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ABSTRACT

This case addresses the ethical issues related to Hyundai Corporation. The case presents a chronological dateline
highlighting the illegal and unethical activities that took place by the top managers and specifically the CEO and
Chairman of the Board, Chung Mong-koo. In addition, ethical issues related to the role of Korean chaebols or family
run conglomerates will also be addressed in this case. This paper coincides with the theme of justice and sustainability
in the global economy since Hyundai is a global corporation and the focus on ethical issues addresses the issue of
justice and long term sustainability of the organization.

Keywords: Corporate Ethics, Fraud, Top Management

INTRODUCTION

The origins of current business practices in Sokitirea originated after the Korean War in 1953. The
governments ruling South Korea determined thatqgthiekest way to recover from the devastation of wae was to
allow the concentration of scarce capital and teldgy to take place among only a few family run pamies. It was
believed that this would be the most efficient aéhe scarce resources. The net result was tieatoon of family run
conglomerates which had deep rooted control ofnitsnerous subsidiaries as well as having strongnbasi
connections with its various suppliers and govemmmefficials. These all encompassing companies weked
chaebols and became the dominant corporate steuofuthe largest companies in South Korea. Kor8&'dargest
family-run companies account for almost 40 peroénforea’s total economy (Fackler and Lee, 2006).

The challenges at Hyundai started with the deattheffounder, Chung Ju Yung in 2001. During theviongs
year leading up to his death, Chung had startedkbrg up the Hyundai empire and giving the piecehkis children.
Three of the six surviving sons, Chung Mong Koou@dMong Hun and Chung Mong Joon, continued tdebfdt the
assets of the Hyundai empire after their fathegatd. Chung Mong Koo was given control of Hyundaitdts and
Chung Mong Joon was given control of Hyundai Helndustries (Kirk, 2001).

THE ETHICAL CHALLENGESSTART

In August 2003, Chung Mong Hun died of an appamaitide when he jumped from the 12th of from the
corporate headquarters of Hyundai Asian. Mr. Chwag facing charges of making an illegal paymerXd0 million
to the North Korean government so that the Northelda leader, Kim Jong II, would meet with the ptest of South
Korea, Kim Dae Jung. Shortly after the meeting tptdce, Kim Dae Jung received the Nobel Peace .AvlzeChung
continued to have close business relations withtiN&orea and Hyundai was accused of making $400omiin
payments to North Korea in exchange for receiviogtiacts to build various projects in North Koregluding a
tourism enclave, an industrial park, various daars,airport, telecommunication facilities and a poweneration
station (Brooke, 2003).

In April 2006, the chairman of Hyundai Motors, ClguMong-Koo was charged with embezzling corporatelfu
through fraudulent accounting. In addition, he vedso accused of agreeing to deals that were questi® from
Hyundai’s perspective, but greatly benefited hifhaaeld his son who controlled the Kia automobile pamy. It was
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alleged that Chung accumulated $100 million fromouss subsidiaries and put it into an account thed used to bribe
government officials in order to receive favorablatracts. The investigation started in the previowonth when a
lobbyist and former Kia director, Kim Jae Rok wdsiged with receiving money from companies in ergeafor
using his influence to help the companies. Hyund#s accused of giving Mr. Kim money in exchangedoarantees
that Hyundai would be the winning bidder for vasotonstruction contracts. After chairman Chung ala&rged, he
left South Korea for the United States and the Korgovernment put a traveling ban on his son, Cltudsun, who
was the president of Kia Motors (Associated Pr2866). Less than two weeks after the initial changere announced
the South Korean government announced that thestigegion had been broadened to include the viegrcian of
Hyundai Motors, Kim Dong Jin. Mr. Kim was resporisilior financial decisions for the company alonghwbeing a
key aide to the chairman. This was not the fimsietin which Mr. Kim had been involved in a criminavestigation.
Mr. Kim had been convicted and was given a suspeijdié sentence for a 2003 investigation relatecHtaindai
Motors giving bribes to candidates during the Sdthean 2002 presidential election. Mr. Kim wasrgvally given a
presidential pardon for his criminal actions of 2q8loomberg News, 2006).

TOOBIGTO GO TO JAIL

In response to the charges, Chairman Chung Mongeffeoed to pay one billion won ($1.1 million) tharities
as part of an apology for his illegal actions. \@hung commented, “we bow our heads to say thatreesarry for
failing to fulfill our social obligations” (Noon, @6). Hyundai’s vice-chairman stated, “we deeplplagize for not
taking social responsibility and causing concemthé public...We will fully co-operate with the origg prosecutors’
investigation and humbly accept the outcome” (Jareqd Fifield, 2006). In addition, Hyundai pledgecdestablish an
ethics board of directors committee which woulddoenposed of outside directors and external exgertaake the
actions of Hyundai more transparent (Jung-a and|&jf2006).

In February 2007, Chairman Chung was sentencelrée tyears in prison for “illegal and antimarkeagiices”
but was allowed to stay out on bail during the @bpeocess. The judge stated that he could remaiofgail in order
to “minimize the impact on the economy.” The resgmby a spokesperson at Hyundai was that “Chai@ramg will
remain at the helm of management, but his roomrfaneuvering will be curtailed by today’s sentencéne Terdict
means that he will have one leg tied in a legaldat a time when he has to run with both legstiercompany”(Sang-
Hun, 2007).

In September 2007, the Appellate Court in Seouhtgd a suspension of Chung’s three year prison ferm
embezzlement and breach of trust. The judges weneecned that the Korean’s economy would be negjgtiv
impacted if Chung remained in jail. Chung had ps®dithat if he was allowed to be freed he wouldatio$1 billion
to local charities. The court had determined thhai@nan Chung was too valuable to the economy ak&do be
locked up in jail. Hyundai Motor group generatepragimately seven percent of the value of all therd@’s annual
exports (Jung-a, Betts and Hill, 2007).

In December 2007, former Hyundai CEO Lee Myung-bekied allegations that he was involved with alstoc
manipulation case from a company he started in 2088 prosecution had to drop the investigation wthey were
not able to obtain enough evidence to warrant c@incharges (Choonsik, 2007). In February 2008, \wag sworn in
as the new president of South Korea. In March 2@}8)jng was re-elected as the Chairman of Hyunddbioln
2008, Chung Mong-Koo was ranked as the secondstgi@son in Korea biyorbes magazine with a net worth of $2.8
billion. His brother, Chung Mong-Joon who contrblgundai Heavy Industries, was ranked first withed worth of $3
billion (Kitchens and Ho, 2008).
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