. Hyundai has improved quality and
increased sales against all odds. Given its focus on quality, energy effi
ciency, cost control, and custome~ satisfaction, perhaps Hyundai is the
new standard bearer in the global auto industry.


AACSB: Reflective Thinking Skills, Analytic Skills, Multiculturalism, and Diversity
Case Questions


1. What are the roles of comparative and competitive advantages in
Hyundai’s success? Illustrate your answers by providing specific ex
amples of natural and acquired advantages that Hyundai employs
to succeed in the global car industry.


2. In terms of factor proportions theory, what abundant factors does
Hyundai leverage in its worldwide operations? Provide examples
and explain how Hyundai exemplifies the theory. In what ways
does Hyundai’s success contradict the theory? Justify your answer.


3. Discuss Hyundai and its position in the global car industry in terms
of the determinants of national competitive advantage. What
is the role of demand conditions; factor conditions; related and
supporting industries; and firm strategy, structure, and rivalry to
Hyundai’s international success?


4. The Korean government has been instrumental to Hyundai’s suc
cess. In terms of national industrial policy, what has the govern
ment done to support Hyundai? What can the government do to
encourage future success at Hyundai? What can the government
in your country do to support development or maintenance of a
strong auto industry?


5. Consistent with Dunning’s Eclectic Paradigm, describe the
ownership-specific advantages, location-specific advantages,


CHAPTER ESSENTIALS


and internalization advantages held by Hyundai. Which of these
advantages do you believe has been most instrumental to the
firm’s success? Justify your answer.


Sources: “2012 Hyundai Elantra: Why It Won Car of the Year Award,”
International Business Times, January 9, 2012, retrieved from www.ibtimes
.com; “Hyundai Floors It in the US,” Business Week, February 23, 2009, p. 30;
“Business: Sui Genesis; Hyundai’s Surprising Success,” Economist, March 7,
2009, retrieved from http:llwww.economist.com; “Hyundai Motor Company:’
Hoover’s Company Records, February 17, 2012, retrieved from http://www
.hoovers.com; T. Murphy, “Hyundai Ratchets Up Momentum,” Ward’s Auto
World, March 2010, p. 28; “2009 Production Statistics,” OICA, 2010, retrieved
from http://www.oica.net; “Survey: Driving Change,” Economist, September 2,
2004, pp. 15 24; “The Quick and the Dead:’ Economist, January 27, 2005, re
trieved from http://www.economiat.com; R. Steers, Made in Korea (New York:
Routledge, 1999); Chris Reiter, “The Contender,” Bloomberg Businessweek,
January 30, 2012, pp. 21—22; M. Schuman, “Hyundai Revs Up,” Time, April
25,2005, pp. 27—30; “Special Report: The Car Company in Front—Toyota,”
Economist, January 29, 2005, pp. 73—77.


Note: This case was written by Nukhet Vardar, Yeditepe University, Turkey,
and updated by Carol Sanchez and Claire Liang, Grand Valley State University,
Michigan.


MyManagementLab
Go to mymanagementlab.com to complete the problems marked with


this icon


Key Terms
absolute advantage principle 139
comparative advantage 136
comparative advantage principle 140


competitive advantage 137
free trade 138
industrial cluster 148


internalization theory 156
mercantilism 138
national industrial policy 149








210 PART 2 • THE ENVIRONMENT OF INTERNATIONAL BUSINESS


in Alabama, it benefitted from reduced taxes and direct subsidies provided by the Alabama


state government. When Siemens built a semiconductor plant in Portugal, it received subsidies


from the Portuguese government and the EU. Incentives cover nearly 40 percent of Siemens’s


investment and training costs. In Europe, Japan, and the United States, governments increasingly


provide incentives to entice firms to set up shop within their borders. In addition to cash outlays,


incentives also include reduced utility rates, employee training programs, tax holidays, and


construction of new roads and other infrastructure.


LOBBY FOR FREER TRADE AND INVESTMENT More nations are liberalizing markets to create jobs


and increase tax revenues. The trend results partly from the efforts of firms to lobby domestic


and foreign governments to lower their trade and investment barriers. The Japanese have


achieved much success in reducing trade barriers by lobbying U.S. and European governments.


In China, domestic and foreign firms lobby the government to relax protectionist policies and


regulations that make China a difficult place to do business. Foreign firms often hire former


Chinese government officials to help lobby their former colleagues.36 European automakers


have obtained various concessions by lobbying individual state governments in the United


States. BMW leased its 1,039-acre factory site in South Carolina at an annual rent of one


dollar. The private sector lobbies federal authorities to undertake government-to-government
trade negotiations, aimed at lowering barriers Private firms bring complaints to world bodies,


especially the WTO, to address unfair trading practices of key international markets.


.‘ CLOSING CASE Government Intervention at Airbus and Boeing


.com) and McDonnell Douglas were the dominant players in global
aircraft manufacturing. Boeing was founded in 1916 in Seattle, and
had many years to develop the critical mass necessary to become the
world’s leading aerospace manufacturer. During World War II and the
subsequent Cold War years, Boeing was the recipient of many lucrative
contracts from the U.S. Department of Defense.


In Europe, no single country possessed the means to launch an
aerospace company capable of challenging Boeing. Manufacturing
commercial aircraft is complex and capital-intensive and requires a
highly skilled workforce. In the 1970s, the governments of France,
Germany, Spain, and the United Kingdom formed an alliance, sup
ported with massive government subsidies, to create Airbus S.A.S.
(www.airbus.com). By 1981, the four-country alliance succeeded in
becoming the world’s number-two civil aircraft manufacturer. Airbus
launched the A300, among the best-selling commercial aircraft of all
time. Airbus also created the A320, receiving more than 400 orders
before its first flight and becoming the fastest-selling large passenger
jet in aviation history. By 1992, Airbus had captured roughly one-third
of the global commercial aircraft market.


Government Support for Airbus
Since the 1940s, European governments have pursued public policies
based on democratic socialism. Under this system, the government
plays a strong role in the national economy and provides key services
such as health care, mass transit, and sometimes banking and housing.
Most Europeans are accustomed to government playing a significant
role in guiding the national economy.


In this context, Airbus has benefitted enormously from government
support. The firm has received tens of billions of euros of subsidies and
soft loans from the four founding country governments and the EU.
Airbus must repay the loans only if it achieves profitability. Government


Complaints about Unfair Government Intervention
Boeing and the U.S. government have long complained about the
massive subsidies and soft loans that were responsible not only for
Airbus’s birth, but also for its ongoing success. The outcry became
louder in the 2000s, when Airbus surpassed Boeing in annual sales,
becoming the world’s leading commercial aircraft manufacturer.
Boeing has argued that Airbus never would have gotten this far with-
out government support.


In 2005, the U.S. Trade Representative brought its case to the WTQ.
The case arose because EU member states approved $3.7 billion in neW
subsidies and soft loans to Airbus. The case alleged that financial aid
for the A350, A380, and earlier Airbus aircraft qualified as subsidies
under the WTO’s Agreement on Subsidies and Countervailing Measures
(ASCM) and that the subsidies were actionable because they adversely ~
affected international trade. Under the ASCM, subsidies to specific firms
or industries from a government or other public bodies are prohibited.
Airbus had applied to the governments of France, Germany, Spain, and
the United Kingdom for aid to launch its model A350.


In the 1 960s-United-States-companies~
European governments have forgiven Airbus’s debt, provided huge eq
uity infusions, dedicated infrastructure support, and financed R&D for
civil aircraft projects.


Airbus is currently a stock-held company jointly owned by the
British, Germans, French, and Spanish. It is based in Toulouse, France,
but has R&D and production operations scattered throughout Europe.
European governments justify their financial aid to Airbus on several
grounds. First, Airbus R&D activities result in the development of valu
able new technologies. Second, Airbus provides jobs to some 53,000
skilled and semiskilled Europeans. Third, its value-chain activities at
tract massive amounts of capital into Europe. Finally, Airbus generates
enormous tax revenues.
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In 2011, the WTO ruled that EU aid to Airbus had caused Boeing
to lose market share in Asia and other markets. EU officials argued
that government subsidies to Airbus were permissible and that it was
up to individual EU countries to decide whether to provide them.
However, the WTO also ruled that Boeing received more than $5
billion in U.S. government subsidies in the development of the 787
Dreamliner.


Government Support for Boeing
The EU argues the United States government has indirectly subsidized
Boeing through massive defense contracts paid via tax dollars. The U.S.
government gave Boeing more than $23 billion in indirect government
subsidies by means of R&D funding and other indirect support from
the Pentagon and NASA, the nation’s space agency. Boeing is at liberty
to use the knowledge acquired from such projects to produce civilian
aircraft. The state of Washington, Boeing’s primary manufacturing and
assembly location, has provided the firm with tax breaks, infrastructure


~ support, and other incentives totaling billions of dollars.
The EU also has a case at the WTO regarding Boeing’s relations


with Japanese business partners. Boeing entered an alliance with
Japan’s Mitsubishi, Kawasaki, and Fuji to build the 787 Dreamliner.
The Japanese firms provided billions in soft loans, repayable only if the
aircraft is commercially successfu


New Aircraft from Airbus and Boeing


4~ Case Questions
1. Where do you stand? Do you think EU subsidies and soft loans to


Airbus are fair? Why or why not? What advantages does Airbus
gain from free financial support from the EU governments? Are
complaints about EU subsidies fair in light of Europe’s history of
democratic socialism?


2. Do you believe U.S. military contracts with Boeing amount to sub
sidies? Have these types of payments provided Boeing with unfair
advantages? Justify your answer.


3. Assuming that Airbus cannot compete without subsidies and
loans, is it likely that the EU will discontinue its financial support
of Airbus? Is it in the EU’S interests to continue supporting Airbus?
Justify your answer.


4. In the event the WTO rules against Airbus and tells it to stop
accepting subsidies and soft loans, how should Airbus manage
ment respond? What new approaches can management pur
sue to maintain Airbus’s lead in the global commercial aircraft
industry?


provides 50 percent more floor space than Boeing’s largest aircraft.
The A380 can seat between 555 and 853 passengers, depending on
the seating configuration. It has a maximum range of 15,000 kilome
ters (8,000 nautical miles). The total cost to develop and launch the
A380 reached 15 billion euros (U.S. $21 billion), partly supported by
funding from European governments.


Boeing successfully launched the 787 Dreamliner in 2007 and is
ahead of Airbus in launching innovative and fuel-efficient aircraft. Airbus
is developing a mid-sized A350 model to compete with Boeing’s 787.


In 2008, the government of China established a company to make
passenger jumbo jets, part of its quest to challenge Boeing and Airbus
in the global aircraft industry. China Commercial Aircraft Co. was es
tablished in Shanghai amid forecasts that China’s domestic market for
commercial aircraft will increase fivefold by 2026.


Global Financial Crisis
The recent global financial crisis adversely impacted Airbus and
Boeing. Both companies had to reduce output and lay off thou
sands of workers. Following sharp drops in passenger traffic, airlines
grounded planes and cut routes. Longer term, Airbus aims to reorga
nize its global operations, outsource more manufacturing, and sell all
or part of six factories. It has begun to produce aircraft in the United
States. Airbus and Boeing are generating much new business from
emerging markets, and ramped up production substantially to meet
anticipated demand. In 2012, however, an industry expert warned that
both Airbus and Boeing were producing too many commercial aircraft,
risking a potential global glut.


Sources: Doug Cameron and David Kesmodel, “Warning is Issued about Plane
Glut,” Wall Street Journal, February 23, 2012, pp. B6—B6; Corporate profiles
of Airbus and Boeing at http://www.hoovers.com; K. Epstein & J. Crown,
“Globalization Bites Boeing,” Business Week, March 24, 2008, p. 32; D.
Gauthier-Villars & D. Michaels, “Airbus Buyers Get French Aid,” Wall Street
Journal, January 27, 2009, p. B4; Max Kingsley-Jones, “Throwing Down the
Gauntlet,” Airline Business, October 2011, pp. 28—30; N. Luthra, “Boeing to
Sell India $2.1 Billion in Planes:’ Wall Street Journal, January 6, 2009, p. B4;
D. Michaels, “Airbus Trims Jumbo Output as Carriers Defer Orders,” Wall
Street Journal, May 7,2009, p.81; Pilita Clark, Joshua Chaffin, and James
Politi, “WTO Rules that Boeing Received $5.3bn in Aid,” Financial Tunes,
April 1,2011, p. 19; “China to Make Jumbo Jetliners, Trim Roles of Boeing,
Airbus,” Wall Street Journal, May 12, 2008, p. B4; “How Airbus Flew Past Its
American Rival,” Financial Times, March 17, 2005, p. 6; 3. Lunsford and D.
Michaels, “Bet on Huge Plane Trips Up Airbus,” Wall Street Journal, June 15,
2006, p. Al; Stephan Wittig, “The WTO Panel Report on Boeing subsidies: A
Critical Assessment,” Intereconomics, May 2011, pp. 148 153.


In 2007, Airbus launched the A380, an innovative airplane with an up
per deck extending the entire length of the fuselage and a cabin that


~.AACSB: Reflective Thinking Skills, Ethical Understanding and Reasoning Abilities


Note: The authors acknowledge the assistance of Stephanie Regales with this case.
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