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American and Korean auto industry conflicts, lost opportunities and growth 

Professor Dave Jaye, Hanyang Graduate School of International Studies success55@hotmail.com 019-807-9024
General Motors (GM) and Ford attempted joint ventures with Korean automakers in the 1970’s. After a six-year partnership, Ford Motor Company ended their relationship with Hyundai. Ford made a spectacularly bad prediction that S. Korea was too small and too poor to ever sustain a significant domestic auto market. GM left the Korean market in 1978 due to Korean government import barriers and product design incompatibility with Korean consumers. GM returned to Korea in 2002 buying the bankrupt Daewoo. Hyundai/Kia has grown into a major world exporter, building its first assembly plant in America and increasing sales in 2003 about 12% as the overall USA auto market has declined.  Ford Motor Company is cutting back production and is on course to lose it’s number Two World production status to Toyota. Daimler Chrysler is expanding its partnerships with Hyundai/Kia.

USA- Korean Auto Industry interactions have resulted in mutually beneficial economic relationships.  Low-income American consumers in 1980 were able to afford the $4,999 Korean Hyundai car. The Hyundai built front wheel drive Excel improved the performance and reliability of small cars in the US market. The Korean auto industry exports about 55% percent of its production overseas, mostly to the USA. The America auto market provided a big jump in scale for Korean automakers. Due to quality design problems of the first Korean cars sold in the USA, Hyundai improved manufacturing techniques and adopted the auto industry’s first 10 year or 100,000 mile car warrantee. This benefited US consumers as other car companies responded with the same or similar warranties. 

Origins of the Korean Auto Industry

The first Korean vehicles were built after the Korean War as Koreans roughly modified US Army trucks and jeeps into buses. Korean government played a significant role in industrial development with steep tax and regulatory barriers for imported cars to protect the domestic auto industry. From the 1960s to the 1980s, when Korea was under military rule, the government used an export-oriented industrialization policy relying on suppression of trade unions, cheap labor, import restrictions and a dominant role for single industrial giants called Chaebol to build up automobile manufacturing. 
The collapse of several major Korean auto manufacturers in 1987, including Daewoo and Kia, highlighted some of the weaknesses of the Korean economy in developing and sustaining an industry competitive in the global economy. The Korean government encouraged the development of too many domestic auto companies in a short period of time, with problems of low quality and labor militancy. During Korea’s military rule, the start up Korean auto industry could rely on the government to crush any major attempts by unions to campaign for higher wages and better working conditions. Legislation passed in 1987 allowed trade unions to organize. Now Korean Automakers are faced with a militant workforce. Auto unions succeeded in raising wages substantially even during bad economic times and getting paid for six weeks of strike days.

Toyota of Japan, which jump started the Korean auto industry under license in the 1960’s, decided to sell it’s Korean assembly facility in 1970 after China’s Mao, Te Sun told Toyota that if it does business with S. Korea Toyota would be prohibited from operating in China. General Motors bought the Toyota manufacturing plant in Korea. GM cars built in Korea were not popular, in part due to large car size, low gas mileage, high prices and lack of a large distribution and service network. The Korean government which protected its developing domestic auto industry with high taxes, high regulations and other barriers on imported cars also hurt GM. During the 1970’s Hyundai and other Korean auto manufactures where making strong advances. Although the Korean government has reduced its tariff and some taxes, less than 2% of cars in Korea are imports while most other nations have foreign car market penetration of over 20%. 

Hyundai

As a counter balance to GM’s entry into the Korean market, Hyundai and Ford Motor Company began a joint venture in 1967. Hyundai’s first car, the Cortina in the late 1970’s, was based on a British design with a chassis based on the Stella from Ford Motor Company. This joint venture required Ford to provide 79% and Hyundai 21% of assembly parts. The Ford/Hyundai contract was expanded to build trucks and buses in 1969 raising the rate of Hyundai’s auto content. Hyundai CEO Jung Ju Young in 1971 proposed a joint venture with Hyundai at 51% and Ford at 49%. Ford requested a 50-50 partnership. During 1969 massive floods washed away a Hyundai factory. Ford insisted that for a new contract renewal, Hyundai must accumulate 10 billion won. CEO Jung obtained a 20 billion-bank loan, but Ford did not believe Hyundai had accumulated that much money so quickly. Ford said Korea was a ‘poor country’ consisting of a narrow, small territory that would not support a significant domestic auto market. CEO Jung guessed that Ford didn’t have any intention to invest significantly in Korea. CEO Jung said Ford continued to make several excuses. Hyundai and Ford broke up in 1973. 

Jung said thanks to Ford’s rejection of a minority stake in a joint venture, Hyundai was motivated to make their own Korean cars faster. Ford suggested that there would never be a significant auto market in Korea. Ford made one of the greatest strategic mistakes in automotive history under estimating the future of the Korean economy and industrial capacity. (“Even though there were a lot of hard times, there is no failure in my life.” Hyundai Publishing Company. Hyundai Employee Training manual May 1, 1992. Translated by English teacher ‘Catheryn’ Hang Hee Park).
The first Korean designed car was manufactured in 1974 with Japanese technology from Mitsubishi. Mitsubishi sold Hyundai Orion engine and chassis technology. Hyundai bought car design assistance from Italdesign. British automobile engineer George Trumbull and Hyundai signed a technology transfer contract for an engine, transmission and accelerator. The second generation Pony of 1982 was Korea’s first large scale export car. Hyundai exported the Pony to Canada in 1983. A redesigned front wheel drive Pony, called the Excel, was shipped to the USA in 1986. However, poor design quality and the lack of an after-service network produced a strong negative image about Korean cars in North America.  Hyundai shut down their Canadian plant and returned production to Korea.
Hyundai later introduced the Scoop, an Excel based three-door car with a turbo charged engine. Hyundai changed the Scoop to a front wheel drive called the Excel. The Excel was marketed as “the sensible car” priced at $4,999. There were a lot of quality control problems with the Hyundai Excel. The Excel kept stalling at intersections due to electrical harness problems. Hyundai improved manufacturing techniques and adopted the auto industry’s first ‘10 year or 100,000 mile car warrantee’. The focus on a ‘10-year or 100,000 mile car warranty’ changed the USA car market landscape providing great benefits for all USA consumers as car companies responded with similar warranties. 

The Korean economic recession in 1998 hurt Hyundai’s domestic output. However, the economic downturn gave an opportunity to Hyundai. Kia, Korea’s third largest automaker went bankrupt and was then bought by Hyundai. 
Hyundai and Kia are now combining their automotive platforms hoping to reduce the total platforms from 23 to 7 by 2005. Hyundai operates six R & D centers in Korea and one each in Detroit, Frankfurt and Japan and an overseas design studio in Los Angeles. Analysts estimate the reduction in platforms and R&D costs could save the Hyundai/Kia combination $1 billion a year. R & D savings plus the $6 billion in debt written off by Kia creditors to support Hyundai's takeover, puts Kia, which lost $5.6 billion in 1998, well on the road to recovery, Kia’s CEO Kim says.
KIA
Kia started producing cars in 1974 under Peugeot and Fiat’s licenses. In 1986 Kia produced the Festiva (Pride) for Ford. In 1985, Kia made a small three-door front wheel drive hatchback called  'Pride'. Pride was popular in the local Korea market and was exported to the U. S. Kia started exporting cars under its own name in 1992 the Sephia and 1993 Sportage SUV. Kia motors sold the Sport design jeep hybrid car called the Sportage. Kia produced low-end small cars for Americans on a tight budget that are a good value for the price. (“Kia’s Spectra aims at young males on tight budget. 5-1-2000 Ward’s Auto). The Sportage was based on the popular Japanese model called the Suzuki Side kick. However the Kia Sportage suffered from traffic driving turn over design problems.  Consumer activist Ralph Nader targeted the Sportage for recalls. 
Kia assumed excessive debts due to over-expansion including buying the bankrupt Korean SUV maker Ssangyong. The Asian economy crisis in 1987 hit and Kia went bankrupt in 1987. The Korean Government helped financially rescue Kia to protect the jobs of Kia employees and supplier companies. Until Hyundai acquired Kia in 1998, Kia was Korea’s second largest auto manufacturer with 22,000 employees and annual sales of more than $1.8 billion US. Ssangyoung became a small independent mostly SUV manufacturer again. 
A Science, Technology and Innovation 2001 study of Kia Motor Company suggested that Kia’s failure to undertake technological innovation and introduce a more effective production system meant that KIA was unable to survive the economic crisis of the late 1990s. Unlike many other large Korean companies Kia was not part of the Chaebol system and was management-controlled. During the 1990s Kia tried unsuccessfully to adopt a lean management system modeled after Toyota. 
Convergences: Hyundai builds an assembly plant in Alabama, USA

Hyundai started construction of its first USA assembly plant in Hope Hull, Alabama April 16, 2002.  The 2 million square foot (186,000 square meters) plant is modeled after Hyundai’s Asan, S. Korea facility.  The first Sonata midsize sedan is scheduled to drive off the assembly line in March 2005. The first Santa Fe SUV is scheduled to be built in January 2006. When fully operational in 2007, the Hyundai Alabama plant will be capable of producing 300,000 units annually. (Hyundai’s US Hopes Ride on Hope Hull, Ward’s Auto World 8-1-03). The Sonata and Santa Fe are built on the same car platform.  

Hyundai is investing one billion U.S. dollars in Alabama.  Alabama State and city officials provided $252 million in tax cuts, infrastructure and employee training incentives for Hyundai. When running at full capacity, Hyundai will employ 2,000 workers in Alabama including 1,600 hourly and 400 salaried workers. That works out to over $1.5 million in tax dollars for each employee. Bill Lange, spokesman for Hyundai Motor Manufacturing Alabama said that wages would be in the range of $17 to $21 per hour. However there were many other states that offered sizeable incentive programs but failed in luring the Hyundai auto assembly plant to their states of Ohio, Kentucky and Mississippi.

An Auburn University study estimates as many as 8,000 direct jobs will be created by Hyundai (Ward’s Auto World 8-1-03). Jobs are restricted to Alabama residents as part of the package. Many Korean based suppliers with long ties to Hyundai already are building additional facilities in Alabama.  Korean company SHR & Co. has built a $20 million facility in Alabama hiring 350 to manufacture hoses and tubing.  Shin Young Metal has invested $110 million in a new Alabama plant to make auto frames for the Hyundai plant. Hyundai Mobis is investing $30 million and hiring 430 and Halla, Inc is investing $28 million in Alabama to make various automobile components. Hyundai’s Alabama assembly plant will relieve some of the production capacity in the event of future strikes by Hyundai’s aggressive auto union. 

GM’s purchase of Daewoo
GM established a joint venture called GM Korea with Korean carmaker Shinjin Motor Co. in 1972.  Although 50% of stock ownership was sold to local industrial giant Daewoo Group in 1978, GM still controlled the development of cars for Daewoo. 

Daewoo started to produce a newer version of Opel Kaddet on behalf of GM as GM’s response to competing against small Japanese cars. The Opel project gave Daewoo its first large volume export. The GM investment also gave Daewoo a modernized plant with 170,000-car annual capacity. 
GM ended its partnership with Daewoo in 1992. Daewoo started to develop its own cars and set up R&D centers in Europe and subcontracting many development projects to overseas consultants. Daewoo produced its first the small car the Lanos in 1995.  Daewoo has 30% of the Korean domestic car market and its mid-range and large size cars are popular. Daewoo invested into Poland’s FSO, forming a joint venture in 1996 producing the Matiz mini car.  The Daewoo group suffered from excessive debt due to over expansion. Ssangyong left Daewoo in 2000.

Resistance to the GM takeover of Daewoo was very high. On April 25, 2000, over one hundred battle-dressed police raided the office of the Daewoo Motors Workers Union in Pupyung near Seoul and arrested everyone in the office. There were twenty union leaders and activists who had made the office their temporary home for the duration of the campaign.
The GM Daewoo success in restructuring and labor peace dramatically improved the lives of laid off Korean autoworkers. “Some 400 employees of Daewoo Incheon Motor Company will return to work next week, nearly two and a half years after being laid off due to Daewoo Motor Co.’s bankruptcy” (Korea Herald 7-14-03). GM Daewoo Auto & Technology Co. Ltd. is now designing its J200 platform for small car markets around the world, a market segment that GM could not complete in well. 
GM Daewoo’s plans to invest 1 billion US for a new S. Korean Diesel Engine Plant and R&D (Korea Times 9-14-03). Erhard L. Sprnager, executive in charge of GM Daewoo’s European operations, told reporters that the he planned to boost the number of GM Daewoo car sales to 200,000 from 82,000 in the first eight months of 2003. GM Daewoo will take advantage of GM Opel’s dealerships in Europe expanding the number of dealers from 1,310 to 1,800 by 2004, (Korea Herald 8-24-03). GM shut down Daewoo’s USA auto dealerships. Daewoo’s cars will be sold at GM and GM Suzuki USA auto dealerships. 

Chinese Competition threatens Korean Automakers
China auto industry is a serious economic threat to Korean automakers. China replaced Korea as the world’s number 5 auto manufacturer in 2003. Korean automakers produced a total of 3.15 million cars in 2002, ranking 6th in the world. (“China overtakes Korea in Auto Production” August 27, 2003 Korea Herald).  Chinese workers earn less than 10% of average Korean workers (“Korea looses it’s price competitiveness” Korea Herald 8-16-03). 

Korea and Japan replaced European small car manufactures in USA. In the near future China may replace Korean as the lowest cost car manufacturer.  Militant Union strikes, Korean laws making it difficult to fire or replace workers, government failure to penalize union violence against managers, illegal strikes and union demands for higher wages even during economic turn downs helped caused 20% of Korean’s Busan manufacturers to relocate outside of Korea, (Korea Herald June 20, 2003). Most Korean firms are relocating to China, Vietnam and thirdly to the USA. 
I interviewed a senior Korean Auto Executive several times over three months to get back ground information on this paper. The Executive, who prefers to remain anonymous, says the Korean union wage increases have come at the expense of lower wages and fewer jobs for Korean white-collar workers and non-union suppliers of Korean manufacturers. Lower salaries and fewer jobs for suppliers and managers is a major cause of a depressed Korean domestic consumer market. Even two Korean carmakers may be too many in the very competitive world auto market. Lee Kyung Taek, president of the Korea Institute of Economic Policy says: "We (Koreans) have the competitive advantage to manufacture automobiles, but I am not sure we need two automobile manufacturers."
General Motors is negotiating with creditors of bankrupt Daewoo Motor Co. about buying Daewoo's old engine plant in the northeast China province of Shandong, (Automotive News, July 31, 2003).  The senior Korean auto executive says that the Chinese still do not produce high quality cars and Korean automakers will continue to have a technological advantage for the near future.

Militant Labor Unions Delay Hyundai-Daimler Chrysler Joint venture negotiations 

Hyundai’s 39,000 member auto Union is strongly opposing efforts by Hyundai and Daimler Chrysler from establishing a joint venture commercial vehicle company.  The labor union has strongly insisted on a union role in management decisions on personnel shifts, management and investments of the new commercial vehicle joint venture firm.  Hyundai and Daimler Chrysler signed the joint agreement in July 2001 and had planned to finish plans by May 13, 2003. Hyundai’s union once again pressured Hyundai’s management to postpone negotiations on the joint venture again (Korea Times August 26, 2003).  The Union wants members on the board of directors of the joint venture company. Hyundai is selling its engine technology to Daimler Chrysler and Mitsubishi. This ten-year deal will bring Hyundai royalty revenues of $65.5 million.

In an effort to increase it’s Asian sales, Daimler Chrysler is planning to increase it’s ownership of Hyundai stock from 10.5 to 15.5%. Hyundai’s strong export and profit growth figures are better than Daimler Chrysler’s other Asian partner Japan’s Mitsubishi Motors, which has debts of $6.7 billion US. (“Daimler Chrysler may up stake in Hyundai” Korea Herald 9-18-03).

Korean Government proposes Labor reforms
During 2003, Korea’s worst economy in two decades (“Plummeting growth rate” Korean Herald 9-18-03), the Hyundai auto union went on strike for six weeks in 2003 costing Hyundai over $300 million in lost revenue. Hyundai autoworkers are pressuring management into more radical labor agreements. Hyundai Union’s power in traditionally management decision making will limit Hyundai’s ability to rapidly change to meet more competitive and quickly evolving auto market. Korean Auto workers make 50 million Won a year ($41,000 US), almost three times the Korean Auto vendor’s wages. The Auto vendor’s workers held protests demanding the Hyundai Auto workers go back to work and stop the strike. Although there is an Umbrella auto workers’ union, the Korean Metallurgy union, each factory is very independent of each other. Korean Auto union members forcibly occupy factories and offices. In great contrast US autoworkers’ union agreed to modest pay and benefit increases with GM, Ford and Chrysler. Forbes, (“UAW gets tentative contact with GM 9-18-03. The US agreement included job cuts and plant closings to cut costs). Sometimes Korean autoworkers violently beat management personnel. Korean police, judiciary and politicians often fail to punish violent strikers.
Korea’s President Roh Moo-hyun proposed a road map to reform Korea’s labor industrial relations.  The centerpiece of the proposal is to allow management to use replacement workers and hire new staff when normal operations are threatened by a strike. Strikers could be denied entry to the work place once management has declared a lock out and companies could close business operations during a strike wither the walk out is legal or not. (“New labor reform blue print unveiled at meeting of 3-way consultation body” 9-5-03 Korean Herald). “Cumbersome business regulations, heavy tax burdens and high land prices are among the factors inhibiting foreign direct investment. Specifically, it is union militancy, labor market inflexibility and high labor costs that are driving away potential investors.” (Korea Herald Editorial ‘Taming Labor for Investment’, 9-6-03). 
If management rights in Korea can be raised to world standards, Korea could again be an attractive country for foreign factories. Once Koreans decide to work, Koreans work very hard and diligently. The average Korean works 2,270 hours a year compared to 1,666 in Berlin. (Seoul’s Working hours World’s 7th longest” Korean Times August 22, 2003).  Korea has the 2nd largest number of science and engineering graduates relative to its population. Over 68% of Korean received higher education and 97% of the labor force has either vocational training or a university degree. (Can Korea Cut It As R & D Hub? Korea Herald 9-18-03).

Korean Auto investment in America 

South Korean automakers, led by Hyundai, increased sales of cars in the first half of 2003 driven by higher exports to the key U.S. market, despite a drop in USA domestic sales. Korea’s five car makers. Hyundai Motor, Kia Motors Corp., GM Daewoo Automotive & Technology Co., Renault Samsung Motors Inc and Ssangyong Motor Co., sold a combined 1.88 million vehicles in the first half of 2003, up 11 percent from 1.69 million a year (Korea Herald August 20, 2003).

Hyundai Motor, South Korea's largest automaker, reported USA sales of 970,642, a 12-percent gain over the first half of 2002.Korean Automotive exports rose 30 percent to 627,728 from a year earlier, while domestic sales fell 11-percent to 342,914. Korean carmakers may find a nitch market in California and other environmentally active USA states. Seoul city government is planning on purchasing 200 hybrid police cars in 2004. These city vehicles will join a large taxi fleet of Liquefied Petroleum Gas (LPG) in Seoul and JeJu Island. (“Hybrid Patrol cars to make Debut in Korea Next Year” 9-14-03 Korea Times). 

If S. Korean anti-American protests subsides, there may be less American consumer resistance to Korean built cars.  Toyota Motor Corp. sold more new cars in August 2003 than the Chrysler division of Daimler Chrysler, making Toyota the third biggest seller of cars in the USA. Toyota is gaining on Ford as Toyota adds plants in Texas and Mexico while Ford is cutting production capacity. “Toyota gaining on Ford for Second Place” Korean Herald 9-18-03) The Japanese decision to expand car production in the USA and resulting increase in employment of USA workers by Japanese carmakers alleviated what was sometimes called a “U.S. allergy to Japanese cars.” American politicians are much more worried about loss of jobs to China than Japan. (“China takes the heat off Japanese car boom in U.S., 9-15-03 The Daily Yomiuri, Asia News Network).  

Hyundai Growing pains in USA? 

 “Various Hyundai insiders and analysts attribute the departures to heavy-handed management oversight from the Seoul, South Korean based parent company.” Hyundai’s top corporate spokesman in South Korea Oles Gadacz rejected the ‘heavy-handed’ claim crediting Hyundai’s success in the USA in part to the decision five years ago to end the practice of appointing Korean born executives as CEO and allowing American executives to run the show. “Hyundai Motor’s U.S. Operation Suffers Exodus of Top Managers” LA Times 9-14-03.
Conclusion

Both American and Korean automakers got off to a rocky start in each other’s countries. GM’s big car design, lack of distribution and service centers and the Korean governments tax and regulatory barriers to foreign imports pressured GM to withdraw from the Daewoo partnership.  Ford Motor Company greatly miscalculated the growth potential for the Korean domestic market when Ford chose not to renew their partnership with Hyundai. Hyundai and Kia had serious quality design problems and poor service networks which lead to a large number of lawsuits and recalls in the USA. Hyundai decided to close its Canadian production plant.

Since 2002 American and Korean automotive companies greatly increased their investments in each other’s countries. GM purchased bankrupt Daewoo, plans to spend $1 billion US for a new engine plant and R & D in Korea and is greatly expanding the dealership network for Daewoo in the USA and Europe. Daimler Chrysler is negotiating a joint venture with Hyundai, purchased Hyundai engine technology and is increasing it ownership to 15% of Hyundai/Kia stocks. Hyundai/Kia is building a $1 billion US assembly plant in the USA and other Korean Auto suppliers are also opening plants to service the Hyundai USA plant. These recent large investments point to a significant and growing and economic interaction between USA and Korean Automakers.
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