Mercer Report – Issues and Comments
Points of Agreement:
1.
Other things being equal, all stakeholders agree customers (and dealership employees and OEMs) deserve modern, clean and spacious facilities consistent (at least to some degree) with brand image.

2.
On this issue, as on others, dialogue and cooperation typically produce a better end product than legislation or litigation (more light, less heat).

3.
Issues are different for different brands (just a few examples):


-
Domestic “catch up” [e.g., 61 percent of GM dealership facilities were 


built before 1981; 77 percent before 1991 – some have been updated 


recently, but many have not].

-
Luxury brand OEMs and dealers may believe imaged facilities have 


greater impact on sales (and ROI) than for non-luxury dealerships.

-
Small rural stores may conclude required investment “doesn’t pencil.” 

Issues:
1.
“Expansion”:  All stakeholders recognize need for adequately sized facilities, but dealers are concerned about “overbuilding” especially as regards service capacity given ability to run week-end and night “shifts” to improve capacity utilization.

2.
“Modernization”:  Some dealers question necessity and cost.  Also, some say they comply with image requirements to keep OEMs happy rather than out of any belief that sales or profits will be enhanced.  Others – particularly in competitive markets such as Auto Malls – recognize the need to keep up with competitors’ facilities in order to attract both sales traffic and entice service business from same line-make competition.  Mercer concludes burden is on OEMs to make “much stronger” business case; three OEM issues with this conclusion:  (1) “lift” may not be as neatly quantifiable as Mercer suggests due to myriad of factors that affect a particular dealer’s sales and profits in a particular market (state of competitive dealers’ facilities, degree of inter- and intra-brand competition generally, dealer locations, economic conditions, etc.); (2) not clear why burden should be on OEMs to minutely cost-justify need to upgrade facilities periodically as is common in every kind of retail business, especially since report states several times that “everyone” agrees “modern” facilities are desirable; (3) image programs are mainly voluntary, so dealers can generally choose not to participate if they believe business case doesn’t support the program.
3.
“Standardization”:  The most controversial issue.  According to Mercer, the economic benefits of standardized brand-identity badging of facilities is “very unclear.”  OEM viewpoint:  this is brand advertising that benefits both OEM and the dealer.  While the impact on consumers may be largely subliminal (so consumer surveys don’t reflect quality of facility as major purchase decision driver), that is true of much advertising.
Dealer Viewpoint:  Imaged facilities required by OEM Guidelines are (1) not necessary in many instances; (2) too costly, in part due to inflexibility of OEM requirements and material sourcing; and (3) not justified (at least quantifiably) by resulting “lift” in sales and service business and profits.

OEM Viewpoint:  Imaged facilities obviously enhance brand equity (rising tide lifts OEM and dealer boats) and productively advertise their common product – vehicle line-make sales and service.  Mercer’s request that OEM’s provide a “stronger business case” in the sense of more quantitative data should not serve as an excuse for dealers to drag their feet in achieving necessary modernization and standardization.
One OEM’s Image Program:  GM believes dealers have three basic choices regarding their facilities:


(1)
Stay in current facility without investing in expansion, modernization or standardization; while not GM’s preference, dealers are free to choose this option.

(2)
Modernize current facility without participating in Image program (free to choose own architecture and materials); while also not GM’s preference, dealers may choose this option, but do not receive GM financial support.


(3)
Voluntarily comply with facility image guidelines and participate in voluntary “Essential Brand Elements” (EBE) program – for dealers meeting EBE requirements GM will provide financial assistance for the project via periodic payments during the expected seven-year life of the EBE program (through 2016).

GM Rationale:  Based on financial assistance to dealer, GM is reasonably entitled to needed expansion, and appropriate modernization and standardization that enhances brand equity for both GM and the dealership.  
· GM’s believes there is a “lift” in sales, CSI and profits for dealerships that “image” their facilities.

· Dealers may and do apply for exceptions to certain Image program requirements based, for example, on local zoning and signage ordinances. 
