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How Much Are You Willing to Pay for ‘Luxury?’

Ford has been surprisingly transparent in
its plams for the Lincoln brand. Essentislly,
Ford has advised those who want o
partcipate that if they want to be a hoooy
dealer, they need to act like a “hoooy
dealer” (whatever that means) However,
this seems to be a classic case of puiting the
cart before the horsa.

Ford does not curmently have the requisite
market share, costomer demand or hoomy
wehicle inventory readily available, yet it is
asking imterested deslers o step up to the
plate now and commit fo mvesting in the
foture. By way of example the Lincoln
sifzsfion sepms in stark confrast to the
namral growth that has ecowred over mmne
with Lexns and Metcedes Benz. Levus and
Mercedes Benz have made demands that,
although exoribitant, are arzusbly justfisd
by the market share sales vohome and
profit margins that are achieved by dealers
representing those brands. There is a history
of success and a wend of brand loyalty in the
markeiplace that provides confidence when
dealers prepare the pro formas to analyze
potential facility imvestments. Mot so with
Lincoln. Frankly, Ford's actions are rather
iromic in light of that fact that recent history,
through the General Motors and Chrysler
bankmuptcies and the ensuing report of the
Inspector General, has disproven the notion
that fewer larger dealerships have a direct
link to more profitability and the peneration
of more retail sales.

Presumably, mamifacturers have leamed
that they simply cammot terminsie dealers
that are hesitant about making nnnecessary
facility invesmments when such a mowve
is not financislly justiied by cmrent or
expected financial performance. The new
sirateEy is economic coercion - with varios
mamafacmrers rolling out programs that
franchise laws that regunlate illegal =ales
mrenfives and promotions. Awdi’s incentive
program, for example, bas 3 foumdamonal
requirement for certaim levels of facilities.
If @ dealer’s planning wolume is “30" then
the dealer must have a separate showToom.
If the desler’s planning volmme i= %"

then the desler needs to kave a completely
exchusive facilify; otherwise, the dealer will
not receive the ssme money per vehicle
as its competition. Of course, planning
vohone is a number umilsterally set by the
mannfacmrer and is wholly derivative of ifs
national sales objectives.

While it may sesm that 3 manufacturer is
acting reasonably when correlating facility
reguirements fo something concrete Like
planning wolume, this is simply not so0. The
best example may be Missan who, at least
for a vast mumber of dealers, has for mamy
dealers tmsued the exact same planning
volmne in 2011 that it issned in 2005 while
it is on pace to sell spproximately 500,000
less vehicles than m 2005. Despite this drop
of more than 40% oo an individual dealer
basis, Nissan apparently expects its dealers
to sell the exact sams number of vehirles
Hssentially, Missan has confinned to make
objectives based upon expectations that are

While objecovely less  ooerous,
Volkswagen has had similsr programs in
recent yesrs that required miminonm facality
programs that, sbsent participaton, wonld
have lefi pon-pamicipatng dealers in
an incredibly umenviable position when
competing with fellow dealers that weme
General Motors is pow threateming o
penalize deslers by withholding mcentives
for those that have not removed non-Gid
brands (i.e. Szab)even though it was G that
was pushing the same deslers to combines the
same brands just & few years ago.

While it is uncertzin that the SAR
may mcrease from its oument lewel of
approcrimately 11 million back o whar
was seen i 20052006 of 17 million, il
that type of vohune iz actually achieved it
15 incredibly more difficnlt for a brand fo
grab market share and increase its volume
with fewer sales to go around. Through the
first eight months of 2010, Lincoln's markes
share was down fom 5% m 2009 o0 T
Puiting volume mombers aside, this T
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market share is the exact figure that it closed
with in 2005,

However, during this same time period,
Lexus, Mercedes Henz, apd BMW have
all increased their market share with all
three carrently hovenng around 1.6%. This
presenis yet another issne: Haven't these
hoooy brands defied logic In imcreasing
their market share during an econormic
deamiurn, and if so, wouldn't it further defy
togic for there o be room for srowth by yet
another lhemry brand? It would seem with
these statistics and Ford's cumrent zame
plan it may take 3 Herculean effort owver the
next few years for Lincoln to accomplish
its goals and for dealers” investments o be
justified

S0, umder these Croumstances, what
happens to 8 Lincoln dealer that does not
mwest? In other words, whst is the punch
Lina? What Ford dealers can likely expect is
the same soaregy that other mamafacnarers
have implemented, namely, a heavy hand
i the form of owverly aggressive sales
meentives as explzined above, or as It is
often called when such action crosses the
line of abusze. Price Discrimination

Are zales incentives availsble om egual
termas to dealers when one dealer potentally
neads to imvest over a mullion dollars in
facility upgrades to qualify? That is cemainty
not the way it is suppose to work. Dealers
would be smart to tm to the regnlations
smme gnidance and clarfication s to what a
mannfacmrer cam and cammot do.
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