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Larry’s Ramblings

We do not have too many dealers, what we have is low fixed coverage!
Detroit is attempting to convince the world that the problem with the domestic automobile industry is that manufacturing Labor Costs are too high and that there are too many Dealers.  I disagree, we do not have too many dealers, what we have is too many dealers that have lost focus of how important fixed coverage is to their business success.  At the end of 2006, NADA reported that the average dealer fixed coverage was at 56% in May this had dropped to 52%.  
This week Automotive News had an editorial on how Toyota's success is being hampered by the fact that their dealers are not able to service all of the customer's vehicles they are selling.  I have seen Toyota's customer retention numbers and they have dropped over ten points this decade.  Toyota is warning their dealers that they need to build more service stalls but most of these warnings are falling on deaf ears.  It is very hard to get a dealer who is making lots of money selling vehicles to invest in service stalls.  Toyota knows that if these dealers don't build more stalls for their customers the aftermarket will.
Manufacturers need dealers to service their vehicles.  When a manufacturer has too few dealers they lose customers to the aftermarket.  Once this happens they also lose the customer as a repeat new vehicle buyer.
In 1949 America had 47,900 new car dealerships; currently America has 21,200 new car dealerships.  How could nearly 47,900 dealers survive when 21,200 cannot?  The answer is simple Fixed Coverage!  When I started in this business in 1971 dealers were highly dependent on their service facilities to cover their operating costs.  Nearly every dealer had a collision center and a large service and parts operation.  Dealers were covering more than 80% of their operating expenses from these fixed operations.  What happened in the last 40 years?  Dealers took their eye off the ball, they became enamored with hot selling products and never ending (or so it seemed) factory sales promotions.  Many got out of the collision business altogether, they justified it by saying it was losing money, what they did not look at was how much of their fixed operating costs collision shops were covering.
Losing collision gross resulted in higher fixed operating costs for the other fixed departments.  In order to improve results many dealers attempted to save themselves into a profit by cutting expenses.  Dispatchers were supposedly replaced by computers, we now know that computers cannot dispatch!  Receptionist and Cashiers were let go, dealers thought "Voice Jail" phone systems could replace a pleasing voice saying to the customer "I am sorry but the service writer is tied up right now".  This was replaced with "I cannot answer my phone now; however your call is very important to me, leave a message and I will call your voice mail back"!
Forty years of continuous expense cutting has resulted in the average dealer retaining a whopping 30% of their new vehicle customers as service customers.  Leaving 70% of the customers dealers sell to the aftermarket.  Dealers, through a lack of focus on fixed coverage have been responsible for creating an aftermarket industry that today has 7 independent repair facilities for every 1 dealership facility.
Lets look at some other facts, Toyota has eight assembly plants in the U.S while they are non-union they do pay union scale.  If wages are the problem then why is Toyota doing so well?  Toyota is paying the same wages as domestic manufacturers and they are doing very well selling vehicles right now.  Could it be because they are focused on engineering reliable, cost effective transportation that the market wants? 
Dealers and Domestic Manufacturers have been so focused on the next big sales incentive program that they have completely lost sight of the importance of fixed coverage to theirs and their dealer's success.  Today they are faced with a situation where there are no more discounts to give manufacturers have given all they can and still remain afloat.  
If 47,800 dealers could survive in 1949, why can't 21,200 dealers survive in a market that is nearly three times as large?  The domestic auto industry has got to quit trying to dump dealers and start helping dealers improve fixed coverage.  Dealers and managers that have worked with my company have high fixed coverage and they are doing well right now.  They have learned what this industry needs to re-learn Fixed Coverage, not New Unit Sales is the key to success in the retail automobile business.
If you do not believe me just ask any Heavy Duty Truck Dealer in America, their performance standard is 100% fixed coverage!
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Are your employees motivated to do their best all day every day? 
One thing many managers forget is that they must provide constant and consistent motivation to their employees.  The formula for management performance success is:

                       Skills X Motivation = Results
This is a very simple formula but let's take a look at the math here.  Lets say I have a highly skilled technician on a scale of 1 to 10 this one is a 10.  However because the manager believes with all these skills they do not need to spend a lot of time motivating them.  On the motivation scale this employee is a 2.  Lets do the math:

            Skills =10
X  Motivation = 2
         Result = 20

Now let's look at a marginal entry level employee one that is just out of trade school and one who is really excited about this new career they are on.  Their skills are marginal at a 5 but their motivation is fair at a 5.

             Skills = 5
X   Motivation = 5
         Result = 25

 What happens when the manager provides all the motivation an employee needs? Let's look at both of these scenarios when they are getting a 10 on the motivation scale.

                Skills = 10                                Skills = 5                        
  X    Motivation = 10                  X  Motivation = 10
             Result = 100                            Result = 50

 
As the formula clearly shows it is just as, if not more important, for managers to ensure that their employees are motivated to do their very best every day.  Here are three suggestions to make this happen.
1. Make sure a vehicle is in every stall every day with the parts pre-pulled and ready to start.  This will set the tone for their entire day. 

2. Spend the first hour of every day in the shop and in the service lane.  Get involved, help dispatch, jockey cars make sure everything is running smoothly.  And most importantly make sure your writers have the right attitude. 

3. Remember the Dr Pepper Rule. "Have one at 10, 2 & 4”.  Get out of your office every day at these times and meet with your key employees, look at work in process, and make sure that there are no bottlenecks.  Use this time to recognize superior performance and be sure to give them a pat on the back when they deserve it.  
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 Upcoming September Events
1. September 13 & 14 Infiniti Service Managers Master Minds Session Phoenix, AZ
2. September 24 thru 27, E&A Collision Managers College to be held in our Charlotte Headquarters
If this is the first time you have seen this publication and you want to subscribe to this free publication send an e-mail to larry@edwardsconsult.com and ask me to set you up as a subscriber.
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